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“In 44 years of Wall Street experience and study, I have never seen dependable 
calculations made about common stock values, or related investment policies, 
that went beyond simple arithmetic or the most elementary algebra. Whenever 
calculus is brought in, or higher algebra, you could take it as a warning signal 
… of substituting theory for experience … or to give speculation the deceptive 

guise of investment.”  -- Benjamin Graham (1958)

Ted Brooks shared this time-honored quote, and experience, in a recent Forum 
post on some myths that continue to be taught (as apparent fact/reality) by 
finance educators.  And it surfaced during a period when I was scratching my 
head over media preoccupation with bubbles ... things like Shiller P/E ratios ... 
and all sorts of sordid things suggesting that hell is only a handbasket away.

We’ve received a few inquiries from subscribers lately about things we consider 
a little tangential.  For example:

“I’m considering cancelling [my subscription] 
because I can’t find P/E info on stocks.”

The request or suggestion is usually centered on current P/Es.  And in their 
defense, the investors expressing this sentiment clarified that their use of P/E 
ratios includes current P/E but also maintains a perspective on P/E ratios that 
includes the long-term forecast P/E, “monitoring for P/E expansion potential.”

Whew.  But we’re anything but surprised.  Because we encounter many citizens 
of this community who realize and embrace that the P/E ratio that matters most 
is the projected average P/E ratio embedded in our long-term forecasts. 

The “real estate” on our dashboards is precious.  It’s dedicated to the things 
that matter most ... and current P/E ratio is a tiny piece of a larger puzzle.  So 
why don’t we display a current P/E ratio?

First, it goes to one of the design foundations of Manifest Investing.  If you 
can find something for FREE all over the Internet, we’re probably not going to 
merely capture and “reprint” it.  It helps us remain functionally Googlish.

Second, there’s nearly an infinite number of flavors of current P/E out there.  
You’ll see what we mean as we share some places to turn to (for FREE in most 
cases) while reminding that current P/E can be uninformative and misleading.
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Why Would We Settle For Less?
The investment world abounds with examples of mangled math and distrac-
tions that often detour our attention from the things that really matter.  Long-
time subscribers will recall our exploration of PEG ratios and the harsh reality 
that there few shortcuts in the investing world ... but we think an emphasis on 
growth, profitability and PROJECTED P/E ratios is about as close to a straight 
line destination in our quest for successful long-term investing as anything else 
we’ve seen.  Be careful when betas, gammas and ratio overdose enter the picture 
and remind yourself of the wisdom of one Benjamin Graham. 

Monthly Round Table FREE Webcast    

Bring your party hats and noisemak-
ers and join Ken Kavula, Cy Lynch, 
Hugh McManus and Mark Robertson for 
our November Round Table on Mon-
day, December 30 at 8:30 PM ET.  Our 
knights of the round table share favorite 
study stocks and tackle challenges with a 
tracking portfolio (+3.1% relative return 
since inception) ... for more information, 
check: http://www.manifestinvesting.
com/events or ask nkavula1@comcast.
net to add you to an email friendly re-
minder list.  This event is co-sponsored 
by the Mid-Michigan chapter of NAIC.
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Current P/E Ratios & Ice Cream

Available current P/E ratio data is like Baskin-Robbins. When 
you have 31 flavors to choose from, the math revolving 
around them can get pretty squishy.

The condition actually worsens proportionally as EPS stabil-
ity gets lower.  The reason is that sub-zero quarterly (or 
annual) earnings throws a 800-lb monkey wrench into the 
math.  Compound this with the “free” (and subscription!) 
resources who use as-reported data and it gets ugly fast.

Some use projected, or “forward”, earnings like Morningstar.  
Incidentally, the Wall Street rhinos use all kinds of forward 
P/E ratios to make them seem relatively lower when they 
talk about stocks ... because they know that the “average 
investor” likes to believe that a current P/E ratio is “enough” 
to make decisions about price worthiness.  There is a whole 
lot of average and below-average investing going on on Wall 
Street.  Why would you ever want to settle for that?  Or em-
brace some of the things they apparently believe and tout?

It’s enough to make the grandfather of the modern invest-
ment club movement, George Nicholson, roll over in his 
grave.  Nicholson was uncomfortable about the extended 
use of P/E-based criteria (i.e. relative value and portfolio 
management tools based on P/E) and regarded it as insidi-
ous.  In a 1963 speech delivered by Benjamin Graham, he 
shared his belief that if “possible for a minority of investors 
to get significantly better results than average.  This re-
quires (1) Sound principles of stock selection ... related to 
the value of the [companies/stocks] and not their market 

                          ... continued on page 8 ...

price action and (2) ... a method of operation that is different 
than the herd.”

We want to live and be that “minority.”

The rhinos stumble in the minefield of current P/E ratios 
and the vat of 31 flavors, culminating in a heap of lackluster 
performance.

Why would we ever want to settle for that?

http://www.gurufocus.com/stock/URBN

Manifest Investing: MyStudies.  If you insist on a current P/E after 
finishing this article, you can always find one in the MyStudies section 
of Manifest Investing.  You can tinker, audit ... 

Current P/E Ratios From Around The Internets    

Yahoo! Finance ............  19.4x
Google Finance ............  20.1x
Morningstar.com ..........  16.0x
Value Line .................. 18.6x
E*Trade.com ...............  20.3x
MANIFEST MyStudies ...... 19.5x
Shiller (gurufocus.com) .... 24.3x

Urban Outfitters (URBN): “Current” P/E ratios.  (12/5/2013)

http://finance.yahoo.com/q?s=urbn&ql=1  There’s no need for 
two places to the right of the decimal point.

https://www.google.com/finance?authuser=0&q=urbn 

http://quotes.morningstar.com/stock/urbn/s?t=urbn

Value Line.  (Subscription)  The 18.6x is based on two trailing and 
two forward quarters for the EPS part of the calculation.

E*Trade.  Brokerage account example.



 Solomon Select

 Quality Systems (QSII)
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With the Christmas season upon us, 
it just seems like the shopping ought 
to be easier.  We found it challeng-
ing to consider the finalists on this 
month’s short list -- a collection of 
turnarounds and companies with 
significant recent price corrections, 
in general.  We repeat the selection 
of an old favorite that has stumbled 
and appears to be possibly regaining 
its balance, Quality Systems (QSII).   

It’s been quite a ride since we selected 
QSII back in the August 2008 edi-
tion of Expected Returns.  From roller 
coaster to 7-ring circus (and probably 
something in between or a combina-
tion of both) the company has found 
itself in a bountiful opportunity field 
and has executed well at times ... and 
at others not so well.  It will probably 
surprise many subscribers that our 
relative return for the QSII position is 
positive (+1.2%) following the gains 
of the last several months.  With the 
circus back to 3-rings or less, the big 
picture story is unchanged.    

Growth, Profitability, Valuation

The Manifest Investing sales growth 
forecast for QSII is 10-11%.  We’re us-
ing 12.6% for the projected net margin 
and 23x for the projected average P/E.  
Value Line has a 3-5 year projected net 
margin of 15%.
  
At the time of selection (12/2/2013), 
the stock price is $22.25, the project-
ed annual return is 12%.  The qual-
ity RANKING is 83 and the financial 
strength rating is 52 (B+) but poised 
to improve.  

Getting Healthy?

S&P is less optimistic, skeptical about 
the circus, perhaps ... with a fair value of 
$19.50 for a P/FV of 115%. (We told you 
the shopping was rough.)  Much hinges 
on the future profitability, as shown in the 
accompanying figure.  Where will future 
net margins stabilize?    

Quality Systems (QSII): Business Model Analysis.  2012 proved to be quite a speed bump for this 
community favorite and recovery still seems to be a work in progress.  Growth has slowed since our selection 
back in August 2008 to approximately 10%.  The Value Line low total return forecast was 20% at a stock 
price of $20.97 (9/13/2013).

Quality Systems (QSII): Profitability.  As shown in the post-speed bump EPS vs. sales in the business 
model, profitability has “reset”.  What are your expectations for long-term profitability for QSII?

Quality Systems (QSII): Chronicle.  Our counsel is to watch for loose lug nuts using the quality 
characteristic.  In the case of QSII, a wheel or two came off as displayed by the quality swoon.  When 
thinking of returning to the circus tent, it’s a good idea to WAIT FOR IT.  Is quality recovering?



by Mark Robertson

The Hoard’s relative return since its 
inception (January 2009) is +0.5%.  Our 
goal to beat the market by at least three 
percentage points.  The absolute an-
nualized return is 19.0% versus 18.5% 
for the Herd (total stock market) during 
the same period.  Overall accuracy (the 
percentage of picks outperforming the 
market) is 72.5%.

Reviewing Current Holdings

The Hoard Portfolio meets all of our tar-
gets for key design characteristics except 
for projected sales growth. Overall PAR 
(8.5%) is 3.2 percentage points above 
current MIPAR (5.3%), above our goal of 
MIPAR+3 percentage points. Overall qual-
ity remains excellent at 82.7. Financial 
strength is solid at 84% (A).

The average sales growth forecast of 
9.6% still falls below our target range 
of 10-12%, there aren’t many options 
available.  

Technology is still significantly over-
weighted but the sector continues to 
rank favorably on a sort by return fore-
cast using the ETF Sector Radar/GPS on 
the Manifest Investing home page.

selections have contributed positively as 
shown in the profile of 2013 selections 
and performance results in the accompa-
nying graphic.

We’ll go ahead and close out the relatively 
small position in Buffalo Discovery and 
invest the proceeds-of-sale along with this 
month’s $1917 contribution into iShares 
DJ US Oil Equipment (IEZ) -- the fund 
at the top of the dashboard sorted by 
descending return forecast.

We note the high frequency of energy-
related funds in this month’s ETF Manifest 
courtesy of Morningstar and find comfort 
that we’re shopping among some of the 
leading return forecast candidates.

Moat Seeking

Ah, the moat.  As many of you know, 
Morningstar strives to heed one of the 
general investing philosophies of Gra-
ham, Dodd and Buffett with the moat 
concept.  We believe their characteriza-
tion of “moat” and our quality ranking 
are closely related.  It seems logical that 
companies with leadership growth rates 
and profitability -- particularly those 
that seem less “vulnerable” to chal-
lenge mean that we’re fishing in similar 
barrels.  And it’s particularly true when 
it comes to consistency and stability of 
margins.  In other cases, it can come via 

Fund Analysis: Hoard vs. Herds

 Set Buffalo Discovery Free, Add IEZ

4  -  Expected Returns  -  December 2013

December 2013 Funds.  Top ETFs ranked by expected return.  Source: Morningstar 

Results (November 30, 2013).  The average selection for the Hoard has outper-
formed the total stock market benchmark by +0.5% since inception.  Accuracy, the 
percentage of positions outperforming the Wilshire 5000 since selection, is now 72.5%.  

Decisions

Although we could wait, the overall 
return forecast is down to a performance 
advantage of 3.2 percentage points.

Buffalo Discovery (BUFTX) has served us 
well but has a return forecast of 6.5% -- 
the lowest among the Hoard holdings at 
this time.  As shown in the accompanying 
table, both of the BUFTX positions have 
outperformed the Wilshire 5000 during 
their holding periods this year -- achiev-
ing returns of 25.0% and 24.1%.  Both 
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Hoard Dashboard.  Our $109,583 invested so far is now worth $168,051. (11/29/2013)   Vanguard Technology (VGT) is the best-per-
forming active selection to date.  http://www.manifestinvesting.com/dashboards/public/hoard-vs-herd

leaders that we seek, analyze and in many cases, own.  Many 
of these companies have been “held” in the MANIFEST 40 
most widely-followed tracking portfolio for eight years.

Go to http://www.manifestinvesting.com/funds/MOAT for a 
closer look at the focused set of 20 holdings with a quality rat-
ing of 80.7 (excellent) and a return forecast of 9.1%.  

The overall growth forecast is 6.7%, a little low, but acceptable 
for a core holding featuring a stable of blue chip companies.

One of the characteristics of a moat is relatively high and 
steady earnings.  With an EPS stability ranking of 78, MOAT 
would be a top tier candidate among closed, mutual and ETF 
peers.

The financial strength of MOAT is 82.8, equivalent to a “strong 
A” rating from Value Line.  We’ll be watching for an opportunity 
to add and accumulate MOAT going forward.

protection of intellectual property, 
etc.

Many of you will also remember a 
series of series of selections made 
here for ELEMENTS Morningstar 
Wide Moat Focus ETN (WMW).  For 
some reason, the holdings of this 
note/fund have been unavailable for 
some time -- making a dashboard 
characterization impossible.  That 
said, the performance was strong  
and we’d welcome the opportunity 
to review, and potentially use, this 
type of investment for the Hoard 
portfolio.  The 5-year annualized 
relative return for WMW versus the 
S&P 500 is +5.4%.

At the top of this month’s ETF Manifest (see accompany-
ing chart), we find Market Vectors Wide Moat (MOAT) ... an 
exchange traded fund that appears to be following the same 
philosophy and process.

We’ll have a little trouble reconciling Morningstar’s Expected 
Return at 15.5% -- even when factoring in that the average 
Morningstar forecast appears to be +2.5 percentage points 
higher than what is generally found among our fund coverage.  

That said, with the median market return forecast at 5-6%, 
the projected annual return for MOAT of approximately 9% 
is still pretty compelling.  Featuring community favorites like 
Berkshire Hathaway (BRK-A), C.H. Robinson (CHRW), Coca-
Cola (KO), Express Scripts (ESRX), General Electric (GE), 
Medtronic (MDT), Oracle (ORCL) and Sysco (SYY) the fund 
clearly is attracted to the same type of industry and sector 

2013 Hoard Selections.  While parting ways with BUFTX, we display the positive relative returns for 
these fairly recent positions and note the general strong performance (green ink means the position 
has outperformed the market).  The “dues” paid to ADRE are obvious and we’re pleased to see recent 
ADRE selections turn positive.  PRSCX has been a beast. 



6  -  Expected Returns  -  December 2013

Screening Results

Deep Value Bottom Fishing Update
We introduced a screening process 
used by Hugh McManus to discover 
deep value opportunities in our 
screening feature back in July 2013.  
We return for an update, knowing that 
opportunities are not getting more 
plentiful in the current market.

A Different Look at Zoning

During a recent Round Table webcast, 
Hugh “passed” and shared that no 
stocks of interest were trading suf-
ficiently low (in price) to capture his 
attention.  He echoed the sentiment 
during Let’s Talk Stocks panels at the 
recent Puget Sound investing confer-
ence.  He begrudgingly added Cat-
erpillar to the Round Table tracking 
portfolio at the November session, but 
he was clearly uncomfortable.

What makes him comfortable?  A 
good company -- even temporarily 
“loathed” that is trading near its low 
price.  The low price (for the zoning) 
is conditioned by accounting for the 
stock price volatility.  For companies 
with low price stability, the look back 
to capture a low price is a longer 
period of time.  This is a technique 
that George Nicholson mentioned in 
sessions on judgment.  The zone is 

formed by comparing the current price 
versus the low and high prices.  The 
math in the accompanying chart is:

Position = [(G-F)/(H-F)] x 100 

A margin of safety is added by “look-
ing back” more years based on price 
volatility.  For price stability between 
80-100, the 52-week high and lows 
are used.  If price stability is 40-60, 
the lowest price over the last 3 years 

is used, for example.  Interest is 
peaked at zoning positions less than 
20% ... and preferably lower.  

Ken Janke often spoke of the condition 
where 52-week lows are often 50% of 
52-week highs.  This approach is an 
effort to identify a high quality com-
pany, with a sufficient return forecast 
that has the added protection of trad-
ing near its low price range.

Market Expectations (11/30/2013).  The median return forecast (MIPAR) for 
all 2400+ stocks followed by MANIFEST is 5.3%.  The multi-decade range for this indi-
cator has been 2-20% with an average of 8-9%.

Screening Results (12/01/2013).  Sorted by Zoning proximity to low price.  Financial Strength >= B++   PAR > 10%.  
Zoning is percent position of current price between low and high price range.  Source: Value Line Investment Survey
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Tin Cup Model Portfolio

Accumulate C.H. Robinson (CHRW)

This demonstration portfolio invests the 
maximum allowable 401(k) in stocks. 
Total assets reached $1,000,000 in 17 
years. Tin Cup has outperformed the 
S&P 500 since inception (1995) and the 
annualized total return is now 18.8%.

Total assets are $1,188,911 (11/30/13) 
and the net asset value is $262.60. The 
model portfolio receded -0.43% dur-
ing November 2013. The Wilshire 5000 
checked in at +1.92% for the month. 
Tin Cup has generated a 17.7% annual-
ized total return over the trailing five 
years vs. 17.5% for the S&P 500 for a 
trailing 5-year relative return of +0.2%.

Portfolio Characteristics

With MIPAR at 5.3%, our target for the 
minimum overall portfolio PAR is at least 
10.3%. The overall portfolio PAR is 11.3% 
on 11/30/2013. Quality and financial 
strength are sufficient at the current lev-
els of 93 (Excellent) and 88%. EPS Stabil-
ity is 81 for the portfolio. Sales growth 
has retreated in recent months to 9.9%.  
The target is approximately 11%.

Tin Cup Dashboard: November 30, 2013.  Ranked by PAR (last column on the right.) Accumulate C.H. Robinson (CHRW).      
http://www.manifestinvesting.com/dashboards/public/tin-cup

C.H. Robinson (CHRW): Chronicle.  The return forecast (PAR) continues to 
hover near multi-year highs.  Yes, Virginia, we expect global recessions to end.

Performance & Decisions

Weak performance and guidance contrib-
uted to disastrous price performance over 
the last month for Fresh Market (TFM) 
and Mercadolibre (MELI).  Bio-Reference 
Labs (BRLI) also guided lower during the 
final days of November, tanking the stock 
price and doing a fair amount of damage 
to the Tin Cup balance at the end of the 
month.

The monthly contribution and Novem-
ber dividends total $2178.

We accumulate C.H. Robinson (CHRW) 
at the top of the sweet spot with a 
PAR of 15.2% and the growth forecast 
of 10.6% “does no harm” and keeps 
the overall portfolio “near” double 
digits.



The current P/E ratio is NOT a direct component of the 
return forecast calculation!

Tough pill.  I’ll give you another moment ...

When it comes to building our vision of the future for the 
companies we study ... the forecast calculation does not 
include current P/E ratio.  It’s the projected average P/E 
that matters, a carefully considered expectation of rea-
sonable values at the end of our continuously-ratcheting 
5-year time horizons.  

The return forecast calculation is a combination of growth 
and profitability expectations that is completed by a long-
term forecast of P/E ratio.   Where’s the current P/E ratio?

We’ll side with Graham in our quest for above-average per-
formance ... dare to be a little different ... and lean on a 
heavy dose of skepticism about shortcuts and single pieces 
of the puzzle, hopefully avoiding the island of lackluster 
performance.  

Why would we ever settle for less?
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Contact Us 
You may write us at Manifest Investing LLC, P.O. Box 81120, Rochester MI 48308.  If you prefer e-mail, contact us at
manifest@manifestinvesting.com.  Every effort will be made to answer your questions individually.  Your inquiries, comments 
and recommendations tell us what you want to see and we’ll do our best to provide it.

Benjamin Graham Speech (1963). This speech is chron-
icled at http://www.jasonzweig.com/documents/BG_speech_
SF1963.pdf.  It grants permission think a little differently... 
maybe a lot differently than the herd of “average investors” and 
institutional rhinos.  

Why Would We Ever Settle For Less? (Cont.)
From Apple Sauce to Poison Apples

A P/E ratio as a sole indicator of value is vulnerable to a 
number of conditions, many of which can be either unin-
formative or misleading -- and in worst cases -- outright 
dangerous to investors.  

Rolling them up into some kind of average (as is done 
virtually every day on Wall Street) is laughable.  As we 
explored a few years back in “PEG ... That Dog Won’t 
Hunt”, P/E Ratios are company (think life cycle), industry 
and sector-dependent.  The market is a barrel of apples, 
oranges and bananas.  Blending them into an average is a 
lot like apple sauce with a bunch of chunks of fruit tossed 
in.  That might sound delicious, but it’s probably not very 
informative about the individual components of the salad.

Early stage life cycle companies (think Under Armor of 
recent years, Bed Bath & Beyond a decade or so ago ... or 
a young Starbucks or Microsoft.)  For some period of de-
velopment, usually close to the time when earnings go and 
stay positive, current P/E ratios are virtually meaningless.  
Think about that the next time someone at the barbershop 
or hair salon talks about Tesla having a P/E of 190.4x -- 
because that day is coming.

A few years ago, Ken Fisher joined in a discussion on the 
MANIFEST Forum that featured his book, The Only Three 
Questions That Count.  Part of the explorations included 
a few moments with P/E ratios.  In his words:

“We accept false truths because we are prone to follow 
what is widely accepted knowledge. We don’t challenge our 
opinions if we know that others support our views. There 
is no body of data confirming that high P/E ratios result 
in poor future returns or that low P/E ratios result in high 
future returns.”  (He goes on to prove it empirically)

Tough pill.  I’ll give you a minute before we go on.

Back To The Windshield, Less Rear View Mirror

But there’s a bigger, more important, reason that we pay 
less attention to current P/E ratios.  


