
Because an outperforming active fund manager is exceptional.

It’s a prevalent condition that Cy Lynch and I have lamented on these pages 
(and in the Manifest Investing Forum) in our fund features for years.

We were also reminded of the implications and potential of doing this well dur-
ing a workshop this past weekend centered on the qualified retirement plan for 
federal government employees -- the Thrift Savings Plan, or TSP.  One of the 
attendees provided some powerful feedback after the session.  

“I want to spend a few moments 
thanking you for this morning’s 
workshop.  I am a retired govern-
ment employee with several de-
cades of service and many years of 
TSP participation.  I have attempt-
ed to deploy the lessons learned 
about investing as a member of 
an investment club to my TSP 
account.  I also second your rant 
about employees who don’t take 
advantage of the FERS matching. 
(TSP matches 5% of contributions 
for a total allocation of 10% in many government departments.) That’s free 
money!  As one of the other participants noted, even if it’s directed at ‘G’, your 
so-called money market fund on steroids, that is an exceptional investment over 
time. Of course, you and I know that a young person with a long time horizon 
and risk tolerance should be chugging those contributions into ‘C’ (S&P 500), ‘S’ 
(Wilshire 4500) and ‘I’ (international large caps). I want you to know that now 
that I understand it, your system would have provided powerful direction over 
the years. Why? Because we know the power of all-of-the-above investing as 
you and Ken continuously cite the performance of the Value Line index over the 
years.  I’m confident that ‘S’ and ‘C’ would probably have looked pretty good at 
precisely the right times over the years.  As you shared during the session, ‘C’ 
DID NOT look good during the early years of the last decade -- and we all know 
what a lost decade feels like.”

“Don’t underestimate how helpful this could be as you continue to improve it. 
I know that I’m better off with the guidance.  Navigational tools can be really 
good things, the kind of things that can save marriages and build better futures. 
Keep up the good work.”
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March Madness: Mutual Funds
I was reminded again this month -- when looking at the listing of funds covered by Mani-
fest Investing.  Sorting the list by return forecast, the number of entries in the sweet spot is 
sparse (and that’s being really diplomatic.)  We cover approximately 500 funds.  Setting the 
emerging market index funds aside, there’s only three or four funds with a PAR in the sweet 
spot we use for stocks.  Using a more modest (funds-only) sweet spot of MIPAR plus 3-5% ... 
there are still only twenty or so candidates for study. We believe that the legions of individu-
al investors and investment clubs have a 70-year legacy of selecting stocks that outperform 
the general markets with a higher frequency.  We also believe that the same approach and 
discipline can detect and identify exceptional fund opportunities.

A Few Moments With... Thrift Savings Plan   
The web session is an example of the types of 
subjects and topics that we cover during reg-
ular educational sessions. We’ll feature event 
notices on the home page ... and you can 
seek items of interest under the [Events] tab.  
“I want you to know ... that this is promising 
and helpful.  Navigational tools can be really 
good things ...” -- TSP Session Attendee

We’ll schedule an encore of the TSP program. 
These events are public and FREE. Invite 
family and friends.  And tell us what subjects 
and themes you’d like to cover. 
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Funds in General: Designed To Fail?

An outperforming fund manager is exceptional.

So is an individual investor who success-
fully maneuvers through the world of fund 
investing while seeking to outperform the 
market.

“Most of us mess up our portfolios so 
badly that we wind up with only about 
half the profits we could have pocketed. 
That sad conclusion is based on work from 
Dalbar, a research firm in Boston, which 
estimates that the typical investor in U.S. 
stock mutual funds over the past two de-
cades earned a scant 4.3% a year, despite 
a stock market that generated returns of 
8.2% during the same period.”

There’s plenty of blame to go around.  
This is that same “average investor” sta-
tistic that we’ve cited for years ... and the 
situation is unchanged.  And it’s a problem that can be at-
tributed to humans, our instincts and the various afflictions 
and realities that Hugh McManus covered while speaking 
of campfires, the safety of communities and the influence 
that fear has on all of us.  

Left to our own instincts, all of us (including most of the 
fund managers) are not very good investors.  The same 
instincts that keep us alive can do significant damage to 
our investing efforts.  

In a nutshell, most of the humans actively managing funds 
are vulnerable to performance chasing. Most of the “aver-
age investors” also have a hard time avoiding performance 
chasing. The combination of the two lead to the lethal 
underperformance noted by Dalbar. 

We’re the first to admit that there are many ways to ap-
proach investing.  There are successful funds that engage 
in momentum or sector rotation strategies that rarely look 
good when measured using our “core investing” approach.  
But they seem to be very, very rare.

We also question the reality that so few funds (most of 
them substantially based in high-quality equities) seem to 
have relatively weak return forecasts on our dashboards.  
It seems that many of them are designed to “fail” and it’s 
amazing that so few have return forecasts greater than 
our market median.  As the accompanying figure shows, 
a very small slice of the population seems to be designed 
to outperform the market average -- at least from a basic 
design perspective.

We will take a look at a profile of the best long-term 
performers and dashboard forecasts for these funds in 
the MANIFEST Forum during March.  We still believe that 

prudent fund selection is possible -- a la our Hoard demon-
stration.  We just wish it was a little easier to identify candi-
dates with a little more margin of potential outperformance.

Active vs. Passive

The 2012 S&P Indices Versus Active Funds (SPIVA) Score-
card ranked the returns of actively mutual funds vs. passive 
S&P indices, and the results are clear. On a one-, three- and 
five-year basis, the S&P 500 outperformed 81%, 69%, and 
62% of all domestic large cap mutual funds, respectively.

Actively managed funds have taken a beating at the hands of 
indexing, the passive method championed by John Bogle and 
the company he founded, Vanguard Group. Bogle argues that 
the average active manager, after fees, fails to beat the over-
all market. Active managers who do outperform, he says, 
can’t repeat the feat with enough predictability to make their 
funds good long-term investments.

American Funds begs to differ. “We don’t entirely agree that 
the answer for all people is indexing. In fact there can be 
a significant advantage to active investing.” Capital Group 
Chairman James Rothenberg backs his words with an in-
house study. Using Morningstar data, the study examined 17 
of the company’s mutual funds. The results show the funds 
beat their benchmark indexes in the majority of periods over 
the past 80 years. That included 57 percent of one-year 
stretches, 67 percent of five-year periods, and 83 percent 
of 20-year ranges.  The flagship, American Growth (AGTHX) 
has a +3.2% relative return over the trailing 15-year period.

Our workshop on the Thrift Savings Plan, an example of oth-
ers to follow, doesn’t pretend to have all the answers. But 
it’s an effort to select the best of the best -- or get the most 
-- from a powerful long-term opportunity.

Distribution of Fund Return Forecasts.  Less than 30% of mutual funds have a return 
forecast greater than the median market return forecast (MIPAR).  It’s a fairly small group 
that appear to be positioned to outperform the market in that +3-5% fund sweet spot. The 
bell curve of expectations for the fund universe definitely leans left. Is the average fund 
designed to fail/underperform?  Source: Manifest Investing



 Solomon Select

 Fossil (FOSL)

 March 2014  -  Expected Returns  - 3

At Fossil, we do a lot of things. We 
create watches, jewelry, leather 
goods, and apparel like it’s our job 
(…and it is). We test boundaries 
regularly, and we use words like 
“relentless” and “authentic” daily. 
We understand that our products are 
only as strong as the stories they 
tell. So we create with heart, and 
we sell with soul. We’re able to do 
all these things because passion is 
at our core. In fact, our passion is 
what drives everything around here, 
including our two core businesses: 
the Fossil brand and our portfolio of 
licensed brands. -- Fossil web site

Ken Kavula selected Fossil (FOSL) 
as his single favorite investment at 
the February Round Table.  Ken had 
just given acceptance speeches for 
Best Selection (2013) and Best Rela-
tive Return (All Selections, 2013) so 
his opinions and decisions have a 
decorated track record. After putting 
several contenders through the mill 
this month, we decided to agree with 
Ken and feature Fossil as our March 
selection. 

Growth, Profitability, Valuation

The Manifest Investing sales growth 
forecast for FOSL is 14.5%. Value Line 
is projecting at 17%. We’re using 11.5% 
for the projected net margin and 17x for 
the projected average P/E.  Value Line 
has a 3-5 year projected net margin of 
11.0% and a P/E forecast of 18x.
  
At the time of selection (3/3/2014), 
the stock price is $113.09, the project-
ed annual return is 15%.  The qual-
ity RANKING is 100 and the financial 
strength rating is 85 (A).  

The company, and its stock price, will 
be vulnerable to recessions and look-
ing at the longer-term sales results, 
2012 and 2013 feel a little reces-
sionary. Fossil is well-positioned to 
thrive in a recovery and it is a multiple 
Round Table selection ... so it has 
plenty of cheerleaders. 

Fossil (FOSL): Business Model Analysis.  A steady track record coming out of the Great Recession is 
pretty obvious.  There’s a reason for an EPS Stability ranking of  88 -- relatively high for a economically-sen-
sitive retailer.  The impact of the 2008-2009 recession is also clear with respect to sales and EPS.  Value Line 
is less optimistic than S&P with a low total return forecast of 7%.  S&P fair value is $134.70 (P/FV = 84%)

Fossil (FOSL): Projected Average P/E Ratio.  Again the recession impact is clear and based on 
the trend, an average P/E forecast of 17x or 18x seems reasonable.

Fossil (FOSL): Profitability Analysis.  The net margin characteristic displays the impact of the 
2008-2009 Great Recession.  A longer term forecast of 11-12% seems feasible.



by Mark Robertson

The Hoard’s relative return since its inception (January 
2009) is +0.4%.  Our goal to beat the market by at least 
three percentage points.  The absolute annualized return is 
19.5% versus 19.1% for the Herd (total stock market) dur-
ing the same period.  Overall accuracy (the percentage of 
picks outperforming the market) is 72.7%.

Reviewing Current Holdings

The Hoard Portfolio meets all of our targets for key design 
characteristics except for projected sales growth. Overall 
PAR (9.0%) is 3.7 percentage points above current MIPAR 
(5.3%), slightly greater than our goal of MIPAR+3 per-
centage points. Overall quality remains excellent at 80.1. 
Financial strength is solid at 81% (A).

The average sales growth forecast of 10.2% is at the low 
end of our target range, but satisfactory considering the 
relatively few number of options available.  

Technology is still significantly overweighted but the sector con-
tinues to rank favorably on a sort by return forecast using the 
ETF Sector Radar/GPS on the Manifest Investing home page.

Decisions

The song remains the same.

The emerging markets continue to be virtually the only 
component of this demonstration portfolio that is lagging.  
With 72.7% of the positions outperforming the general stock 
market, ADRE accounts for the lagging positions.  But ADRE 

Fund Analysis: Hoard vs. Herds

 Accumulate BLDRS Emerging Mkts 50
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Hoard Dashboard.  Our $115,333 invested so far is now worth 
$183,007. (3/5/2014)   Vanguard Technology (VGT) is the best-
performing active selection to date.  http://www.manifestinvesting.
com/dashboards/public/hoard-vs-herd

March 2014 Funds.  Top ETFs ranked by expected return.  
Source: Morningstar 

Results (February 28, 2014).  The average selection for the 
Hoard has outperformed the total stock market benchmark by 
+0.4% since inception.  Accuracy, the percentage of positions 
outperforming the Wilshire 5000 since selection, is now 72.7%.  

continues at the top of the Morningstar ETF manifest, so we’ll 
continue to persist. During the February Round Table, Cy 
Lynch suggested that he receive a “Best Performance by a 
Stubborn Investor” award due to his unwavering commitment 
to Cognizant Technology, a 9-time selection for the Round 
Table tracking portfolio. We see similar recognition here, be-
lieving that emerging markets will, well … one day … emerge.

We’ll be presenting sessions on the Thrift Savings Plan and 
other retirement plan optimizations during March. Stay tuned 
while remain stubborn. Or if you prefer, persistent.  
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$25,000 Into Four Favorites on February 28, 1994.  These industry leaders have rewarded 
shareholders over the last 20 years with a collective annualized total return of 15.1%, an overall 
+5.9% relative return over those two decades.  Discovered and selected on the basis of quality 
and return forecast, we imagine and build long-term images of what we expect from our favorite 
companies over 5-year time horizons.   

Clubhouse

Simplicity, Success and Investing-With-Your-Friends

This month we introduce a new 
feature for the monthly e-news-
letter, The Clubhouse.  We’ll be 
sharing features and tips & tricks 
... based on your feedback and 
favorite resources.

To kick things off, we were reminded 
during a recent webcast about the 
powerful reason that we exist with an 
interesting example of community-
wide success.

First and foremost, we’re here for the 
returns.  Our quest is continuous and 
we seek companies with promising 
return forecasts.

Second.  But it’s not just any com-
panies. For the core component of 
our portfolios, we seek high-quality 
companies with strong balance sheets, 
well-positioned in their fields of oppor-
tunity with better growth and profit-
ability than their peers and/or compet-
itors.  In a nutshell, we seek excellent 
management.

And third, we’re pretty well convinced 
that we’re better when we do this to-
gether. We love investment clubs and 
the mysteries and fear that they con-
quer, leading generations of individual 
investors to better personal portfo-
lios and retirement nest eggs.  Many 
Manifest Investing subscribers are 
members or former members of clubs. 
At the same time, much in the spirit of 
Tom and David Gardner’s characteriza-
tion of the Motley Fool as one gigantic 
investment club, we think of our com-
munity (individual investors included) 
as one large investment club.

Every time you share an opportunity 
or warn about a threat or changing 
conditions at one of your favorite com-
panies, you’re serving a larger group 
of like-minded investors.

Long-Term Community Favorites

During the Thrift Savings Plan (TSP) 
webcast, we used the example of four 
companies to demonstrate the types 
of returns that are achievable over a 
20-year period. The stocks were not 
random selections but they weren’t 
cherry picked to make a point either. 
All four of the stocks shown here in 
the accompanying graphic were #1 
in the Better Investing Top 100 (most 
widely-held) or Manifest Investing Top 
40 (most widely-followed) at some 
time during the last two decades.

In this case, $100,000 invested 
20 years ago would now be worth 
$1,676,674 -- an annualized total 
return of 15.1% during a period when 
the Wilshire 5000 has gained 9.2%.

It’s also worth noting the magnificent 
difference that a few points of relative 
return can make.  $25,000 invest-
ing into Coca-Cola (KO) have become 

$264,041 at a relative return of ap-
proximately 3%.

$25,000 invested in Oracle (ORCL) over 
20 years becomes $626,290 -- riding 
an annualized relative return of 8%.

Since our investment club owned 
shares of both Coca-Cola and Oracle 
back in 1994 (we still hold the shares 
of Coca-Cola) I don’t feel this is either 
a stretch or some form of backfitting 
20/20 hindsight.

It’s simply not.

Perhaps we’ll visit the actual experi-
ence of an investor who retired and 
migrated from either the TSP, a 401(k) 
or 403(b) into a self-directed account 
that takes advantage of two simple 
concepts: (1) Invest in the best and 
(2) but only when the return forecasts 
merit buying or accumulating.

Welcome to the Clubhouse, a place 
where practitioners will share their fa-
vorite experiences, suggest best prac-
tices and most importantly, continue 
a legacy of helping fellow like-minded 
investors to make the most of your 
long-term investing journeys.
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Screening Results

In Search of Opportunity and Opinions
This month we take a look at a service 
we provide each week as the updates 
roll on 1/13th of the stocks that we 
cover.  In this case, we take a look at 
a group of stocks -- using the entire da-
tabase (not limited to the update batch) 
-- with favorable characteristics and 
compare a variety of trusted opinions 
side-by-side.

Opinions & Consensus

It was that dreaded time of year again. 
Annual physical. “Mark, you need to 
lose some weight.” OK, Doc, but I’d like 
a second opinion. “Well, you could get 
taller instead but I have to be honest, 
the opposite is actually happening.”

I hate when that happens. So while I’m 
shopping for a new doctor, we can visit 
the subject of cheery consensus.  Some 
investors insist on checking a number 
of trusted sources, rejecting any stock 
that fails to pass unanimously.  I under-
stand and comprehend that. But history 
tells us that  consensus/agreement can 
also be a path to compromised returns.  
Sometimes investors have to buck an 
opinion and pursue what they believe 
in. And sometimes, this can be dramat-
ically rewarding.  

That said, there’s also an element of 

vigilance.  If you and Value Line are 
really high on a stock, but S&P is rain-
ing on your parade, you might want to 
scratch your head and double check 
your work. This is particularly true 
when analyzing and making judgments 
about a stock with relatively low EPS 
stability. S&P has a pretty good track 
record with the economically-sensitive 
stocks. Weigh their opinion carefully 
when you encounter this.

Companies of Interest

Some of the strongest consensus con-
tinues to revolve around MANIFEST 40 
king-of-the-hill, Apple (AAPL).

Mindray Medical (MR) is a wor-
thy study and a closer look at Fossil 
(FOSL), ProAssurance (PRA) and 
Proto Labs (PRLB) would appear 
to be in order. If recessions end, an 
industry excursion of FOSL vs. Franc-
esca’s (FRAN) could be in order.

Market Expectations (2/28/2014).  The median return forecast (MIPAR) for all 
2400+ stocks followed by MANIFEST is 5.5%.  The multi-decade range for this indicator 
has been 2-20% with an average of 8-9%.

Sweet ‘16’ (February 28, 2014). Results for top-rated stocks based on (1) Manifest Investing combination rank -- re-
turn forecast AND quality, (2) Value Line low total return forecast and price-to-fair value (P/FV) opinions from Morning-
star and S&P.  Stocks are attractive when P/FV < 100%, potentially speculative at P/FV < 70%. 
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Tin Cup Model Portfolio

Sell Quality Systems (QSII), Buy Mindray (MR)

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 18.5%.

Total assets are $1,179,889 (2/28/14) 
and the net asset value is $259.34. The 
model portfolio advanced 1.76% dur-
ing February 2014. The Wilshire 5000 
checked in at +4.73% for the month. 

Tin Cup has generated a 20.0% annual-
ized total return over the trailing five 
years vs. 22.9% for the S&P 500 for a 
trailing 5-year relative return of -2.9%.

Portfolio Characteristics

With MIPAR at 5.5%, our target for the 
minimum overall portfolio PAR is at least 
10.5%. The overall portfolio PAR is 11.0% 
on 2/28/2014. Quality and financial 
strength are sufficient at the current lev-
els of 93 (Excellent) and 89%. EPS Stabil-
ity is 87 for the portfolio. Sales growth 
has retreated in recent months to 9.5%.  
The target is approximately 11%.

Tin Cup Dashboard: February 28, 2014.  Ranked by PAR (last column on the right.) Sell Quality Systems (QSII) and Buy 
Mindray Medical (MR).      http://www.manifestinvesting.com/dashboards/public/tin-cup

Quality Systems (QSII): Chronicle.  That recovery head fake from a few 
months ago seems to be waning. If it’s not worthy of accumulation ...

Performance & Decisions

We need to be more careful about what 
we wish for.  After tracking the January 
market, we hope for differentiated per-
formance during February.  We got it. But 
not in the manner we’d hoped for.

The monthly contribution and February 
dividends total $4499.

The 5-year trailing relative return has 
been, well ... lackluster.  What do we 
need to change?  One word.  Abso-
lutely nothing.  OK, that’s two words. 

Quality Systems (QSII) would be up 
for accumulation but the lug nuts 
seem to be loose.  We’ll dump it and 
add Mindray Medical (MR) instead.  
For more play-by-play, see the MANI-
FEST Forum. 


