
“Those who escape [demise] are surely destined for good fortune later.”
 -- Author Unknown

The saying may have Chinese origins ... or it may have come from missives 
about business plans and strategies by none other than Thomas Jefferson.  

Jefferson is credited with a great number of inventions and inspirations.  He 
knew that worthwhile endeavors were borne of dreams but only realized when 
recognized by the masses in the form of demand for products and services.  
There’s an advertisement on television that displays the garages of people 
named Hewlett, Packard and Jobs.  The message is clear.  Invent something that 
has utility and make it widely-available.  Make it useful.  It could be an answer 
to a Maslow-based need or it could be entertaining or recreational, but the key 
is that at some point during the life cycle of the product, service and/or com-
pany -- a critical mass of consumers will be necessary.  Capture enough of them 
and sustained growth and profitability persist and in some cases, thrive.

In others, and this is true for the majority of startup enterprises, wither and 
fade on the vine having failed to attain the so-called escape velocity and the 
early stages of little or no growth or profitability.  The accompanying figure il-
lustrates this company life cycle. As investors, we’re keenly interested in the 
breakthrough moment for continued profitability.  Escape velocity.
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Victory By Escape Velocity?
Seven Groundhog Challenges.  The most recent contest ended with the same group 
winning for the second consecutive year -- toting home the group trophy for 2012 and 
2013.  At the heart of the their conquest is the company, Lannett (LCI) -- a generic 
pharmaceutical company.  As the Broad Assets Investment Club of St. Louis, Missouri is 
exchanging “high fives” on the podium, we can’t help but wonder if it might be possible 
to extract a lesson from their success.  What would it take to capture lightning in a 
bottle and identify companies that could deliver leadership returns?  As it turns out, we 
believe we’re looking a case study of victory by escape velocity ... 

Monthly Round Table Webcast 
Manifest Investing participates in a FREE 
monthly webcast that is co-sponsored by 
the Mid-Michigan chapter of the National 
Association of Investors (NAIC).  The 75-90 
minute program features timely topics and 
educational themes while including discus-
sions of the favorite investable ideas from 
Ken Kavula, Cy Lynch, Hugh McManus and 
Mark Robertson as well as a number of guest 
knights and damsels. The group has col-
lectively achieved a +2% advantage to the 
Wilshire 5000 over nearly four years.  For 
more information and to register, see: 

http://www.manifestinvesting.com/events
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Lannett: A Bold and Broad Asset

These are the companies that try our souls when it comes to the 
perspective provided by price-to-earnings ratios (P/E).  Why?  
Because every company has a point in its life cycle where earn-
ings are emerging from negative values to positive values, pass-
ing through zero.  And when earnings are zero (or close to zero) 
the P/E ratio is wrecked.

Some companies pass through zero, on the upside and down-
side, a few times before reaching escape velocity.  This is the 
case with Lannett (LCI) as shown here, the engine behind the 
victories over the last couple of years by Broad Assets.  

We believe that stock prices follow earnings.  Not earnings 
“growth” rates.  Earnings.

When Lannett reached escape velocity and earnings stayed 
positive, continuing to the upside ... LCI tripled during 2012 and 
tripled again during 2013 as the stock price ultimately tracked 
the earnings results.  The expectations for 2014 and 2015 as 
shown in the accompanying figure suggest that LCI isn’t out of 
rocket stages or booster rockets yet. This probably explains why 
Broad Assets has stuck with the company for the 2014 contest.

We Wanna Rocket, Too!

Think about companies like Under Armour (UA).  The com-
pany appears to offer an excellent product and management 
has managed to deliver outstanding results.  Yet, unless we 
frame those early years in the context of life cycles, escape 
velocity, find a way to rationalize irrational P/E ratios during 
this stage -- we’ll be unlikely to assume early ownership of a 
company like this. It’s one of the non-core special situations 
that need to be treated differently.  Other examples include 
companies like Netflix...

How might we find study candidates that fit this mold?
By searching for current characteristics that are similar to 

conditions for Lannett back in early 2012.  The hunt becomes 
one of seeking:

(1) Relatively small companies but even more importantly, 
relatively higher sales growth forecasts.
(2) Financial strength of B+ or better.
(3) Potential for launch pad style eruptions of earnings re-
sults for 2014 and 2015.

Note the earnings forecasts for Lannett in the accompanying 
business model analysis.  Essentially, we’re trying to isolate 
some of those “bubbles” on the right hand side where earn-
ings are defying gravity.  During the April Round Table, this 
approach yielded Universal Display (OLED) and the company 
was selected for the tracking portfolio by both Mark and Ken 
Kavula.  Let’s hope for a demonstration of escape velocity.  
Orbit at will. 

Escape Velocity: Study Candidates. In search of companies with breakout potential for earnings results in 2014 and 2015 and hence, outsized 
potential price appreciation.  Criteria: Financial Strength >= B+. Growth Forecast > 11%. Results are ranked by 3-year average of annual year-
over-year change in earnings (2013-2015).   Lannett (LCI) included for reference case purposes.

Lannett (LCI): Business Model Analysis.  Lannett is a relatively 
small company with a persistent and solid growth rate.  Earnings 
“emerged” in 2009-2010 only to encounter a “speed bump.”  At the 
time of selection by Broad Assets, the earnings forecasts had turned 
positive again with outsized expectations for 2012 and 2013. The club 
stuck with the company for the 2014 Groundhog Challenge most likely 
on the strength of the 2014 and 2015 forecasts shown here.



 Solomon Select

 Fossil (FOSL), Francesca’s (FRAN), Lulu (LULU)
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... and Coach (COH).  Indecisive this 
month, guys?  Maybe a little.  I think 
our community in general is reluctant 
to pursue specialty retail and apparel 
stocks.  This persists even though 
we’ve pointed out that investments 
in companies like Abercrombie (ABF), 
Aeropostale (ARO), American Eagle 
(AEO), Limited (LB) and Urban Out-
fitters (URBN) have ranked among 
the most rewarding to long-term 
investors over 10-20 years.

So we’ll do what my wife does. Come 
home with three pairs of shoes know-
ing that one or two of them will likely 
be returned -- presumably to extend 
the shopping experience? Just kidding, 
of course.  But when these discretion-
ary (retail) stocks occupy the 2nd, 
3rd, 4th and 5th position in a screen of 
2300+ companies based on MANIFEST 
Rank (combination of PAR and quality) 
we’re willing to hedge and distribute 
the shopping this month.  

Fossil (FOSL) is a recent Solomon fea-
ture (March 2014) so you can review 
the fundamentals there.  Coach (COH) 
has been featured a number of times.
The company has been under con-
siderable competitive pressure and is 
quite probably not your “Grandmoth-
er’s or Mother’s” Coach -- but retains 
considerable potential.  Francesca’s 
(FRAN) has been mentioned during 
a few Round Tables and LULU has 
captured the attention of Ken Kavula 
a few times and has had their heaping 
helping of speed bumps and manage-
ment churning over the last year.  

Growth, Profitability, Valuation

The accompanying table summarizes 
the three fundamental milestones for all 
four companies.

At the time of selection (5/1/2014), 
the average projected annual return 
for our retail basket is 16%.  The 
average quality RANKING is 99. As 
always, shop with diligence and a 
long-term perspective.

Consumer Discretionary (VCR): Price and Return History.  Over the trailing five years, dis-
cretionary stocks have an annualized total return of 25.3%. (Wilshire 5000 is 19.4%)  A speed bump was 
inevitable.  But some companies have been hit early and hit hard ... and we suspect that outsized opportuni-
ties may exist among some of the various industry leaders.  The average 52-week price decline for these four 
stocks is an ugly -26.6% and that includes a positive (+1.3%) from Fossil (FOSL).  It’s pretty normal for the 
discretionary stocks to join with the technology sector for a summer swoon -- so don’t be surprised if we have 
to wait for a reward with these retailers.  And yes, the “40% off sales” could further deepen ...

Our Basket of Retail/Apparel Stocks): Fundamentals.  The average long-term return forecast 
for these four is approximately 16% with an overall quality ranking of 99.  There’s a blend of growth 
potential ranging from Coach (more mature at 6%) to LULU (earlier stage at 13-14%.)  All of these 
companies are profitability leaders in their various segments.  LULU is the only one with an elevated 
projected average P/E and the group is basically mid- to high teens for the future multiple.  



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 
18.0% versus 17.6% for the Herd (total stock market) dur-
ing the same period.  Overall accuracy (the percentage of 
picks outperforming the market) is 74.3%.

Reviewing Current Holdings

The Hoard Portfolio meets all of our targets for key design 
characteristics except for projected sales growth. Overall 
PAR (9.1%) is 2.9 percentage points above current MIPAR 
(6.2%), slightly less than our goal of MIPAR+3 percentage 
points. Overall quality is “Good” at 79.2. Financial strength 
is solid at 81% (A).

The average sales growth forecast of 9.6% 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

While the technology sector continues to rank fairly high on 
the sector radar (#2) ... financials have moved -- once again 
-- into the pole position, mostly on the heels of multiple 
swoons at places like JP Morgan Chase and the continuing 
saga of many banks including Bank of America.  But the trans-
actions will continue and a staggered (way too slow) recovery 

Fund Analysis: Hoard vs. Herds

 Add Fidelity Select IT Services (FBSOX)
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Hoard Dashboard.  Our $119,167 invested so far is now worth 
$185,491. (4/30/2014)   Vanguard Technology (VGT) is the best-
performing active selection to date.  http://www.manifestinvesting.
com/dashboards/public/hoard-vs-herd

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

Results (April 30, 2014).  The average selection for the Hoard 
has outperformed the total stock market benchmark by +0.4% 
since inception.  Accuracy, the percentage of positions outper-
forming the Wilshire 5000 since selection, is now 74.3%.  

from the recession is still a work-in-progress.  But a recovery 
it is ... and a number of clubs and individual investors have 
noticed strength in companies like Visa, Mastercard ... and 
consulting solutions providers like Cognizant and Accenture.

We’ve reached 20% or more (by percent of assets) in interna-
tional funds and when scanning down the Funds list in search 
of the first non-international fund, we encounter Fidelity Select 
IT Services (FBSOX).  At 10% PAR, quality at 82 and growth 
at 11.8% ... we’ll add FBSOX to the Hoard portfolio and hope 
for demand, consumption and transactions going forward.
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Stock Screening Tool.  Click on StockSearch to discover stocks to study based on a simple, but 
powerful set of characteristics.  Results-based, seek return and/or quality among other criteria.

Clubhouse

Discover Core Stocks

 

by Ken Kavula

We recently introduced a new fea-
ture for the monthly e-newsletter, 
The Clubhouse.  We’ll be sharing 
features and tips & tricks ... based 
on your feedback and favorite 
resources.

Last month I introduced the Stock 
Screening tool available on the Mani-
fest site and promised to continue the 
discussion this month.  I’m going to 
begin by looking again at a screen that 
I use quite often to generate a list of 
very high quality ideas.   This screen 
matches exactly the screen I used last 
month except that I have adjusted 
the MIPAR value to bring it up to date.  
MIPAR, if you remember, is the aver-
age potential annualized return for a 
stocks covered by Manifest Investing.  
Our perpetual goal is to beat this value 
by at least five percentage points.  
MIPAR today (May 6, 2014) is 6.1% 
so I’m adding 5% and screening at 
11.1% or better: 

Last month the settings shown yielded 
a single name, C.H. Robinson (CHRW).  

The accompanying chart delivers what 
the screen generated a month later.

Notice that CHRW is still on the 
list but it’s now joined by twelve 
other names.  I want to caution 
you again that using a screener 
is not a substitute for doing your 
homework.  Even though this is 
a high quality set of criteria, the 
list still contains some companies 
that might not be suitable for im-
mediate investment.
  
I captured a wide view of these 
results because I want to point 
out what appears in the right-
hand column, next to the compa-
ny names.  You will always see a 
thumbnail of the screening values 
you plugged into the screener.  It 

makes it easy to print the results 
without losing the numbers you 
used in the tool.  You’ll also see a 
value for MIPAR from the moment 
you ran the screen.  

You have the ability to save this 
search so you can use it again.  
You can also revise the search 
and start a new search by using 
the commands on the right.  If 
this screen did not give me any 
companies, for example, I might 
revise it by lowering the growth 
to 10% or perhaps changing the 
low end on the EPS Stability from 
80 to 70.  Making small revisions 
like this will usually increase or 
decrease the number of compa-
nies that end up as results.

Screening Results (5/6/2014).  Screening for study candidates with solid return forecasts, 
high quality, solid financial strength, sufficient growth and earnings consistency ...

                          ... continued on page 8 ...
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Screening Results

Now For Something Completely Different
This month we take a look at a screen-
ing for study candidates from a slightly 
different perspective.  While hunting 
for core stocks, we focus on return 
forecasts and quality and blend for a 
suitable overall growth rate.  But when 
it comes to “special situations” or non-
core stocks, we’re generally seeking 
outsized return potential.  And we’d like 
to discover the type of investments that 
have fueled back-to-back Groundhog 
Challenge group championships for the 
Broad Assets Investment Club of St. 
Louis, Missouri.

The Quest for Reward

During the March 2014 Round Table 
webcast, Ken Kavula and Mark Rob-
ertson ended up -- independently -- at 
the same stock selection, a promising 
upstart company that appears to be well-
positioned in a transformational realm of 
opportunity.

As we shared in this month’s cover 
story, some of the drivers behind this 
discovery revolve around seeking a 
company that is relatively small with 
higher growth forecasts.  The hunt 
includes a search for companies with 
promising year-over-year earnings re-
sults for 2013 vs. 2012 ... and compel-
ling EPS forecasts for 2014 vs. 2013 

and longer-term ... 2015 vs. 2014 
when it comes to expectations.

In a nutshell, we’re looking for step 
changes in earnings (EPS) from year 
to year ... and this will often be found 
among companies that are relatively 
early in their company life cycle.  The 
accompanying list of screening results 
provides a shopping list for further 
study.  Be careful, build expectations, 
be vigilant and in many cases -- ex-
pect roller coaster action.

Companies of Interest

Lannett (LCI) is the company that 
Broad Assets has ridden to the king-
of-the-hill results for 2012-2013 and 
remains in their 2014 Groundhog 
portfolio.  SINA (SINA) is a Chinese 
internet company. Are you ready for a 
Chinese internet company yet? Uni-
versal Display (OLED) is the com-
pany that Ken and Mark added to the 
Round Table tracking portfolio.

Market Expectations (4/30/2014).  The median return forecast (MIPAR) for all 
2400+ stocks followed by MANIFEST is 6.2%.  The multi-decade range for this indicator 
has been 2-20% with an average of 8-9%.

Sweet ‘16’ (April 30, 2014). The quest for earnings momentum and early life-cycle study candidates.  3-Yr Avg EPS 
Momentum: Average year-over-year change in EPS. (2013-2015). * - Not covered by Value Line Standard Edition.  
Growth filtered to approximate minimum of 10%.
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Tin Cup Model Portfolio

Accumulate Coach (COH)

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 18.4%.

Total assets are $1,193,923 (4/30/14) 
and the net asset value is $261.59. The 
model portfolio declined 0.91% during 
April 2014. The Wilshire 5000 checked 
in at +0.06% for the month. 

Tin Cup has generated a 13.2% annual-
ized total return over the trailing five 
years vs. 19.0% for the S&P 500 for a 
trailing 5-year relative return of -5.8%.

Portfolio Characteristics

With MIPAR at 6.2%, our target for the 
minimum overall portfolio PAR is at least 
11.2%. The overall portfolio PAR is 12.4% 
on 4/30/2014. Quality and financial 
strength are sufficient at the current lev-
els of 93.3 (Excellent) and 90%. EPS Sta-
bility is 83 for the portfolio. Sales growth 
has been restored to 9.9%.  The target is 
approximately 11%.

Tin Cup Dashboard: April 30, 2014.  Ranked by PAR (last column on the right.) Accumulate Coach (COH). 
http://www.manifestinvesting.com/dashboards/public/tin-cup

Coach (COH): Chronicle.  A retailer on a long-term journey will naturally experi-
ence some hefty speed bumps.  We think of them as buying opportunities for a leader.

Performance & Decisions

Performance still lags over the intermedi-
ate term.  We’re still fine over the long 
term and we want to continue to persis-
tently pursue “enough” growth and rela-
tively high quality. The monthly contribu-
tion and April dividends total $1917.

Coach (COH) is among the culprits deliver-
ing lackluster performance of late. But Tin 

Cup is unemotional about the selec-
tion process.  And Coach is in position 
in the highest sweet spot position. We 
accumulate 75 shares of COH.  Brian 
Sozzi of Belus Capital Advisors (a retail 
rhino) shared that Coach referred to 
their challenges as a “multi-year jour-
ney” -- code for traders to run for the 
hills.  That probably brings some short-
term downside price pressure... but we 
like a good multi-year journey.



On any of these results screens you can move directly to a 
specific stock on the list by clicking on its ticker symbol.  If 
you’d like to examine the entire industry, click on the spe-
cific industry name next to the ticker symbol for any stock 
and you’ll get a dashboard showing all of the stocks that 
Manifest classifies in the same industry.  I always advise 
folks to never study a stock in isolation so this industry list 
becomes a terrific way to locate peers and competitors for 
the company you’re studying.

Next month we’ll click on a specific stock name and begin to 
examine the information on a Manifest stock page.  Mean-
while, if you have questions about the screener, if you have 
something you’d like me to cover in future Clubhouse col-
umns or if you have questions about the Manifest Investing 
site, please let me know at kkavula1@comcast.net.
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(c) Manifest Investing LLC 2005-2014. All rights reserved.  All efforts are made to use factual and timely sources believed to be reli-
able.  No warranties whatsoever are implied.  This publication and affiliated services represent an educational demonstration. NO 
INVESTMENT RECOMMENDATION IS INTENDED.  Manifest Investing LLC has no affiliation with Value Line Publishing, Inc. but is a 
business partner with bivio.com and supports the educational efforts of long-term investing educators nationwide.  Manifest Investing 
LLC staff may hold shares in the companies or funds that are reviewed in this publication.  Blog: http://expectingalpha.com Web 
site: http://www.manifestinvesting.com ... Follow (Like) us at facebook.com/manifestinvesting

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.

Perspectives: Clubhouse 
Discovering Core Stocks (cont.)
Continued from page 5 ...

Let’s return to the criteria boxes and examine those that I 
left blank.  I rarely screen on yield or on stock price but if 
you want to use these values, I think they are self-explana-
tory.  Last month I talked about the Manifest Rank and how 
you could use it so that leaves us with the last two on the 
list, CAPS Stars and CASPI.  Both of these final criteria are 
directly related to the Motley Fool CAPS community where 
thousands of users have the opportunity to rate stocks and 
to create portfolios that they think might outperform the 
market.  

Stocks can be rated from 1 to 5 stars so I filtered the above 
list by adding as CAPS 5-star requirement: 
 
That reduced the list to these three stocks as shown in the 
accompanying graphic.

 
I often use this screen to decide which stocks on a longer 
list might be the most compelling to study.  I certainly like 
the names that appear here!

The final box is a sentiment score from the same community 
that creates portfolios on the Motley Fool site.  This senti-
ment is usually overwhelmingly positive (most participants 
are optimistic that their ideas will outperform the bench-
mark).  An average value for positive sentiment is usually 
around 90% so I’m going to use 96%.  That should show 
me a list of stocks that the community really thinks will in-
crease in price.  Notice, I’ve not filled in the Caps stars field 
and, instead, used the CASPI field.  CASPI is an abbreviation 
for CAPS All-Stars selections -- the sample is limited to the 
most successful stock pickers in the CAPS crowd.  [For more 
on this, you can dig into our October 2007 cover story.]

Ken Kavula is a retired educator and suc-
cessful long-term investor. Ken has served 
in a number of leadership positions for the 
National Association of Investors and is 
active in four investment clubs.  Welcome 
to the Clubhouse.  Subscribers are invited 
to share their favorite experiences, suggest 
best practices and most importantly, let us 
know “What’s on your mind?”  What topics 

and questions do you have? We all get better when we do this 
together.  Email Ken at kkavula1@comcast.net


