
“I think I could make you 50% a year on $1 million. No, I know I could. I guar-
antee that.” — Warren Buffett, 1999 BusinessWeek Interview

Then he said in 2005: “Yes, I would still say the same thing today. In fact, we 
are still earning those types of returns on some of our smaller investments. The 
best decade was the 1950s; I was earning 50% plus returns with small amounts 
of capital. I could do the same thing today with smaller amounts.”

How did he do it? He said this: “You have to turn over a lot of rocks to find those 
little anomalies. You have to find the companies that are off the map – way 
off the map.  When I got out of Columbia the first place I went to work was a 
five-person brokerage firm with operations in Omaha. It subscribed to Moody’s 
industrial manual, banks and finance manual and public utilities manual. I went 
through all those page by page.”

In order to help our subscribers find the companies that are “way off the map,” 
we’re expanding and digging into some areas that will provide a wider berth of 
study opportunities.  As shown in the accompanying image, some of the higher 
return potential opporunities seem to be nested at the higher growth end of the 
sales growth forecast spectrum.  The average growth forecast of the companies 
in that “fastest” quintile is 16.3% with the best return forecasts among all of the 
20% slices of our coverage universe. 
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Go Small Or Go Home
One of our touchstones is that all-of-the-above investing makes it more likely 
that your long-term investing experience will be successful and rewarding.  
This is a reference to portfolio design and balance -- specifically achieving a 
blend of blue chip stalwarts combined with a suitable mix of faster growing 
promising smaller companies.  We generally aim for an overall sales growth 
forecast of 10-12% with suitable adjustments for time horizon and/or risk tol-
erance.  Based on some recent soul searching, we’re now pondering how much 
“ relatively undiscovered company content” is enough.  Or too much?  In any 
event, we’ll be dedicating a larger slice of our weekly updates to DISCOVERY.

Return Forecasts as a Function of Company Growth.  Some of our current motivation is 
on full display here.  As we look at the spectrum of companies ranging from the fastest-growing 
to the slower growing stalwarts and display the average projected annual returns by quintile, it’s 
clear where some of the robust return potential is manifested.  Manifest Investing (6/30/2016)

Discovery Club.  We like the idea of an 
effective blend. So yes, we’re interested in 
hunting down some actionable ideas among 
the most successful investors on our radar 
screen — seeking companies that aren’t on 
too many radar screens, yet. The discovery 
of smaller, promising and faster-growing 
companies has always been one of our favor-
ite (and rewarding) activities. In that spirit, 
we’re expanding our efforts in this realm. 
They will come from a variety of sources and 
you’re invited to participate and contribute.
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Achievable Excellence

Buffett’s words are somewhat 
haunting and provocative ... and 
frankly they prompted some head 
scratching and soul-searching 
among many of us.  Knowing that 
Peter Lynch has made very similar 
observations about the results 
achievable by individual investors 
(and we’d add, groups who meet 
and refer to themselves as a club) 
we decided to explore a little.

One example of exemplary perfor-
mance that we found comes from 
the track record of Jim Simons 
and the Renaissance Technolo-
gies (RenTec) hedge fund.  As the 
accompanying chart shows, the 
returns achieved by RenTec in the 
face of challenging periods has been exemplary and rarely 
equaled in the realm of investing.

As we shared in a recent weekly update, we believe that 
RenTec could be a source of compelling and yet undiscov-
ered opportunities.  Most of these will likely be smaller 
companies but a few larger enterprises will also come clear.  

In the article, “How To Beat The Market By 20 Percent-
age Points”, Meena Krishnamsetty suggested: “Dump your 
hedge funds and imitate their small-cap stock picks.”  We’d 
go a step further by rekindling our long-standing advice to 
monitor the portfolios of successful investors for idea gen-
eration, an approach echoed by Selena Maranjian via “What 
This Huge Hedge Fund Has Been Buying” (June 2015, 
Motley Fool).  

Introducing Our Discovery Club

The motivation is clear.  We want to discover companies 
that are still diamonds in the rough.  Ken Kavula and I will 
be preparing the Best Small Companies list for this year 
during October and we want to pan for gold needles in the 
haystack.  

The quest for excellent small companies never ends.  Long 
time subscribers still smile over companies like Bio-Ref-
erence Labs, my personal favorite NavTeq, the early days 
of Buffalo Wild Wings ... and yes, even the experience of 
people like Cy Lynch who first purchased (and still holds) 
shares of Home Depot back in the early 1980s. There are 
scores of examples like AFLAC purchased nearly 50 years 
ago. Our investment club had a cost basis of $0.19 for 
AFLAC a few years ago.

There are others but the idea is clear.  We believe that we 
deliver maximum value when we expose actionable ideas 
for consideration and analysis.

To that end, the smaller companies have long been some-
thing of an afterthought during our weekly updates.  Make 
no mistake, the traditional companies that form the core 
components of our all-of-the-above portfolios will receive 
no less diligence.  We’re not suggesting for a heart beat 
that the emphasis and focus on quality companies at the 
core should change.

That said, it is possible that we should collectively consider 
discovering more companies like Chuck Allmon’s infatu-
ation (and long term investment) in MOCON (MOCO). 
Companies like MOCO were the launching pad to exemplary 
performance for Allmon’s Growth Stock Outlook newsletter 
despite a perpetually bearish high level of cash equivalents.  
Check out our weekly updates on the Forum as we sift for 
suitable nuggets.

Recession, What Recession? This recession. Although it’s been 
subtle, we’ve labored under recessionary conditions when it comes 
to profitability over the last couple of years and the trend has been 
weak.  Value Line has optimistic outlooks for 2017 and the 3-5 year 
time horizon.  We hope they’re right.  And if they’re right, it’s likely 
that many small companies may deliver superior performance.

Renaissance Technologies Hedge Fund: Track Record.  Selena Maranjian shared that 
RenTec has delivered something on the order of 35% annual returns since 1982.  The specific an-
nual returns (via insidermonkey.com) are on display here for 1993-2004.  It should be clear that 
these levels are exceptional and could be a source of ideas.
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The health care information systems 
bandwagon left a long time ago with 
the likes of Cerner prospering and 
Quality Systems doing their best 
quagmire.  Computer Programs & 
Systems (CPSI) has kept their head 
down, eschewing battles with the big 
dogs while entrenching their sys-
tems with 950 clients spread over 
49 states.  The market is maturing 
and the next wave of development 
involves the optimization (and inte-
gration) of electronic health records.  
CPSI made a strategic acquisition in 
this realm last year ... and the Rhinos 
have the heebie jeebies over it.

The company engages in the design, 
marketing, installation and support 
of healthcare technology solutions for 
small- and mid-size hospitals in the 
U.S.  It offers enterprise-wide clinical 
management, access management, 
patient financial management, health 
information management, strategic 
decision support, resource planning 
management and enterprise applica-
tion integration solutions.  [Source: 
Value Line Investment Survey]

Growth, Profitability, Valuation

The growth rate forecast (based on 
2016-2020) is 8.1%.  Value Line 
cites 8.5% for the 2013-15 to 2019-
21 time frame.  The 5 year historical 
growth has been 7.5%. 

2015 delivered a net margin of 10.1%  
versus a 5-year trailing average of 
14.8%.  It’s clear that Value Line has 
downshifted regarding profitability 
expectations following the Healthland 
acquisition -- with the average fore-
cast for the next 1-5 years checking in 
at 12.0%.  Whether it’s a recognition 
of a maturing opportunity field, imple-
mentation of healthcare reform or less 
profitable expectations for the blended 
company, this is likely what is disturb-
ing the institutional analysts.  

The current P/E ratio is 18x. Value 
Line has a projected average P/E ratio 

Computer Programs (CPSI): Business Model Analysis.  The “step change” in sales from 2015 to 
2016 nudges us to inspect for M&A activity -- and we find it.  The historical data is useful, but is not repre-
sentative of the new combined company following the Healthland acquisition.  We know that an emphasis 
on 2016-2020 becomes necessary and is a condition that makes investors, institutional analysts and money 
managers challenged as visibility is clouded.  CPSI has mined growth, stuck to the smaller enterprise oppor-
tunities and generated fairly steady profitability.  

of 23x for their 3-5 year forecast and 
the analyst consensus ranges from 
17-23x.  As shown in the accompa-
nying equity analysis the P/E was
disrupted as growth slowed in 2014-
15 and profitability was challenged.
A projected average P/E in the 20x
range would seem feasible and rea-
sonable, assuming that the logistics
of blending the new company assets
proceed smoothly.

The stock price was $40.73 at the time 
of selection, generating a return fore-
cast of 13-15%.  The Value Line low 
total return forecast is 14.7%, adjust-
ed for the price change since comple-
tion of the most recent analysis.

From an all-time high of $71.90, the 
stock is now trading down closer to 
$36-40.  The technical perspective 

is not pretty (RSI ~ 40) but there 
seems to be support in the $40 area, 
so this may provide something of a 
foundation.  Support is great ... until 
it doesn’t.  We hope CPSI doesn’t test 
our embryonic rules for selling based 
on -20% relative return during the first 
(12) months after the decision, but
with a price stability of 35 -- we could
be grateful for protective measures.

We also have an average analyst 
consensus 1-year target price of 
$52 (+34% vs. the average stock at 
+9.2%) and a dividend yield of nearly
4%.  The balance sheet is strong with
no debt, a financial strength ranking
of 90% (A+) and cash flow has been
strong as cash reserves have been
increasing for the last few years.  VL
thinks recovery potential is above
average for the next 3-5 years.



by Mark Robertson

Long-time subscribers will remember 
when we used to feature a blend of 
equally-weighted exchange traded funds 
as a potential proxy for the Value Line 
Arithmetic Average of 1700 stocks.  This 
was a desirable, and investable, alterna-
tive for “parking funds” or using the blend 
as a superior passive investment.

The problem is that Guggenheim aban-
doned the S&P 400 (mid-caps) and S&P 
(small-caps) components a couple of 
years ago.

This was something of a blow to this 
fairly easy path to all-of-the-above in-
vesting.  Keep in mind that the Value Line 
Arithmetic Average is still not directly 
“investable.”

Guggenheim advised/reminded during 
the Morningstar Investment Conference 
during June 2016 that they had reinstat-
ed the two components with the tickers 
EWMC (equal-weight mid-cap) and EWSC 
(equal-weight small cap) respectively.  
Although it’s no panacea, it’s a step in 
the right direction and we’ll be monitoring 
developments in this area.

periods (like the late 1990s) when the 
cap-weighted S&P 500 has blown away 
the arithmetic average and we’ve seen 
some semblance of that over the last 
few years.

But the equal-weighted S&P 500 (RSP) 
has fared well over some extended pe-
riods ... and we’d like to see somebody 
give the VL 1700 the opportunity to do 
so, too.

Featured Funds & Portfolios

 Return of Guggenheim (Small and Mid-Cap)
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Value Line Arithmetic Average: A Proxy.  For those who seek to emulate an all-of-the-above approach when parking funds (or 
investing passively) this blend of 1500 stocks via the Guggenheim equal-weight series is an option, again.

Value Line Arithmetic Average ($VLE, ^VALUA) vs. S&P 1500 Composite (SPR) 
(2009-2016).  The candlesticks depict the performance of the all-of-the-above Value 
Line arithmetic average over the last seven years.  For comparison, the cap-weighted 
S&P 1500 (SPR) is the shaded area. The desirability of the Value Line index is fairly 
obvious versus the more volatile and lower return of the S&P 1500 for the period shown.  
The combination of the three equal-weight indices offers the  potential to more closely 
align with the “candle sticks.”  Some firms are considering an S&P 1500 equal-
weight index and we’ll monitor and advise.

No Panacea, But ...

Over the last seven years, the annual-
ized total return for $VLE is 15.6%.  The 
cap-weighted S&P 1500 has been more 
volatile (as shown in the accompanying 
chart) and delivered a 12.8% annual 
return.  

But make no mistake, there have been 
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Screening Results

Best Prices Vs. Fair Value: Morningstar
by Mark Robertson

Is the market cheap or expensive? We 
don’t really pay much attention to this, 
instead rendering that same opinion on 
a stock-by-stock basis as we hunt for 
quality companies at bargain prices.  
This month, we display a baker’s dozen 
of good/excellent quality companies 
with the lowest price-to-fair value ratios 
in the Morningstar coverage universe.

Good or Excellent -- At A Discount 

The only exception is Fiat Chrysler 
(FCAU) because this one is very close 
to home.  The low quality may be off 
set by a continuing strong vehicle mar-
ket where the sale of Jeeps and mini-
vans continues to persist.  The other 
potential is a buyout by Volkswagen or 
some other multi-national entrant and 
Morningstar’s red tag sale (46%) on 
Chrysler is echoed by the likes of ACE, 
S&P and Goldman Sachs.

There are a number of retailers that 
have hammered into red tag status by 
stock shoppers over the last few months.  
Swatch (SWGAY) is relatively uncovered 
and worth a closer look for many of the 

same reasons. Recent selections Allergan 
(AGN), Gilead (GILD), Polaris (PII) 
and Skyworks (SWKS) continue to be 
worthy study. Take a Bayer (BAYRY) and 
call your broker in the morning.

Morningstar Market Fair Value.  Based on all stocks in the Morningstar coverage 
universe and spanning nearly 15 years, is the market cheap or expensive? The chart 
above tells the story based on Morningstar’s fair value estimates for individual stock. 
The graph shows the ratio price to fair value for the median stock in the selected cover-
age universe over time. At 1.02, or 102%, Morningstar suggests slight overvaluation.

Morningstar P/FV Study Candidates. (June 6, 2016) The companies displayed are ranked by Price/Fair Value (Ascending).   
Projected Annual Return (PAR):  Consensus based return forecast based on 5-year time horizon. Quality Ranking: Percentile 
ranking of composite that includes financial strength, earnings stability and relative growth & profitability. Value Line Low Total 
Return (VLLTR) Forecast: Total Return based on low price forecast for 3-5 year time horizon.  Morningstar Fair Value: Esti-
mated price of stock, based on discounted cash flow, that would fully reflect all assumptions about enterprise value.  Morning Stars: 
Based predominantly on return forecast, stocks are rated from 1-to-5 Stars (high returns). S&P P/V: Standard & Poor’s price-to-fair 
value.  ACE: Analyst consensus estimates. GS: Goldman Sachs, 1-year price targets based on most recent research.  Sources: Value 
Line Investment Survey, Morningstar, S&P Capital IQ, finance.yahoo.com, Manifest Investing
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Tin Cup Model Portfolio

Accumulate Proto Labs (PRLB)

“I would be a bum on the street corner 
with a tin cup if markets were efficient.” 

-- Warren Buffett

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 to-
tal stock market since inception (1995) 
and the annualized total return is now 
17.4% vs. 9.2% for the Wilshire 5000.

Total assets are $1,463,020 (6/1/16) 
and the net asset value is $309.89. The 
model portfolio gained +1.94% during 
May 2016. The Wilshire 5000 checked 
in at +1.79% for the month.  The total 
return for the trailing year for Tin Cup 
is +2.0% versus +0.0% for the Wilshire 
5000 (VTSMX). 

Portfolio Characteristics

With MIPAR at 6.3%, our target for 
the minimum overall portfolio PAR is 
at least 11.3%. The overall portfolio 
PAR is 11.5% on 6/1/2016. Quality 
and financial strength are sufficient at 
the current levels of 94 (Excellent) and 
91%. EPS Stability is 80 for the portfo-
lio. The overall (average) sales growth 
forecast is 9.8%.  The sales growth 
forecast target is approximately 11%.  

Tin Cup Dashboard: June 1, 2016.  Ranked by PAR (Descending) This month, we accumulate Proto Labs (PRLB) and hope the 
recent price swoon on an earnings miss was one of those moments.  http://www.manifestinvesting.com/dashboards/public/tin-cup

Proto Labs (PRLB): Consensus Estimates.  When PRLB missed 1Q earnings by 
$0.02 the stock price was pummeled.  Long-term expectations were barely dented.

Performance & Decisions

Tin Cup edged out the total stock market 
over the last month and beat by +2.0% 
over the last year.  With only two stocks 
down, and one unchanged during May, 
nearly all positions advanced nicely.  With 
the focus and emphasis on “Super Inves-
tors” lately, we should note that Tin Cup 
certainly qualifies with a relative return of 
+8.2% over the trailing 21.4 years.  We
hope that “Super” will persist.

The paint shop drubbing at Polaris keeps 
the company out of the accumulation 
zone ... for now.  Proto Labs missed first 
quarter earnings by 2 cents and the stock 
price plummeted some 30%.  As shown in 

the accompanying figure -- the ana-
lyst consensus for the long term was 
largely unaffected.  So the price drop 
produced an elevated return forecast, 
even after adjusting for slightly lower 
long-term expectations.

Proto Labs was mentioned during a 
number of presentations (including 
Two Guys) at the recent Better Invest-
ing national convention.  We think the 
market may have overreacted to the 
earnings report and still believe this 
well-managed company has better 
days ahead and ample opportunity to 
excel.  We think we’ll drop two cents 
in Warren Buffett’s tin cup for good 
luck.
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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.

Perspectives

Bucket List: Alaska Cruise
Wall Street On Water

Chalk this one up to the bucket list.

For some of you seeking vacation 
ideas for 2016, a cruise from Seattle 
to Alaska may be just what you’re 
looking for.

For others, it just might be that per-
fect Christmas present for your family 
member that you’ve been looking for.

For me (Mark here) it’s the opportu-
nity to visit and teach in the 50th of 
50 states, Alaska.  Ask your friends 
and family who have been on this or 
similar cruises.  The feedback we’ve 
received is that it’s highly recom-
mended and something they’d prob-
ably do again.  

The Puget Sound volunteers for NAIC 
took a “test drive” last year and used 
the lessons learned to put together a 
solid learn-while-cruising experience 
for this year’s participants.

Manifest Investing will offer a number 
of classes during the voyage covering 
the wide spectrum of investing, shar-
ing experiences and taking advantage 
of the opportunity to spend quality 
time with our community of investors.

The educator lineup is still taking 
shape but Christi Powell, Financial 
Planner from Oklahoma City is among 
the teachers.  If you’ve not heard 
Christi speak or teach on retirement 
and estate topics, you’d be in for quite 
a treat.  My wife, Wendy, will be along 
on the adventure and we look for-

ward to spending time with many of 
you on the Pacific waters.  Give Amy 
Ross a call for more details.  Tell them 
Manifest Investing sent you and we’d be 
happy to field questions or suggestions 

about topics and agenda at manifest@ 
manifestinvesting.com  For now, back to 
the bucket list. Land Ho.




