
While serving as senior contributing editor for Better Investing magazine, I’d 
participate in debates on measuring investment club and individual investor 
performance.  These investors could be construed as disciples, students and 
practitioners of principles advocated by George Nicholson.  The debates were 
often with the magazine’s editor, Don Danko.  Don carefully and profession-
ally explained that he felt it was more important to inspire people to discover 
the potential of long-term investing and to invest regularly.  The subject (and 
math behind) keeping score was often seen as a potential inhibitor.  And 
he was right about that.  When it’s done wrong, keeping score can be quite 
harmful.  My bathroom scale has wrecked more than one diet by being “so 
dreadfully accurate.”

My counterargument was usually a whole lot less lucid than Don’s and most 
often probably resembled: “I’ll tell you what.  Here are two tickets to the next 
Detroit Lions football game.  When we get there, we’ll discover that they’ve 
turned off the scoreboard.  It’s up to each spectator to decide how he or she 
feels about the worthiness of the effort on the field.”  Needless to say, Don won 
most of the debates.  (Incidentally, this scenario would be an act of compassion 
for my beloved Detroit Lions, but that’s a story for another day and audience.)  
But we were both right.  

As administrator of an annual club performance “contest,” I was exposed to thou-
sands of club portfolios and accounting ledgers.  Without getting too trapped in 
the numbers, when calculating the annualized rate of returns for these clubs, we 
noted that the long-term achievement ranged from approximately 8% to greater 
than 20%.  (Yes, there were a few decades-old clubs exceeding Buffettesque 
performance levels.)  Some of these were celebrated on the covers of national 
publications and treated to versions of ticker tape parades.  But for every one of 
these, I’d also encounter a new, pioneering club with fewer years spent exploring 
investing.  “Mark, We’re grieving.  Our return is only 3.6%.  We give up.”  Despite 
efforts to put their achievements in accurate perspective, the discouragement of-
ten orphaned them, probably never to return to an effort to experience successful 
long-term investing.  The fact was that their “meager 3.6%” was achieved during 
a period when the market was DOWN 4% per year.  But it often didn’t matter.  
They became fugitives from their own success.

In this regard, Don was right.  Just because you can calculate something, it 
doesn’t necessarily mean that you should.  That is, unless the process includes 
appropriate lessons on the art/science of comparison.  Benjamin Graham 
encouraged perspective and comparison when judging results: “A satisfactory 
return allows for capital appreciation and dividend yield.  Satisfactory is sub-
jective because it covers any rate or amount of return, however low, which an 
investor is willing to accept, provided he acts with reasonable intelligence.”
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A Foolish Grand Experiment?
At Manifest Investing, we believe that results matter.  Keeping score is more than a good 
idea and we make an effort to gauge the effectiveness of our investing efforts.  We believe 
that by leaning on the teaching of Benjamin Graham, David L. Babson and George Nicholson, 
our investment results can be superior.  Benchmarking is a subject that conjures demons in 
the investing world ... even amongst members of our community.  In this issue, we take a 
look at the rates of return achieved by our Solomon Select tracking portfolio and our fea-
tured funds since inception and explore an experiment at the Motley Fool known as CAPS.

The Motley Fool’s CAPS.  Another 
“grand experiment” of seminal value?
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The Motley Fool CAPS “experiment” is an effort to capture the 
consensus of a very broad collective, or investing community.  In a 
sense, it’s a combination of fantasy football and investment clubs.  
Participants attempt to identify stocks destined to outperform (or 
underperform) the S&P 500 and the results are logged.  As shown 
here, my first seven picks from August have fared well, going 6-
for-7 for an “Accuracy” of 85.7%.  http://caps.fool.com

The Pursuit of Performance -- An Eden Apple?

David L. Babson became concerned about “gunslingers” 
and made the following remarks to the first Institutional 
Investor Conference in 1968.  We do our best to maintain 
a PG rating with this newsletter, but his remarks directed 
at a bunch of churning, high-fiving money managers dur-
ing a market peak speak for themselves:

“What I am going to say won’t sound very much like what 
the last three advocates on this performance investing panel 
have said ... but I am willing to make my position clear at 
the outset.  I firmly believe that those of you who have 
joined in this performance cult, first, are responsible indirect-
ly, if you aren’t responsible directly, for the speculative orgy 
which is sweeping the country... the program describes me 
as ‘one of the outspoken critics of the techniques that char-
acterize investment performance.’  I am glad that it doesn’t 
describe me as a critic of good investment performance.  
...my firm is not a newcomer to the principle of seeking good 
investment results.  We have advocated 100 percent stock 
ownership as a sound policy for most people -- not just dur-
ing the past 5-10 [hyperactive] years, but all of the past 20 
years.  We agree that investors should strive for excellent 
results.  [Chasing] performance contains the seeds of its own 
destruction ... everybody is jumping on the bandwagon ... 
buying highly speculative issues ... buying at [P/E ratios] of 
50-100x and portfolio turnover has reached 40%.”

If Mr. Babson was livid about 40%, we must assume that 
he’s spinning in his grave over the average 100% turnover 
rate for mutual funds these days.

“When we seek spectacular short-term profits ... we run 
the risk of having disastrous long-term results.  And I think 
this is ridiculous when we can have excellent long-term 
results taking hardly any risk at all.”

Babson was talking about investing in the spirit of Nicholson’s 
disciples.  That is, form long-term expectations with careful 
and considered analysis.  Recognize the difference between 
investing and speculation -- an attempt to capitalize on emo-
tion and investor psychology with short-term gymnastics.

Bogle ... On Performance

Vanguard’s John Bogle is another outspoken leader who might 
stretch our PG rating from time to time.  In his book, Bogle on 
Mutual Funds, he shares some thoughts on gauging results.  
He seems to agree with Graham and Don Danko.

“Exactly how a given investor defines good performance is 
not entirely clear.  ... it has generally come to mean ‘earning 
superior total returns’ although the definition of superior is 
usually obscure.  I would define superior [as the achieve-
ment] of total returns that are, with reasonable consistency, 
superior to those achieved by others with similar objectives.”

It comes down to comparative performance.  Compare 
apples and apples.  Bogle emphatically emphasizes that it’s 

annualized returns that matter and that it’s important to 
compare apples-to-apples over identical time periods.  We 
don’t have time or space here to discuss different flavors 
of apples, and for purposes of discussing the subject we’ll 
assume that our efforts to pick stocks and equity-based 
funds means that comparisons to the S&P 500 (admittedly 
biased to large companies) are sufficient.

Investing Foolishly ... Harnessing Excellence?

If you need a crash course on Foolish investing, it’s Foolish 
with a capital “F” and refers to the courageous medieval sorts 
who were unafraid to tell the King that he looked pretty ugly 
when standing naked in front of his kingdom.  On the other 
hand, foolish investing (missing the capital “F”) refers to the 
herd behavior we attribute to our beloved rhinos.  Fools are 
about more than fearlessness.  Speaking honestly to the King 
often meant spending time with the royal executioner. 

Into this performance benchmarking fray, enter one Motley 
Fool -- actually a whole bunch of them (12,000 at last count 
... and rising).   Foolish co-founder David Gardner and his 
team are building what I’ve come to see as yet another “no-
ble experiment.”  If Nicholson’s investment club dream was 
on the mark -- and it was -- Gardner is dabbling at the edges 
of nudging investment club aspirations into warp drive.  

Think about it.  If you believe that what-we-do (build-
ing/maintaining long-term intelligent expectations for our 
investments) is good -- and it is -- how will we collectively 
fare?  CAPS will have it’s share of Babson’s gunslingers, 
chartists and momentum hounds, but I eagerly await the 
day when we can screen for stocks to study from the subset 
of investors with 5Y time horizons, 5-Stars and All-Star 
results.  Many Manifest subscribers are already participating.  
I believe our results will be superior.  Stay tuned.  We’ll be 
watching and gauging the results because results matter.



 Solomon’s Select: Walgreen (WAG)
  by Mark Robertson
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Walgreen (WAG) -- Disturbance in the Force?  The stock price 
of Walgreen advanced from $41.93 to $51.60 after our selection 
on May 1, 2006.  Then things got “ugly” and the stock price has 
retreated to $42-45.  Quality is as strong as ever and there are no 
signs of deterioration in projected relative profitability, yet.

Another month, another repeat selection?  We’ll 
try to avoid making a habit of this -- but the goal 
for this feature is to identify stocks positioned to 
outperform the S&P 500 market benchmark over 
the long term.  And when opportunity comes 
knocking, we feel that we have to answer the 
door.  In this case, the recent price disruption 
for Walgreen, largely caused by concerns about 
profitability going forward, has caused a price 
dip for Walgreen.  We feel that the Wal-Mart’s 
generic campaign has caused undue concern and 
hence -- an over-reaction in the WAG stock price.

As our 16-year-old headed out the door to go trick or 
treating last night (in the guise of a combination U.S. 
Marine, Jedi knight and medieval warrior with a light 
saber) he looked over my shoulder at the accompany-
ing Walgreen graphics and said, “Hmmm ... looks like a 
disturbance in the force to me, Dad.”

I can’t capture it much better than that.  The distur-
bance is from the 800-lb gorilla in retail known as Wal-
Mart.  As a shareholder of both Albertson’s and Safe-
way, I can give personal testimony to the carnage that 
came with Wal-Mart’s decision to sell groceries.

Is it different this time?  I don’t know.  I do know that 
the impacted prescriptions represent a small portion 
of total pharmacy sales -- and that CVS and Walgreen 
have both commented the affected products are low 
volume.  They’ve also questioned the Wal-Mart strategy 
because some of them already are provided at less than 
$4 and the dosage/frequency of the Wal-Mart plan is 
questionable as to whether it’s sufficient. 

Growth

The sales growth forecast is relatively unchanged at 13.4%.

Profitability

This is where any “potential pain” will materialize.  Fore-
casted margins for WAG are still 4.3%.  If you’re studying or 
owning Walgreen, watch this carefully.  

Valuation & Expected Returns

The projected P/E is still 26.5x.  If margins fall under “at-
tack”, this will trend lower.  Based on a price at the time 
of this update of $42.85, the projected annual return 
was 19.1%.  My instinct is that the Wal-Mart plan will 
not be a sufficient incentive to change habits of Ameri-
can consumers.  They’re a stubborn bunch.

Walgreen (WAG) -- Morningstar View.  Premium subscribers at 
www.morningstar.com have access to this historical perspective for 
covered stocks.  The “disturbance” here is clear on the price and vol-
ume charts.  Note the trend for the Fair Value versus the current price.  
Morningstar’s Fair Value approach is comparable to our approach at 
MANIFEST, just coming at the result from a “different direction.”



by Cy Lynch, Contributing Analyst

The MANIFEST methodology is 
unique because of its forward-
looking emphasis.  The pro-
jected returns for the individual 
holdings of mutual funds are 
analyzed and used to compile a 
projected return for a universe 
of mutual funds.  In a depar-
ture from our usual routine, 
this month we provide the Fund 
Scorecard to track returns on 
funds featured since inception 
of our newsletter. 

Our emphasis in the study of 
mutual funds is not on where 
a fund has been, but where it 
seems to be going.
 
This Month’s Fund Finding 

I limited candidates this month to 
those funds previously featured. The 
result is Vipers Vanguard Technology 

(VGT) which has the fourth high-
est overall PAR (third on an expense 
adjusted basis) out of all featured 
funds. I will briefly highlight changes 
since it was last featured in January 
2006 and then discuss using MANI-
FEST tools to manage a fund portfolio 
using the Featured Fund dashboard 
as an example. 

A Glance in the Rearview Mirror
 
VGT’s annualized total return since 
selection (12/31/05) is 5.5%, lagging 
VTSMX by 5.4 percentage points. 

Expected Returns

VGT’s portfolio PAR of 14.1% exceeds 
the projected return for the general 
stock market (9.8%) by 4.3 percent-
age points. Its very low expense ratio 
remains unchanged at 0.26%, giving 
VGT a potential return of 13.84% 
after deducting expenses. 

Fund Manifest

 Vanguard Technology (VGT)
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Knowing What You Own

VGT’s holdings are profiled below. 
Portfolio average QR remains excel-
lent at 66.3 and average financial 
strength strengthened to 83.6. 
Projected sales growth remained the 
same at 11.4%. Average projected 
P/E remains relatively high, increas-
ing slightly to 24.8x since January. 
Average EPS Stability is 55, reflect-
ing potential volatility relative to the 
broader market which is consistent 
with VGT’s history. 

Though VGT is an index fund and 
holds 400 stocks, it is actually quite 
concentrated because the index is 
weighted by market cap and holdings 
are limited to a single sector. MSFT 
(18.4% PAR, 82.7 QR) makes up 
over 10% of portfolio holdings, nearly 
double that of Cisco (15.1% PAR, 
80.7 QR), the second largest holding. 
The largest 10 holdings constitute 
nearly 50% of the portfolio.  



Management Decisions

VGT is passively managed.  Most changes in portfolio 
holdings and weightings occur due to changes in market 
prices. Nine of the top 10 holdings remain the same as 
in January, though their order changed a little. Dell fell 
to 11th overall, being replaced by Oracle moving up from 
12th. Agilent Technologies and CA, Inc. fell out of the top 
25 holdings. Ebay, Inc. (19.5% PAR, 70.3 QR) and Elec-
tronic Arts (10.5% PAR, 58.0 QR) replaced them.

Managing a Fund Portfolio with Dashboards

I approach managing a fund portfolio nearly the same as 
managing a portfolio of individual stocks, that is I seek to 
maximize overall PAR while maintaining sufficient overall 
quality. In both instances, I want to keep excellent overall 
quality (QR of at least 65.0) which is appropriate for most 
investors, particularly with MIPAR nearing historical lows. 

The difference comes in my goal for overall portfolio PAR. 
With a portfolio of individual stocks, we suggest a PAR of 
at least MIPAR + 5 percentage points. That isn’t realistic 
for a portfolio of funds due to diversification and other 
legal constraints imposed on fund managers. I suggest 
a minimum overall PAR of MIPAR + 3 percentage points 
for funds. After taking into account fund expenses, that 
should assure potential returns of about two percentage 
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Featured Fund Scorecard -- October 31, 2006.  Start Date: Date of fund selection for this feature.  End Date: Date 
when position was closed.  Start Price: NAV at time of selection, adjusted for distributions.  Total Return: Total Return 
since time of selection.  VTSMX Return: Total return for an identical investment made into the Vanguard Total Stock Market 
index fund at time of selection and corrected for distributions. Score: Percentage gains (or losses) multiplied by 100.  This 
score is furnished for comparisons to Motley Fool CAPS rankings.   Highlighted rows indicate closed positions.            
                 
                            Sources: Manifest Investing, www.morningstar.com

Cy Lynch is an Atlanta Braves fanatic, 
a respected and experienced long-term 
investor and contributor to educational 
efforts for the National Association of 
Investors Corp (NAIC.)  Cy served on the 
NAIC national board of advisors.  He can be 
reached at: CELynch@att.net

points above that expected for the market as a whole, 
still a very good return by historical standards.

Among funds on the Featured Fund dashboard, over-
all PAR is sufficient at 13.6% as is QR at 65.4. Portfolio 
growth is adequate at 10.9% and financial strength is 
good at 77. Oberweis Micro-Cap and T. Rowe Price Sci-
ence & Technology both have higher expense-adjusted 
PARs than VGT, but accumulating them would reduce 
overall quality, potentially below my goal of 65. Thus, 
VGT is my choice this month.

Funds concentrated in the technology sector currently 
have the best potential for market-beating returns over 
the long haul as reflected in both the Featured Fund and 
ETF Sector Radar dashboards. VGT’s excellent quality 
and low costs make it a solid candidate for investors able 
to tolerate volatility whose portfolios aren’t already too 
heavily weighted in technology. 
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Manifest - Screening Results

Sweet Sixteen Screen - November 2006
The screening results shown here deliver a 
group of high quality companies with fairly 
high return expectations.  The list is ranked 
by projected annual return (descending) and 
includes companies with projected annual 
returns between 14.8-19.8% and financial 
strength ratings of “A” or better.  

Overall Market Expectations

The median projected annual return (MIPAR) for all 
2700+ stocks followed by MANIFEST (Solomon data-
base) is 9.8% (10/30/2006.) The multi-decade range 
for the Value Line Median Appreciation Projection (VL-
MAP) has been 8-20%. The difference between MIPAR 
and VLMAP is that MIPAR includes all companies cov-
ered by MANIFEST and the MIPAR calculation includes 
projected dividend yield.

Worth a Closer Look Now

New/Returning companies include: Bank of Ireland, 
Canon, EBay, Maxim Integrated Products and Tractor 
Supply Company.  

The highest rated companies based on a combination 
including PAR and quality rating are Maxim Integrated 
Products, Medtronic, Stryker and Walgreen.

Sweet 16 Screening Result for November 2006.  Companies shown in bold are new since last month.  Screening 
parameters: Projected Annual Return between 14.8-19.8%.  Financial Strength “A” (80%) or better.  Quality higher 
than 65.0.  Sales Growth greater than 7%.  Definitions:  TTM Sales: Revenues for trailing 12 months.  Net Margin: 
Projected net margin (profitability) forecast in 3-5 years.  P/E Avg: Projected average annual price-to-earnings ratio in 
3-5 years.  * - Expanded Coverage.  Note: Financial firms use Shareholder Equity and Return-on-Equity (ROE) instead 
of sales and net margin.                         Sources: Manifest Investing, Value Line Investment Survey.

As the accompanying graphic shows, the median pro-
jected return for all stocks followed by MANIFEST is as 
low as it’s been in quite some time.  Any portfolio con-
siderations should seek to maintain or increase overall 
quality levels under these conditions.  We’re not calling 
for a correction in the market, we’re suggesting that 
stock prices are vulnerable and that we wouldn’t be 
surprised to see a correction.  Accumulate quality.
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Tin Cup Model Portfolio

Accumulate More Microsoft (MSFT)

Our “Tin Cup” model portfolio is a 
standing feature intended to demon-
strate the MANIFEST portfolio design 
and management approach.  Our 
mission is to maintain the portfolio 
design characteristics within defined 
ranges and deliver superior long-term 
returns. All buying and selling deci-
sions will be detailed here. 

Total assets are $654,524 (10/31/06) 
and the net asset value is $177.38. 
The model portfolio gained 2.6% dur-
ing October 2006 and has generated 
a 8.5% rate of return over the trailing 
year vs. 16.3% for the Wilshire 5000.

The total portfolio value reached an 
all-time high ($652,044) as Hallow-
een got underway.  

PAR & Quality

With MIPAR at 9.8%, our target range 
for the projected annual return is 14.8-
19.8%. At 17.0%, the portfolio PAR is 
sufficiently greater than 14.8% and no 
portfolio selling decisions are neces-
sary. Quality and financial strength are 
sufficient at the current levels of 75.7 
(Excellent) and 83% (“A”.) EPS Stability 
is 88.0 for the portfolio.

Decisions

The 5-year T-bill yield is 4.52% on 
10/31/2006. There are no holdings 
near our auto-sell condition at this 
time.  For the November purchase 
decision, Home Depot, Linear Tech-
nology, Masco and Paychex once 
again had higher combination rat-
ings but were passed over because 
of their returns being “beyond the 
sweet spot.”  The 40x projected P/E 
for Paychex continues to be “vetoed.”

The $1250 monthly contribution was 
used to accumulate more shares 
of last month’s Solomon Selection, 
MSFT (PAR=18.4%, quality rating of 
82.7.)  Since we took a look at Altria 
recently, we’ll take a peak at 4-year 
holding, Synovus Financial, in this 
month’s Tin Cup Chronicle.

Tin Cup Dashboard - October 31, 2006.  The total portfolio value reached 
a new all-time high ($654,524) as the autumnal recovery continues.  The 
challenge stock is Altria Group (lowest PAR @ 9.5%) and would be the first 
stock nominated for selling if the portfolio overall PAR were too low.  (It isn’t 
at this time at 17.0% vs. 9.8% for the total stock market.)   
                         Source: Manifest Investing

Chronicle for Synovus Financial (SNV).  The Tin Cup cost basis in SNV is 
$19.74 and was purchased on 10/26/2002, near the peak in PAR as shown 
here.  The 49% price appreciation since then combines with a 2.5% yield to 
deliver an actual annualized total return of approximately 12.9%.  Quality has 
been strong and relatively steady throughout, bolstered by high expectations 
for ROE.  Those expectations have recently tumbled from 22.5% (8/2006) to 
current forecasts of 15%.  The projected average P/E has been reduced from 
20x to 17x over the same time frame.  The shift merits further study.
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Solomon Select Update

Darn Yankees? No, but “Sell”

Contact Us 
You can 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.

Yankee Candle (YCC) Chronicle.  This chronicle shows 
the result of Dearborn Partners buyout offer of $34.75 per 
share.  YCC is up 57% since July.  At $34+, the PAR is less 
than 10% (less than MIPAR) and the position has been closed. 

Solomon’s Select Scorecard: CAPS Style Measurement.  
This list of monthly stock selections provides a closer look at 
performance since selection in the style of Foolish CAPS.  The 
key result is the 5.9 percentage point advantage for the “track-
ing portfolio” rate of return versus the total stock market.  

Once again, we have a repeat condition replicating some-
thing that we did last month.  Fear not, we’ll not be clos-
ing a position per month in the Solomon Select tracking 
portfolio.  That said, with a soaring market, the frequency 
of closures will be higher.  As we saw with Tin Cup, we’d 
go years without “selling” a stock and then the selling 
decisions would come in bunches.

Our Yankee Candle (YCC) position in the Solomon Se-
lect tracking portfolio was closed (sold) on 10/27/2006 
as the PAR reached the point where it was less than 
MIPAR.  (7.8% vs. 9.5% at the time)  This is the second 
position closed in this tracking portfolio since inception 
(2/28/2005).

Yankee Candle had gained 24.3% since being featured 
in Expected Returns on 9/1/2005.  The S&P 500 gained 
12.9% over the same time frame.

The accompanying chart here provides a play-by-play 
of the Solomon Select monthly features since inception, 
presented Motley Fool CAPS style.  12 of the 21 selections 
have outperformed the S&P 500 (the CAPS benchmark) 
for an accuracy of 12/21 or 57.1%.

The score (106.07) and accuracy (for the Solomon Select 
tracking portfolio) would actually rank pretty high in Fool-
ish CAPS if CAPS existed back then.  (If you visit the site 
at http://caps.fool.com, my CAPS id is Manifest -- if you 
want to see some stocks that I’m “playing” with.  If you 
find the pitches helpful, bookmark the page as a favorite.  
Feel free to recommend useful pitches, too -- it helps us 
to get the word out about www.manifestinvesting.com) 

As we suggested last month, the score that really matters 
for the Solomon tracking portfolio is the annualized rate 
of return of since inception versus matching investments 
in a total stock market index fund (VTSMX.)  Dividends 
and distributions are accounted for.  The rate of return for 
the Solomon Select stocks is 18.2% versus 12.3% for the 
total stock market.  We hope to maintain or improve this 
level of performance and the flight to quality, blue chips 
and hopefully -- technology stocks -- will help.

                                                          Mark Robertson


