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The Stock Selection Guide:

A True GUIDE to Investing

Two Fundamental SSGs Can Reflect our Two 

Basic Buy/Sell Decisions

• When buying: the Buy-side SSG

• Conservative, Worst Case Scenario

• When selling: the Sell-side SSG

• Optimistic, Best Case Scenario

ToolKit6 and SSGPlus give us flexibility, ease of 

use, and speed to

• Maintain dual SSGs to cover a range of possibilities

• Need for a club Portfolio Manager

• Test “what if” scenarios

• Measure impact of our judgment decisions

• Calculate “Fair Value”

• Multiple definitions of EPS
29/7/2016

• The information in this presentation is for educational purposes only and is not intended to be 

a recommendation to purchase or sell any of the stocks, mutual funds, or other securities 

that may be referenced.  The securities of companies referenced or featured in the seminar 

materials are for illustrative purposes only and are not to be considered endorsed or 

recommended for purchase or sale by BetterInvestingTM National Association of Investors 

Corporation (“BI”).  The views expressed are those of the instructors, commentators, guests 

and participants, as the case may be, and do not necessarily represent those of 

BetterInvestingTM. Investors should conduct their own review and analysis of any company of 

interest before making an investment decision.

• Securities discussed may be held by the instructors in their own personal portfolios or in 

those of their clients.  BI presenters and volunteers are held to a strict code of conduct that 

precludes benefiting financially from educational presentations or public activities via any 

BetterInvesting programs, events and/or educational sessions in which they participate.  Any 

violation is strictly prohibited and should be reported to the CEO of BetterInvesting or the 

Director of Chapter Relations. 

• This presentation may contain images of websites and products or services not 

endorsed by BetterInvesting.  The presenter is not endorsing or promoting the use of 

these websites, products or services.

• This session is being recorded for future use.

DISCLAIMER

Companies mentioned in this presentation without endorsement include: 

Morningstar, Value Line,  ManifestInvesting, Yahoo, Reuters, NASDAQ, and S&P

Stocks mentioned in this presentation without recommendation of any kind: GNTX, 

AAPL, and PCLN.  Each of you must do your own research and make your own 

buy/hold/sell decisions. The presenter owns all of these stocks.
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Examples from Ticker Heat Map
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GNTX 5 YR. SALES 

GROWTH

5 YR. EPS 

GROWTH

ToolKit analysts 12.1% 9.7%

BI Members 9% 9%

Morningstar 12.1% 9.7%

Value Line 9% 12%

Manifest Investing 10.1% 9.9% ($1.86)

Yahoo 12.4% 10.6%

NASDAQ 12.4% 10.6%

Reuters 8.2% to 17.5% 5.9% TO 15%

Zacks 12.4% 10.6%

Toolkit Judgment 11.4% 10.2%

Historical 11.4% 12.3%

Analysts’ Projections

Sales Growth Range: 8.2% to 17.5%, middle 12.8%

EPS Growth Range: 5.9% to 15%, middle 10.3%
59/7/2016

Hist Sales Growth 12.6
Hist EPS Growth 15.2

Hist Sales Growth 11.4
Hist EPS Growth 12.3

Recession
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The Buy-side SSG

Sales Growth Range: 8.2% to 11.4%, middle 9.8%

EPS Growth Range: 5.9% to 15%, middle 10.3%
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The Buy-side SSG
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Last year

The Buy-side SSG

99/7/2016 109/7/2016

The Buy-side Value Chart

5 year GNTX Stock price

TTM EPS

P/E ratio

“Fair Value” Estimation 

Better Investing “Fair Value”: Average P/E times FTM EPS

119/7/2016

Fair Value = Avg. P/E times FTM EPS = 18.7 * 1.23 = $23

• Warren Buffet’s Buy Price Recommendation: buy below

• 20% Discount to Fair Value or below $18.40

• Our Buy-side SSG says buy below $18.00

Buy-side Buy Prices 

129/7/2016
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Value Line (normalized)Morningstar (GAAP)
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WARNING: The EPS Problem 
There are 5 definitions of earnings, only two concern us today

• Morningstar: GAAP compliant, as reported to the SEC

• Must use for Buy-side and might use for Sell-side SSGs

• Value Line: ‘Normalized” by analyst to remove “one time events”

• Don’t use for Buy-side SSG (too optimistic), OK for Sell-side SSG
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The Sell-side SSG

Switching from Pessimistic (buy-side) to 

Optimistic (sell-side)

Make these changes to SSG decision points

Sales Growth Range: 8.2% to 17.5%, middle 12.8%

EPS Growth Range: 5.9% to 15%, middle 10.3%

Buy-side Sell-side

Est. Future EPS growth 5.9% 15%

High P/E 21.5 23.4

Low P/E 12.6 13.9

Est. Low Price $12.90 $12.90

149/7/2016

With These Results

Sell-side SSG

Buy-side SSG

159/7/2016

2021 

Projection

Cmpd

Annual 

Total Rate 

of Return

Projected 

Average 

Rate of 

Return

Buy-side 15% 10.3%

Sell-side 26.6% 21.4%
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Portfolio Manager

• Maintain the club’s SSG Library

• Buy-side and Sell-side

• Report monthly to club

• Portfolio Overview

• Portfolio Review Report (PERT)

• Status of the Overall Market

Examples from Ticker Heat Map

189/7/2016

Using the SSG to Test Scenarios

“What if” Testing

Problem: What if margins are cut? Can 

sales increases reasonably compensate 

and keep EPS growth attractive?
199/7/2016

Sales projection from 

ManifestInvesting
Revenue-based 

EPS Estimate

SSG Section 1 for AAPL

2006 TO 2012 Growth: 

Sales 42.9% and EPS 64%

2012 TO Today Growth: 

Sales 13.5% and EPS 13.5%

209/7/2016
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Revenue-based EPS Est.

219/7/2016 9/7/2016 22

Step 1: Reduce PTPM by 10% (28.3)

Can we increase Sales growth to 

get the EPS growth back to 9.6% ?

239/7/2016

Step 2: Keep Increasing Sales until 

the EPS growth returns to 9.6%

If AAPL must cut prices (reduce margins) but 

stimulate an increase in Sales growth to 10.1%, 

the EPS growth of 9.6% will hold

Should stiff competition and bad luck reduce Pre-tax 

Profit Margin by 20% (25.1), then Sales would have 

to grow by 12.7% to keep EPS constant at 9.6%

249/7/2016

Step 2+: Reduce PTPM by 20%
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% Margin 

Reduction

Pre-tax Profit 

Margin (PTPM)

% Sales Growth Required for a 

Constant  9.6% EPS Growth

0 31.4 7.8

10 28.2 10.1

20 25.1 12.7

30 22.0 15.7

40 18.8 19.4

Our Question Answered

Sales Growth 2012 to Today: 13.5%

AAPL could tolerate up to a 20% reduction in 

PTPM and still grow EPS at 9.6%
259/7/2016

Summary and Review
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• Prepared a buy-side (worst case scenario) and a sell-side (best case 

scenario) SSG for GNTX

• Reviewed Better Investing Ticker Heat Map available with online tools

• Compared array of analysts sales and EPS growth projections for GNTX

• At current stock price of $17.86, the buy-side SSG showed a buy point of 

$18 and a Compound Annualized Rate of Return of 15%

• Examined the GNTX P/E trend and analyzed the Chart

• Defined the SSG “Fair Value” and compared to Morningstar

• WARNED of the EPS definition problem

• Morningstar is GAAP compliant as reported to SEC

• Value Line “normalizes” for “one time events”

• Morningstar for buy-side SSG (more conservative)

• Value Line (more optimistic) or Morningstar for sell-side SSG

• The sell-side SSG projected a Cmpd Rate of Return of 26.6% for GNTX

• Reviewed the duties of and need for a Portfolio Manager

• Used the “Revenue-based EPS estimate” option to test the affect of PTPM 

(margin) reductions on AAPL EPS growth

Additional Study

9/7/2016 27

StockUp Archive (login required):

http://www.betterinvesting.org/Members/Tools/StockUp/archive.htm

• February 3, 2016: “Research Your Way to Better Stock Selection”

• May 6, 2015: “Bridging the GAAP – How to Evaluate Data Differences”

Screening & Stock Ideas Quick Start Guide

http://www.betterinvesting.org/NR/rdonlyres/933ECA6B-F013-4496-8786-

1D43BC468ABD/0/ScreeningQuickStart.pdf

The Five Types of Earnings per Share (EPS)

http://www.investopedia.com/articles/analyst/091901.asp
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Questions and Comments

80108jrr@gmail.com

Send questions and comments to John Rogers

http://www.betterinvesting.org/Members/Tools/StockUp/archive.htm
http://www.betterinvesting.org/NR/rdonlyres/933ECA6B-F013-4496-8786-1D43BC468ABD/0/ScreeningQuickStart.pdf
http://www.investopedia.com/articles/analyst/091901.asp

