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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 SSGPIlus 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
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DISCLAIMER

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 Betterinvesting™ National Association of Investors
Corporation (“Bl”). The views expressed are those of the instructors, commentators, guests
and participants, as the case may be, and do not necessarily represent those of
Betterinvesting™. 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
Betterlnvesting programs, events and/or educational sessions in which they participate. Any
violation is strictly prohibited and should be reported to the CEO of Betterlnvesting or the
Director of Chapter Relations.
This pr ion may in images of and prod or services not

by Better g. The pr ter is not or pi the use of
these websites, products or services.
This session is being recorded for future use.

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

Betterinvesting Ticker Heat Map
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Analysts’ Projections * HistSalesGrowth 126 | I
B B B S S ey o s
GROWTH GROWTH g = | y "% !
ToolKit analysts  12.1% 9.7% e = e
Bl 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% " Hist Sales Growth 11.4 T T ey
Reuters 8.2% to 17.5% 5.9% TO 15% Hist EPS Growth 12.3
Zacks 12.4% 10.6%
Toolkit Judgment  11.4% 10.2%
Historical 11.4% 12.3%
Sales Growth Range: 8.2% to 17.5%, middle 12.8%
9/WMEPS Growth Range: 5.9% to 15%, middle 10.3% . 5/7,3006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

The Buy-side SSG The Buy-side SSG
Sales Growth Range: 8.2% to 11.4%, middle 9.8%

2 QUALITY ANALYSIS Company Gentex Buy-side (GNT) 09/02/16
- 0, i 0, 5 TREND
EPS Growth Range_ 0 15 A), middle 10.3% 2006 | 2007 | 2008 | 2009 | 2010 2011 | 2012 | 2013 | 2014 | 2015 . B, o e
L] | | | | 0% A %PretsxProfionSaies | 27.8 |27.5|14.8 |17.7 |24.9 23.9 23.2 |28.0 30.2(30.0 | 27.1 ve
= B % Rewnon Equiy 15.0 (15.2| 8.8 | 8.8 [15.6 16.7 |14.9 |18.0|19.3 18.8  17.6 up
€ %LTDabrto Equiy 0.0 (0.0 0.0 0.0| 0.0 0.0/|0.0|21.3/17.3/13.3  17.3 DOWN
E] >
3 PRICE, PRICE/EARNINGS RATIO and DIVIDEND ANALYSIS
20n
. CURRENTFRICE (P/E) 17.86 (15.4)  spweekHiGH (PE) 18.30 (15.8) soWEEKLOw (PE)  12.93 (11.1)
s
s ‘ Fiscal Year High Price Low Frice. ‘ EPS HignPE LowPE Dividend % Payaut % High Yield
hJy % . [
° 1 2011 17.7 10.9 0.57 T3l 181 0.240 42.1 2.2
. 2| 2012 15.7 7.2 0.59 26.8 12.3 0.260 14.2 3.6
3 2013 17.1 9.1 0.78 22.1 11.7 0.280 36.1 3.1
H 108 4| 2014 19.1 13.2 0.98 19.5 13.5 0.310 31.6 2.3
. 5| 2015 18.8 13.8 1.08 17.4 12.8 0.335 31.0 2.4
6| averace | | 108 21.5 | 12.6 37.0
AVERAGE P/E RATIO TB‘.~7\17 -1 PROJECTED P/E RATIO 14.5 TTMEPS 1.16
o CURRENT PIE RATIO. 15.4 PEG RATIO 2.5 FTMEPS 1.23
RELATIVE VALUE #2-65 90.3% PROJ.RELATVEVALUE  77-93 85.3% AVGTTM + FTMEPS. 1.19
0/7/20163¢ BT _mes e amw  an @@ xm @d ;s @ z‘ 2 @n xm 7 9/7/2016 8
() Hanorieal Sae, Grouen 1a% s Far Share Grouan 123% ey iclub.com
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The Buy-side SSG

4 EVALUATING REWARD and RISK over the next 5 years

A FUTURE HIGH PRICE ANALYSIS — NEXT 5 YEARS
Selected High PIE X Estmated High Earmings/Share 1.55

B FUTURE LOW PmcEANALiﬁsauExr_imns
(2) Sel. Low PIE 12.6 X Estmated Ls 1.08 =s

() Average 5Yaar Low Pie == ) 10.8 ~

(e) Recent Severe Low Prica = 12.9

(d) Price Dividend Wil Suppont = Present Divd. + High Yiekd =

Salacted Esimatad Low Prios

C PRICE RANGES

Forecast High Price 333 - Estimated Low Price. 12.9 = Range. 20.4 25% of Range = 5.1
BUY (Lower 25% of Rangs) = 12.9 m 18.0
MAYBE (Micdie 50% of Rank 18.0 © 28.2
SELL (Upper 25% of Range) = 28.2 - 33.3
Curent Prce 17.86 inthe Buy Range

D REWARD/RISK ANALYSIS (Potential Gain vs. Risk of Loss)

(Forecast tighPrce 333 . CurentPrce  17-86

5 TOTAL RETURN ANALYSIS

A CURRENT YIELD

PraseniFul Years Dividengs  — 0:360

17.86 _ 2.0 %

= Cument Prie of Stock §

B AVERAGE YIELD - 11SING FORECAST HIGH P/E
37.0

)=( CumentPice 17-86 . EspmatedlowPrics 12

Present Yisid or % Retumed on Purchase Prcs

Avg %Payout + Forecast High P/E 21.5 = Avg. Vield 1.7

AVERAGE YIELD - USING FORECAST AVERAGE P/E

Avg. % Payout 37.0 * Ferecast Avs PIE 17.1  -pvgvied 2.2
C % COMPOUND ANNUAL TOTAL RETURN - USING FORECAST HIGH P/E

Average Vield 1.7 %+ AnousiApprecmion  13.3 % = Compound Amnusl Totsl Retwen 15.0 %
D % PROJECTED AVERAGE RETURN - USING FORECAST AVERAGE P/E

7 /3ge Yild 2.2 %+ AnnualAppreszion B2 % = Projssted Average Totel Retwm 10.3 %

The Buy-side Value Chart

GNTX Daily == 9/0216

20
5 year GNTX Stock price

B T

Trailing EPS =

TTM EPS

©BigCharts.com

P/E Ratio =
P/E ratio
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“Fair Value” Estimation

Morningstar Premium Analyst Report GNTX

drivers and have many.

Read full Analyst Report

Consider Buying Consider Selling

$12.00 $31.00
Fair Value Uncertainty Economic Moat Stewardship
High Narrow Standard
Groweth Profitability

o

9/7/2016

& Premium Content

Gentex creates auto-dimming rear- and side-view mirrors that use electrochromic
technology. These mirrors automatically darken to eliminate headlight glare for

Morningstar Credit Rating*

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

Rocky Mountain Chapter Annual Meeting

Buy-side Buy Prices

CURRENTPRICE (P/E) 17.86 (15.4)  spweekHicH (pe) 18.30 (15.8)

s2-WEEK Low (PE)  12.93 (11.1)

‘ Fiscal Year ‘ High Price Low Prce ‘ eps HgnpE LowpE ‘ Dividend % Payout % High Yield
1| 2011 17.7 10.9 0.57 T3t [Tte | 0.240 a2.1 2.2
2[ 2012 15.7 7.2 0.59 26.8 12.3 0.260 44.4 3.6
3| 2013 17.1 9.1 0.78 22.1 1.7 0.280 36.1 3.1
4| 2012 19.1 13.2 0.98 19.5 13.5 0.310 31.6 2.3
5| 2015 18.8 13.8 1.08 17.4 12.8 0.335 31.0 2.4
6| averace | | 10.8 21.5 | 12.6 37.0

AVERAGE FIE RATIO 18-7.17.1 PROJECTED PIE RATIO 14.5 TTM EPS 1.16

CURRENT PIERATIO = PEG RATIO 2.5 FTMEPS 123

RELATIVE VALUE #2-65 90.3% " AIVEVALUE  77-9% 85.3% AVGTTM « FTM EPS / 1.19

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 (Lower 25% of Range) = 12.9 o 18.0

MAYBE (Middle 50% of Range) = 18.0 o 28.2

SELL (Upper 25% of Range) = 28.2 o 33.3

Curent Prce 17.86 izinthe Buy
9/7/2016 12
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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

Morningstar (GAAP) Value Line (normalized)

Year High Low EPS Year High Low EPS

2006 | 4dzE0 [ 21060 | 168 zo06 | 44300 2r0n | 0.83

2007 [ 120670 | 41860 | 342 2007 | teo7o0 | 4100 4.04
%\ 2008 [ 144340 [ 45750 398 2008 | 144300 [ 45200 | 536
8 2009 | 231490 [ B4347 | 988 2009 | eareon | mason | 8.55
o o | amioo| q7aze0| 1035 emo [ azsioo [ 173son[ 134
S oo [ seree0 [ 4mezsn| 2063 oon1 [T Getgon | dnzama | 235
_g otz [ 774860 [ 467710 [ 27e6  opie [ 7vsooo [ dedon [ 3res
O em3 [ 17ss7s0 | eevero| 311 em3 [ 1meoon [ eerzon [ a7z

2014 [ 1.378.960 [ 1017280 | 4567 e;14 [ 1379000 [1.077000 [ 5331

2015 [ 1476516 | 990691 [ 4945 2015 [ f.47e000 [ genroo [ 5833
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The Sell-side SSG

Switching from Pessimistic (buy-side) to
Optimistic (sell-side)

Sales Growth Range: 8.2% to 17.5%, middle 12.8%
EPS Growth Range: 5.9% to 15%, middle 10.3%

Make these changes to SSG decision points

___________lBuyside seliside

Est. Future EPS growth  5.9% 15%
High P/E 215 23.4
Low P/E 12.6 13.9
Est. Low Price $12.90 $12.90
9/7/2016 14

With These Results

Buy-side SSG

€ % COMPOUND ANNUAL TOTAL RETURN - USING FORECAST HIGH P/E

Average Yield 1.7 % + Annual Sati 13.3 %= d Annuzl Total Retum
D % PROJECTED AVERAGE RETURN - USING FORECAST AVERAGE P/E
Average Yield 2.2 % + Annual Appreciation 8.2 % = Projected Average Totl Retum

Sell-side SSG

C % COMPOUND ANNUAL TOTAL RETURN - USING FORECAST HIGH P/E

Average Yield 1.6 % + Annual Zat 25.0 %= d Annuzl Total Retum
D % PROJECTED AVERAGE RETURN - USING FORECAST AVERAGE P/E
Aversge Yied 2.0 % + Annual Appreciation 19.5 % = Projected Average Totsl Retum
9/7/2016
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2019-21 PROJECTIONS
Ann’l Total

Price  Gain Return
High 35 (+115%) 23%
[Low 25 ~(+50%) 74%

Cmpd Projected
Projection | Annual Average

Total Rate | Rate of
of Return Return

Buy-side 15% 10.3%
Sell-side 26.6% 21.4%

e [y

E=
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Portfolio Manager Examples from Ticker Heat Map

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

Betterinvesting Ticker Heat Map

Consumer Cyclical Healthcare

Industrials

S “‘b ID. 1‘ BB Luv
s

e "'.m:".,.mm.%"ﬁ‘ ol

KORS
1 KX v = DHR  RHI
Al Rated Stocks r B
- e W e WS s e i es - - ROST
104 066 144 055 ‘® apw  PRLBJBLU
Today's Ratio: 103 =i ® . [r—— Tacheotogy
/_._.__._/\_/\_/\__.__v PGP Financial Services Consumer Defensive Communication
services
SBNY TROW|cosT oG

Energy

XOM SLE o
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Using the SSG to Test Scenarios

SSG Section 1 for AAPL
“What if” Testing o

2012 TO Today Growth:

Bears Say = Sales 13.5% and EPS 13.5% S50
+ Apple’s recent decisions to maintain a premium pricing strategy : VWY /Il
may help fend off gross margin compression but could limit unit “ A/ Mﬂts 13.59
sales growth as devices may be unaffordable for many V7 s I
emerging market customers. =1 2006 TO 2012 Growth: W—{#—@/ /J= —
- - — Sales 42.9% and EPS 64% é/ Jr ) 2ol
» Apple has a host of large tech rivals, many of which are willing 20 r r
to sell devices at bare-bones prices in order to earn income ﬁ
elsewhere. L L 20%
o ; N &
+ Apple's less-than-stellar launches of Apple Maps and i0S 8.0.1 ] L
N - ] sT
were near-misses that frustrated many users for short periods _7( 15%
of time, but any other buggy software launches could diminish ‘: Z
Apple’s reputation for building products that “just work.” .
0%
2 T L] |
- . r L | //
Problem: What if margins are cut? Can i . — Lt "
. 5 /j Sales projection from __ Revenue-based |
sales increases reasonably compensate “—— """ Manifestinvesting EPS Estimate
. : ] L | L1 RN 1
and keep EPS g rOWth attractlve? 2008 2007 2008 2008 2010 2011 12 2013 2014 2015 2018 4T 201 2018 2020
(1) Kistorical Sales Growth ——_34.9 % (3) Historical Earnings Per Share Growth % www.iclub.com
spaone 1 e S L e asks 0
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Revenue-based EPS Est.

2. QUALITY ANALYSIS Company  Apple (ARPL) 09/02/16

5 TREND
2006 | 2007 | 2008 | 2009 | 2010 2011 2012 |2013 | 2014 | 2015 ., o o

A %PretaxProfiton Sales | 14.6 (20.9 21.2 |28.1 |28.4 31.6 35.6|29.3|29.3|31.0 31.4 EVEN

B % Retum on Equiy 20.8 |25.6|22.6(25.8(29.0 33.6|37.129.0(31.3 40./34.4 up

€ % LT Debio Equity 0.0 (0.0 | 0.0 0.0 |00 0.0 0.0 [13.3|23.0 25.7 up

ﬂ Revenue-based

Revenue-based EPS Estimate

]

% Pretax Profit

Defaults Overrides Margin (2A)
i 2006 146
Projected 5 Year Sales @: o ,_D 0
@75 (o] $320,689.4 o e
Less Expenses(5 Yr Avg % Pre Tax Profit Margin): @314 () 00 -219,992.9 2008 212
2009 28.1
Less Taxes(Last yr. Tax Rate ): % 00 -
® 263 (o] 26,463.2 2010 204
Less Preferred Dividends (Current Prefd Divy: @ 311 o ,—D i 00 2011 316
5 " 2012 356
Projected 5 Yr Total Earnings
§ 742133 o e
Divided by Curr. Diluted Shares Outst. (M): @ 54728 () ,—U'U R35g 2014 203

2015 31.0

Make Earnings Per Share Selection Here:

EPS S EPS % Growth
@ EPS by "Revenue Estimate’ 3Ed
© Projected EPS. 1355 95
O Other 000 1
9/7/2016  Analysts' 5-yr EPS Est. ($): 1184 21

Step 1: Reduce PTPM by 10% (28.3)

Revenue-based EPS Estimate

Revenue-based EP S Estimate

Defaults Overrides
Projected 5 Year Sales @: . 7.8% 0.0 §320689.4

Less Expenses(5 Yr Avg % Pre Tax Profit Margin): () 31,42 225334 9

Less Taxes(Last yr. Tax Rate ): (@) 26.3% 00 238605

Less Preferred Dividends (Current Prefd Div): . $0.0
Projected 5 Yr Total Eamings

Divided by Curr. Diluted Shares Qutst. (M): . 54728

Make Earnings Per Share Selection Here:

EPS§ EPS % Growth
Q) EPS by 'Revenue Estimats"
222 Ga)
@ Frojected EPS 1355
© other 000 00
Analysts' 5-yr EPS Est. ($): 11.94

Can we increase Sales growth to
get the EPS growth back to 9.6% ?

9/7/2016 22

Step 2: Keep Increasing Sales until
the EPS growth returns to 9.6%

ﬂ Revenue-based EPS Estimate

Revenue-based EPS Estimate

Defaults Overrides
Projected 5 Year Sales @ | () 76% 355’39] 5
Less Expenses(5 Yr Avg % Pre Tax Profit Margink: () 31.4% R
Less Taxes(Last yr. Tax Rate ): () 25.3%

Less Preferred Dividends (Current Prefd Div): ° $0.0

Projected 5 Yr Total Earnings

Divided by Curr. Diluted Shares Outst. (M): ° 54728

Make Earnings Per Share Selection Here:

EPS S EPS % Growth
©) EPS by "Revenue Estimate" TS
7358 G
@ Projected EPS: 1355

O oter [ oo 00
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

9/7/2016 23
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Step 2+: Reduce PTPM by 20%

Revenue-based EPS Estimate

Revenue-based EPS Estimate

Defaults Overrides

Projected 5 Year Sales @ () 7% (222 anosors
Less Expenses(5 Yr Avg % Pre Tax Profit Margin): () 31 4% (EDHT
Less Taxes(Lastyr. Tax Rate ): (@) 76.3%
Less Preferred Dividends (Current Prefd Divk @) 400

Projected 5 Yr Total Earnings

Divided by Curr. Diluted Shares Outst. (M): ° 54728

Make Earnings Per Share Selection Here:

EPSS EPS % Growth
O EPS by "Revenue Estimate’ 7354 @
@ Projected EPS: 1355
O other. 0.00 00

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%

9/7/2016 24
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Our Question Answered

% Margin | Pre-tax Profit % Sales Growth Required for a
Reduction | Margin (PTPM) | constant 9.6% EPS Growth

0 314 7.8
10 28.2 10.1
20 251 12.7
30 22.0 15.7
40 18.8 19.4
2 QUALITY ANALYSIS Company Apple (nAPL) 09/02/16
5 TREND
2006 | 2007 | 2008 | 2009 2010 2011 | 2012 | 2013|2014 2015 VEAR AVG UF 1 DOV
A %PretxProftonSsles | 14.6 20.9/21.2 1 28.1 | 28.4 31.6 35.6/29.3(29.331.0 31.4 EVEN
B % Retum on Equity 20.8 |25.6/22.6|25.8 29.0 33.637.1|29.0|31.3 40.9 34.4 UP
C % LT Debt to Equity 0.0 (0.0 0.0 | 0.0 0.0 0.0 0.0 |[13.3|23.0 | 41.0 25.7 UP

Sales Growth 2012 to Today: 13.5%

AAPL could tolerate up to a 20% reduction in
PTPM and still grow EPS at 9.6%
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Summary and Review

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

9/7/2016 26

Additional Study

StockUp Archive (login required):
http://www.betterinvesting.ora/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.ora/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

9/7/2016 27
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Questions and Comments

; a.QuesEi‘bv\
L everyl'hing

&

Send questions and comments to John Rogers

80108jrr@gmail.com
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