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Magazine Advertising Policy

Betterlnvesting Magazine accepts advertisements from com-
panies promoting ownership of their stock or use of their products
and services. Their appearance in the magazine does not consti-
tute or imply endorsement by NAIC or Betterinvesting. Investors
should conduct their own review and analysis of any company
of interest seen in an advertisement before making an invest-
ment decision. The association has posted its Sponsorship and
Advertising Policy on the website. On both the public and mem-
bers homepage, click Advertising at the bottom of the page. On the
page that follows is a link to the document. If you have questions,
please email bi@betterinvesting.org.
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Engage with our community of investors:
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etterInvesting members have the opportunity to expand their

learning through online classes. Please join us for the following
webinars. Most webinars last from one hour to 75 minutes. Register
at: www.betterinvesting.org/webinars

TickerTalk

Wednesday, April 21, 2021

8:30 PM EDT - Free

TickerTalk is a monthly online program that provides
essential information to help you become a more confident, better inves-
tor. Short educational segments and multiple panelists are featured each
month. Every session includes Five in Five, a regular feature in which
the panelists offer up some stock ideas that may be worthy of further
study.

Introduction to the Stock Selection Guide \
Series
This series of four classes is designed to help new inves- I
tors learn how to use and complete the Stock Selection

Guide (SSG®), Betterlnvesting’s premier stock analysis

tool. The CoreSSG is used throughout the series to demonstrate all
concepts and complete the stock analysis. Register once for all four
classes. Instructors: Ann Cuneaz, senior manager of education pro-
grams, Betterlnvesting; Ken Kavula, director, Mid-Michigan Chapter,

BetterInvesting.

Wednesday, March 17, 2021

OnDemand - Free

Class One: Selecting the Best Companies

Learn how to analyze a company’s historical growth and evaluate man-
agement metrics using the CoreSSG to recognize high-quality growth
stocks.

Thursday, March 18, 2021

OnDemand - Free

Class Two: Determining a Fair Price

Learn to read and interpret a completed SSG® to determine the poten-
tial investment return of a stock.

Tuesday, March 23, 2021

OnDemand - Free

Class Three: Estimating Future Growth

This class demonstrates how to make reasonable and supportable pro-
jections for future sales and earnings.

Wednesday, March 24, 2021

OnDemand - Free

Class Four: Estimating Future P/Es

The final session provides guidelines to help new investors make reason-
able projections for future high and low P/Es and determine if the stock
is a buy, sell or hold.

TickerTalk

Thursday, March 25, 2021

OnDemand - Free

TickerTalk is a monthly online program that provides
essential information to help you become a more confident, better inves-
tor. Short educational segments and multiple panelists are featured each
month. Every session includes Five in Five, a regular feature in which
the panelists offer up some stock ideas that may be worthy of further
study. Panelists: Carol Theine, director, NAIC/BetterInvesting’s Board of
Directors; Ken Kavula, director, BetterInvesting’s Mid-Michigan Chapter;
Ann Cuneaz, senior manager of education, BetterInvesting.
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Editorial

Following Long-Established Metrics Offers a Buffer Against the Market’s Vagaries

Afraid of a Bubble? Lean on the Fundamentals

With the Dow Jones Industrial Average closing above 33,000 and the Nasdaq Total
Composite returning 25% annualized over the past five years, it’s fitting to reflect on
asset bubbles, herd instincts, the forces driving equity prices and how these topics
relate to intelligent investing.

ubbles, such as the one that tanked the U.S. housing market leading

to the Great Financial Crisis of 2008-2009, are quite easy to identify

in retrospect; not so much while they are unfolding. The renowned
economist Hyman Minsky, who specialized in the dynamics of financial
instability, theorized five distinct stages of a bubble. First is displacement,
wherein investors are smitten by a “new paradigm” such as the promise of
future technologies or the sustainability of ultra-low interest rates.

Then comes a boom in prices, as more and more participants jump on
board. Excitement grows, stoked by lots of media attention. FOMO (fear of
missing out) sets in, followed by more speculation. Warnings of a collapse
are stated; inevitably one or more experts dispel them, proclaiming “this
time it’s different” and explaining the reasons why.

Euphoria sets in, with new and novel rationales and metrics supporting
a continuing rise in asset prices.

Eventually, the smart money — worried by the discrepancy between
price and value — begins to take profits. The “time to take some money off
the table” cliche rings out. Prices may decline, though not precipitously.
(Deciding when to take profits, or when to fold the table entirely, can be
tricky. No less a figure than John Maynard Keynes famously opined: “Markets
can stay irrational longer than you can stay solvent.”)

Finally, panic ensues. Asset prices plummet as herd buying pivots to
herd selling. Investors are wiped out as the connection between price and
value is re-established.

An old gag imagines Sammy and his buddies trading cans of sardines
back and forth among themselves for higher and higher prices. One day
a trader decides to open a can for lunch. “What are you doing?” Sammy
shrieks. “Those aren’t eating sardines, those are trading sardines!”

A case could be made that we are in the middle of a market bubble,
with equity prices inflated by new paradigms such as the advent of electric
cars, cryptocurrencies, gene splicing and SPACs. Share trading by novices
via smartphone, energized by social media, serve to amplify the rapture and
drive prices higher.

No one knows if a bubble is real until it bursts. In the meantime, revis-
iting fundamental financials — the growth of a stock’s sales and earnings,
its price-earnings multiple in relation to historic levels — and the relation
between basic time-honored metrics and current price can provide reassur-
ance against nasty surprises.

Share Your Story

Do you enjoy reading the stories of individuals and investment clubs? It is always
our privilege to highlight these magazine stories around pages 44-46 and on
our social media channels. We know that the organization is full of diversity and we
always enjoy highlighting all of our members and various clubs. We welcome and
encourage stories from both club and individual Betterlnvesting members. Consider
sharing how Betterlnvesting has impacted you or what you have learned and experi-
enced by investing. Visit: www.betterinvesting.org/review/share
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Performance Perspective

5-Year Change

Performance Parameter At 2/29/2021 oo
Betterlnvesting 100 Index (BIXX) 505.42 15.51%
Betterinvesting 100 Index (BIXR — Total Return) 700.93 17.18
S&P 500 Equal-Weight Index (Total Return) 10,074.58 15.17
Vanguard Total Stock Market (CRSP U.S. Total Market) 97.40 17.32
Dow Jones Industrial Average (DJIA) 30,932.37 16.08
S&P MidCap 400 Index 2,496.26 15.20
Russell 2000 (Small-Cap Index) 2,201.05 17.87
Nasdag Composite 13,192.35 24.99
MSCI EAFE (Europe, Australasia, Far East) Index 2,168.87 6.84
MSCI Emerging Markets Index 1,339.26 12.59
Value Line Arithmetic Composite 8,845.27 16.99
Consumer Price Index (February) 263.04 2.1
Sources: Yahoo Finance, Value Line, Bureau of Labor Statistics, MSCI, Standard & Poor’s, Solactive, Google, FTSE Russell
Most Active List Most Active List: Bubbling Under
Here are the companies attracting - . ..
the interest of the Betterinvesting Nos. 13-40 With Buy-Sell Ratio Over 2:1 Art1 v nal;.e joined thel
community, according to about 8,425 Transactions for trailing eight weeks ended March 11 O_Ster o 1.nvest.ment club
transactions by users of mylCLUB club Company Ticker Buys  Sells Total JREMSILES earh.er this year.
accounting for the trailing eight weeks Plug Power PLUG | 47 | 17 64 | ARK Innovation ETF (ticker:
ended March 11. Home Depot HD 43 | 17 | 60 | RKK)isthe brainchild of
NIO NIO 51 8 59 ‘Wall Street veteran Cathie
Company (Ticker) Buys-Sells Wood. who started ARK
Adv. Mico Devices AMD 42 13 55 ’
1. Apple (AAPL) 157-150 | " punnovation ETF | ARKK | 48 | 6 | 54 | LnvesumentManagement
2. Tesla (TSLA) 82-59 | | ppbvie ey | 37 | 17 | 54 | o 20$154(.)1t;hﬂﬁ company
3. Microsoft (MSFT) 83-39 Square Inc. SQ 41 10 51 ZISIEQ?C:RKK dep(l)cr);flsncapi-
4. Johnson & Johnson (JNJ) 92-17 Merck & Co. MRK 34 17 51 tal in companies dedicated
5. PayPal (PYPL) 81-26 | | quaicomm QCoM | 31 | 15 | 46 | to disruptive technologies.
6. Amazon (AMZN) 64-42 DraftKings DKNG | 36 9 45 | ARKK’s top holding is Tesla,
1. Disney (DIS) 64-38 D.R. Horton DHI 43 1 44 | more than 10% of its assets
8. Visa (V) 37-56 NextEra Energy NEE 30 9 39 | asof March 17. Analysis
9. Walmart (WMT) 99-23 | | Southwest Aines | Luv | 24 | 12 | 36 | ofanETFsvalue differs
10. Piizer (PFE) 48-29 | | UnitedHealth Group | UNH | 29 6 | 85 | from thatofa corporation
11. CVS (CVS) 5217 | | Vertex Pharma. WRTX | 20 | 6 | 35 | PecauseanETF's balance
12. Viatris (VTRS) 23-46 | | Lockheed Martin IMT | 24 | 11 | 35 Shgetfndénclofne Sm;femem
This list is presented as a source of stock study General Motors GM 30 4 34 frela:;c:el::fli; rizl\zgs tIr)rfl: eri?;
ideas. No investment recommendation is intended.
sglesforce.com CRM 29 5 34 | in other companies rather
Our thanks to ICLUBcentral for Airbnb ABNB | 29 3 32| than sales of its own PrOd'_
this information. Adobe ADBE | 22 9 31 | uct. ARKK’s performance is
Lowe’s Companies LOW 22 9 31 | spectacular, 46% annualized
We maintain a Most Active List at Kirkland Lake Gold KL 23 5 28 | over the past five years. But
Betterinvesting website’s homepage, Target TGT 21 7 28 | that’s no guarantee of future
and a monthly ||St is pUb“Shed at: Delta Air Lines DAL 22 5 27 results. Anyone remember
www.myiclub.com FedEx Corp. FDX 19 7 2% the Munder Net-Net fund,
Air Lease Corp. AL 18 8 o6 | @ casualty of the 2000
Camival Corp oL 18 6 o4 | internet meltdown? (Stocks
a— C TR - ; 2 are mentioned only for educa-
diwan semit.onduct. tional purposes; no investment

Source: mylCLUB - recommenaations are intended.)
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Energy-Efficient Tankless Water Heaters Might Save You Money

Getting Into Hot Water

by Natasha Gural

A water heater is a long-term investment that we generally don’t
think about until it comes time to replace one. The biggest ques-
tion is whether to buy a traditional storage tank water heater
or an energy-efficient tankless water heater. Tankless models,
also known as demand-type or instantaneous water heaters,
provide hot water when it's needed, avoiding standby energy
losses attributed to storage water heaters. If a demand heater
is right for your home, you can handily slash long-term energy
costs by thousands over a couple of years.

home, demand water heaters can be 24% to 34% more

energy-efficient than storage tank water heaters,
according to the U.S. Department of Energy. If your
household uses around 86 gallons per day, a tankless
heater can reduce energy costs by between 8% and 14%
over the conventional tank. You can whittle down ener-
gy costs by as much as 50% if you install an on-demand
water heater at each hot water outlet in your home. It’s
a critical budgeting decision, as the average water heater
accounts for about 17% of your home’s total energy use,
according to the DOE.

In 2019, the average monthly electricity bill for res-
idential customers in the U.S. was $115 per month, ac-
cording to the U.S. Energy Information Administration.
Those costs likely spiked last year as Americans spent
more time at home. By switching to an on-demand tank,
you could pare down your yearly bill by an average
of $331.20 to $469.20. The EIA calculates an average
monthly bill by dividing annual residential revenues by
the number of customer accounts and by 12 months.

To achieve efficiency, it’s essential to choose the
right size tank by determining how much water your
household needs. A small storage tank (50 gallons to 60
gallons) is generally ideal for one to two or three peo-
ple, a medium (80-gallon) tank works well for three to
four people and bigger households need to consider a
larger tank. You must determine the flow rate and the
temperature rise you'll need in your home. Calculate
your potential costs for both electric and gas water
heaters using the online energy calculator below (see
Websites of Interest).

Swapping your conventional storage tank with a new
one of the same capacity is cheaper than upgrading to a
tankless model, but the savings with on-demand systems
are significant over time. Consumer Reports tested two
50-gallon Rheem tank water heaters, which cost $570
(electric) and $600 (gas), but there are cheaper options
at major home improvement stores. Replacement plumb-

If you use 41 gallons or less of hot water daily in your
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ing installation costs are estimated at between $600 and
$800 if the existing hookups are compatible. Consumer
Reports compared nine models of tankless heaters rang-
ing from $525 to $1,150, with installation costing at
least $800 to $1,500, according to HomeAdvisor.

Don’t overlook the drawbacks with traditional tanks,
such as replacing the anode rod that corrodes and can
potentially cause the tank to rust or burst. Most rods last
three to five years, but can deteriorate much quicker
in households with soft water. The rod costs between
$20 and $50, and HomeAdvisor says you can replace it
yourself with proper instruction. But costs escalate with
other common repairs such as a dip tube, which slows
heating in gas and electric tanks if it breaks or dis-
integrates. The part is only about $10, but generally
requires professional installation, averaging about $150,
HomeAdyvisor says. Expect to spend another $200 to
replace your pressure relief valve if sediment builds up
and the pressure inside the tank escalates. HomeAdvisor
recommends paying a plumber about $200 every year
to flush out sediment. A traditional gas and electric
water heater requires more maintenance to operate effi-
ciently, and HomeAdyvisor estimates repair calls will set
you back between $218 and $941.

Do your research to confirm that a tankless water
heater is your best choice, compare models as well as
installation costs, review your bills over the last few
years and consider the long-term savings. Lifestyle and
comfort are factors to weigh along with efficiency, as
storage tank water heaters that release hot water from
the tank’s top when you turn on the tap are standard in
most homes. A tankless model heats water at an average
rate of 2 gallons to 5 gallons per minute using electri-
city, natural gas or propane.

If you share a household with people on the same
schedule, a tankless heater may not be wise, as it lacks
the capacity to simultaneously run more than one hot
water tap. Bigger households may consider installing
two tankless heaters rather than a higher capacity stor-
age tank heater. Moreover, gas-fired tankless heaters
may waste energy by keeping the pilot light burning
to enable higher flow rates than electric water heaters.
Avoid this by selecting a model with an intermittent
ignition device instead of a standing pilot light. B

Websites of Interest
Energy Calculator
https:/bit.ly/37Tedqq




Due Diligence

Stock/Bond Investment Mix May Have Lost its Allure Today

Due Diligence | Book Value

What Inflation Could Mean for ‘Balanced’ Portfolios

by Thomas D. Saler

A popular formula that’s helped investors mitigate the effects
of financial turbulence in the past may offer reduced protection
in coming years.

portfolio (60% stocks, 40% government bonds)

often gave investors the best of both worlds: solid
returns during most years with muted volatility during
economic downturns. From January 1980 through
September 2020 — a period that included five reces-
sions, one stock market crash, a near meltdown of the
global financial system and a once-in-a-century pan-
demic — a 60/40 stocks-bonds split generated a com-
pound annual return of slightly over 10%, with a modest
double-digit loss in only one year (2008) (see Websites
of Interest).

Longer-term numbers tell a similar story. Since 1926,
the worst year for the 60/40 portfolio (1931, the peak of
the Great Depression) would have resulted in a loss of
“only” 26.6%; over that same 94-year period, the worst
year for an all-stock portfolio (also 1931) was a loss of
43.1%, according to Vanguard.

The 60/40 portfolio (also known as “Balanced”) can
dampen volatility because stock and bond prices tend to
move in opposite directions during periods of economic
stress, with gains in fixed-income (as yields fall) offset-
ting some of the weakness in equities.

That the equity portion of a 60/40 mix is likely to
generate more modest returns in coming years seems
likely. According to Yale University economics profes-
sor Robert Shiller, the S&P 500 has been more expen-
sive relative to the last decade’s inflation-adjusted earn-
ings on only two occasions since the late 1800s: in 1929
and 1999.

But while the 60% equity allocation might have
below average (but still positive) longer-term apprecia-
tion potential from current levels, it’s the fixed-income
portion that most threatens the stability of a balanced
portfolio.

Bond prices move inversely to yields, the latter of
which have been declining for 40-plus years. Those four
decades coincided with falling inflation, allowing the
Federal Reserve to keep benchmark interest rates low.
This year, however, longer-term bond yields have ticked
higher in expectation that inflation will return as con-
sumers spend their trillions in COVID-related savings,
the government supplies more fiscal relief and the Fed
keeps the monetary spigot wide open.

Since at least the early 1980s, the so-called 60/40

No one can be sure that inflation
will actually pick up.

It’s the combination of potentially subdued equity
returns with the possible hardening of the fixed-income
cushion that makes the 60/40 portfolio appear less
attractive than at any time since the late 1970s.

Of course, no one can be sure that inflation will actu-
ally perk up. Fear of rising prices linked to easy money
policies have consistently failed to materialize. Lasting
damage to the labor market from the pandemic could
hold down wage increases, a major input to prices.

Even if inflation were to rise and remain significantly
above the Fed’s 2% target, a 60/40 equity-bond split still
might prove satisfactory if holdings within those asset
classes reflected a more inflation-prone environment.
An overheated economy, for example, could potentially
benefit companies in sectors like energy, real estate
and commodities. On the fixed-income side, Treasury
Inflation-Protected Securities (TIPs) tend to hold up
somewhat better during periods of rising yields than do
traditional, fixed-rate government bonds.

In any case, the recent increase in volatility of the
60/40 portfolio could be a canary in the coal mine, an
early warning signal that financial conditions are chang-
ing. Investors with razor-sharp hearing might already
have detected some chirping. B

Websites of Interest

“Investors wonder if the 60/40 portfolio has a future,” Michael
Mackenzie; Financial Times, Sept. 21, 2020
www.ft.com/content/fdb793a4-712e-477f-9a81-7f67aefda21a
Vanguard portfolio allocation models
https://investor.vanguard.com/investing/how-to-invest/
model-portfolio-allocation

Shiller PE Ratio

www.multpl.com/shiller-pe

“10-Year Treasury Constant Maturity Rate,” Federal Reserve
Bank of St. Louis

https://fred.stlouisfed.org/series/DGS10

“More Reasons to Rethink the 60/40 Portfolio,” Bernice Napach,
ThinkAdvisor; Jan. 15, 2021
www.thinkadvisor.com/2021/01/15/more-reasons-to-rethink-the-
6040-portfolio/
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How Hard Work, Creativity and Luck Led to Famous Brands

Success Stories

by Angele McQuade

If you're a fan of financial podcasts, you're probably already
familiar with the National Public Radio show “How I Built
This,” co-created and hosted by reporter Guy Raz. In it, Raz
interviews the founders of all kinds of innovative companies,
including Spanx, Airbnb, Clif Bar and many more. Raz (along
with co-writer Nils Parker) draws from these same stories
in his new book, “How I Built This: The Unexpected Paths to
Success from the World’s Most
Inspiring Entrepreneurs.”

his isn’t a recap of stories

heard on the podcast,

though. Instead, Raz has
written a true how-to guide
designed to steer would-be
entrepreneurs though the pro-
cess of building a successful
business of their own, using ex-
amples drawn from his podcast
interviews. From idea to plan-
ning, to finding a co-founder
and then funding, through first
steps, launch and beyond, Raz
uses insights from the origin
stories of dozens of companies
to illustrate his lessons. This in-
cludes learning to deal with
setbacks and catastrophe, but
also success.

“In many ways, the scariest
part of entrepreneurship is suc-
cess,” he says. “That’s when the
work really starts.”

Raz even shares his own

GUY RAL

THE UNEXPECTED PATHS TO SUCCESS

FROM THE WOR!
ENTREPRENEURS

“How I Built This: The Unexpected Paths
to Success from the World’s Most Inspiring
Entrepreneurs,” Guy Raz (with Nils Parker)

Houghton Mifflin Harcourt (2020), hardcover
($28) and ebook, 302 pages.

product. Without at least a little bit of luck, Raz says,
“You can do everything right, you can make all the plays,
and still you can lose the game.”

What I loved: how the book itself follows the path of
the familiar storytelling “hero’s journey,” from the initial
call to adventure through tests and trials, and ultimately
to success.

What makes “How I Built This*
worth buying: Raz’s own “call to
adventure,” that if you want to
get something started, you can’t
just be open to ideas, you’ll need
to go actively searching for them
(and for problems that need
solving, too). “The intersection
of personal passion and prob-
lem solving is where good ideas
are born and lasting businesses
are built,” he reminds us.

Read “How I Built This” if:
you’re a devoted fan of entre-
preneurial stories, considering
starting a new venture of your
own or interested in consider-
ing more nontraditional metrics
when analyzing companies you
may want to invest in.

You never know — taking
this deep dive into the stories of
so many companies and found-
ers may just lead you into unex-
pected business adventures of
your own. B

MOST INSPIRING

entrepreneurial journey, from
never wanting to be one (thanks to watching his par-
ents struggle with their own business) to not just co-
creating five podcasts that make millions in revenue, but
also launching his own production company to support
them.

This will come as no surprise considering Raz makes
his living telling stories, but his written voice is as enter-
taining as it is instructive. His sincere curiosity and infec-
tious enthusiasm make this book a perfect introduction
to the world of business for younger readers who might
not yet realize how truly fascinating it can be.

What I liked: Raz’s recognition of the intangible power
luck plays in business success, of being in the right place
at the right time, with the right people and the right
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Websites of Interest

Find out more online about the author, Guy Raz
WWw.guyraz.com

Podcast: How | Built This (NPR)

Twitter: @guyraz

Facebook: facebook.com/NPRGuyRaz
Instagram: @guy.raz

Angele McQuade has been BetterInvesting’s “BookValue” columnist
for over 20 years. She is the author of two books, including
“Investment Clubs for Dummies.” She lives near Bethesda,
Maryland, where she also writes picture books and novels for
children. You can find her at: www.angelemcquade.com.


www.facebook.com/NPRGuyRaz

Millennial Finance

Investors Need to Be Clear on the Risk Level They Can Tolerate

by Matt Mondoux, CFA, CFP, CMT

I’'m writing this hot off the heels of what I'll call “GameStop
Mania.” As a quick refresher and as succinctly as I can put it:
GameStop, the beleaguered video game, consumer electronic
and collectibles retailer, had its stock price surge due to a
massive short squeeze driven by message board fervor on the
website Reddit.

peculators and day trading ruled the day, leading

some profits to be measured in percents ranging

from the hundreds to the thousands. The herd
mentality is real and leads some investors to jump into
a hot new stock without doing their full due diligence.
In these circumstances, timing can mean everything and
jumping in without a clearly defined exit strategy can
lead to great losses.

Financial media was reporting on the “gains” in these
heavily “bet on” stocks. But returns are only one side of
the equation — the other being risk. When speculating,
it’s risk that must be the focus of a trader. The obvious
question is: How can a trader/speculator manage risk?

The key is understanding and limiting the downside
you're willing to accept. What level would the price on
an investment need to drop before you reevaluate your
thesis? Investors do not buy a stock expecting to lose
money, however, that risk can be significant, particu-
larly when a trader’s time horizon is short.

Understanding the power of the stop-loss order is an
invaluable tool for those looking to invest. A stop-loss
will limit the downside to your investment. For example:
If you would like to limit your downside to a 5% loss,
then set your stop-loss order to 5% below your purchase
price. A stop-loss order can be set at your broker and
stay in effect until you cancel.

Adjusting for a Dynamic Stop-Loss Order
This may sound like a passive strategy to not lose too

Spread the Word

Understanding Stop-Loss Orders

much money, however, it’s much more than that. The
stop-loss order should be considered dynamic.

If the stock you purchase doubles in price, the original
stop-loss you set is likely inadequate after the apprecia-
tion. Stop-losses should be monitored and adjusted
accordingly. Perhaps as an investment grows, you're will-
ing to accept more downside as a relative percentage
than you were upon your initial purchase. Either way, as
your investment increases, your stop-loss should in-
crease with it.

Another way to make a stop-loss dynamic is to use a
“moving average.” Investing in the markets successfully
demands that you understand moving averages, which
are what they sound like, averages of historical prices
for a stock.

Moving averages represent the trend of the stock/
investment and because of this, moving averages can
make great targets for stop-losses. A stop-loss order with
your broker may be tough to enter, so it’s up to the
investor to monitor and execute the stop-loss in a disci-
plined and timely manner.

Discipline is what makes traders and investors suc-
cessful. It can be the difference between watching
your speculative trade go from $40 to $400 and back to
$40, leaving you with zero profit, or languishing with a
“value trap” because you're unwilling to take a loss. Use
stop-loss orders as a way to thoughtfully identify the risk
you're willing to take and inject more discipline into
your investment process. After all: “Nobody ever went
broke taking a profit.” B

Matt Mondoux sits on the investment committee and is an
adviser at Blue Chip Partners, Inc., a privately owned, regis-
tered investment advisory firm based in Farmington Hills,
Michigan.

Visit www.bluechippartners.com.

During these uncertain times, everyone could use some

financial security. Invite your friends, family, and co-workers

to try Betterlnvesting free for 90 days.

www.betterinvesting.org/freetrial
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Pandemic Highlights the Need for a Living Will and Durable Powers of Attorney

Estate Planning Beyond Wills and Trusts &

Financial Planner

by Alexandra Armstrong, CFP, CRPC, and Christopher Rivers, CFP, CRPC

Inthe last couple of articles, we discussed wills and living trusts.
There are other important documents involved in the estate
planning process, however. These have become even more
important during the last year when due to COVID-19 many
people were admitted to the hospital unexpectedly.

Living Wills

living will sounds like a combination of a living
Atrust and a will, but it isn’t. This legal document

is used to notify physicians and family members
of your wishes regarding medical care in case of a ter-
minal illness or injury, if you were unable to do so. It
enables you to state in advance whether to withhold or
withdraw treatment if you're a candidate for life support
and are considered terminal.

It would serve both as alegal document and as a supple-
ment to discussions you have had with family members
to reassure them of what you want done when they’re
faced with difficult decisions.

A living will should specify such issues as: 1) when the
living will becomes effective (the triggering events or
conditions); 2) who has the decision-making power; and
3) which treatments are, or aren’t, to be withheld.

Copies should be given to your attorney, appropriate
family members and your physician. There are many pro-
visions within a living will and it’s very important that
your wishes are clearly expressed.

In some states, the living will and the health care
power of attorney (see next section) are combined into
one document called an advance medical directive, but
a living will may also be a separate document. The reg-
ulations regarding living wills differ from state to state,
so it’s important to work with an estate-planning law-
yer in your state of residence to prepare this document.
It’s also a good idea to check your hospital’s policies to
determine what document(s) they require.

Powers of Attorney

These three documents — will, living trust and living
will — are important components of your estate plan. In
addition, we recommend you have two durable powers
of attorney (POA): one to cover your health care direc-
tives and another to handle your financial affairs. You
may want the same person to have both POAs or you
may want to appoint two different people.

Health Care Power of Attorney
A health care POA enables you to provide guidelines and
instructions about the extent of medical care and inter-
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vention you’d want under various circumstances. This
POA is more flexible than a living will since it allows for
advance directives for a range of personal health care
decisions, not just decisions regarding life-sustaining
procedures.

A durable power of attorney for health care can
authorize access to medical records and assign respon-
sibility for decisions regarding diagnostic procedures,
specific treatments, pain relief, the right to employ or
discharge medical providers and authorization for admis-
sion to or discharge from medical facilities. This POA will
be effective if your physical or mental condition makes
it impossible for you to understand, make or communi-
cate an informed decision about providing, withholding
or withdrawing treatment.

In this document you’d also appoint someone to act
on your behalf. For example, the person you name would
be able to talk with your doctors and nurses about your
care. It’s very important to have someone represent you
in this capacity. Doctors and hospitals today have to
follow strict privacy rules designed to protect person-
al information, but the unintended side effect is that
without your written consent, they may not be able to
discuss your condition with your loved ones. In your
health care POA you can describe what quality of life is
acceptable to you, thus relieving your family and friends
of the burden of making these difficult decisions.

Today, most hospitals require that you have one of
these in place before undergoing an operation. In some
states, the individual designated for this responsibility
must sign an affidavit stating that he or she will in no
way financially benefit from your demise.

Advanced Medical Directive

As referenced earlier, rather than having a health care
POA and a living will, some lawyers prefer to draft an ad-
vance medical directive, which combines the two into a
single document.

HIPAA Waiver

The Health Insurance Portability and Accountability Act
(HIPAA) requires doctors and other medical personnel
to abide by strict privacy rules. Therefore, in addition to
the estate documents you currently have, we suggest you
execute a HIPAA waiver. A HIPAA waiver allows you to
name those individuals, such as family members, with
whom you authorize your doctors and nurses to discuss
your condition and your care. A HIPAA waiver doesn’t
grant an individual the authority to make health care deci-



sions on your behalf; only the health
care power of attorney does that.

Durable Financial Power of Attorney
A durable financial POA allows a per-
son whom you have designated to
act on your behalf when handling
your financial affairs. This person
may be called your agent or your
attorney-in-fact. A financial POA is
particularly useful to have should
you be traveling or become incapac-
itated. For example, what if you're
away on vacation and one of the
stocks you own requires a vote on an
unexpected buyout offer? If you've
given someone power of attorney to
sign for you, that person could vote
your shares. Be aware, however,
that some banks and brokerage firms
require that you complete their par-
ticular form rather than a general
power of attorney form.

You retain the right to modify or
revoke the poweratany time. A stand-
ing durable power of attorney be-
comes effective as soon as you sign
the document; a springing durable
power of attorney becomes effec-
tive under conditions specified in
your document. A durable power of
attorney always ends at your death.

Note that a durable POA doesn’t
provide your attorney-in-fact with
the ability to make decisions with
regard to assets that are held in a
trust. Only a trustee or co-trustee has
the legal right to do that. If you're
unable to make financial or medical
decisions and haven’t given anyone
your POA, a family member may
have to petition the court to appoint
a guardian for you.

Choice of a Person for Your POA

Selecting a person to give your POA
for health care or for financial affairs is
an important decision. Make sure you
name someone you trust to act as you
would if you were able to do so. For
the durable power of attorney for
health care, this is particularly im-
portant, as youneed to select someone
who copes well in stressful situations
and isn’t intimidated by physicians
and other medical personnel. Also,

Note that a durable
POA doesn’t provide
the ability to make
decisions with regard
to assets that are

held in a trust.

make sure that this person agrees to
serve as your POA. He or she may
not want the responsibility!

In summary, we think that all six
of these documents — will, living
trust, living will, financial and health
care POAs and HIPAA waiver — are
essential components of your estate
plan. It’s best to meet with your
estate-planning lawyer to prepare
or to update your documents before
you need them. Also make sure that
your family members have copies or
know where to find them! B
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Thinking of a Career Change? Make Yourself the Beneficiary of an Educational Savings Plan

Advantages of a 529 Plan Today

by Malik S. Lee, CFP, CAP, APMA

Since the COVID-19 pandemic began back in February 2020,
we have been forced to pivot and adapt to many changes in all
areas of our lives — including some aspects of our financial
planning.

to how we plan for education. The pandemic sig-

nificantly disrupted normal schooling; one of the
biggest impacts we saw over the last year was students
of all ages undergoing a drastic shift from in-person to
virtual learning.

This upheaval of our education system underscored
the importance of building education planning for
the future with flexibility in mind. In a post-pandemic
world, a 529 plan is a great tool to use in designing an
education funding strategy with versatility and adapt-
ability. (For more on 529 plans and mutual funds, see
Page 33.) Make sure you take advantage of these three
key features of 529 plans.

S pecifically, we saw a need to make major adjustments

529 Plans Can Cover Remote Learning Expenses

As many families wonder if future learning experiences
will be in-person or remote, they can gain some peace
of mind knowing a 529 plan provides advantages for
each outcome. Many already know the cost of tuition
and books count as qualified distributions from a 529.
But many families don’t realize they can also pay for edu-
cational tools such as computers, peripheral equipment
(like mouses, scanners, webcams and digital cameras)
and internet access with 529 funds as well.

As long as the 529 plan’s beneficiary is the primary
user of the computer hardware, software or internet
access while enrolled in an eligible institution, the
Internal Revenue Service considers that a qualified ex-
pense. And bear in mind any software must be used for
education; that means the IRS will not accept purchases
of Roblox and Fortnite.

If remote learning continues or is here to stay, you
can rest assured that your 529 plan has the flexibility to
help you maximize the funds within the account.

Use 529 Funds to Pay for Apprenticeship Programs and
College Debt
The Setting Every Community Up for Retirement Enhance-
ment (SECURE) Act signed by President Trump in 2019
didn’t just impact retirement accounts. The law made
sweeping changes to 529 plans, too.

This legislation allows borrowers to pay off up to
$10,000 in qualified student loan repayments using a
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Account owners have complete
control over the assets and
the plan’s beneficiary.

529 plan in their name. As America’s student loan debt
crisis surpasses $1.6 trillion, every little bit counts as
borrowers wrestle with their student loan debt.

As it stands today, no other college savings vehicle
will allow you to receive both tax-free account growth
and tax-free withdrawals to pay off loans incurred while
attending college.

The SECURE Act also expanded qualified expenses
for which families can use 529 funds to include fees,
books, supplies and equipment required for participa-
tion in a registered apprenticeship program. This expan-
sion is excellent for those looking to join the workforce
immediately or feel that college is not for them.

Keep in mind that the apprenticeship program will
need to be registered and certified by the Department of
Labor for the costs to be considered a qualified expense.

Families Have Flexibility Over Naming Account
Beneficiaries

When it comes to saving for college, the most common
question families ask me as a CERTIFIED FINANCIAL
PLANNER is, “What happens if the current 529 plan
beneficiary doesn’t need the funds?” The answer: You
have options.

Account owners of 529 plans are not the same as
the plans’ beneficiaries. Owners have complete control
over both the assets and the plan’s beneficiary. You can
choose any new beneficiary of the 529 plan, as long as
they are a qualified family member (i.e., sibling, parent,
children, first cousins, niece, nephew, etc.) of the original
beneficiary.

An owner could even name themselves as the prim-
ary beneficiary of the 529. Given that the pandemic has
forced millions of people out of work, this can be a sig-
nificant benefit to anyone looking to go back to school
right now to advance their skills or acquire new ones to
change careers.

As we all have been forced to pivot during this pan-
demic, it is refreshing to know that the 529 plan contin-
ues to evolve with savers’ needs for higher education
and vocational expenses. |
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Differing Views on Finances Can Really Disrupt Domestic Harmony

Before making the decision to tie the knot, couples may have
various requirements. Some may insist on living together first,
others that their families meet. But how about this one: having
a frank conversation about money and investing.

isagreement over money is a common source

of tension for couples and an oft cited reason

for divorce. But these discussions are impossi-
ble to avoid as you build a life together and plan and
save for retirement.

When it comes to investing, couples might have dif-
ferent ideas about financial goals, the types of products
to invest in and the level of risk they are willing to take
with the family’s portfolio. Fortunately, there are things
couples can do to bridge the investment style gap and
keep the peace. Here are four tips to help you keep the
harmony in your relationship.

Communicate
Like many other issues in relationships, the key to main-
taining harmony is to begin with a conversation. It’s
important for each partner to understand the other per-
son’s tolerance for risk. It’s equally important for cou-
ples to talk about their financial goals and how soon
they hope to achieve them.

It’s a good idea to touch base regularly about house-
hold finances and working together to create solutions —
like a budget or investing plan.

Get Educated

Knowledge can give couples the power to resolve
financial differences. If you work to learn the basics of
investing together, you can feel comfortable knowing
you are using the same vocab and both understand the
risks involved with different investments and different

Discuss Investing With Your Partner

by Gerri Walsh, President, FINRA Foundation and Senior Vice President, Investor Education

strategies. Get started with the FINRA Foundation’s free
Course to Smart Investing, which is designed to fit into
your busy lifestyle. And, bonus, the theme of the course
sequence is love and relationships!

Divide and Conquer

For some couples, it might be better to divvy up
accounts and responsibilities. You might have the more
conservative partner handle the savings for short-term
goals, such as saving for a down payment on a house,
where a conservative approach is often justified.

The more aggressive partner, in turn, could possi-
bly oversee savings for long-term goals like retirement,
where investments can be more aggressive when retire-
ment is still many years down the road.

Hire a Referee.
Sometimes couples simply can’t figure things out on
their own. A financial professional can help couples get
beyond two opposing investment styles and make rec-
ommendations based on what’s mutually beneficial for
the couple.

It might just be worth the cost and effort. After all,
managing a relationship is hard enough without having
to fight about money. B

Websites of Interest

FINRA Smart Investing Courses
www.finra.org/investors/learn-to-invest/smart-investing-
courses

FINRA is the largest independent regulator for all securities
firms doing business in the U.S. Its chief role is to protect inves-

tors by maintaining the fairness of the U.S. capital market.

Have You Subscribed to the New Betterlnvesting Weekly?
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®m National online education event announcements
m First Cut Stock Reports, stock ideas and stock screens
m Useful tips, news and educational resources

BETTERINVESTING l

Subscribe at www.BetterInvesting.org/Email to receive this exclusive
e-newsletter that is included with your membership
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INVESTMENT CLUBS = Repair Shop

Oregon Club of Mostly Health Care Workers Has a Family Feel

Of Wine, Walking and Investing in Oregon

by Scott D. Horshurgh, CFA

It isn’t hard to tell that members of the Women In Progress
(WIP) investment club enjoy each other’s company. They hold
a dinner in May recognizing the anniversary of the club’s found-
ing and a Christmas party in December. They also held a retreat
in 2019 with plans for another until the pandemic hit. This year
they are walking a marathon together; nothing like bonding
over blisters, fatigue and dehydration!

hey combined their friendship and interest in
stocks by purchasing shares in a local publicly
traded winery, Willamette Valley Vineyards. How
fun! I wouldn’t recommend that in general, but com-
bined the common and preferred share holdings in
the winery are only 1.3% of the portfolio. Founded in
McMinnville, Oregon, in 1995, WIP counts four founders
among its 10 members. Most members worked in health
care. They have become like family, spending 20-30 min-
utes on personal updates at each meeting.
This level of familiarity may be hampering the club’s

Women In Progress (WIP)

investment results. Methods of finding new stocks and de-
ciding when to sell are quite casual. While trying to stick
to BetterInvesting guidelines, members aren’t assigned
stocks to follow and use of the Quarterly Trend Analysis
was dropped because it was too challenging. The club
appears to have done reasonably well, however, as most of
its holdings have at least doubled in value. Let’s look
at their portfolio to help the club develop techniques
to make its results even better and more sustainable.

Amazon, Apple, Intel, Texas Instruments,

Zoom Video Communications

Technology is its largest segment at 36% of the portfolio.
Its holdings are Amazon (ticker: AMZN), Apple (AAPL), Intel
(INTC), Texas Instruments (TXN) and Zoom Video Commu-
nications (ZM). Amazon is a very popular BetterInvesting
holding, but there is no reasonable way for it to appear
as a buy on a Stock Selection Guide. The only way to jus-
tify it is by perpetuating a triple-digit price-earnings ratio!

No. Feb. 12, 2021 Gain/ %Gain/ Quality % Growth % of  Trailing Trailing
Company Ticker shares Cost Price Value (loss) (loss)  rating* estimate** portfolio  P/E EPS
Abbott Laboratories ABT 131 $ 2982 § 12833 $16,775 $13,793 462.5 1 10 6.4 35 § 3.65
AbbVie ABBV 182 7,127 104.44 19,046 11,919 167.2 3 5 7.3 10 10.50
Amazon AMZN 10 13,365  3,277.71 32,777 19,412 1453 1 25 12.5 69  47.68
Apple AAPL 180 6,104 135.37 24,367 18,262  299.2 1 10 9.3 30 4.45
Berkshire-Hathaway, Class B BRK-B 30 5,943 24246 7,274 1,331 22.4 1 8 2.8 26 9.29
Chevron CVX 89 5,907 92.55 8,252 2,345 39.7 3 N/A 3.2 25 3.69
Cigna Cl 24 2,339 206.93 4,966 2,628 1124 3 11 1.9 11 18.70
Costco Wholesale cosT 50 5,989 352.75 17,638 11,649 1945 1 10 6.7 38 9.32
FLIR Systems FLIR 100 2.293 54.69 5,469 3,176 1385 3 2.1 24 2.32
Intel INTC 100 2,544 61.81 6,181 3,637 143.0 1 8 2.4 13 4.74
Lowe’s Companies LOwW 141 4,666 17716 25,004 20,338 435.8 2 11 9.6 20 8.82
PepsiCo PEP 134 7,661 133.87 17,904 10,243  133.7 1 4 6.8 24 5.55
Procter & Gamble PG 50 2,515 127.62 6,381 3,866 153.7 1 5 2.4 23 5.50
Starbucks SBUX 150 1,662 105.30 15,795 14,133  850.4 1 51 6.0 106 0.99
T. Rowe Price Group TROW 100 5,002 163.19 16,319 11,317 226.3 1 10 6.2 16 10.22
Texas Instruments TXN 160 1,087 179.64 28,742 27,656 2,545.2 1 8 1.0 30 5.97
Wells Fargo & Company WFC 46 1,531 33.53 1,535 4 0.2 3 5 0.6 13 2.55
Williamette Valley Vineyards (Series A)  WVVIP 350 1,523 5.27 1,845 322 211 N/A N/A 0.7 N/A N/A
Williamette Valley Vineyards, Inc. WWVI 200 1,606 8.00 1,600 8 (05 2 N/A 06 NA N/A
Zoom Video Communications IM 5 1,916 433.11 2,166 250 13.0 4 50 0.8 303 1.43
Cash 1,367 1,387 1 0.5
Average 15 45
TOTAL $85,149 $261,421 $176,271 207.0 100

* Based largely on rankings published by Value Line.
** As estimated by the author, with data from Thomson Financial Network.
Note: Numbers in the table have been rounded.
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Would you, as a reasonable inves-
tor, pay a P/E of 35 for a company
growing its pretax profits by 2% a
year, its net income by 4% and its
EPS by 10% due to stock buybacks?
Probably not. But that would be
Apple and investors still buy it.

When I used the same 10% earn-
ings per share growth and P/Es that
excluded the insane 2020 levels, my
SSG came up with a five-year share
price well below the current level.
The rollout of 5G will help Apple’s
growth, but it would have to be
spectacular just to give this stock a
decent return.

Texas Instruments is a supplier of
technology products to many indus-
tries. Long-term revenue growth has
been quite low. Profit margins have
risen, allowing operating income to
rise 8% a year. A lower tax rate and
share buybacks have leveraged this
into mid-teens EPS growth.

One third of the portfolio is tied up
in Amazon, Apple and Texas Instru-
ments. Their share prices keep going
up, but at some point one has to say
“Enough!,” and at least trim the hold-
ings back, i.e., take some profits.

When stocks aren’t actively fol-
lowed, intuition and fear of missing
out take over. Amazon is a jugger-
naut, Apple is a cash cow and Texas
Instruments gradually nudges along.

But is there a valuation above
which these stocks no longer make
sense? Quarterly Trend Analysis helps
investors follow the development of
the business and refreshed SSGs help
frame growth and valuation in terms
of potential future appreciation.
Stocks need to be reviewed from time
to time. When reasonable growth and
valuation projections lead to poor
stock returns, investors must at least
trim the holding.

Intel is a steady grower even
though it hasn’t been a rocket ship
in years. Still, its sales have grown
in the mid-single digits over the past
decade, comparable to Apple and
better than Texas Instruments. Yet
its P/E is less than half the other two.
At least there is a plausible case to be
made for Intel.

The club also took a very small
position in Zoom. I think it is a bit
late to get into Zoom as growth will
likely level off once we are no longer
on COVID-19 lockdown.

Technology stocks are richly val-
ued, as noted previously. Facebook
(FB) and a tech services company
called Concentrix (CNCX) make reason-
able alternatives to the overpriced
high flyers. Concentrix might be more
difficult to find information on as it
was only recently spun off from parent
Synnex Corp (SNX).

Costco, Lowe's, Starbucks, PepsiCo,
Procter & Gamble

The WIP club has a considerable in-
vestment in consumer stocks. Com-
paniesthatsellstaples, suchasfoodand
paper products, and home improve-
ment chains have benefited from the
pandemic. Theywill likely experience
a “grow-over” problem as 2021 re-
sults struggle to eclipse phenomenal
figures from 2020. Good companies
may experience roughly flat sales
and profits this year simply because
results can’t compete with over-
buying of their products last year.
It will be important for investors to
overlook the 2020 boost and evalu-
ate their growth from 2019-2021 or
even 2019-2022.

Costco (COST) is a tremendous re-
tailer that puts one foot in front of
the other, growing every year almost
without fail. The stock is prized for
its steadiness and consumers’ fond-
ness for their Costco shopping expe-
rience. It certainly got a boost from
COVID-19 stockpiling that will cre-
ate difficult comparisons in 2021, but
analysts still expect growth this year.
Viewed from 2019-2021, annualized
EPS growth should be on its typical
11% trajectory. This is fully priced at
a P/E of 38 (trailing) and one should
expect moderate but steady appreci-
ation from this point.

Home improvement retailer Lowe’s
(LOW) went from mid-single digit rev-
enue growth prior to the pandemic
to 28%-30% in recent quarters. Con-
sumers are investing in their homes
and Lowe’s is a major destination.

Repair Shop

Surging housing purchases, driven
by low interest rates and a desire to
avoid apartment buildings in COVID-
19 times suggests demand for home
improvement products should con-
tinue. What does one do after moving
into a previously owned home? Paint
and decorate! Lowe’s’ same-store
sales growth is forecasted to be flat
to slightly positive in Fiscal 2021, but
I wouldn’t be surprised to see it do a
bit better.

Long-term growth has been mod-
erate at 5% for sales and 16% for EPS.
Pretax profits rose 6% per year, with
a lower tax rate and prodigious stock
buybacks creating most of the EPS
growth. This is a subtlety many inves-
tors miss when they don’t focus on
pretax profit growth on a stock study.
This also helps explain why Lowe’s
might first appear to be a bargain ata
P/E of 20x for 16% EPS growth. Even
if growth moderates to 10%-12%
annually, a P/E of 20 isn’t bad. Keep
in mind that the market has not his-
torically paid premium P/E ratios for
growth generated through lower tax
rates and stock buybacks.

Starbucks (SBUX) will likely remain
a favorite destination even though
store closures and reduced hours due
to COVID-19 took a big bite out of
business. I can easily envision a sharp
recovery as more consumers feel com-
fortable in public. The stock has re-
cently gone on to new all-time highs
despite a P/E of 100x depressed earn-
ings and 37x peak EPS of $2.83. [ have
a hard time paying a 37x P/E not on
current earnings but past earnings.

Compare Starbucks with Costco.
Both are at a similar ratio of price to
peak earnings and have nice, but not
extraordinary, earnings potential. For
one the peak earnings are now; for
the other, peak earnings happened
a year ago. Which do you value
more highly? I'd be happy to trade
Starbucks in for a cheaper growth
stock.

I'll put the next two consumer
stocks, PepsiCo (PEP) and Procter &
Gamble (PG), in one bucket. Look at
a stock study prior to the pandemic.
Sales trends were about flat with low
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Repair Shop

single-digit annual EPS growth over a
decade. Hoarding of paper products
helped P&G, but I'll bet there are
closets full of toilet paper that will
create oversupply problems. Pepsi
wasn’t helped out as generously by
the pandemic. Redo the stock studies
modeling growth consistent with the
long-term trends. Using actual histor-
ical P/E ratios, these stocks will look
moderately overpriced. If you use
P/Es more consistent with low-single
digit growth, they will look signifi-
cantly overvalued.

The club needs to develop a policy
to deal with stocks whose potential is
tapped out. The best way is to main-
tain a vigorous program of finding
new stocks. When a stock falters or
its potential is fully met, compare it
to a new challenger. That is the best
way out of mediocrity.

Abbott Laboratories, AbbVie

WIP also owns two stocks in the med-
ical sector, Abbott Laboratories (ABT)
and its spinoff, AbbVie (ABBV). Abbott
recently struck gold as its diagnostics
machines have proven quite timely
in the COVID-19 era. That highlights
what is so special about the compa-
ny. The P/E of 35 seems quite high,
but medical companies that can
grow solidly are frequently awarded
premium valuations.

AbbVie, formerly Abbott’s drug
development arm, has grown pri-
marily through acquisitions. It closed
the acquisition of Allergan (maker
of Botox) last year. Acquisitions are
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needed to dilute dependence on
Humira, the best-selling drug in the
world representing about half of
AbbVie’s 2019 revenue. That per-
centage is down to about 35%-40%
following the acquisition of Allergan.
Even that level is a risky proposition
considering Humira has already lost
patent protection in Europe and will
do so in the U.S. in 2023. Its depen-
dence on this one product explains
whyAbbVie’sP/Eissolow. Clubmem-
bers need to research this potential
and decide if they are comfortable
with the risk. This is why specific
stock watchers need to be assigned
to each holding.

Berkshire Hathaway, Cigna,
T. Rowe Price
Three financial companies make up
the fourth largest sector concentra-
tion in the WIP portfolio, excluding
a stock held in a dividend reinvest-
ment plan the club is trying to sell,
Wells Fargo, (WFC). Berkshire Hathaway
(BRK-B) is hard to argue against. Still,
Warren Buffett and sidekick Charlie
Munger are in their 90s and inves-
tors need to come to grips with a
post-Warren Berkshire Hathaway.
Berkshire’s earnings are hard to
follow since it is an insurance com-
pany subject to catastrophe losses.
BI data feeds appear to show GAAP
(generally accepted accounting prin-
ciples) earnings numbers, including
capital gains, that fluctuate all over
the map. Value Line has been exclud-
ing capital gains in recent years and

Women In Progress of
McMinnville, Oregon.
Front Row: Sharon
Laddusaw, Sandy
Sherwood, Penny
Love, Renee Vorm and
Cathy Stephens. Back
Row: Theresa Robbins
Johnston, Monika
Chroust-Masin, Cindy
Gibson, Kris Messinger
and Linda Scherf.

indicates Berkshire’s EPS ranged from
$9-$10 over the past six years. The
club needs to update its stock study
using Value Line numbers. Optimis-
tically continue the earnings trend of
the past decade and retain the aver-
age P/E ratios excluding the outlier
for 2017.

Cigna (CI) provides health and life
insurance and acquired pharmacy
benefits manager Express Scripts a
couple of years ago. Although there
are political considerations when in-
vesting in health insurers, the long-
term growth of Cigna and United-
Health (UNH) suggest there is consid-
erable expertise at those companies.
Their 2021 outlooks will probably
be subdued as 2020 benefited from
patients’ desire to avoid medical
treatment. Still, with a P/E of just 11
and a good growth outlook, there is
a lot to like. I wonder why the club
has less than 2% of its portfolio in this
stock compared to other holdings
with lower growth potential and
higher P/E ratios?

T. Rowe Price (TROW) is a good in-
vestment manager. Its mutual funds
tend to perform better than most.
For years, most investment managers
have been held back by investors’
preference for index funds. While
T. Rowe Price generally attracts more
new client money than it loses, it is
dependent on the overall stock mar-
ket. I prefer BlackRock (BLK), owner
of the iShares brand of index funds
in addition to its own actively man-
aged funds. I think of these invest-



ments as modestly better than the
stock market, with P/E ratios lower
than the market.

FLIR Systems, Chevron

The two remaining portfolio holdings
shouldn’t be around long. On Jan. 4,
2021, FLIR Systems (FLIR) agreed to
be acquired by Teledyne for $28 in
cash plus 0.0718 shares of Teledyne
stock. The merger is expected to
close in mid-2021.

And Chevron (CVX)? Why? Its price
has almost doubled from the 2020
low when oil prices went briefly
negative. It only occasionally earns
enough to cover its dividend. This is
not a growth stock. Not even close.
Why isn’t anyone in the club saying
anything about this?

Women In Progress needs to live
up to its name. Most of the portfolio’s
companies are quality companies,
but many are tired. In particular,
AbbVie, Berkshire, Chevron, Intel,
Pepsi, P&G and Texas Instruments
have their best days behind them.
The best way out of mediocre hold-
ings is to challenge them with some-
thing better!

Challenging existing holdings re-
quires challengers. The club does not
have a vigorous and repeatable pro-
cess for finding new stocks. WIP’s
practice of waiting for members to
read about interesting companies and
speak up hasn’t worked well, judg-
ing by the number of stale holdings.
I've already mentioned Facebook and
Concentrix as possible challengers.
Others include Air Lease (AL), D.R.
Horton (DHI) and Western Alliance
Bancorp (WAL). These are a starting
point, but investors need a steady
flow of challengers.

Each member needs to agree to
follow two to three stocks. Follow
means to actively monitor develop-
ments at the assigned companies.
Present a summary of each quarter’s
results, including a Quarterly Trend
Analysis. Watch for continued growth
in sales, pretax profits and EPS along
with reasons when the results depart
from expectations. Update the stock
study at least yearly. Some vigorously

run clubs update them quarterly.
Don’t be afraid to sell if something
isn’t growing properly. Keep in mind
that COVID-19 issues and grow-over
challenges will impact many compa-
nies this year. Develop a list of rea-
sons why you should sell a security,
and hold each other to it. It may be
difficult at first to reacclimate your-
selves back to the right way to do
things, but anything worth doing is
worth doing right.

Repair Shop

The autbor and/or clients of bis
Sfirm may bave positions in some
of the stocks mentioned in this
article. No investment recommenda-
tions are intended for stocks men-
tioned in this article. B

Scott D. Horsburgh, CFA, president of
Provident Investment Management of
Novi, Mich., co-authors the Investor
Advisory Service newsletter.

Visit www.investprovident.com.

Looking for a simpler way to invest?

Duke Energy’s InvestorDirect Choice Plan offers the
convenience of managing your own investments —

and no broker fees.

¢~ DUKE
S’ ENERGY.

Contact us at:
duke-energy.com/investors
800.488.3853
InvestDUK@duke-energy.com
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Club Accounting

REITs and Publicly Traded Partnerships in Particular May Cause Problems

Tax Season Shows the Need to Audit Records Regularly

by Russell Malley, Club Accounting Adviser, ICLUBcentral

Once again, this tax season showed the importance of clubs
auditing their accounting records regularly. Some of the more
vexing problems ICLUBcentral support receives are the result
of accounting errors or oversights made in the past that were
not detected.

that pose problems for clubs such as REITs (real

estate investment trusts) and publicly traded part-
nerships. These add extra work for the treasurer. A trea-
surer inexperienced with dealing with these types of
securities may not even be aware of this extra work.
Unfortunately, the necessary extra work can affect the
cost basis of the securities and will become evident
when the securities are sold and a large discrepancy
appears between the club records and the broker’s
Form 1099.

E ; ome problems arise from investing in securities

How to Do an Annual Audit

Auditing the club accounting records at least once
a year helps catch and correct accounting problems
before they have much more serious consequences in
the future. So spend a bit of time now to prevent the
need to spend a lot of time correcting missed problems
in the future. Auditing the club records is not as onerous
as some think. It also does not need to take a lot of time.

The first thing to do is gather all the necessary doc-
uments. This should include statements from your bro-
ker, bank and other institutions with which the club
deals. Also included should be any Forms 1099 received
and possibly the tax return from the previous year.

Next, gather reports from the software. Useful reports
for the audit include all valuation statements for the
period being audited, member status reports, cash jour-
nals and withdrawal reports for members withdrawn
during the period. Once the documents are gathered,
start comparing the information on the accounting
reports with the information on statements. The first
items to check include confirming that cash balances in
the reports reconcile with statements and verifying that
recorded shares owned coincide with statements. If you
find errors you may then need to check individual types
of transactions, such as the cash, security and member
transactions.

For a discrepancy in shares owned, a good first look
would be to check if a security transaction was dated
near the end of the statement period. Brokers often do
not include such transactions on that month’s statement
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if the settlement date would be in the next month. That
is one possible reason for club records not matching
broker statements. Settlement dates now are generally
two days after the order date.

ICLUBcentral has a checklist of audit documents and
tasks to help perform an audit available for download
here: https://www.iclub.com/clubs/ICLUBtherapist/
therapist_article.asp?name=t_20001218.

Problem Securities and Audit Issues
A few words about dealing with audit issues related to
two of the problem securities many clubs own, REITs and
publicly traded partnerships. During the year REITs make
cash distributions that are usually shown as dividends
on broker statements. These distributions can be com-
posed of multiple types of distributions rather than just
dividends. The problem for clubs is the full nature of
the distribution is not known until the 1099 is received.
One of the possible distribution types is a return of
capital (ROC). This is a nontaxable distribution but it
does reduce the total cost basis in the REIT. It is impor-
tant to include any ROC in the REIT distribution as it
will affect the gain realized when the REIT is eventually
sold. For publicly traded partnerships the issue is the
Schedule K-1 income and expenses. These also affect
the club’s cost basis in the partnership investment.
Your broker is unlikely to have access to this infor-
mation. To make sure your cost basis is correct you need
to compare your records to the year-end cost basis
reported on the K-1 received from the partnership. You
will need assistance from our support team to make
entries to account for the K-1 information. The audit
team should check that K-1 information was entered at
year-end for all partnership investments.

Tips to Make the Audit Easier
Here are a couple of tips to make an annual audit easier
and less time-consuming. Treasurers, do a quick tiny audit
before every meeting. Just check that cash accounts
reconcile and securities owned match the broker state-
ment. This goes a long way in catching issues quickly
and takes just a little time. For the club, consider smaller
audits on a quarterly or semi-annual basis. This gets extra
eyes on the books more frequently and may catch some-
thing the treasurer missed.

Audit regularly so errors and/or omissions do not
come back to haunt you in the future. B



Featured Company = STOCK TO STUDY

The Pandemic Bumped Up Sales for the Nation’s No. 2 Home Improvement Retailer

Lowe’s Companies, Inc.

With mass vaccination campaigns against the coronavirus
accelerating in March, Americans began to contemplate a
winding down of the pandemic. When the end comes, pent-
up demand may lead consumers to go on a shopping spree.

ne fear of investors in some retail companies
Ois that during the anticipated surge in discre-
tionary spending, consumers may pivot away
from businesses that thrived during the pandemic. They

may show a preference for industries that suffered —
restaurants, theaters, hotels and travel,

According to the National Association of Home Builders,
the average age of American homes stood at 37 years in
2016. The association has reported an ongoing shortfall
of home construction to meet demand; the average age
of homes has therefore continued to increase.

Home improvement statistics are suggestive. The Har-
vard Joint Center for Housing Studies projected that
spending on residential repairs and improvements
would reach $338 billion nationwide by year-end 2020,
up about 3% from the year before.

for example.

Looking longer term, some analysts
have suggested further that consumer
spending patterns may have been per-
manently altered by the pandemic.
During lengthy lockdowns, consum-
ers became accustomed to spending
more on grocery orders and online
commerce, for example.

Lowe’s Companies, Inc. (ticker:
LOW) was among the retail chains
that have benefited from aspects of
the pandemic. Homeowners with con-
strained spending options and desire
to upgrade for remote working and
learning poured resources into home
improvements. Corporate management
reported that during the latest fiscal year
(ended Jan. 29, 2021), same-store sales
in outlets open at least 13 months
surged 28.1% compared with a 2.6%

Venerable. Lowe’s is celebrating its 100th
anniversary this year. The company began
as a hardware store.

During their March 4 meeting, mem-
bers of the Editorial Advisory and Secu-
rities Review Committee leaned toward
the view that Lowe’s will fare well in
the post-pandemic era. They suggested
that the company’s emphasis on cus-
tomer service could contribute to strong
long-term results.

Atits $153.77 close on March 4, the
stock was 14.9% below the 52-week
high of $180.67 reported on Oct. 16.
Its trailing 12-month price-earnings
ratio was 19.8 (see table); the ratio for
the S&P 500 Index was 38.4.

CSIMarket, a financial data service,
set the TTM ratio average for the home
improvement industry at 25.6. The P/E
average was 21.5 for Lowe’s and two
of the competitors named by Morning-
star, based on figures Yahoo Finance
reported. (A third competitor had
reported a loss and was omitted from

increase the year before.

With post-pandemic consumer spending on other
products and services unleashed, however, the home
improvement giant could experience a short-term dip
in its results. On the other hand, some analysts have
suggested the pandemic caused a more permanent shift
toward stronger spending on home improvements.
Whether the company sees a return to its historical
pattern of long-term growth therefore remains an open
question.

The strong housing market fueled by low mortgage
interest rates and the migration of households from
small urban spaces into larger suburban ones could
prove to be a growth driver, analysts have noted. Strong
consumer balance sheets, increased household forma-
tion and home price appreciation are among the trends
driving home improvement spending.

The aging of housing stock is an additional factor.

the calculation.)

For P/E to projected growth, or PEG, Yahoo Finance
reported a ratio of 1.0, based on an average five-year
expected earnings growth rate. A range of 1.0 to 1.5 is
generally considered desirable.

Betterlnvesting is profiling Lowe’s for educational
purposes only. No investment recommendation is in-
tended. The Stock to Study goal is a doubling in investment
value (market price appreciation plus dividends) within
five years.

Corporate Blueprint
The company marks its 100th anniversary this year.
Measured by revenue, it’s the country’s second-largest
home improvement retailer behind archrival Home
Depot (HD).

At the close of its latest fiscal year, Lowe’s had a net
total of 1,974 stores nationwide. That was just below
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Featured Company

Lowe’s Companies, Inc.

2020 2019 % FY 2020 FY 2019 % FY 2021 FY 2020 %
(ended 1/29/21) | (ended1/31/20) |change Q4 4 change | year to date | year to date |change
Net sales $89.6 billion $72.1 billion | 24.2% | $20.3 billion | $16.0 billion | 26.7% — — —
Net income* $5.8 billion $4.3 billion | 36.1% ($978.0 million [$509.0 million | 92.1% — — —
Diluted EPS* $7.75 $5.49 41.2% $1.32 $0.66 100.0% — — —
Declared dividends $2.30 $2.13 8.0% $0.60 $0.55 9.1% — — —
Stock exchange NYSE | Value Line long-term earnings growth estimate 13.0%
Ticker symbol LOW | Consensus long-term earnings growth estimate (27 analysts) 13.7%
Price at time of selection $158.29 | Consensus EPS growth rate for FY ended January 2021 9.6%
Past year’s price range $60.00 — $180.67 | Consensus EPS growth rate for FY ended January 2022 13.3%
Recent market price $153.77 | Recent price-earnings ratio** 19.8x
Market capitalization $112.4 billion
* Excluding nonrecurring and special items.
=+ The P/E ratio is based on diluted EPS of $7.75 for the four quarters ended Jan. 29.
Sources: Morningstar, Yahoo Finance, Value Line and company reports

the 1,977 stores reported the year
before.

Lowe’s offers 13 categories of
products for construction, mainte-
nance, repair, remodeling and dec-
orating. Its largest broad category is
home decor, which generated 35.9%
of total sales in 2019.

Building products accounted for
31.9%, and hardlines, 29.4%.

The company recently owned
about 84% of its stores, including out-
lets built on leased land. Unaffiliated
third parties leased buildings
to Lowe’s for the other 16% of the
locations.

About 75% of sales are to do-it-
yourself individuals.

Commercial sales to maintenance,
repair, operations and construction
professionals constituted 25%.

Online commerce accounted for
5% of sales in 2019, having surged
121% year over year.

The company got its start in 1921
when L. S. Lowe opened a hardware
store in North Wilkesboro, North
Carolina. By 1960 the business had
grown into a regional chain with 15
hardware outlets in the Southeast.
Lowe’s went public in 1961.

Marvin R. Ellison, 55, was ap-
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pointed CEO and president in July
2018, taking over from long-serving
CEO Robert A. Niblock. Ellison is the
former CEO of J.C. Penney, now pri-
vately held. He previously was an
executive at Home Depot as well as
Target (TGT).

Richard W. Dreiling, 67, became
independent chairman in July 2018.
Former posts included the follow-
ing: chairman and CEO of Dollar
General (DG); and chairman, CEO
and president of Duane Reade, now
owned by Walgreens Boots Alliance
(WBA). He also was a senior exec-
utive with Longs Drugs, acquired
by CVS Health (CVS); and Safeway,
now a subsidiary of Albertsons
(ACD).

Competitors include Bed, Bath &
Beyond (BBBY), The Home Depot
and Tractor Supply (TSCO), Morn-
ingstar reported.

Management Fine-Tuning

During his almost three years in
charge, Ellison has focused on the
core domestic business. Management
has adjusted the chain’s structural
mix by shuttering assets that under-
performed. For example, in 2018
management closed down Orchard

Supply, a chain of 99 hardware
stores acquired in 2013. Lowe’s has
also exited several businesses, includ-
ing Renovation Services, Smart Home
and Project Specialist Interiors.

In 2019 foreign operations
accounted for 6.9% of sales. Over the
past two years, however, Lowe’s has
been shrinking its international pres-
ence. It exited Mexico and simpli-
fiedits Canadian operations, reducing
the store count.

The company entered the Cana-
dian market in 2007 and Mexico in
2011. Lowe’s reported taking $265
million in charges connected with
store closures.

Concerning locations for new
stores, management reportedly is
focusing on metropolitan markets
in the Northeast and on the West
Coast. To date the company has had
a smaller presence in those regions
than its chief competitor Home
Depot.

Final Notes

Betterlnvesting featured Lowe’s as
the Stock to Study for November
2000, February 2006 and January
2013; and as the Undervalued Com-
pany for July 2018. The company



ranked No. 33 in the Top 200 Survey
of investor holdings for 2020 (see
the April issue). An estimated 223
clubs owned shares.

For the eight-week period ended
Feb. 8, the stock appeared on the
Most Active List: Bubbling Under.
Users of myICLUB.com participating
in the ongoing transaction-tracking
project reported 18 buys and 7 sells.
The company also was reported on
the list in six of the past seven issues
of BetterInvesting.

Lowe’s underwent five 2-for-1
stock splits from 1992 to 2006. The
company offers a dividend reinvest-
ment and direct stock purchase plan.

$15 billion to the $4.7 billion remain-
ing in its share repurchase plan.

Lowe’s has increased its quar-
terly cash dividend for at least 16
consecutive years. In February the
company raised the quarterly divi-
dend 9.1% to $0.60 from $0.55, for
an annual dividend vyield of 1.6% as
of March 4.

The Value Line report for Lowe’s,
available at the BetterInvesting web-
site, uses calendar-year pricing. In
contrast, BetterInvesting’s Morning-
star-based financials display fiscal-
year pricing data. The following are
the rounded calendar-year price
ranges for the past five years:

Featured Company

More background on Lowe’s and
its industry, including the Value Line
analyst and Value Line industry re-
ports, can be found in the Analyst
Reports and Other Resources section
of the website. For more information,
contact Investor Relations, Lowe’s
Companies, Inc., 1000 Lowe’s Boule-
vard, Mooresville, N.C. 28117-8520.B

Websites of Interest

Lowe’s Companies, Inc.
www.lowes.com

The Harvard Joint Center for Housing
Studies

www.jchs.harvard.edu

National Association of Home Builders

The share tally has declined each
year since 2008, for a combined de-
crease of 51.4%, Value Line reported.

on repurchases. In December the
company announced it would add

E $62.60 to $83.60 (2016)
m $70.50 to $93.60 (2017)
In 2020 Lowe’s spentabout $5 billion m $81.20 to $117.70 (2018)
m $90.20 to $121.50 (2019)
m $60.00 to $180.70 (2020)

www.nhahb.org

The author of this profile doesn’t
directly own any shares of Lowe’s.

— Reporting by contributing editor

Kevin J. Lamiman

The Editorial Advisory and Securities Review Committee met on April 2. The Stock to
Study and Undervalued Stock that its members selected were announced shortly after-
ward. Look for the Stocks to Study box on the right-hand side of the homepage. The link
will take you to the announcement at the Betterlnvesting Newsroom:
www.betterinvesting.org/about-us/news-releases

SSG Study Notes

During your analysis of Lowe’s Companies Inc. (ticker: LOW)
you might consider the following comments, data points and
questions for further study:

= (apitalization section: Lowe’s carried a fairly high debt-
to-capital ratio of 94.8% at the end of 2020, averaging 82.8%
over the past five years. That was more or less in line with
its top rival Home Depot (HD) and others in its peer group.
Because of its strong cash position, Lowe’s was awarded an
A+ + rating for safety from Value Line. Shares outstanding
have declined for the past several years and appear headed
in that direction again.

= Section 1 (Visual Analysis of Sales, Earnings and Price):
The average 10-year growth rate for sales of 6.1% is in line
with that of HD. Historical earnings-per-share growth over
the same period stands at 17.3%, again keeping pace with
HD as well as the building trades industry. EPS growth has
generally been consistent over time

=  Section 2 (Valuation and Return): For the past decade

Lowe’s has kept its dividend payout at roughly between 30%
to 40% of EPS, with a dip in 2020 and a surge in 2018. Value
Line notes that LOW’s total return for the past five years is
superior to HD’s and that of retail building trade peers.

Section 3 (Price-Earnings History): Lowe’s is a high-profile
company among Betterlnvesting members, accounting for
more than 300 completed SSG studies over the past 90
days. The latest consensus judgment of members shows
that a majority expects an average 15% annualized return
over the next five years, supported by roughly a 40% payout
of EPS by management and a potential high share price that
could reach $400 or above — with some members estimat-
ing a potential low share price below $100. One member
of Betterlnvesting’s Securities Review Committee estimated
that the five-year return on the stock should be about 13.5%
based on an average P/E ratio and an average dividend
payout.
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Figure 1

Capitalization information.
Besides background about
the company, including the
data source used for the
study, this section provides
information about the

BETTERINVESTING

Educating Investors Since 195!

Date 02/24/21
Data taken from Bl Stock Data

Industry Home Improvement Retail

Company Lowe's Companies

Prepared by
Where traded NYS

Capitalization --- Outstanding Amounts Reference

number of common and
preferred shares and the
percentages held by

Preferred ($M) 0.0 | % Insiders | % Institution

stock Sefecﬂ'on Guide Common (M Shares) 754.0 05 775
Debt (M) 26,231.o| % to Tot Cap | 86.6| % Pot Dil 0.3

Symbol: LOW

Betterlnvesting Magazine is now using the Online Tools, rather than Toolkit 6 to create this SSG.
1 VISUAL ANALYSIS of Sales, Earnings, and Price

insiders and institutional
investors. The company’s
total debt and the percentage
of debt to total capital also
are detailed.

Figure 2

Recent sales and earnings
results. This section con-
tains the company’s most
recent quarterly results
along with a comparison of
results from the same quar-
ter a year ago.

Figure 3

Visual analysis of sales,
earnings and price. The
graph provides a quick view
of the company’s financial
results. A long-term history of
consistent sales and eamn-
ings growth at relatively high
rates indicates the company
is well-managed and worth
the time to study further.

The company’s historical
sales growth is plotted on
the green line and histori-
cal earnings growth is rep-
resented by the blue line.
The black bars provide
information about the stock
price. For each year, the top
of the bar is the annual high
price, while the bottom is i)
the low price. [
Figure 4

Forecasting future sales
and earnings growth rates.
This is the section in which

(1) Historical Sales Growth

(2) Estimated Future Sales Growth

L'/

5.1%

| ) <= 2019 sales = $72.10 billion

I <= 2019 high price = $123.10

<= 2019 low price = $91.60

© <= 2019 EPS = $5.49

E FY 2020 Q3 Sales ($M) Earnings Per Share
Latest Quarter 22,309 0.91
Year Ago Quarter 17,388 1.36
Percentage Change 28.3% -33.1%

(3) Historical Earnings Per Share Growth 14.9%

(4) Estimated Future Earnings Per Share Growth

you provide the first two pri-
mary judgments. The core of the Betterlnvesting methodology is this: Sales
growth drives earnings growth, and earnings growth drives stock price.
Using the Stock Selection Guide, you'll forecast growth rates and determine
the stock’s potential high and low prices over the next five years.

The first step is to forecast sales growth. The company’s historical perfor-
mance is useful information, but you'll need to research the company and
decide whether its revenue growth will continue at the historical level, slow
down or possibly speed up.

After estimating sales growth, the next step is to forecast growth in earn-
ings per share. In many cases you can estimate EPS growth that’s similar
to the rate you used for sales. EPS growth can differ from sales because
of rising or falling expenses, an increasing or decreasing number of out-
standing common shares and changing tax rates.
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Remember, however, that even though a company can grow earnings
faster than sales by cutting costs or buying back shares, this can’t last
forever. EPS growth eventually will drop to the same rate as sales.

You'll use the estimated growth rate for earnings to forecast the earnings
per share five years from now. On the second page of the SSG, you'll use
the future EPS to determine the stock’s potential high price.

A key question to ask yourself is whether the company is growing at a
sufficient rate relative to its size. Look for higher growth rates for small
companies compared with medium-size and large companies.

Editor’s note: The Value Line and Morningstar company and indus-
try reports are available in the Analyst Reports and Other Resources
section of the Betterlnvesting website for your use in conducting
stock studies. Youw'll need Adobe Acrobat software to read the
Portable Document Format files.



The Stock Selection Guide

, _ of the past five years. You
2 EVALUATING MANAGEMENT company __Lowe”s Companies (Low) can algo see th):a average
2010|2011|2012| 2013|2014|2015| 2016|2017 | 2018| 2019 | yearave. —op TRE“;’OWNE P/E for the last five years
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% Earmed on Equiy 10.6(10.8|13.4(17.4|24.3(29.7|47.9|59.1|42.3|170.4 X X )
B (ess - ook vaie idend yield also is offered.
3 PRICE-EARNINGS HISTORY as an indicator of the future Fi 78&8

This shows how stock prices have fluctuated with earnings and dividends. It is a building block for translating earnings into future stock prices. Igures
PRESENT PRICE HIGH THIS YEAR LOW THIS YEAR Forecasting the high and
PRICE ¢ b o E i N H low prices. The stock’s

Year Earnings Price Earnings Ratio Dividend % Payout % High Yield . . .

HiGH Low oer icH Low aer, F+CX 100 F+B X100 P/E history will inform
1 2015 78.1 64.2 2.73 28.6 | 23.5 1.07 | 39.2 1.7 your judgments about the
2| 2016 83.7 62.9 3.47 24.1 18.0 1.33 38.3 2.1 potential high and low
3| 2017 109.0 70.8 4.09 26.6 17.3 1.58 38.6 2.2 prices. Multiply your pre-
4| 2018 117.7 81.3 2.84 41.4 28.6 1.85 65.1 2.3 dicted high P/E by the high
5/ 2019 123.1 91.6 5.49 22.4 16.7 2.13 38.8 2.3 EPS you calculated on the
6| TOTAL first page to determine
7| AVERAGE the potential high price.
8| AVERAGE PRICE EARNINGS RATIO 9 | CURRENT PRICE EARNINGS RATIO Mu|t|p|y|ng the expected

4 EVALUATING RISK and REWARD over the next 5 years

low P/E by the low EPS

A HIGH PRICE — NEXT 5 YEARS
Avg. High P/E X Estimate High Eamings/Share
(3D7 as adj.)
B LOW PRICE — NEXT 5 YEARS

(a) Avg. Low P/E X Estimated Low Earnings/Share

Assuming one recession and one business boom every 5 years, calculations are made of how high and how low the stock might sell. The upside-downside ratio is the key to evaluating risk and reward.

(for a growth company,
this often is the most
recent year’s earnings)
is one way to predict the

= Forecast High Price $

@AT) E

=3

(3E7 as adj)
(b) Avg. Low Price of Last 5 Years =

(387)
(c) Recent Severe Market Low Price =

Present Divd. = =

future low price.
Figures 9 & 10

(d) Price Dividend Will Support
High Yield (H)

Buy-Hold-Sell zones and

Present Market Price of isin the

Selected Estimate Low Price =% upside-dﬂwnside ratio
@B1) b
C ZONING . ~
High Forecast Price Minus Low Forecast Price Equals Range. 1/3 of Range = Aﬂer Falcmatlng the pOten
@A @81 © ) tial high and low prices,
(4c2) Lower 25% = (481) to (Buy) g you can use the SSG to
e CIETREDE © (eve) determine whether the
(4C4) Upper 25% = to (4A1) (Sell)

stock is reasonably priced.

D UP-SIDE DOWN-SIDE RATIO (Potential Gain vs. Risk of Loss)

High Price (4A1) Minus Present Price

@cs) The upside-downside ratio
compares the potential

price increase to the poten-

Present Price Minus Low Price (4B1)

High Price (A1)

=( ) X100= (

E PRICE TARGET (Note: This shows the potential market price appreciation over the next five years in simple interest terms.)

(4D)

tial price drop. Look for
stocks that are both in
the Buy zone and have an

) -100 = % Appreciation

Present Market Price

5 5-YEAR POTENTIAL This combines price appreciation with dividend yield to get an estimate of total return. It provides a standard for comparing income and growth stocks.

(4E)

upside-downside ratio of
at least 3 to 1; beware of

A Present Full Year's Dividend $

Note: Results are expressed as a simple rate; use the table below to convert to a compound rate.

abnormally large or small

Present Price of Stock $ = X100 =
B AVERAGE YIELD OVER NEXT 5 YEARS

Avg. Earnings Per Share Next 5 Years X Avg. % Payout (367)

C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS
5 Year Appreciation Potential ~ (4E)

%
%
%

Average Yield (5B)
Average Total Annual Return Over the Next 5 Years

(5C)

(5A)

m Present Price $

Present Yield or % Returned on Purchase Price

ratios.

- . % Figure 11

e Estimated average annual
return over the next five
years. In this final sec-
tion, you'll learn about the

(58)

Figure 5

Evaluating management. The key to successful investing is finding
well-managed companies whose stocks are reasonably priced. The com-
pany’s historical growth rates provide evidence of good management, as
do the numbers in this section.

Pre-tax profit margins represent how much of each sales dollar a company
keeps before taxes. We look at pre-tax margins because companies have
limited control over their tax rates. Look for stable or growing margins.

Return on equity indicates how well the company manages the money
share-holders have invested in the company. Again, look for stable or growing
retumns.

Figure 6
Price-earnings ratio history. Section 3 includes information you’ll use in
Sections 4 and 5. Columns D and E detail the high and low P/Es for each

stock’s potential return
over the next five years.
This figure includes both the expected return from increases in the stock’s
price and predicted dividends.

Editor’s note: Those who want to learn more about estimating
Sfuture growth rates, predicting a stock’s potential return and
other issues regarding the SSG are urged to contact their local
chapter for a schedule of classes. See the Regional Notices sec-
tion in this issue for a list of chapters and contact information.
A number of resources also are available at the Betterlnvesting
website. Among them is the Introduction to the SSG Series, a
webinar series available free to members. The sessions explain
how to select the best companies, determine a fair price, estimate
Sfuture growth and project future P/Es. Go to the Video Learning
Library in the Learning Center on the website to access these classes.
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UNDERVALUED

Featured Company

Bridging the Industry Downturn With Serious Belt-Tightening’
Chevron Corporation

Throughout the coronavirus pandemic, corporations in the
oil and natural gas industry have been treading water. With
consumers foregoing leisure travel, working from home and
dispensing with commuting, demand for fuel — and crude
oil — has been constrained. Prices for oil and natural gas
have remained depressed; conserving cash, reducing losses
and preparing for when they come through on the other side
of the pandemic have therefore been priorities for these
companies.

Review Commiittee cited a metric suggesting Chevron is
a value stock. They noted that the market capitalization
(see table) was only half Chevron’s value if the company
is analyzed as a liquidating enterprise, assuming a con-
servative, constant price of $40 per equivalent barrel of
oil. In a similar vein, Chevron’s price-to-book ratio —
the share price versus net worth per share — was only
1.6, Yahoo Finance reported. That was comparable to
ratios of major competitors.

mong them is Chevron Cor-
Aporation (ticker: CVX). With
its strong balance sheet, the
integrated oil and gas company ap-
pears relatively well-positioned to
wait out the virus. To conserve cash,
corporate management has cut back
capital expenditures and suspended
share repurchases.
Despite the financial pressures,
the California-based company moved
forward last year with a major acqui-

Pumping Away. Chevron is the second-larg-
est petroleum company in the United States.

The stock’s $104.50 close report-
ed March 4 was 2.9% below the
52-week high of $107.58 recorded
on the same date. Having reported
losses for the past four quarters,
the company had no reportable
TTM price-earnings ratio; the three
publicly traded competitors that
Morningstar listed also had no P/E
ratios reported by Yahoo Finance.

The ratio for the S&P 500 index
was 38.4. CSIMarket, a financial data
service, didn’t report a TTM ratio

sition that strengthened its asset
base. In October Chevron completed its acquisition of
publicly traded Noble Energy. The all-stock deal carried
an enterprise value, including debt and book value of
noncontrolling interests, of about $13 billion.

Chevron issued about 58 million shares to compen-
sate Noble stockholders. The deal was announced in July.
Many analysts praised the transaction, maintaining that
Chevron got a bargain.

Noble’s assets included both low-cost proved re-
serves and attractive undeveloped resources. Through the
addition of Noble’s assets, Chevron increased its proved
reserves about 18% above the level at year-end 2019.
Noble properties included reserves in the Permian
Basin, a large field in the Southwest. Other Noble
reserves were in the adjoining Denver-Julesburg Basin,
centered on eastern Colorado. Chevron also obtained
offshore reserves near Israel.

In connection with the acquisition, Chevron gained
a majority interest in Noble Midstream Partners (NBLX).
In March the company announced an all-stock deal
to acquire the remaining publicly held common units
of the master limited partnership, which was formed
by Noble Energy. The limited partnership operates in
Colorado and Texas. Chevron reported the transaction
should close in the second quarter. Midstream operators
process, store, transport and market hydrocarbons.

Members of the Editorial Advisory and Securities
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average for the oil and gas integrat-
ed operations industry. Among the 30 companies that
CSIMarket listed in that industry, P/E ratios were posted
for only six of them; their average was 9.2. (A seventh
company had a ratio that wasn’t meaningful.)

For P/E to projected growth, or PEG, Yahoo Finance
reported a ratio of 0.8, based on an average five-year
expected earnings growth rate. A range of 1.0 to 1.5 is
generally considered desirable.

Dividends represent a significant component of
Chevron’s total returns. On March 4 the annual divi-
dend yield was 5%. Paying a dividend is a management
priority and analysts have judged the current level is sus-
tainable going forward.

The goal for an Undervalued Company is a 20% in-
crease in investment value (market price appreciation
plus dividends) within 18 to 24 months. BetterInvesting
is profiling Chevron for educational purposes only. No
investment recommendation is intended.

Corporate Geology

Based on the scale of its revenues and proved reserves,
Chevron is the second-largest U.S.-based petroleum
company behind competitor Exxon Mobil (XOM). It’s
among the world’s half-dozen largest publicly traded oil
companies. Domestically, Chevron has offshore opera-
tions in the Gulf of Mexico. Its onshore wells are found
primarily in Texas, New Mexico and California, where



Undervalued

Chevron Corporation

2020 2019 % FY 2020 FY 2019 % FY 2021 FY 2020 %

(ended 12/31/20) | (ended 12/31/19) | change Q4 Q4 change | year to date | year to date | change
Net revenues $94.5 billion $139.9 billion |(32.5%)| $24.8 billion | $34.6 billion |(28.1%) — — —
Net income* ($5.5) billion $2.9 billion — | ($0.7) billion | ($6.6) bilion | — — — —
Diluted EPS* ($2.96) $1.54 — ($0.33) ($3.51) — — — —
Dividends $5.16 $4.76 8.4% $1.29 $1.19 8.4% — — —
Stock exchange NYSE | Value Line long-term earnings growth estimate 8.0%
Ticker symbol CVX | Consensus long-term earnings growth estimate (22 analysts) (4.2%)
Price at time of selection $103.59 | FY ended December 2021 consensus EPS growth estimate N.A.
Past year’s price range $51.60 — $107.57 | FY ended December 2022 consensus EPS growth estimate 32.9%
Recent market price $104.50 | Recent price-earnings ratio** N.A.
Market capitalization $201.3 billion
* Excluding nonrecurring and special items.
** The P/E ratio is based on diluted EPS of ($2.96) for the four quarters ended Dec. 31.

Sources: Morningstar, Yahoo Finance, Value Line and company reports

the company has its origins. Of its
net proved oil-equivalent reserves,
the U.S. contained 27% in 2020.

Overseas trade generated $57.5
billion in 2020 after adjustment for
intersegment eliminations — 60.8%
of $94.5 billion in adjusted total
revenues (see table). The company
operates on every continent except
Antarctica. Net proved oil-equiva-
lent reserves in Australia constituted
18% of the total. Kazakhstan con-
tained 20%.

Chevron operates a wide range
of interrelated businesses. Its explo-
ration and production segment — in
industry jargon, the upstream side —
pumps crude oil, natural gas and
condensates, or liquids — denser
components of natural gas such as
propane and butane. Chevron owns
and operates several pipeline net-
works and a marine fleet to transport
its production. Upstream operations
generated $26.3 billion in 2020 after
adjustment, 27.9% of the total. The
segment typically accounts for most
of Chevron’s earnings, however.

Chevron’s downstream side han-
dles operations such as refining,
transporting and marketing gaso-
line, jet fuel, lubricants and related
products. Downstream businesses
accounted for $68.1 billion of 2020
revenues after adjustment — 72.1%.

The company markets fuel
through about 5,600 service sta-
tions, including affiliates, under the
Chevron and Texaco brand names.
It distributes aviation fuel to 69 air-
ports worldwide.

In 2020 Chevron operated five
U.S. refineries. It also had large refin-
eries in South Korea, Singapore and
Thailand.

The segment also supplies feed-
stock for chemical manufacturing.
The corporation owns a 50% interest
in Chevron Phillips Chemical Com-
pany, which produces specialty
chemicals and plastics. Its partner is
Phillips 66 (PSX).

Competitors include BP (BP),
Exxon Mobil and Total (TOT),
Morningstar reported.

Belt-Tightening Continues
Crude oil prices have shown im-
provement in recent months. On
March 4 the New York Mercantile
Exchange reported a closing price
of $63.83 a barrel for oil futures.
That was up 36.4% from $46.78 a
year earlier. Nevertheless, manage-
ment remains cautious and has
reduced annual operating expenses
by about $1.4 billion.

Chevron also has cut back capital
expenditures. The original budget for
2020 was $20 billion, but the com-

panyspentonly $13.5billion. Manage-
ment targeted $14 billion this year.
In early 2020 Chevron repur-
chased almost $1.8 billion of its
stock. The company suspended share
repurchases in March 2020.

Final Notes

BetterInvesting featured Chevron
as the Undervalued Company for
December 2015. The company
ranked No. 73 in the Top 200 Survey
of investor holdings for 2020 (see
the April issue). An estimated 124
clubs owned shares.

Chevron has undergone six 2-for-1
stock splits over the past 70 years,
the latest in 2004. Chevron has a
dividend reinvestment and direct
stock-purchase plan.

More background on Chevron and
its industry, including the Value Line
analyst and Value Line industry re-
ports, can be found in the Analyst
Reports and Other Resources section
of the website. For more information,
contact Investor Relations, Chevron
Corporation, 6001 Bollinger Canyon
Road, San Ramon, CA 94583-2324.

The author of this profile
doesn’t directly own any shares of
Chevron. B

— Reporting by contributing editor

Kevin J. Lamiman
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STOCKS @ Growth Stocks

QOlder Holdings That Are Below Projections Will Be Kept and Monitored

Regeneron May Regenerate Model Portfolio

by Cy Lynch

Portfolio Overview

Reviewing Historical Stock and Portfolio Returns

The model portfolio’s relative return in over 14 years since it
began in October 2006 increased slightly since our last article to
2.9%, based on its annualized total return of 13.6% compared
to 10.7% for the stock market represented by the Vanguard
Total Stock Market exchange-traded fund (ticker: VTI). This rel-
ative return remains a significant advantage over the market
and most alternative investments, even though it falls short of
our goal of beating the market return by 5%.

he percentage of selections outperforming the
Tstock market is 49.3%, just below the lower end
of our goal range of 50% to 55%. The lesson here
is that you can be “right” about half the time with your

stock selection and still do significantly better than the
market as a whole.

Reviewing Fundamental Projections in Light of Latest
Financial Reports

All 24 companies in the portfolio issued new financial
reports since my last column. We are now nearly a year
into the mixed economy brought about by the COVID-19
pandemic. Justas some companies, particularly in the tech-
nology sector have thrived, others, particularly transpor-
tation and consumer-related stocks have been negatively
impacted by government ordered shutdowns and con-
sumer behavior.

Holdings that continued to fall short of our projec-
tions for sales and earnings per share include Booking
Holdings (BKNG), Cognizant Technologies (CTSH), LKQ
Corp. (LKQ), MSC Industrial Direct (MSM), Sketchers
(SKX) and TJX Companies (TJX). All have been particu-
larly adversely impacted by the pandemic-driven global
recession and we will continue to monitor these holdings
as the impact of the pandemic likely lessens in coming
months.

On an improving note, Starbucks’ (SBUX) sales contin-
ue to decline, though at a slowing rate. EPS have turned
positive the last two quarters and increased quarter over
quarter. Charles Schwab Corp. (SCHW) continues to
increase revenues about as projected, after accounting
for the TD Ameritrade acquisition. Net income and EPS,
however, are still settling after merger-related costs and
as the company adjusts to the zero-commission stock
trading environment.

The portfolio’s overall projected sales growth re-
mains at 9.6% (see graphic). Value Line’s “Median Price
Appreciation Potential” (VLMAP) over the next three to
five years for its standard edition stocks also remains
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unchanged from last time at a nominal 30% (6.8 % annu-
alized). The minimum target return for the model port-
folio is 11.8%, 5 percentage points over the expected
market return. Current overall total return for the model
portfolio is 13%.

Proven Profitability in Biotech Pharmaceuticals

This month’s feature, Regeneron (REGN) describes itself
as “a leading biotechnology company that invents life-
transforming medicines for people with serious diseases.
Founded and led for over 30 years by physician-scien-
tists, our unique ability to repeatedly and consistently
translate science into medicine has led to eight FDA-
approved treatments and numerous product candidates
in development, all of which were homegrown in our
laboratories.” (Companies are mentioned only for edu-
cational purposes. No investment recommendations
are intended.)

Regeneron is one of relatively few biotech firms that
has a proven track record of commercially profitable
medicines, with positive EPS for the last nine years.
Leading drugs include EYLEA (ocular diseases), Dupixent
(atopic dermatitis and asthma), and Libtayo (oncology).
The company has an active pipeline in clinical devel-
opment. Some studies aim to expand indicated uses
for existing drugs (especially Dupixent), while others
seek approval of medicines in new areas.

Last November, the company gained emergency
use authorization from the FDA to use REGEN-COV, an
antibody therapy used to treat mild to moderate cases
of COVID-19. Initially they provided 300,000 doses for
U.S. hospitals. The U.S. government ordered an addi-
tional 1.25 million doses in January 2021. According to
Value Line, this latest order could potentially contribute
roughly $2.625 billion to revenues.

Regeneron’s sales have grown rapidly, averaging
32.9% over the last 10 years, slowing to about 17% over
the last five years (excluding 2020).

EPS has increased rapidly and relatively consistently
since 2014, averaging nearly 45% over those six years.
I project sales to grow at 11% over the next five years,
just above Value Line’s estimate over the next three to
five years and below the historical growth of the last
four to five years.

Historical pretax profit margins range from a low
of 27.4% in 2016 to a high of 44.8% in 2020, averag-
ing 35.3% over that time. Return on equity generally
increased over those five years, averaging a strong
28.9%.

I used 40% as my projected pretax profit margin,



“Regeneron pays
no dividend, nor
is one expected.”

about halfway between the
five-year average and 2020’s
level, and well below Value
Line’s projection of over
50%.

Morningstar projects a
future tax rate of 14% while
Value Line anticipates a rate
of 18%, which I use as my
projected income tax rate
five years out. Diluted shares
have stayed relatively steady
as the company issues shares
to support growth and
recently has begun to buy
back shares from collabora-
tors like Sanofi and the gen-
eral public. I will project
shares to stay about the same
at 112 million.

These projections lead to
an EPS of $41.82 in 2025. I
chose to use 23.0x (my ad-
justed 10-year average high)
as my projected high price-
earnings ratio.

These projections lead
to a forecast high price of
$961.70 and potential total
return of 15.4% (REGN pays
no dividend, nor is one
expected).

Adding our regular $1,000
in REGN to our model port-
folio leaves our portfolio
projected sales growth and
portfolio potential total
return at 9.6% and 13.0%,
respectively.

Companies are men-
tioned only for educational
purposes.

No investment recom-
mendations are intended.

The autbor owns several
stocks in the model poritfolio
but not Regeneron. B

Growth Stocks

Regeneron Provides Medicines for Diseases Such as Asthma and Cancer

Bristol-Myers Squibb

AbbVie
(purchased 7/31/20)

AbbVie
(purchased 10/9/20)

Skechers

C.H. Robinson
(purchased 5/31/13)

C.H. Robinson
(purchased 6/30/14)

C.H. Robinson
(purchased 7/6/15)

Alphabet (Google)

1I-VI
(purchased 12/5/18)

1I-VI
(purchased 10/10/19)

Anthem
NetEase.com
T. Rowe Price

CVS Health
(purchased 7/27/16)

CVS Health
(purchased 2/7/18)

LKQ

Gentex
(purchased 9/5/14)

Gentex.
(purchased 7/6/15)

eBay
(purchased 3/7/14)

eBay
(purchased 6/30/14)

Maximus
EPAM Systems
Genpact Limited

Aflac
(purchased 8/31/11)

Aflac
(purchased 7/6/15)

MSC Industrial Direct
Fastenal

Booking Holdings
(purchased 8/31/18)

Booking Holdings
(purchased 4/15/19)

First Financial Bankshares

Cognizant
(purchased 6/3/08)

Cognizant
(purchased 8/6/10)

Charles Schwab
(purchased 4/15/19)

Charles Schwab
(purchased 7/31/20)

Starbucks
TJX Companies
Totals before Genpact

Regeneron Pharmaceautical

Portfolio Totals

3/9/2021
value

$2,585.09
7,884.28

2,561.90

1,482.18
1,981.58

3,045.37
4,835.38

4,673.19
2,075.39

13,155.48

4,997.45
12,960.19
2,671.16
4,880.89

4,235.13

4,219.60
4,539.59

6,870.20
2,319.16
4,880.36

7,699.01
1,848.92
1,009.91
3,858.57

5,500.85

1,483.92
5,175.18
1,212.77

5,539.10

4,830.12
4,454.49

3,334.01
7,735.50
6,982.17

8,429.76
6,877.56
172,725.40
1,000.00
173,725.40

% of portfolio
before REGN

15%

2.9
7.5
1.5
2.8

2.5

2.4
2.6

4.5
1.1
0.6
2.2

3.2

0.9
3.0
0.7

3.2

2.8
2.6

45
4.0

49
4.0

% of portfolio
after REGN

1.5%
4.5

1.5

0.9
1.1

1.8
2.8

2.7
1.2

7.6

2.9
7.5
15
2.8

2.4

2.4
2.6

4.0
1.3
2.8

4.4
1.1
0.6
2.2

3.2

0.9
3.0
0.7

3.2

2.8
2.6

1.9
4.5
4.0

4.9
4.0

0.6

Proj. sales
growth

8.0%
12.0

12.0

12.0
6.0

6.0
6.0

16.0
14.0

14.0

7.0
11.0
9.0
8.0

8.0

9.0
10.0

10.0
7.0
7.0

12.0
12.0
9.0
5.0

5.0

7.0
9.0
14.0

14.0

9.0
7.0

7.0
8.0
8.0

9.0
9.0
9.6
11.0
9.6

Proj. total Hist. return
return | relative to market
23.8% (15.8)%
22.6 (0.6)
22.6 2.2
19.5 (16.8)
17.7 (79.6
17.7 (53.9)
17.7 (38.6)
15.8 204.4
14.7 55.1
14.7 91.8
144 120.7
144 956.1
13.9 39.7
13.8 (112.0)
13.8 (51.9)
13.7 (38.1)
13.2 56.5
13.2 33.2
13.0 (2.5)
13.0 48.9
12.9 9.1)
12.9 171
12.5 (8-2)
11.8 (1.0
11.8 (15.1)
11.8 (116.9)
11.3 49.3
9.8 (19.9)
9.8 (12.1)
9.7 18.3
8.7 69.6
8.7 (92.7)
8.1 5.0
8.1 70.2
7.5 17.4
5.0 27.9

13.0

15.4

13.0
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BEGINNERS

Fundamentals of Investing

Before Investing, You Should Understand What Drives the Price

It's Always About Supply and Demand

by Sam Levine, CFA, CMT, Contributing Editor

I moved from New York to my current home in a suburb of
Detroit in 2008, a time when the sky could have fallen on that
beleaguered city and no one would have even noticed. The
automakers were in full shrink mode and we were on the cusp
of the Great Recession. Probably a quarter of the houses in my
little area were in foreclosure. It was so bad, that | often went
out to grab something to eat only to find the restaurant had just
closed its doors.

merica had completely written off any hope for
Adowntown Detroit and there was no catalyst for

recovery on the horizon. No one in their right
mind would move there, in spite of a huge inventory of
classic homes from the 1920s selling at well below the
value of the raw materials. The community I zeroed in
on had high school rankings, beautiful landscaping and
was located on the water; not a Great Lake, as they say,
but a Pretty Good Lake, nonetheless. Because the town
was laid out on a tight grid, there was also little room for
new construction.

We rented until 2011 and finally bought the house we
were living in one or two months away from the absolute
low in the market. The previous owner — who admit-
tedly knew us as reliable renters — gave us financing at
an attractive rate, too.

Any value investor will know where I am going with
this. It was a perfect opportunity. Great quality homes
in a solid community were selling at fire sale prices.
Aside from simply locking in a much larger and more
attractive home than what we had in New York, we also
had some upside if the market recovered because there
wasn’t room for new construction. The only question at
the time was whether Detroit was going to completely
empty out. I didn’t think so, but it was a nerve-wracking
decision. But I was right. Instead, it bottomed out and
has since recovered, like many other Midwest cities.

Lest this seem as if I'm patting myself on the back,
I've also had a blunder of the same magnitude. Around
that same time, I opened an employment agency focused
on recruiting Wall Streeters, thinking that I could build
up my contacts and set up the business while the mar-
ket was collapsing, and then I'd be better positioned for
what I saw as an inevitable recovery. It was a bad idea.

Headhunters used to have an informational advantage
by building relationships with great employees at the
height of their careers and filling difficult or discrete job
openings. Unfortunately, I neglected to consider three
factors: the decreasing value of that information com-
pared to the internet and how easy it is to open an em-
ployment agency when there’s a surge in demand. This
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“Mv concern about cryptocurrency
is how easily new currencies
can be coined until there’s
one clear winner.”

was my home buying experience in reverse. There was
decreasing demand with no end in sight and no limit
to competition when demand picked up. There are
still exceptional recruiters but it’s not an easy business.
Value investors will also suspect the ending to this story,
I closed my firm with a sense of relief and a humbling
business loss to carry forward for many years.

Before investing in any stock, piece of real estate,
cryptocurrency or business, you need to understand
what drives the supply and demand before even con-
sidering price. And don’t limit yourself to the products
or services of the company and its direct competitors.
Consider whether customers can choose substitutes. My
concern about cryptocurrency is how easily new cur-
rencies can be coined until there’s one clear winner.
One tech stock’s initial public offering followed another
in the late 1990s until the industry shook out. The crypto-
currency binge today reminds me vividly of those days.

Once you're confident in your supply/demand out-
look, then and only then can you consider whether an
asset is cheap or rich. Most of the time, the market gets
it approximately right by averaging out everyone’s mis-
takes. Some investors might be overly optimistic and
buy too high while others might be too pessimistic and
sell too low. Usually those errors cancel each other out,
but once in a very long while, crowd psychology takes
prices to extremes.

If you become good at spotting when markets may be
ahead of themselves, you have a better chance at profit-
ing from one of those life-changing opportunities or
avoiding catastrophic mistakes.

With that said, you can overpay for a great company
and still make money if you are patient and the company
continues to grow. If it grows quickly enough, it can
catch up to the price you paid and go on to turn a losing
position into a profitable one. BetterInvesting stresses
focusing more on buying at a reasonable price than the
perfect price. The most urgent challenge is to find com-
panies that can stimulate demand for its products and
ward off competition. B



Vanguard Energy Fund Has Added a New Manager, Hybrid Offerings

Gusher or Dry Well?

by Danielle Schultz, CFP, CDFA, Contributing Editor

Despite a few surges, the energy sector has struggled to provide
power in investors’ portfolios for the past 10 years. Can this
fund beat its industry?

sentative fund in each of the generally recognized

sectors in this column. This is the last sector we’re
considering. Of course, sectors are just one way to orga-
nize your portfolio. You can also choose size, location and
equities versus fixed income, rationed out as you see
fit. We always like to buy into an investment when it’s
down, but it’s also important to determine whether a
gusher is likely or even possible, or whether it’s perma-
nently drained.

Broad-based energy funds tend to have holdings
based mostly in oil and natural gas and far less in green
energy. That will likely shift in the future, with greater
public pressure and as green energy companies become
larger and more investable, but for now, these funds are
invested in “old economy” companies.

It wasn’t always the case: $10,000 invested in
Vanguard Energy Fund (ticker: VGENX) in 1984 would
have been worth $368,178 by June 30, 2008. It was a
really strong performer throughout the Great Recession.
Other energy funds in existence in those years were
pretty much in glory days as well. Many also experi-
enced an upward tick in 2013-2014, but that’s pretty
much drained away since then.

Nothing is forever, and we always have to consider,
with sectors, that the wind now blows another way.
Is this a bargain opportunity or are we buying into the
buggy whip industry? Can it reorient and latch on to
sustainable energy production, enabling an investor to
get in at a bargain price, or is it mired in the muck?

For several years now, I've been examining a repre-

Investment Philosophy and Management

Contrary to Vanguard’s usual image, this fund is actively
managed and not an index fund. Having the freedom to
drill through many possible options allows managers to
adapt and identify surging companies. Whether they’ll
be right is the chance investors take.

Atthebeginning of 2020, the fund made amanagement
change. They replaced Greg LeBlanc, who had been
at the helm since 2015, with subadviser Wellington
Management group’s Tom Levering, who has 20 years
of experience as an energy and utilities analyst. Depth
of experience in a “new” manager is great, but of course
doesn’t guarantee success. Levering has not been the
actual manager of an energy fund prior to this.

The fund’s composition was also changed, moving

Fund in Focus

away from heavy emphasis on fossil fuel companies
to its now 48% asset investment in utilities. While this
allows the fund to move investments into more green
energy, which some utilities are developing, it’s also
probably a way to maintain or increase the yield, since
utilities often have good payouts.

As with any actively managed mutual fund, you
should keep a lookout for any further management
changes, as well as tracking performance closely.

Portfolio

For good or ill, the past performance of this fund may
not offer much in the way of future expectations, due
to the change in management and alteration in style. To
invest here, you're going to need faith, not only in the
manager and change in style, but in the possibilities for
the industry itself.

No investing decision should be made solely on the
basis of a fund’s yield. It doesn’t offer much if a high yield
is accompanied by a large share-price drop. Nevertheless,
VGENX currently yields 4.4%, which will catch the eye
of dividend investors.

VGENX currently holds 45 companies, with 45.10%
of holdings in the top 10 holdings:

Royal Dutch Shell plc
Total SE

BP

ConocoPhillips

Duke Energy Corp.
Marathon Petroleum Corp.
NextEra Energy Inc.

Enel SPA

Iberdrola SA

Pioneer Natural Resources Co.
Source: Vanguard Website

The fund’s mandate allows it to hold up to 100% of
its assets in non-U.S. companies and you’ll see that in
the top 10. For example, Total is a French multinational;
Enel SPA is Italian; and Iberdrola SA is Spanish. Currently,
U.S. assets constitute 46.72%. Ex-U.S. assets are 53.08%
(the rest in cash) — a significant international slant.
You’ll see some companiesfocused on sustainable energy,
such as NextEra, but if you visit the websites even the
most fossil fuel-oriented companies will regale you with
wind turbine and solar cell pictures.

Performance
As noted in the introduction, you could have done very,
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Fund in Focus

““Evenin a depressed
industry a manager
is expected to

produce results.’

very well with this fund in the old
days of oil predominance. Unfor-
tunately, it’s been pretty dry well
drilling since, although this fund is
probably best in class in this sector.
It’s pretty easy to see from the table
at right that energy was a boom
investment at one time, but inves-
tors who are relatively new explor-
ers have really suffered.

Even in a depressed industry,
a manager is expected to produce
results, and analysts seem to believe
the manager change, as well as the
change to a more hybrid model,
was a good one for this fund.
Morningstar raised its forward-look-
ing rating from Bronze to Silver and
awards the fund five stars (a compar-
ison with others in the same class).

Vanguard Energy Fund: How Much Power Does It Pack?

3 years

Since
inception
(1984)

5 years 10 years

Annualized

Source: Morningstar as of 2/23/2021

Final Comments

This fund may be a choice of the
best in a depressed class. If you are
impressed by the new manager and
the new portfolio composition, you
might be willing to take the risk that
it can be turned around, and indeed
go much more (profitably) green.
BetterInvesting readers might also
want to use the fund’s holdings as
a source for individual investments,
where the performance of some of
the components far exceed the sum
of the parts.

Support Betterlnvesting
When You Shop on Amazon
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Don’t Forget You Are Not Restricted to Your Own State’s Program!

Choosing a 529 Plan

by Danielle Schultz, CFP, CDFA, Contributing Editor

College has become breathtakingly expensive, but a seeming
necessity if we want our children to attain at least a middle-
class lifestyle. Should you save into a 529 plan? Should a kindly
grandparent contribute? And which should you choose?

What's a 529 plan?

The basics: A 529 plan allows you to save money for
college and some vocational training programs in
an account where earnings and withdrawals are

tax-free when used for college. You can withdraw the
money for other purposes, but earnings will incur a 10%
penalty and be taxed as ordinary income. If, however,
the student gets a scholarship, the equivalent amount
can be withdrawn from a 529 plan with no penalty
but earnings will still be taxed. The money can also be
moved to other beneficiaries: For example, if one child
doesn’t use it up, funds can be moved to a sibling.

The law establishing 529 plans prohibits investing
in individual stocks. You’ll have some choice, however,
by selecting portfolios of mutual funds as offered by the
plan.

How to Choose a Plan

Consider several factors:

| Is your state’s plan high quality?

m Do you get a state tax deduction or credit for investing?
® What investments are available?

® What are the fees?

Every year, Morningstar evaluates all plans; some
states have more than one and advisers may also sell
plans. Remember that you are not required to invest in
your state’s plan — you can choose any state, especially
if yours is poorly rated. You can also rollover the plan to
another state if you move or change your mind.

Before you choose another state’s plan, do investigate
whether your state offers any incentive for residents to
invest. For example, the top-rated plan (Illinois) allows
residents to claim their contributions, up to $10,000 per
year ($20,000 for a married couple), on their state in-
come tax return. Note that you cannot take a deduction
for 529 plans on your federal income tax. You’ll need to
balance whether the deductions will outweigh fees or
investment choices in a less-than-stellar plan.

During the Great Recession of 2007-2009, outcry over
performance plagued many 529 plans. Families found that
they had far less money available for college than they
expected, while paying high fees charged by fund advisers.
Plans were overhauled (including Illinois’s) and many
now offer a solid lineup of low-cost investments. Many

Mutual Fund Matters

are no-brainers akin to target-date funds, a good mix of
low-cost index funds.

Plans generally charge fees in addition to the manage-
ment fees incorporated into the underlying investments.
There’s a cost to administering these plans, especially
since many of them garner very small amounts invested,
but the tax-sheltered earnings usually make these plans
worthwhile.

Most families should choose to invest directly with
their state’s program, known as direct-sold, rather than
adviser sold. It’s difficult to see why people would pay
an adviser to choose exactly the same plans they could
choose on their own.

Perhaps some very wealthy families would want advice
on incorporating this into an overall wealth picture, but
529 plans are special purpose and offer straightforward
choices. It’s pretty easy to do it yourself. If your state’s
plan has a poor rating, just choose another state.

How to Choose Investments

You’'ll need to choose among at least two main cate-
gories of investment plans: age-based and static or
self-selected.

An age-based plan, the easiest for most investors,
functions much like a target-date retirement fund. It’s a
mix of (usually) index funds allocated to different asset
classes. As the child gets older and nearer college age,
the mix of funds becomes increasingly conservative —
more bonds and cash — so that the value can be expected
to be more stable. You choose the fund option that corre-
sponds with your child’s age when you begin investing.
In some cases, you have the further option of age-based,
but also what your risk orientation would be, i.e., con-
servative, moderate or aggressive.

Each of these choices will usually step to the next
level as the child ages. For the 0-2 age group, the aggres-
sive will be 100% stock funds; the moderate might be
90/10; the conservative, 80/20. In the next age bracket,
you’ll see 90/10, 80/20, 70/30. Michigan’s plan, rated
No. 2 by Morningstar, has you choose the anticipated
enrollment year, then slots you into the mix. Utah, the
No. 3 rated plan, is very similar to Illinois.

Using Illinois’s plan as an example, in the age-based
option you can select all Vanguard funds. Depending
on the age and risk category, these include a mix of
Vanguard Total Stock, Total International Stock, Real
Estate, Total Bond, Hi-yield Corporate Bond, Short-Term
TIPS (U.S. Treasury inflation-protected securities), Short-
Term Bond and Total International Bond. Or you can
choose multi-company funds.
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But just like target retirement
funds, these may get too conserva-
tive for you. If you are completely
dependent on the 529 to fund col-
lege, you’ll need money to be there
in a secure mix. If you’re looking to
get relief from out of pocket, but
could fund more from income or
other investments if necessary, then
you might want to gamble that a
more aggressive mix, or a fixed bal-
ance, may result in a larger account.
Some states will allow you to choose
a fixed portfolio, or even select indi-
vidual mutual funds from their line-
up. In Illinois, these fixed-balance
funds are, ironically, called target
funds — not because they target a
date, but because they have a target
risk allocation. These three targets
(100% stock, 60/40, and 50/50) offer
funds from a number of investment
firms. Michigan has a similar option
to choose risk, then get a portfolio
selection.

Finally, if you really want to wade
into the weeds, some plans offer
you the ability to choose your spe-
cific mutual funds and mix (Illinois
offers 16 from six different fund
companies). Michigan offers only a
single U.S. Equity fund, but also has
a guaranteed option, for investors
who are very conservative or per-
haps have a short time horizon.

In general, the more no-brainer,
the lower the fees. Age-based index
fees,which usually include both a
program management fee and under-
lying fund fees, can range from
about 0.12% to under 0.20%. Move
into more fund families and fees can
move up to 0.46%, still acceptably
low but you’d better be really sure
it’s worthwhile to you.

Performance

This is uniquely difficult to evaluate,
because of the short band of time,
especially in the age-based port-
folios. You're only evaluating a few
years and the specific market condi-
tions in those years. In order to esti-
mate how you might do with an age-
based fund, it’s useful to look at the
annualized performance of the two
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“£ Remember that you are not required to
invest in your state’s plan — you can choose any
state, especially if yours is poorly rated. You can

also rollover the plan to another state.”

oldest age groups. For multi-funds or
fixed blends, check the 10 years or
lifetime performance. As might be
expected, you’re going to see returns
parallel risk, with the highest return
from the most stock-oriented, and
the lowest from fixed income. You’ll
see a general range of mid 4% to
mid 6%.

Should Grandparents Contribute?
It’s a kind and loving act to put away
funds to help a grandchild, particu-
larly since you may not be around
by the time they enter college. My
clients who have received such a
gift are in the main very grateful and
have fond memories of grandparents.
If you are certain that you’ve made
plans for needing long-term care
and have sufficient income from
pensions, Social Security and port-
folio withdrawals (even in a down
market), you can move on to consid-
ering this. As with anything that ties
up money for a long time, however,
grandparents need to carefully con-
sider long-term possibilities.

Are the parents and family likely
to be eligible for financial aid? A 529
plan owned by a grandparent with
the grandchild as beneficiary is con-
sidered 100% available as an asset of
the child. A 529 plan owned by a
parent is an asset of the parent and
only 5.64% is factored into eligibility
for financial aid. While none of us
can know how this will be assessed
10 or 18 years in the future, you
don’t want to do something that
kicks the family out of aid — you’d
only be saving the college, not the
family, money.

What will the grandchild be like
at 18? If your grandchild is already a
teenager, you can make a judgment

on this. But if they’re young children,
you really have no idea. Carefully
raised children can grow into drug
addicts, or spendthrifts, or become
disabled or have no inclination to
college. A 529 plan can be tapped
for any other purpose, provided the
spender is willing to pay taxes and
penalties. Some kids just won'’t care;
after all, they didn’t work for the
money.

It can allow a parent to duck re-
sponsibility for college. In the case
of a divorce, a parent can argue that
the child already has significant
college funding and therefore they
won’t negotiate paying any more.

College funding may change sig-
nificantly in the future. We can hope.
But if state colleges become free, or
other credits or assistance become
available to students, a 529 plan might
be superfluous.

It can preserve money for grand-
children who have spendthrift par-
ents. If you don’t have confidence
that the parents will save for their
kids, or might spend any money on
themselves, or the marriage seems
rocky, a 529 plan does ensure that
the grandchildren will actually get
the money.

These funds are mentioned
Jor educational purposes only; no
investment recommendations are
intended. The autbor and some of
ber clients may bave positions in
some of the funds mentioned in
this article. B

Danielle L. Schultz, CFP, CDFA, is a
fee only financial adviser with Haven
Financial Solutions, Inc., based in
Evanston, Illinois.
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Key Index Shows Home Prices May Be Overpriced

Between the Lines

We're Not Flipping Houses Yet, But...

by Sam Levine, CFA, CMT, Contributing Editor

Residential real estate prices beat Elon Musk and NASA to
the moon. Now currently at a level of 242 (as of December
2020), the S&P CoreLogic Case-Shiller 20-City Composite
Home Price Index has long surpassed its pre-Great Recession
height of 207 in late 2006. There are both sensible reasons and
ample cause to be concerned about real estate’s lofty heights.
Today’s astronomically high levels warrant a closer look, espe-
cially given real estate’s prominence in American household
wealth. (See chart on next page.)

market hitting a new high isn’t remotely a rea-
Ason to get out, even if it backed off at that level

before. Often there’s good reason for a market to
go up and continue. But that is a very good time to reeval-
uate that market to see whether it has become overval-
ued. The higher an asset’s price goes, the more justifica-
tion it needs for it to be rational. With that in mind, let’s
first learn how the Case-Shiller indices measure changes
in home prices and then we’ll consider whether the mar-
kets it measures are ahead of themselves.

How the Case-Shiller Home Indices Are Built

There are 20 metropolitan area Case-Shiller indices, each
measuring changes in home value in a major U.S. metro
area and those 20 contribute to two composite indices.
The first is the broadest 20-City index I mentioned above
and there’s an additional 10-City Index that focuses on
the largest metropolitan areas. The Detroit index, for
example, is included in the 20-City composite, but is not
in the 10-City composite. A home, for the sake of index
consistency, is restricted to a single-family dwelling that
isn’t new construction, a condo, co-op or apartment.

The indices use “pairs” of sales of the same houses.
A home sale is included if the home hasn’t significant-
ly changed and there is a previous sale price available.
The sale must be at arms-length, so sales between fam-
ily members are excluded. Sales that occurred very
close to each other are excluded to avoid counting
properties slated for redevelopment or potential fraud.
Experienced home buyers and sellers know that selling
prices tend to vary according to season, so there’s an
adjustment for seasonality. This helps data generated in
December be equivalent to new data in May.

The index adjusts for the quality of the homes by
dividing them into price tiers and, using a statistical
process, reduces the weight of pairs with an unusually
high price change to reduce the effects of hurried sales.
Conversely, pairs with extended times tend to have higher
price swings per period, so those pairs are adjusted to
reflect the likelihood the property was significantly

altered. According to the methodology sheet, a pair
with a six month time interval might be assigned a pair
weight of 1, while a home that went a decade between
sales might be assigned a weight of 0.85.

This is just a short introduction to how the index
series is constructed. Interested readers might want to
g0 to S&P Global’s site to read more about methodology.
To close, though, the indices use a base number of 100
to reflect housing prices in January 2000. The recent
composite 241 implies that the housing stock in the 20
measured cities would sell at 2.4 times its value at the
start of the millennium.

Are Homes Qverpriced?

The most common justifications for high home prices
are low interest rates and high household income. Lower
rates mean the same monthly mortgage payment can
buy a higher priced house. But lower rates can’t tell the
entire story. Rates have been low for quite some time.
Rising income could lead to more households being
able to buy more house. Unfortunately, median household
income numbers are released annually. But it seems rea-
sonable to believe that median income has been rising
rapidly from the lows of the pandemic.

Another potential driver is the considerable demo-
graphic push towards single-family housing. The large
cohort of early to mid-generation Millennials (arguably
defined as those born 1980 to 2000) are in peak home-
buying age. The smaller Generation X and baby boomer
generations are downsizing or, being as uncooperative
as usual, choosing to stay put and reduce housing turn-
over, keeping single-family homes off the market.

One last possibility I'll discuss in favor of higher single-
family home prices is a shift in buyer preferences.
Anecdotally, buyers seem to be moving out of cities
with condos and apartments that aren’t measured in the
indices. That may be due to the pandemic, so the longer
lasting consequences need to be sorted out. Some pun-
dits believe employers have come to appreciate the
financial benefits of allowing workers to work from
home instead of paying egregious office space rent, and
cities will continue to shrink in importance. That would
point towards the home price increase as being rational.

Even with those logical potential explanations for
the rise in home prices, I am dubious. The Case-Shiller
numbers are not adjusted for inflation. It would be nor-
mal for prices to rise somewhat simply due to inflation,
but that’s not the, err, Case. Prices are still very high.

For comparison’s sake, I adjusted the latest index
number of 241 back to January 2000 dollars using the
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U.S. Bureau of Labor and Statistic’s
inflation calculator tool (www.bls.
gov/data/inflation_calculator.htm).
That gave me an apples-to-maybe-
pears number of 156. I (casually)
interpret that as saying the housing
market is 56% percent higher in real
dollar terms than in January 2000.

I then adjusted the current num-
ber again, but this time to the peak
before the Housing Crash in 2006.

In July 2006 dollars, the current
housing price level of 187.49 is
actually higher than the 185 posted
in July 2000, right before the crash.
That screams “Yikes,” even with
some reasonable explanations for
the boom in prices.

The House Price Built on Cards
The takeaway seems to be that sin-
gle-family home prices may or may
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not be in a bubble but there are sev-
eral scenarios that can easily derail
the boom.

Interest rates could rise. If the
Federal Reserve nails the landing,
it will slow the economy without
pushing us into a recession.

But under a worst case, higher
rates could severely impact employ-
ment and household income while
making mortgage payments less
affordable. Household wealth could
decline if stocks fall, which might
make consumers less confident
about the future and less able to
make a down payment.

There’s also no clarity about the
stickier effects of the pandemic.
Families clearly valued their space
during the pandemic and moved
away from cities in droves.

Many of the inconveniences suf-
fered by city dwellers were directly
due to the pandemic and may dis-
appear entirely, encouraging buy-
ers to give city living another look.
It seems equally possible the trend
toward suburbia may become
permanent.

The housing market may continue
to churn upward for many years to
come. We may be in an extended
era of low rates, high income and
suburbia-destined Millennials and
Generation Ys. But, this is my per-
ception talking, it’s so easy to con-
struct other scenarios that the risks
outweigh the potential upside. B
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Trends to Watch for: Increased Foot Traffic in Stores, Mild Inflation, a ‘Hot Economy’

2 Wharton Professors on Year 2 of the Pandemic

Excerpted courtesy of Knowledge@Wharton, a pub-
lication of the Wharton School at the University of
Pennsylvania..

What's The Outlook For The Stock Market and
The Economy This Year?
Jeremy Siegel, Wharton Finance Professor
ast summer, I saw a dramatic expansion of Federal
LReserve liquidity, government sup-
port and the money supply. I said
then, “This liquidity is going to go into
the stock market, and then it’s going to
go into the economy once people feel
comfortable with beginning their normal
activities again” — and that is exactly what is happening.

I think this year is going to be a great year for the
economy, a much bigger expansion than a lot of people
believe. I think it’s also going to be a year of inflation.
Not dramatic inflation, but a lot more than what we
have been used to — 3%, 4%, perhaps even 5%. This
is going to be good for the stock market because I do
not think that the Federal Reserve is going to tighten
credit into 2022, maybe not into 2023. We're going to
keep low short-term interest rates and a hot economy,
so inflation will begin to increase, and the stock mar-
ket will be pushed ahead because corporate profits are
going to be very strong.

The loser is going to be the bondholder because
interest rates on the long-term bond are going to rise.
We're going to see the 10-year bond rise to 2% by the
end of the year, maybe even 3% by the end of 2022.

Still, this is going to be a great year for the stock mar-
ket. We might get a little over-bought in the end, and
we might get a pause into 2022, particularly if inflation
gets too high. But for the next 12 months, I look for a
strong economy, strong stock market and rising long-
term bond interest rates.

What Changes In Retail and Shopping Will Become
Permanent? Barbara Kahn, Wharton Marketing Professor
COVID-19 certainly changed shopping behavior in 2020
and continues to do so now into 2021. One survey con-
ducted in December on 1,000 consumers showed that
COVID-19 had a major impact on consumer habits, with
40% of them indicating that they had visited physical
locations much less frequently since the pandemic hit.
Obviously, there has been a huge acceleration to online
shopping. This change in behavior not only affected
where people shopped but also what they bought: 25%
of the respondents said that they switch among brands

more often today than ever before. However, interest-
ingly, 46% of the respondents said that if they had the
choice, they would prefer to shop in person rather
than online. That indicates that physical retail is cer-
tainly not dead, and shoppers are hungry to touch and
feel the product, interact socially with sales associates
and friends, and get immediate gratification in product
acquisition and consumption.

But will shopping be the same when consumers
return to the stores? No. Consumers had a whole year to
form new habits and expectations, and those changed
behaviors will not just vanish. Shopping will not become
online or offline — but omni-channel. Omni-channel
means a seamless integration between offline and online
experiences. For the most sophisticated retailers, the
omni-channel experience will be customer-focused.
This means that retailers will be everywhere their cus-
tomers want them to be 24/7.

Trends that started or accelerated in the pandemic,
like “buy online, pick-up in the store” or appointment-
based shopping, will be the norm, and physical retail
will reconfigure to make this more possible. We will see
changes in technology development, like AR-enabled
displays, frictionless payments, and BYOD (bring your
own device) into the store, which puts the endless
aisle and website information into the hands of the con-
sumer. We will also see more low-touch, health-related
changes to physical retail, like the addition of robots
or vending machines. We are also seeing an accelera-
tion in live-streaming and video blogs influencing shop-
ping behaviors. This behavior, which is very common
in China, is now coming into the U.S. This contributes
to the notion of “shoppertainment” and is very content
driven. It focuses more on the customer experience
rather than merely the acquisition of goods.

We are seeing the convergence of online and offline
in developing new retail outlets. Traditional retailers like
Lululemon or Nike are becoming more digital. Nike has
accelerated their direct-to-consumer marketing through
loyalty programs and apps to offer a personalized and
customized experience in stores and online. Lululemon
can offer an omni-channel exercise experience to their
best customers with the purchase of the Mirror. On the
other hand, digitally native brands, like Warby Parker or
Casper, are opening physical retail. When these brands
open stores, they are usually a smaller footprint and
often showrooms rather than houses of inventory. With
these changes to a more unified customer-centered,
omni-channel experience, consumers aren’t losing their
desire for environmentally savvy retailing. B
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Momentum
Investing

Is Going for Growth
The Best Way
To Strike It Rich?

by Sam Levine, CFA, CMT, Contributing Editor

The past decade has been a boon to growth investors and,
since Betterlnvesting focuses on growth stocks, many clubs
and members are reaping the benefits. The S&P 500 Growth
Index has almost doubled the return of its value counter-
part by posting a torrid 14.36% annualized return versus the
S&P 500 Value Index’s disappointing 7.61% (as of Feb. 19).

quick look at the top holdings in the two indices
Agivcs us a pretty good idea what happened. The

growth index has Apple, Microsoft, Amazon,
Facebook and Alphabet, some of the hottest stocks in
the S&P 500, while the value index holds Berkshire
Hathaway, JPMorgan Chase, Disney, Johnson & Johnson
and Bank of America.

One of the winningest strategies for the past 10
years has been to buy stocks that were already consis-
tently rising in price. Jargon-obsessed Wall Street calls
that momentum investing. Hedge funds do it. Your
neighbors are doing it. If Betterlnvesting’s Top 100
Holdings of Investment Clubs is any indication, you
might be doing it, too. It’s become so dominant that
we need to look at the assumptions behind it, how
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momentum is measured and some of the advantages
and risks behind relying on momentum strategies.
There's also a suggestion or two on exactly what not
to do.

Momentum Defined

Before applying momentum to stock prices or earn-
ings, remember that here we're applying a physical
phenomenon as an analogy for how markets work. OQur
friend Isaac Newton described momentum as the force
in a moving object. A 10-pound bowling ball hurled at
30 miles per hour has more momentum than a golf ball
thrown at 20 miles per hour. Mass times velocity equals
momentum. Stock prices and other financial num-
bers don’t have physical properties, but some inves-
tors perceive parallels between market movements
and moving objects.

To avoid confusion, let’s note that momentum
is also tossed around in financial statement analysis.
Companies with a history of growing profits at a
torrid rate might be complimented on their earnings
momentum.




Since there isn’t any mystical invis-
ible force within income statements
to sustain profitability, when you see
that term come up, understand it’s
more a reflection of the writer’s out-
look than new information.

But regardless of whether we’re
evaluating fundamentals or price
action, remember markets aren’t as
predictable as physical objects.
Momentum sounds useful and reliable,
but financial momentum is harder to
verify than tossing a few balls of vary-
ing weights and coming up with a
formula like that old hack Newton,
who had it so easy back in the day.

Momentum-based strategies be-
come popularwhen bull markets push
stockstoall-time records. There’slittle
point following trends when markets
trend in a narrow range, something
we haven’'t experienced in years.
Many of today’s investors may have
never experienced a boring, range-
bound market yet. Thus the height-
ened interest in momentum today.

Google Trends (google.com/trends)
ranks the frequency of web searches
for a set of words on a scale of O to
100. In August 2007, searches for the
term “stock momentum” on Google
were (on a scale) zero. From then
until March 29, 2019, search fre-
quency bounced around, but never
above, 41. In January 2021, the indi-
cator — and this is as good a market
psychology indicator as most —
search frequency hit 96. That would
make any contrarian very suspicious
about how much upside is left in the
momentum play.

The Theory

Momentum has two broad assump-
tions. The first is that a trend, once
in place, is more likely to continue in
the same direction until the prepon-
derance of evidence suggests other-
wise. Do you believe market move-
mentisrandom?Ifso, move on. Apply-
ing a momentum based strategy im-
plies that stock prices have a memory
or, to be more precise, market par-
ticipants base at least some of their
buy or sell decisions on prior price
action.

Cover Story

Like buying on dips, momentum works well
during strong markets, but those
overvalued stocks are the ones that fall hardest

in rapid declines.

The second assumption is that
stronger moves are more likely to
continue in the same direction than
weaker ones. Strength is the “force”
behind a direction. It might be price
acceleration alone or, as we alluded
to before, combined with the dollar
amount or number of shares traded.
One eager buyer can drive up a stock
temporarily, but that fades once the
buyer’s need is satisfied or the buyer
has run out of money. Increasing vol-
ume is more telling of market senti-
ment. If a stock is rising quickly but
the trading volume is declining, then
the momentum becomes suspect
and many investors will ignore the
move. Several indicators emphasize
volume as much as the rate of price
change.

Measuring It

There are several variations on how
to rank stocks by momentum and
then evaluating when their trends
are fading. Instead of writing out the
occasionally complicated formulas,
consider searching online for more
information on the ones that interest
you the most.

One of the simplest measures is
rate of change (ROCQ). It’s simply the
percentage change in value from one
period of time to another. You can
evaluate the ROC over days, months
or minutes. It’s up to you. The higher
the rate of change, the stronger the
trend. Most investors just eyeball it.
If the line is pointed up, the stock
has positive momentum. If another
stock’s chart has a more rapid in-
crease, then it’s presumed to have
stronger momentum.

Getting Out
After you’ve identified a stock with

high momentum, then the question is
when to get out? Some strategists use
price patterns, such as a “wedge” or
a “flag” or a “head and shoulders.”
Many of these patterns have been
used for decades, but there is only lim-
ited research on how well they work
and much of that research suggests
they don’t. One potential reason is
rooted in the subjectivity in deciding
what makes a pattern complete. An-
other potential reason is that patterns
aren’t really that informative. Just as
a thousand monkeys in front of type-
writers will produce the complete
works of Shakespeare if they have
all the time in the world, random
market moves often look like useful
patterns.

Oscillators

Oscillators are a group of indicators
that are bounded by a high and low
number, for example 0 to 100, or
maybe -3 to +3. When the oscillator
is in the middle of the range, then
no trend is apparent. Oscillators can
stay at unusually high or low levels
for quite some time. Experienced
traders often wait for the oscillator
to change direction rather than sim-
ply hit an extreme high or low.

The Relative Strength Index (RSI)
evaluates the ratio of how profitable
up days were versus the loss on down
days and is scaled from O to 100.
Traditionally, an RSI of over 70 indi-
cates the security or the market is
“overbought,” meaning it’s gone up
so fast that it’s unsustainable, while
an RSI below 30 indicates it’s “over-
sold,” which suggests the stock suf-
fered panic selling and might be due
for a rebound.

Another popular oscillator is the
Moving Average Convergence Diver-
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gence (MACD). It uses two exponen-
tial moving averages with different
periods to evaluate whether momen-
tum is accelerating or slowing and,
further, as a potential signal the direc-
tion of the trend might change.

‘When the short-term moving aver-
age line is above the long-term line,
momentum is accelerating. If the
short-term line then falls below the
long-term line, the trend is slowing.
Both lines are scaled to center at
zero. Above 0, the trend is up and
below it is down. There aren’t any
upper boundaries.

The Risks of Chasing Momentum
The downside to following momen-
tum comes from being on the wrong
side when the trend changes or, even
worse, being “whipsawed” from rap-
idly buying and selling at the wrong
times in a range-bound market. Tools
like oscillators, patterns and moving
averages give very precise outputs
from fuzzy assumptions and inputs.
Though that’s also true of valuing
stocks according to financial data,
fundamental valuation at least exam-
ines how much the asset is worth.
You can reduce the frequency
of your trading signals by working
in longer time frames. Instead of
working with daily prices, you might
choose to look at weekly closes.

The rules will be the same, but the
signals will be rarer. You might also
trade only when there’s an extreme.
The cost of these approaches will be
missing the early part of a change or
missing profitable buys or protective
sells entirely.

Momentum’s Place and What Not to Do
A short-term trend doesn’t give much
information, so it shouldn’t be a pri-
mary driver to buy or sell a stock. The
most appropriate use for momentum
is when it’s only part of your invest-
mentdecision. You might use it to con-
firm your findings on a stock study. If
momentum is picking up, that might
indicate the market agrees with your
buy thesis. Likewise, if you think a
stock is a screaming buy but the mar-
ket has hit the snooze button, that
might give you pause. You can also
screen for high momentum stocks
and then study the most interesting
ones.

Most indicators can be readily
found on websites or through the
charting features in your online bro-
kerage account. They’re also not
hard to interpret after a little bit of
reading. When one line crosses an-
other, that means something is chang-
ing. Extreme numbers are more inter-
esting than the middle of the range.
You get the idea.

But because they are so easy to
apply, that means many investors are
using the same default settings on
their charts. That might explain why
they don’t work well. Instead, choose
settings that alert you before those
default settings kick in or reduce
the chance of you being whipsawed.
In extreme cases, you might even
look for reasons to be contrarian.

The worst thing you can do,
though, is be the last player standing
in this game of musical chairs. In the
late 1990s, concerned market strat-
egists knew they could be fired for
saying the market was wildly over-
bought, either because their firms
didn’t like doomsayers or because
the market already blew past their sell
recommendations long ago. Their col-
lective solution was to recommend
their clients “buy on dips,” which at
least reduced the foreseeable dam-
age, if only by a smidge.

Like buying on dips, momentum
works well during strong markets,
but those overvalued stocks are the
ones that fall hardest in rapid de-
clines. If you examine how long it
takes for markets to recover to pre-
bubble heights, you’ll find that sim-
ply buying what others are buying,
for the sole reason of others are buy-
ing it, is a dangerous game. B
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Betterlnvesting Family IMEMBERSHIP

BETTERINVESTING’S HERITAGE CLUBS

This month we are featuring three of Betterlnvesting’s oldest existing member clubs as part of our ongoing
celebration of our 70th Anniversary. Stories following this article highlight one of our oldest Black investment clubs
and possibly our oldest existing women'’s investment club.

Kansas City’s Convention Genter Is Named for a Founding Member of This Club

Scouting for Stocks Since 1955

As told to Angele McQuade by Stepben
Roberts and the members of the Tycoons
of 1023 Grand Investment Club of Kansas
City, Missouri (Kansas City Area Chapter).

We current members of the Tycoons of 1023 Grand
Investment Club aren’t sure of the exact year the
club formed, but we suspect the early 1950s,
as we have a 65-year certificate from Better-
Investing (home office records show the club
became members in 1955). We’re also not sure
how many original members the club had, but
today we have 17 members, plus three spouses
who also take an active role.

ur name comes from the address (at
Othat time) of the Kansas City Area

Council, Boy Scouts of America in
Kansas City, Missouri. The club was started
by H. Roe Bartle, who was the BSA Scout
executive in Kansas City. He formed the
club with his professional staff as a way
of supplementing their retirement. Bartle
later became mayor of Kansas City, and
was mayor when the Chiefs football team
moved here from Dallas. Our convention
center is known as the Bartle Convention
Center.

Our portfolio of 16 stocks is currently
valued at approximately $1.65 million. One
member sold the majority of his holding
to invest in the bank he was starting, but
most of our members save their holdings
for retirement.

The club’s investment philosophy has
changed over time. At one point, dividend
stocks were most attractive, but we prim-
arily invest in growth stocks now. We
tend to hold onto stocks for the long-term.
Apple has performed exceptionally well for
us, up 700%. Cerner, a local company, has

Continued on Page 45
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The Tycoons of 1023 Grand in 2015, Including Some Family. Seated: Jim Olshefski,
Maxine Briggs, Lloyd Briggs, Wayne Weimer, Mary Olshefski and Debbie Roberts. Standing:
Aaron Guest's daughter; Emily Boeshaar, David Frantze, Ron Byers, Bob Overly, Bill Lewis,
Judy Lewis, Steve Roberts, Seth Baker, Katie Baker, (the three young boys are the Baker's
children as the club was meeting in their home), Aaron Guest, Marc Elkins, Rick Boeshaar,
Brian Streich, Tom Lenz, Carol Lenz, David Chinnery, Bill Singleton and Geri Frantze.

A Club Meeting, 2021 Style. Starting top left and going across are Steve Roberts, Ron
Byers, Bill Singleton, Rick Boeshaar, Mary Olshefski, Carol Lenz, Tom Lenz, Aaron Guest,
Nick Dodson, Gail Overly, Marc Elkins, Brian Streich, Chris Constant and Bob Overly. At this
meeting but not pictured were Jim Olshefski, Bill Esry, David Frantz and Seth Baker.
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Virginia Club Was Recognized by Commonwealth’s Governor

BETTERINVESTING’S HERITAGE CLUBS

Ectezus Investment Club
of Richmond, Virginia.
Seated left to right:

Roland E. Moore, Claude

@G. Perkins, Moses D. Cain,
Chris Stevens, Sam Barham
Il (deceased). Back row, left
to right: Tyrone E. Dickerson,
q Millard Stith, Jr., Ozemoya
Aigbokhaevbo, Joseph
Acquaye, Sigmund Collins,

Ectezus: A Role Model Tracing Back to 1957

by Tyrone E. Dickerson, CPA, Presiding Partner, Ectezus Investment Club

Ectezus Investment Club (“The Club”) was founded in 1957
by a group of progressive African-American professionals in
Richmond, Virginia. The name of the club was derived from the
middle initials of the founding partners. In studying the histo-
ry of Ectezus, The Club has been unable to identify the seven
founding partners — who they were and what brought them
together to start an investment club during a time in our coun-
try’s history that was undergoing social reform and struggles
for social justice.

much of the history was passed down orally and

has been lost with the passage of time. What we
do know is that in 1974 there were 22 partners and in
1984 there were 13. Vernon Williams, presiding partner
in 1988 stated, “hopefully, last year afforded all who
attended, on a regular basis, enjoyable moments of fel-
lowship as well as learning experiences in economics. It
is the combination of both, I feel, that keeps us together
as a club and provides the glue that enables us to main-
tain our relationships.”

Over the years, Ectezus has continued to grow and
evolve. It has instituted an “Invite a Friend Night” for pro-
spective members and to educate guests on the principles
of The Club. In 1997, the governor of the Commonwealth
of Virginia congratulated Ectezus on being a role model
during Black History Month.

In the spirit of many African American traditions,

Updating the Procedures
In 2001, Ectezus overhauled its partnership agreement
and the operation procedures manual. Today, our four
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The name of the club was derived
from the middle initials of the
founding partners.

elder statesmen are members who, based on length of
membership, joined between 1965 and 1970. Oper-
ating as a partnership, there are 15 partners in Ectezus.

The officers of the partnership are presiding partner,
assistant financial partner, treasurer and recording sec-
retary. The partnership meets monthly for a luncheon
meeting at Virginia Union University.

Each partner is assigned a stock that he monitors and
reports annual progress. The standing committees of the
partnership are investment, membership and education.

The investment committee serves as the backbone
of the partnership because it reviews all suggestions
and recommendations for new stocks. The committee
uses the tools from BetterInvesting along with Morn-
ingstar and Value Line as its resources. New partners are
voted into the partnership upon recommendation from
the membership committee.

Our investment strategy is to invest in growth and
income stocks. In 2019 we set a goal of reaching
$500,000 by year’s end. It didn’t look like we were going
to make it because of some partner withdrawals.

Continued on Page 45
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A 2020 Christmas Party. The Financial Femmes are, top row from left to right: Sue Heath,
Becky Dennis, Chris Hull and Sylvia Arakelian. Second row: Mary Weathers, Sally Bradford,
Pat Elian and Susan Kuntzman. Third row: Stacey Sarowski, Judy Gruner, Katie Gritti and

J.J. DeRosier. Bottom: Patty Canning. Coleen Turner was not pictured.

At BINC. Betterinvesting/NAIC co-founder George Nicholson
and his wife, Lib Nicholson, a Financial Femmes co-founder,
with Ronald McDonald at a Betterlnvesting National Con-
vention in the late 1980s. Lib Nicholson was a teacher.

Today’s Financial Femmes Include Family Members, Old School Friends

Linked to NAIC’s Founders, Bound for the Future

by Susan Kuntzman, President, and Sylvia Arakelian, the Financial Femmes

The National Association of Investment Clubs was begun by
Michiganders George Nicholson, Frederick Russell and Thomas
0’Hara in 1951. The Financial Femmes, of Grosse Pointe,
Michigan, one of the earliest women only investment clubs,
was founded by Elizabeth “Lib” Nicholson, the wife the George
Nicholson, and 11 other members of Chapter AO of the P.E.O.
Sisterhood (the Philanthropic Educational Organization) on
March 21, 1957. In 1973, Eleanor Russell, Fred Russell’s wife,
joined the club.

ccording to Lib Nicholson, the club had three
Arules of investing: study and select only those

stocks that meet the buy criteria of a growth
company, invest regularly and reinvest all dividends.
Club “dues” were $10 per member, which was later
changed to allow a member to invest any multiple of
$10. As all records were kept on paper, this made the
treasurer’s job much easier.

At its second meeting the club bought 10 shares of
Hoover Bail and Bearing for $201.25. By the end of the
year, the club had invested nearly $1,500 and their port-
folio held the following:

B Hoover Bail and Bearing, 10 shares for $201.25
B Wrigley, 11 shares for $149.10

® R.C.A., 8 shares for $259.63

B American Natural Gas, 4 shares for $267.00

m Sperry Rand, 14 shares for $318.75
m Stouffer, 10 shares for $122.50
® Olin Mathewson, 3 shares for $125.25

By 1974, the Financial Femmes’ portfolio was valued
at $50,000 and in 1980 the dub was able to celebrate
topping $100,000 for the first time. The club continued
to prosper. Over the years the membership changed as
some dropped out and others joined, however, there
were always between 12 and 15 members.

From the 1990s Into the Millennium

In 1991 the club started using software to keep track of
member shares. In 1993 the three remaining charter
members and two other members resigned. The port-
folio had grown in value to $192,000 with the five
departing members taking over $100,000 with them. In
September 2000, the portfolio reached its highest point
at over $433,000 with 14 members.

Between the years 2003 and 2006 the club lost seven
longtime members and with them two-thirds of the port-
folio. Their shares totaled more than $259,000. It was
during this time the club decided no member’s share
should total more than 20% of the club’s portfolio. When
amember reaches that point, she is asked to take out some
of her profits. A decision was also made to open club
membership to all women, not just P.E.O. members.
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Today, the Financial Femmes
boasts a membership of 14 with a
portfolio worth close to $177,000.
The club has become a more con-
temporary club.

Sylvia Arakelian, a third-genera-
tion member, recalls how the Finan-
cial Femmes was in previous times:
“I remember when my grandmother
and mother were attending meet-
ings. Things were much more formal
and disciplined in those days, and
members stuck to the business of the
meeting. Investment club was not a
social event. Meetings were also held
in the mornings and not evenings as
they are now. Of course, back then
women were not members of the
workforce like they are today.”

The 21st Century

Current president Susan Kuntzman
presides over 2021’s group of women
ranging in age from their early 30s to
mid 70s, who come from a vast array
of professions and enjoy a social envi-
ronment as well as serious investing.
Some are family members while oth-
ers are classmates from as far back as
grade school.

“Many lifelong friendships have
been formed over the years. Attract-
ing members that fit the club’s cul-
ture and are committed to attend-
ing meetings and making money is

something we strive for. We take
attendance, along with encouraging
participation and a genuine interest
in the market and its activity. You
simply must be interested in invest-
ing and collaborating with your col-
leagues, in this area,” she said.

The club rotates among different
members’ homes. As in the begin-
ning, financial contributions must be
in multiples of $10, although account-
ing software makes life easier. Some
traditions are here to stay.

“All and all what sets us apart is
we are very performance based. That
is what drives our decisions to buy
or sell. We look at charts starting at
three months and go out to two
years, taking a close look at the per-
formance as it benchmarks against a
broader index. i.e., the S&P or the
Nasdaq. This is the report card, and
our aim is to be A students,”
Kuntzman said.

The club is not married to the
concept of buy-and-hold investing
and will “dump” a stock that fails to
deliver a “stellar performance” for
the club. The Financial Femmes do
not believe in becoming emotionally
attached to a holding.

“Stocks are not pets. We make
every effort not to speculate or catch
afalling knife. Stocks, like people, have
mood swings. You can’t wish a stock
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to increase in value, performance is
the golden rule. A good buy is for
shoes, not stocks,” Kuntzman said.
The importance of the club is
that it helps women achieve control
of their financial future, she said.
“Wage parity is still an outstanding
issue in the workforce. Women
need to be active and educated in
the financial world even if they do
not directly work out of the home.
Many women find themselves finan-
cially devastated after a divorce or
death of their partner, through no
fault of their own other than they
did not understand the financial
ramifications and how they would
be impacted long term,” she added.
Investment concepts are easy
to learn if you put in the time and
effort, she advises. As a group, how-
ever, they emphasize trying to max-
imize returns in the shortest time
possible while still respecting each
other’s wishes and philosophies.
The goal of each meeting of the
Financial Femmes is to make sure
that everyone’s voice is heard and
the session is fun. Meetings begin
with snacks or pizza. Each person
has a chance to share what’s new
in her life. “There’s nothing like a
grandbaby or new Kkitten to brighten
everyone’s day,” Kuntzman said.
And then, on to stock analysis! B
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THE TYCOONS of 1023 GRAND
INVESTMENT CLUB

Continued from Page 41

done well for us, too, with gains of
over 300% at one point. We’ve also
had fun with stocks that “crash” after
we buy them, and for awhile we had
a slogan, “Buy high, sell low!”

Each member reports on an as-
signed stock three times a year follow-
ing our club’s formal stock reporting
criteria. This reporting member also
reports on a potential new company
to consider. Our advice to any club
going through a down stock market
for the first time is to stick it out. It
gets better!

We meet every month except for
July. Until COVID-19, we held our

meetings in person. We’d have din-
ner at a restaurant with our spouses,
then either stay there for the meeting
if we had a private room, or move
to a member’s home for the meeting
itself.

For now, our meetings are virtual.
Once or twice a year, we invite a finan-
cial planner (someone also involved
in Scouting) to join us and give in-
sight on our portfolio.

Our members have a variety of
careers. Some are retired, and some
are still working. Since we are all
Scouting-related, we have that con-
nection away from the club. Our
members also have a wide variety of
experience in the stock market and
those with a lot of experience assist
those with less. We’re open to new

members and have an active mem-
bership committee that works on
prospects.

With the current size of our port-
folio, we want to like a stock well
enough to invest $50,000 in it. If we
don’t have enough conviction to pur-
chase $50,000, it probably isn’t the
right stock for us. B

Angele McQuade is the author of two
books, including Investment Clubs for
Dummies.

She lives near Bethesda, Maryland,
where she also writes picture books and
novels for children.

If you'd like to be featured in a
future profile, please contact Angele
through her website:

www.angelemcquade.com

ECTEZUS INVESTMENT CLUB
Continued from Page 42

As of Dec. 31, 2019, we reached
$512,335, however. Then going into
2020, we were faced with additional
challenges.

How do we safeguard our port-
folio against some of the following?
m 1. Market corrections
m 2. Fiscal/tax policies
u 3. Economy up/down swings

® 4. Consumer confidence

u 5. International incidents/events
m 6. Election year

m 7. Nonperforming stocks

Still Growing as a Club

Another challenge we faced is a
mature membership. With four
senior members, the possibility of
a member liquidating their share
due to declining health is always
a possibility. To mitigate this risk

and diversify the median age of
Ectezus, we have taken in five new
partners within the last two years.
Thankfully, our senior partners are
active and come to every meet-
ing with loads of questions and
information.

No one could have predicted
COVID-19, however, we feel that our
strategy will get us through what-
ever the market throws at us. B

Please Review Us on Social Media

When you give Betterlnvesting a 5-star review,
it helps to further our mission by letting others
know you found value in our content.

www.Betterinvesting.org/Review

’
wd

Review Us
On Google

L8 8 8 & ¢

Review Us
On Facebook

1 8.8 .8 8 ¢
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Meeting?

These are the |

grandchildren of §
Betterinvesting member
Jenny Wood Shangraw, |+

of Rockford, Michigan.

Left to right are

Josie Shangraw, Owen Sober,
Jack Sober, Myles Ellsworth,
Caleb Sober, Rayna Ellsworth
and Maddie Shangraw.

The kids range in age from &8

2 to 13 years old and

they all live in Michigan.
Each of them own at

least one stock, although &

not necessarily in the ¥

same company. &

Investing Lessons Taught Early May Lead to a Lifetime of Sound Financial Skills

Grandmothers’ Gift: Stocks and a Few Market Tips

by Jan Jeffres, Managing Editor

Maybe the lessons we remember best are the ones we learned
when we were young. Beyond a doubt, the investment that will
show the most profit is the one that will have the most years
to grow — if, of course, the money is placed in a good stock.

Grand Rapids area are hoping other BetterInvesting

members will share their excitement about teach-
ing the youngest members of their families how to
invest by seeding their portfolios with a gift of their first
stock. Perhaps for Christmas, Hanukkah or Kwanzaa, a
birthday or a good report card. Or just because.

By buying stocks for her own grandchildren, Beth
Hamm, the daughter of NAIC/BetterInvesting co-founder
George Nicholson, inspired a fellow member of her Holy
Rollers Stock Club (HRSC) to get some stocks for her
grandkids, too.

In June 2019, Hamm purchased shares of Disney for
her five grandchildren, ages 6 tol3, straight from the
company through its direct reinvestment program.

“When we gave our only grandson his first Disney share
on his eighth birthday, he threw his arms around his mom
when saying goodnight and said, ‘I own Disney!’ I con-
tinue to add to their Disney stock at their birthdays and
Christmas,” Hamm said. “In two years, the kids now
have $1,000 of Disney stock.”

That’s why two Michigan grandmothers from the
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Now they have a head-start on building wealth that
many of us can only envy: “We all wish we had started in-
vesting at a younger age,” she said

The Apple Falls Close to the Tree

A few months later, that fellow Holy Rollers club member,
Jenny Wood Shangraw, who lives in Rockford, Michigan,
decided to make investors out of her seven grandchil-
dren, who now range in age from 2 to 13 years old. The
children all live in Michigan as well.

“They had so much stuff there was nothing left I could
give them. Let’s give them stock,” she said.

Shangraw’s own interest in investing began when she
worked as a librarian at the Grand Rapids Public Library in
the 1970s and her job duties included filing issues of Value
Line. She started her own investment club in the 1990s
but eventually landed in the Holy Rollers with Hamm.
She was keenly aware that the earlier you got into a
sound stock, the longer it has to grow and gain value.

Shangraw decided to create a PowerPoint presenta-
tion (see next page) that would offer a choice of a good
stock that would interest each child and a not-so-good
stock to choose between. She started with two grand-
daughters and with Apple as the good stock.

The children always study stocks based on the
BetterInvesting principles and use the Stock Selection



Guide. She tailors the choice of what
they might study on the SSG to the
individual grandchild.

“The grandsons understand Trac-
tor Supply but the granddaughters
could care less,” Shangraw said.

To purchase the stocks, she set
upcustodial accounts with Charles
Schwab, which allows her to have
the children’s names on the account
with herself as the principal custodian
on the account and the parents as
the secondary. It also allowed her to
purchase fractional shares of stocks.

Shangraw starts her tribe of grand-
children with fractional shares of $50
at Christmas and $100 at their birth-
days. Other brokerages, like Fidelity
and E*TRADE, also offer custodial
accounts.

Let It Grow

Hamm said her oldest son has started
matching her investment for his two
girls so their Disney stock portfolio is
growing faster than anticipated: “He
has also begun thinking about diver-
sifying their one stock portfolio.
That’s what I mean about planting
the seed and letting our members
run with the idea,” she said.

From the Home Office

U There Is a Risk to Buying Stocks Because the

Price Could Go Down.

U We Will Look at Stocks that Have Less Risk and

More Reward.

Kids Study Stocks. This is part of the PowerPoint on stock education that Jenny Wood Shangraw
created for her grandchildren. It will be posted on the Magazine Resources section for May 2021.

One family club founded in 1995
has long used stocks to educate the
younger generation about investing.
The 29-member CBJ Family Invest-
ment Club, based in Salem, Indiana,
with membership in seven states and
Germany, has had a standing tradi-
tion that each grandchild gets a
Disney stock at birth.

The practice was started by their
founders, Claron and Maxine Crow

(see Page 42 in the April issue of
BetterInvesting Magazine.)

Hamm said she would like to see
more BetterInvesting members share
their knowledge of stocks with their
young family members, along with a
share (or fractional share) or two.

“My dad was so about making life
better for people, doing it through
investing and raising people up. This
is just a continuation of that.” B

Go Digital

Read Betterinvesting Magazine on
Your Tablet or Mobile Device

’

N
BETTERINVESTIN

MAGAZINE

TOP 100 COMPANIES

Betterlnvesting members and existing
subscribers can access the digital edition

of Betterlnvesting Magazine at no additional
charge. Just download the appropriate app

T

#_ Available on the Apple

@& App Store

and get your login credentials at
www.betterinvesting.org/digital or
by calling Member Services at 877.275.6242.

Available on the Android

L ] App Store
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investors will find resources for information about programs
in their communities. Megtings provide investment education
for interested individuals of all ages and experience levels.

We've listed each Betterlnvesting chapter along with the chap-
ter's website, contact information and whether the chapter offers:

In this section readers seeking to network with other long-term

NEW — new meetings listed at the chapter website
MC — model club meetings for learning about club
operations and stock selection

CV — club visits during which a chapter volunteer

can answer questions about operations and portfolio
management

$SG — upcoming classes on the Stock Selection Guide and
related stock study forms

SOFT — upcoming seminars on using computers and

CHAPTER CONTACTS

Using This Section

Betterinvesting-related software
TREAS - upcoming classes for club treasurers and those

interested in club accounting

CG - Computer Group

Upcoming Investors Fairs, Educational Fairs, annual meetings
and other major events are listed at the end of this section. For
current details on any meeting, go to the relevant chapter’s

website.

We urge investors to contact the chapter for full details
about any event and to learn of any changes in time or location.

The regional programs described in this section are the heart
of Betterinvesting’s educational effort. Some request a modest fee
to defray costs, while others are free.

Betterlnvesting’s objective is to help people learn about long-
term investing in an atmosphere in which they are free from

pressure to buy anything.

ALABAMA
Alabama/Emerald Coast —
Northeast Alabama

Barb Gierloff

256/582-7718
barb.gierloff@yahoo.com
www.betterinvesting.org/alabama
CG ° CV * NEW - SOFT - TREAS

ARIZONA

Arizona

Madeline Carragher

602/358-8009
contact@arizona.betterinvesting.net
www.betterinvesting.org/arizona

So. Alabama/Emerald Coast
Dr. Frank Sansone
850/474-3581

drfrank1611@gmail.com NEW - CV- MC
www.betterinvesting.org/alabama
CG - CV - MC CALIFORNIA
Channel Islands
Chapter contact:
y(m’nAILaglw:r]:en contact@channelislands.
256/757-5325 betterinvesting.net
fingwersen@gmail.com E%%z}rglru%nd hostess for events/
www.betterinvesting.org/alabama Arla abjcrahe@aol.com o
CG - CV - 556 805/987-2000
www.betterinvesting.org/channel
Central Alabama NEW - MC - CV
Martha Rudd
205/913-2660 Golden West (includes Nevada)
www.betterinvesting.org/alabama Anita Widmayer
CG - CV 657/223-1853
contact@goldenwest.
betterinvesting.net
QLAKSKA www.betterinvesting.org/goldenwest
\aska NEW - MC -SOFT
Tim Janneck
907/346-2792
www.betterinvesting.org/alaska
CG- CV - SSG

48 | Betterlnvesting | May 2021

Contact your local chapter for details such as changes in

time or location. You may also go to the Betterinvesting website
at www.betterinvesting.org and visit My Chapter.

Sacramento Area

Dan 0’Donahue
916/967-9631
djosachi@gmail.com
Model Investment Club
Carol Crosta

916/771-7222
www.betterinvesting.org/sac
MC - CV

San Francisco Bay Area

Vivian Thomas
viviannee@yahoo.com
www.betterinvesting.org/sanfran
NEW - MC

Silicon Valley

Lee Milde, 408/268-4070
contact@silicon.betterinvesting.net
www.betterinvesting.org/silicon
NEW - MC - CV

COLORADO

Rocky Mountain, includes
Northern New Mexico, Utah
and Wyoming

Jane Nelson, 303/665-0287
j.nelson@rmchapter.org
www.betterinvesting.org/
rockymountain

NEW - CV - SSG - SOFT

DISTRICT OF COLUMBIA
D.C. Regional

Kathleen Emmons
kathy@emmonsgroup.com
703/915-2299
www.betterinvesting.org/dcregional
NEW - CV - SSG - MC

FLORIDA

So. Alabama/Emerald Coast
Dr. Frank Sansone
850/474-3581
drfrank1611@gmail.com
www.betterinvesting.org/alabama
CG - CV - MC

South Florida -

Broward/ Charlotte/ Collier/Lee/
Martin/Miami-Dade/Monroe/
Palm Beach/St. Lucie

Barbara Foor Larson, secretary
secretary@
southflorida.betterinvesting.net
lonnie McNeill, vice president
561/352-4967
www.betterinvesting.org/southflorida
NEW - SSG * SOFT

North Florida

Brent Campbell, Chapter President
850/894-2345
President@spacecoast.
betterinvesting.net

Phil Crocker

908/472-0374
www.betterinvesting.org/space


mailto:contact@channelislands.betterinvesting.net
mailto:contact@goldenwest.betterinvesting.net
www.betterinvesting.org/rockymountain
mailto:secretary@southflorida.betterinvesting.net
mailto:president@spacecoast.betterinvesting.net

Sunshine

Dave Yearwood

904/708-2529, call or text
yearwood@aug.com

Barbara Drake, Model Club liason
904/504-4953
bjdrake45@hotmail.com
www.betterinvesting.org/sunshine
NEW - MC

GEORGIA

Georgia

Cynthia McCrary

256/223-3633
mccr102@bellsouth.net
contact@georgia.betterinvesting.net
Facebook: betterinvestinggachapter
ACME Model Club contact:

Larry Reno

770/856-2542

Central GA Model Club contact:
Jim Vandersall

478/714-8167
jvandersall@gmail.com

Facebook: CGMIC
www.betterinvesting.org/georgia
MC - CV

IDAHO

(also see Washington)
Southwest Idaho

Terry Monasterio

208/859-8912
23windy@gmail.com
www.betterinvesting.org/swidaho
CV -SSG-

ILLINOIS

Chicagoland

Information Voice Mail
208/606-0630

Information Email
Chicagolandbi4u@gmail.com
www.betterinvesting.org/chicagoland
NEW - MC

Heart of lllinois

Bobbie Kincaid

309/267-0471

Betty Sinnock, a Beardstown Lady
309/543-4950
contact@heartofillinois.
betterinvesting.net

Model Club: Prairie Investment
Partnership (PIP)
www.betterinvesting.org/hoic
NEW - CV - MC

INDIANA

Central Indiana

Diane Byron, 317/696-0227
dkrbyron@gmail.com

Charles Barker, 317/844-7022
ckbarker@prodigy.net
www.betterinvesting.org/indiana
NEW - MC - CG - CV

OKI Tri-State

Southeastern Indiana
Marty Eckerle
bmeckerle@comcast.net
812/537-0291
www.betterinvesting.org/okitri
NEW - MC - CV

IOWA

Heartland

Nancy Allen
nallen@nheartland.betterinvesting.net
Charlotte Hurley

515/276-9019
www.betterinvesting.org/heartland
NEW - MC - CV

KANSAS/MISSOURI
Kansas City Area

Janice Stonestreet
913/451-0620
www.betterinvesting.org/kansas
NEW - CV -MC - SOFT - TREAS

KENTUCKY

OKI Tri-State

Northern Kentucky

Linda Miller
sciclim@gmail.com
859/360-3311
www.betterinvesting.org/okitri
NEW - MC - CV

Tennessee/Kentucky

Cindy Hansen

tenn797 @gmail.com
www.betterinvesting.org/tenken
cv

LOUISIANA/MISSISSIPPI
LA/MS

Greater New Orleans Area

Kaye Clingan, 601/853-4689
president@lams.betterinvesting.net
www.betterinvesting.org/lams

Greater Baton Rouge Area

Eric Resweber, 225/788-2528
secretary@lams.betterinvesting.net
www.betterinvesting.org/lams

Greater Lafayette Area

Dennis Malcolm, 337/298-1896
contact@lams.betterinvesting.net
www.betterinvesting.org/lams

North Mississippi Area

Joe Farrell, 601/331-8896
contact@lams.betterinvesting.net
www.betterinvesting.org/lams

Chapter Contacts

Mississippi Gulf Coast Area
David Arnold, 601/268-3549
contact@lams.betterinvesting.net
www.betterinvesting.org/lams

MARYLAND

(also see D.C. Chapter)

Maryland
contact@maryland.betterinvesting.net
www.betterinvesting.org/md

NEW - MC - CV - TREAS

MICHIGAN

Mid-Michigan

Includes all counties in the
Lower Peninsula except Wayne,
Oakland, Macomb, Southern

St. Clair, Monroe, Washtenaw
and Livingston

Ken Kavula

810/640-2231
kkavulal@comcast.net
www.betterinvesting.org/midmich
NEW - MC - CV

Southeastern Michigan

Jane Bellaver

248/685-8246
maryjanebe@aol.com
www.betterinvesting.org/semich
NEW - MC - CV

MINNESOTA

Northern Lights

Pam Eilertson, 608/797-1008
www.betterinvesting.org/
northernlights

NEW « MC - CV - SSG - SOFT

MISSOURI

(also see Kansas City)

St. Louis

Fred Tonnies, President
573/864-0707
President@StLouis.
Betterlnvesting.net
www.betterinvesting.org/stlouis
NEW - MC - CV

NEBRASKA

Heartland

Nancy Allen
nallen@heartland.betterinvesting.net
Charlotte Hurley

515/276-9019
www.hetterinvesting.org/heartland
NEW - MC - CV

MEMBERSHIP

NEVADA
See Golden West, California

NEW JERSEY

(also see Pennsylvania)

New Jersey

Pam Deisher, pdeish@gmail.com
Carla Krasnick, 856/235-0813
www.bgtterinvesting.org/newjersey
NEW - MC - SSG - CV

NEW MEXICO
Northern, see Colorado,
Rocky Mountain

NORTH CAROLINA
North Carolina,

includes S.W. Virginia

Terry Gilbert
president@northcarolina.
betterinvesting.net
contact@northcarolina.
betterinvesting.net
www.betterinvesting.org/ncarolina
NEW - MC -CV

OHIO

Northeast Ohio - Cleveland
Aire Roche

216/291-2207
www.bgtterinvesting.org/neohio
NEW - MC - CV

Northeast Ohio — Akron
Louise Gregory
330/666-8513

NEW - MC - CV

Northwest Buckeye

Jane Sullivan

419/841-6196
janesull@gmail.com

Marilyn Adams

419/865-6061
www.betterinvesting.org/nwohio
NEW

OKI Tri-State

Cincinnati

Mary Thomas
mcthomasp@fuse.net
www.betterinvesting.org/okitri
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OHIO, CONT'D.
Columbus

Dianne Jordan
dijord00@aol.com

Dayton

Gene Senter
937/256-7858
emiddle42@aol.com

Northern Kentucky
Linda Miller
scicllm@gmail.com
859/360-3311

Southeastern Indiana
Marty Eckerle
bmeckerle@comcast.net
812/537-0291
www.betterinvesting.org/okitri
NEW - MC - CV

OKLAHOMA

Oklahoma

Carol Clemens

405/348-8681
carcleme4@aol.com

Joe Whitaker

405/478-7990
www.betterinvesting.org/oklahoma
NEW - CV - SSG

OREGON

(also see Washington)

Portland

John Radford

503/490-7296
contact@portland.betterinvesting.net
www.betterinvesting.org/portiand
NEW - MC - CV

MEMBERSHIP | Chapter Contacts

PENNSYLVANIA

Central Pennsylvania

Bruce Kennedy
president@centpenn.
betterinvesting.net
www.betterinvesting.org/centpenn
MC - SOFT  TREAS  CV - NEW - SSG

Philadelphia Area

Gloria Mankonen

215/796-1214
contact@philly.betterinvesting.net
www.betterinvesting.org/philly
NEW - MC - CV - SSG

Pittsburgh

Larry Robinson
412/461-7120
Ic_robinson@comcast.net
www.betterinvesting.org/pgh
MC - CV - CG

State College Area
John and Donna Diercks
814/234-8775
dmhdiercks@aol.com
MC - CV

SOUTH CAROLINA
South Carolina

Allan Steinkuhl
812/204-6274
contact@southcarolina.
betterinvesting.net
www_.betterinvesting.org/sc

SOUTH DAKOTA
Heartland (Sioux Empire)

Nancy Allen
nallen@nheartland.betterinvesting.net
Charlotte Hurley

515/276-9019
www.betterinvesting.org/heartland
NEW - MC - CV

TENNESSEE
Tennessee/Kentucky

Cindy Hansen

tenn797 @gmail.com
www.betterinvesting.org/tenken
cv

TEXAS

North Texas

Dave Swierenga

214/509-9931
contact@northtexas.
betterinvesting.net
www.betterinvesting.org/northtexas
NEW - MC - CV - SOFT

Houston

Jerry Pillans

281/984-7306
gpillans@comcast.net
www.betterinvesting.org/houston
MC - CV

West Texas — Lubbock
Richard Mills

806/786-3875
richardmills@suddenlink.net
www.betterinvesting.org/westtex
NEW - MC - CV

UTAH
See Colorado, Rocky Mountain

VIRGINIA

S.W. Virginia

see North Carolina
www.betterinvesting.org/ncarolina
H]

D.C. Chapter
www.betterinvesting.org/dcregional
NEW - MC

WASHINGTON
Inland Empire

Paula Riccelli
contact@inlandempire.
betterinvesting.net
Megan McKinlay
509/327-1848
president@inlandempire.
betterinvesting.net
www.betterinvesting.org/
inlandempire

NEW - MC - CV

Puget Sound

Class Hotline, 206/935-0861
contact@puget.betterinvesting.net
www.betterinvesting.org/puget
NEW - MC - CV - SSG

WISCONSIN

Wisconsin

Michele Rinka

414/616-1086
michele.rinka@gmail.com
contact@
wisconsin.betterinvesting.net
www.betterinvesting.org/wisconsin
NEW - CV - SOFT

WYOMING
See Colorado, Rocky Mountain

Betterinvesting’s Online Chapter offers support both to members and clubs without
a local chapter and to the public. The chapter’s leadership provides a variety of
high-quality programming and support.

The leadership of the Online Chapter is Jane Chatterjee, Chair; Dan Perlman, President;
Hany Michael, Executive Vice President; Susanne Koster, Secretary; Cliff Trent,
W Treasurer; Howard Johnson, VP-Club Support; Jie Eagleson, VP-Communications;

Joe Farrell, VP-Model Clubs and Visit-A-Club; Saul Seinberg, VP—Education;

Linda Hunt, VP-Qutreach Programs; Susanne Koster, Director of Satellite Operations.
Visit the Online Chapter at www.betterinvesting.org/online
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Annual Meetings

Investor Events

ANNUAL MEETINGS

IDAHO, MONTANA, OREGON,
WASHINGTON

Inland Empire

3 p.m.—-5p.m., May 5

Online

Board and Annual Chapter Meeting and Elec-
tion. The opening portion of our May IEC-BI
board meeting will be the chapter's Annual
Meeting. All chapter members are cordially
invited to attend and help elect board mem-
bers for the coming year. Visitors welcome.
Registration at website below. Cost: free.
Contact: Megan McKinlay, president, 509/327-
1848 or email president@inlandempire.
betterinvesting.net.
www.betterinvesting.org/inlandempire

OKLAHOMA
Oklahoma
9:30 am. -4 p.m., July 10

Online

Elections, Annual Meeting and Planning
Meeting. Electdirectorsandassociate directors
for one-year term during a half-hour meeting.
The remainder of the session is a planning
meeting. Give us your input as to what topics
you’d like us to offer in our upcoming webi-
nars (survey at end). Registration at website
below. Cost: free. Contacts: Irene at ijondahl@
oklahoma.betterinvesting.net or Beverly at
contact@oklahoma.betterinvesting.net.
www.betterinvesting.org/oklahoma

TEXAS

Houston

7:30 p.m. — 8:45 p.m., June 21

Online

Annual Meeting and Election. To elect volun-
teer directors, celebrate club anniversaries and
Let’s Talk Stocks program where model club

members will present two stocks. Cost: free.
Registration information to come. See website
below for future information.
www.betterinvesting.org/houston

TEXAS

West Texas

9 a.m. — noon, May 12

Online

Annual Meeting and Election. Election of chap-
ter directors. There will be an educational event
and recognition of the anniversaries of local
investment clubs. Doug Gerlach will be pre-
senting our educational program. Invite your
friends and join us online for this event with
door prizes. Register at the website below.
Cost: free. Scroll to the 2021 Annual Meeting
and click the registration button.
www.betterinvesting.org/westtex

INVESTOR EVENTS

ALASKA

Alaska

4:30 p.m. = 5:30 p.m., April 29

Online

Stock Investing Made Easy, Part 2: How
Can | Be Sure? The Stock Selection Guide
helps guide our judgments by focusing on what
really matters in evaluating the quality and value
of potential stock investments. We can be more
confident about our SSG judgments using
outside sources. In this session, guest speaker
Cy Lynch will explore ways we can use these
sources to verify and validate our judgments,
identify red flags in stocks we are studying
and find stocks to study. Register at website
below. Cost: free. Contact: president@alaska.
betterinvesting.net.
www.betterinvesting.org/alaska

CALIFORNIA

San Francisco Bay Area

2 p.m.— 4 p.m., April 20

Online

Dividend Investing for Beginners. Dividend
investing is a slow and steady way of growing
your wealth. We will review resources to find
other dividend paying stocks, compare two
blue chip companies that have raised their div-
idends and review how automatic reinvesting
affects dividends. This class is offered by the
San Francisco Public Library. It's presented by
Harriet Chan, director and teacher of the San
Francisco Bay Area Chapter of Betterlnvesting.
Register at website below. Cost: free. Contact:
contact@sanfran.betterinvesting.net.
www.betterinvesting.org/sanfran

OHIO

Northeast Ohio

10 a.m. — noon, April 17
Online

Two Timely Investment Classes by Doug
Gerlach. With vaccines on the way, how
might the stock market perform through 20217
Session One — Common Pitfalls Investors
Should Avoid. What are you doing with your
overvalued stocks? The market is at an all-
time high, so there’s no better time to leamn
signs of underperformers or identify companies
with declining fundamentals before the price
declines! Session 2 — The Smartest Moves
Investors Might Make Now! Hear about inter-
esting stocks to consider in today’s COVID-19
environment. Understand the outlook for the
economy and market for 2021. Register at
website below. Cost: $20. Contact: Kathleen
Richards by email at:
Kathleen-richards@neo.rr.com.
www.betterinvesting.org/neohio

OHIO

Northeast Ohio

10 a.m. - 11 a.m., June 26
Online

The Power of Quarterly Graphs: Trends
Are Our Friends. Learn the early signs of a
stock’s decline. Take corrective action before
the price falls! Learn early signs of a stock’s
decline on the “Torpedo” Pretax Profit Graph.
Search for profit margin stability on the “Steady
Eddie” Graph. Speaker: Kathleen Richards is
on the board of directors of the Northeast Ohio
Chapter. She is president of the Cleveland BI

Model Investment Club. Register at the website
below. Cost: $10.

Contact: Kathleen Richards by email at
Kathleen-richards@neo.Ir.com.
www.betterinvesting.org/neohio

PENNSYLVANIA

Philadelphia

10 a.m. — noon, April 24

Online

Celebrating Financial Literacy Month. Learn
how to plan your financial future and get com-
fortable with investing. Utilize the Free Library of
Philadelphia resource tools such as Morningstar
and Value Line in your investment journey. Open
to the general public. Register at the website
below. Cost: free. Contact: Gloria Mankonen,
215/796-1214 or email contact@
philly.betterinvesting.net.
www.betterinvesting.org/philly

PENNSYLVANIA

Philadelphia

9am.- 3p.m, June 19

Online or if conditions permit in-person at
Giant Community Center at Willow Grove
Super Giant Food Store

315 York Road, Willow Grove

Stock Investing Using Fundamental Analysis
(8SG). Covering the basics of investing, the
Betterinvesting philosophy and an introduction
to the online Stock Selection Guide platform
Register at the website below. Cost: $15.
Contact: Gloria Mankonen, 215/796-1214 or
email contact@philly.betterinvesting.net.
www.betterinvesting.org/philly
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Reviewing Stock to Study, Undervalued Selections

Hologic, Inc.; International Business Machines Gorporation

by Kevin Lamiman, Contributing Editor

STOCK TO STUDY

UNDERVALUED

Hologic, Inc.

Ticker: HOLX

Company description: Hologic manufactures propri-
etary products for women'’s health care. The compa-
ny operates in five segments: breast health (17.8% of
total revenues for fiscal 2020), diagnostics (54.9%),
GYN surgical (9.9%) and skeletal health (1.5%).
Services and other sources accounted for 14.6%.
The company traditionally focused on breast health,
but the 2012 acquisition of Gen-Probe put greater
emphasis on commercial diagnostics. The U.S. ac-
counted for the largest portion of total revenues
(75.3%), followed by Europe (15.5%).

Price at time of selection: $35.95

High price during past five years: $85.00

Closing price 5 years later: $70.41

Total return at 5-year price (including dividends): 102.6%
S&P 500 5-year total return: 88.4%

Value Line long-term earnings growth estimate

when featured: 24.5%

Consensus long-term earnings growth estimate

when featured: 8.5%

Five-year sales growth rate: 6.9%

Five-year EPS growth rate: (41.1%)

Five-year pretax profit on sales: 16.3%

Five-year return on equity: 29.7%

Comment: The increased influence of Carl Icahn and
other activist investors led to appointment of a new
CEO and other management changes five years ago.
The streamlining of operations was also a factor cited
in Hologic’s Stock to Study selection for May 2016. Its
102.6% five-year total return slightly exceeded the
Stock to Study goal of a doubling within that span.

To ensure faster service, please have the following information
ready: Betterlnvesting Membership Number (on your Betterinvesting
Magazine mailing label).

Then the extension
for a specific
employee

For the Employee
Directory

For Membership
and Subscription
Services

International Business Machines Corporation
Ticker: IBM

Company description: IBM addresses nearly every aspect
of enterprises’ IT needs. It provides business services
(22.0% of fiscal 2020 revenue), software (31.8%),
IT services (35.1%), hardware (9.5%) and financing
(1.5%). Operating in 175 countries, IBM has 80,000
business partners servicing 5,200 clients: 95% of all
Fortune 500 companies. IBM’s B2B impact is substan-
tial; IBM manages 90% of credit card transactions glob-
ally and 50% of all wireless connections worldwide.
Price at time of selection: $132.76

High price during past 18 months: $158.75

Closing price 18 months later: $120.11

Total return at 18-month price (including dividends):
(3.9%)

S&P 500 18-month total return: 28.9%

Value Line long-term earnings growth estimate

when featured: 2.0%.

Consensus long-term earnings growth estimate

when featured: 2.2%.

Most recent quarter sales growth: (6.5%)

Most recent quarter EPS growth: (65.7%)

Comment: IBM’s push into hybrid cloud computing
was one of the chief reasons it was chosen as the
Undervalued Company for November 2019. The cam-
paign included IBM’s July 2019 purchase of cloud
computing provider Red Hat, its largest acquisition.
The goal for an Undervalued Company is a 20% total
return over an 18- to 24-month period. The stock’s
total return of (3.9%) fell short of that mark. No invest-
ment recommendations are intended. The author
doesn’t directly bold shares in these stocks. R
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Are You Utilizing Everything Included
With Your Membership?

B Finding high-quality growth companies with First Cut
Stock Reports?

B Looking at the Most Active Stock list or downloading
completed stock screens to find great stocks?

B Using our powerful online tools that make it easy to find,
analyze and compare quality growth stocks?

W Visiting the in-depth and growing learning center with resources
for both beginning and experienced investors?

Learn more about your member benefits at www.Betterinvesting.org/Features
Not a member yet? Learn more at www.Betterlnvesting.org/Why

Our Latest mylICLUB.com BmylCLUB == - e
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Based on user feedback, ICLUBcentral is constantly adding features e e (R ek
and functionality to mylCLUB.com, helping it to become the most oy e M b
popular investment club accounting program in use today. Our latest el Lot SR e ey
addition is the Member Payment & Fees Report, which provides I o i B i b

a quick overview of who has - and who hasn’'t — made their member
payments or paid their required fees to the club for any period.

This is a handy tool for club treasurers to keep at their fingertips, especially when trying to keep everyone current
with their obligations to the club. It's just one of 43 reports and graphs that are available to all of the members of a
mylCLUB.com investment club.

It's time your investment club switched to mylCLUB.com.

Try our free 45-day trial and get your two free e-books filled
with tips for using mylCLUB.com m myICLUB

FREE 45-DAY TRIAL
SWITCH OR JOIN TODAY AT

ﬁ www.myIlCLUB.com



www.myiclub.com
www.myiclub.com

informer

Claim Your Spot

Just announced - SmallCap Informer will be closing to
new subscribers.

Subscriptions to the market-beating SmallCap Informer (SCI) newsletter will be
capped at 1,500 to improve subscriber experience and maintain the newsletter’s
exclusive nature. This should ensure that subscribers do not have to worry about
the market already reacting to the news published in SCI before subscribers have a
chance to act. Subscribe today before the limit is reached!

www.smallcapinformer.com/get/bi






