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1. SSGs

a. SSG - Does not need to be perfect
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SSG - Does not need to be perfect

Jul-5   From: Lowell Herr   To: All


As I was updating some stocks this morning, I was also going over the SSGs for these stocks. Updating SSGs is a fast process as I don't need to complete the "perfect" SSG. Of course, there is no such thing as a perfect SSG as no one can foretell the future. The reason the SSG does not need to be perfect is due to the many other sources we now have available for stock analysis.

1) I compare my sales and earnings projections vs. those shown on Manifest Investing. Then I understate those percentages, knowing there is a high probability the stock will not meet lofty expectations.

2) Take $tock also provides very conservative guidance and that software is showing up as a positive force based on the ICLWager Portfolio.

3) Morningstar is another source one can use as a buying guide.

4) MSN is another reference one can use to test SSG judgments.

5) Then we have the technical indicators such as the PnF charts as well as Stock Charts.

All these resources, plus others not mentioned, make it less necessary to come up the the "perfect" SSG.

Lowell Herr

____________________________________

Jul-5   From: Dan Hess   To: Timm Scalf
Timm, I use this for both sales and earnings. If the numbers differ, I take the lowest value and apply it to both values. I am of the same thought that EPS will follow sales over the long run.

 In fairness I believe I pick this up from reading some of Dan Hess comments on PE contraction.

 

Most would agree EPS will follow sales over the long run. But in the long run we all will be dead. (g) I believe there are situations where EPS will grow faster than sales. There are several factors that can cause this to happen for a considerable period. I try to look at the history and see if EPS has been growing faster than sales. If so I try to find out how this occurred and then see if it seems likely to continue to occur. A common way for this to happen is for a company with good profit margin, reasonable CAPX requirements, a reasonable stock option plan along with good free cash flow, to use the FCF to buy back shares.

 

Generally companies that can grow EPS faster than sales have what I view as desirable attributes. They likely have sound management, above average profit margins, low capital requirements, low or no debt, and high free cash flow. I prefer companies with these attributes I guess partly because they are able to grow EPS faster than sales.

 

I also check this using the Preferred Procedure using Toolkit to see if this makes sense. One can alos use the Manifest Investing numbers but this requires a bit more effort since the EPS growth rate has to be calcualted manually by the user.

 

I know many advocate keeping EPS growth no greater than sales growth and my advice is if it works for you stick with it. 

 Dan Hess

____________________________________
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Jul-6   From: Jim Thomas   To: All

Does anyone think the SSG (or ManifestInvesting) is trying to forecast the future with precision? I don't.

The SSG estimates an optimistic scenario (up-side) and a pessimistic scenario (down-side) with the idea being that reality should often fall somewhere in between. ManifestInvesting estimates a single "middle of the road" scenario, but does not (IMO) suggest that the estimate will often turn out to be accurate.

My understand of the idea behind both the SSG and ManifestInvesting is that companies with better scenarios (but not *too* good) should turn out, more often than not, to be better investments. I don't think either methodology suggests that a stock with an estimated potential for Total Return (SSG) or PAR (ManifestInvesting) of X%, if held for five years, would often result in an actual annualized return particularly close to X%.

 

