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Tonight’s Agenda

• Introduce the Growth 
Investing strategy
– Growth Grade & G-Score
– Addition criteria
– Deletion criteria

• Growth Investing & AAII’s 
other portfolios
– Shadow Stocks
– Dividend Investing
– Stock Superstars Report
– VMQ Stocks

• Overview of the Growth 
Investing website
– Sneak peak of the Growth 

Investing portfolio
– Growth Ideas
– Analyzing stocks using the 

Growth Analyzer
• Q & A session
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Why Growth Now?

• In AAII annual surveys, roughly 50% of members say 
that “growth” is their preferred investment strategy

• Filling a hole in AAII’s premium portfolio stable
• Historically, especially over the long term, growth 

underperforms other strategies, especially value
– Led me to see if I could create a growth investment approach 

that can do growth investing “the right way”
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Why Growth Now?

• No matter if “growth” or “value” is performing better, there 
always seem to be compelling investment opportunities 
throughout the market cycle for both styles
– The key is to find a reasoned approach that resonates with you and 

that you can follow in a disciplined way
• My goal was to find a growth investing approach that 

overcame the shortfalls of many growth-oriented approaches
– Avoid the highest growth on an absolute basis

• Look for consistent, sustainable growth
– History of profitability and cash flow generation
– Fundamental factors that indicate “quality growth” going forward
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Is Growth Investing Right For You?

• This portfolio is geared 
towards investing looking 
for capital appreciation 
versus dividend income
– Any dividend income 

generated is incidental

• True portfolio 
diversification spans not 
only sectors and 
industries, not investment 
“styles” as well
– If you are looking for a 

“growth” component to your 
stock holdings, this portfolio 
is intended to fit that need

• However, this is a 
concentrated portfolio
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Growth Investing Strategy

• Cornerstone Elements
– Growth Grade

• Reward companies with strong and sustainable growth, not the 
highest absolute growth

• Higher grades, too, for a history of annual positive cash from 
operations and year-over-year sales growth

– Mohanram’s G-Score
• An eight-factor model using financial statement analysis for 

analyzing growth companies
• A means of evaluating the “quality” of a company’s growth 

prospects by looking at elements of profitability, operating 
stability and accounting conservatism
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Growth Investing Selection Criteria

• G-Score of 7 or 8
• Growth Grade of A (score of 81 or higher)
• Quality Grade of A or B (score of 61 or higher)
• Positive year-over-year sales growth for the latest 

quarter
• Positive trailing cash from operations
• Minimum market cap and liquidity requirements
• Up-to-date SEC filings
• Exclude OTC stocks, REITs, Russian and Chinese firms
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Where Are Earnings?

• Look at earnings stability as part of G-Score
• A company needs to produce top-line growth to grow earnings
• “Profitable” companies can still go bankrupt if they don’t 

generate sufficient cash
• Earnings are an accounting measure impacted by 

management decisions
• Analysts aren’t the most reliable

– David Dreman suggests that only 1 in 4 analysts can correctly 
estimate future fundamentals within 5 percentage points

• Dreman suggests only 1 in 4 analysts are able to correctly estimate the 
future fundamentals within five percentage points. 
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What About Valuation?

• The stocks in the Growth 
Investing portfolio are not 
“GARP” stocks

• The expectations for these 
companies are high, which 
are warranted based on 
their track record of 
consistent growth, cash 
flows and quality
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When to Sell

• G-Score falls to 2 or lower (from 7+)
• Growth Grade falls to D or lower (score below 41, from 81+)
• Quality Grade falls to F (score below 21, from 61+)
• Negative year-over-year sales growth for four consecutive 

quarters
• Five-year sales growth falls to bottom 20% of stock universe
• Trailing cash from operations turns negative
• After being held for three years, stock has underperformed 

the benchmark
– iShares Core S&P 500 ETF (IVV)
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Investing Across AAII’s Model Portfolios

• Shadow Stocks
– Deep value (low P/B)
– Micro-cap

• Dividend Investing
– Low/reasonable valuations
– History of earnings & 

dividend growth
– Positive free cash flow

• Stock Superstars Report
– Style diversification using 

distinct approaches from 4 
Wall Street gurus

• VMQ Stocks
– Factor investing
– Low valuations
– Strong price momentum
– Underlying quality
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Growth Investing Website
growth.aaii.com

• Current Growth Investing Portfolio
• Ideas List
• Growth Analyzer
• Portfolio Addition & Deletion Alerts
• Analyst Insights articles
• User “How To” Materials
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Growth Analyzer
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A+ Quality Grade
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A+ Value Grade



21

Learn More About the 
Growth Investing Approach

• AAII Growth Grade
– October 2022 issue of the 

AAII Journal
– https://www.aaii.com/journ

al/article/21690-uncovering-
consistent--sustainable-
growth-with-the-revised-
growth-grade

• Mohanram’s G-Score
– September 2022 issue of the 

AAII Journal
– https://www.aaii.com/journ

al/article/20261-
segmenting-growth-stocks-
with-the-g-score
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https://invest.aaii.com/growth-investing-97-members/
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Questions?


