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e What lead us here? e Mid-Year Review

e Introducing the AAII e Overview of the Growth
Growth Investing Strategy Investing website
- Growth Grade & G-Score - Growth Ideas

e Building & managing a - Growth Analyzer tool
portfolio of Growth e Q&A session

Investing stocks

e Where Growth Investing
fits among AAII’s other
model portfolios —




Why Growth Now?

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

e Filling a hole in AAII's premium portfolio stable

e Is there a better way to select “growth” stocks?
- Historically, especially over the long term, growth underperforms
other strategies, especially value
- But growth is often defined from an “academic” viewpoint,
usually high price-to-book (P/B)
- So, I set out to see if I could create an approach to do growth
investing “the right way”

Why Growth Now?

e 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

e My goal was to find a growth investing approach that
overcomes 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
- Have a long-term investment horizon that offsets the impact of high
current valuations




Highest Growth Usually Doesn’t Mean
Highest Performance

Cumulative Sales Growth 5y (Backtested Results)
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Growth Investing Strategy

e Cornerstone Element

- Growth Grade
e Reward companies with strong and sustainable growth, not the
highest absolute growth
e Higher grades, too, for a history of annual positive cash from
operations and year-over-year sales growth




Consistent Growth Is a Winner

Year-Over-Year Sales Growth Composite (Backtested Results)

»GS: Sales Increases Score 80 Median === GS: Sales Increases Score 60 Median

‘e GS: Sales Increases Score 100 Median
e GS: Sales Increases Score 40 Median GS: Sales Increases Score 20 Median === GS: Sales Increases Score 0 Median
200.00%

150.00%

100.00%

50.00%

0.00%

(50.00%)

(100.00%)

(150.00%)

1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022

As Is Consistent Cash Generation

Annual Positive CFO Composite (Backtested Results)
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New Growth Grade (Backtested Results)
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A+ Stock Evaluator Growth Grade for
HubSpot (HUBS)

Growth Grade:
I N
e s [ st
48

Sales Growth 5yr Ann'l 357% 9.2%

Sales Increases YoY Last 5 yrs 86 50f5 30of5

Cash from Operations Ann'l Positive Last 5 yrs 64 50f5 30of5

HUBS 5-year sales growth ranks in the 89t percentile




Growth Investing Strategy

e Cornerstone Element
- 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

G-Score Tests

e Profitability e Accounting Conservatism
- ROA > Industry - R&D Intensity > Industry
- Cash Flow ROA > Industry — CAPEX Intensity > Industry
- Operating Cash > Net - Adverting Expenditure
Income Intensity > Industry

e Earnings Stability
- Earnings Variability <
Industry

- Sales Growth Variability <
Industry




Higher G-Score, Better Performance

Cumulative G-Score (Backtested Results)
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Learn More About the
Growth Investing Approach

e AAII Growth Grade e Mohanram’s G-Score
- October 2022 issue of the - September 2022 issue of the
AAII Journal AAII Journal
- https://www.aaii.com/journ - https://www.aaii.com/journ
al/article/21690-uncovering- al/article/20261-
consistent--sustainable- segmenting-growth-stocks-
growth-with-the-revised- with-the-g-score

growth-grade




A+ Quality Grade

Quality Grade:

g
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Return on Assets (ROA) 93 15.9% 23%
Return on Invested Capital (ROIC) 81 488% 18.9%
Gross Income to Assets 79 40.8% 228%
Buyback Yield 8 (40.6%) 0.4%

Change in Total Liabilities to Assets 26 10.2% 32%
Accruals to Assets 62 (5.2%) 2.7%

Z Double Prime Bankruptcy Risk (Z) Score 59 541 5.35

F-Score 53 4 4

The Quality Grade is the percentile rank of the average of the percentile ranks of the return on assets (ROA), return on invested capital (ROIC),
gross profit relative to assets, buyback yield, change in total liabilities to assets, accruals, Z Double Prime bankruptcy risk (Z) score and F-Score.
The score is variable, meaning it can consider all eight measures or, should any of the eight measures not be valid, the remaining measures that
are valid. To be assigned a Quality Score, stocks must have a valid (non-null) measure and corresponding ranking for at least four of the eight
quality measures.

The Quality Score is used to assess the “quality” of a particular stock. A higher quality stock possesses traits associated with upside potential and
reduced downside risk.

Stocks receive better grades (higher scores) for having higher scores for the quality sub-components and worse grades (lower scores) for lower
scores for the sub-components.

HSY has a quality score of 73, which is Strong.

Cumulative Growth of Quality Grade Groups (Backtested Results)
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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

e Exclude OTC stocks, REITs, Russian and Chinese firms

Intersection of High-Quality Companies
With Top G-Scores & Growth Grades
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AAll.com Home Insights Portfolio

Tesla Inc (TSLA) [aisuyromeis

Grade History

AAIl Growth Investing
Report Card $274.430-2.11(-0.76%)

G-Score Growth Grade Bid: 27488 x 600  Ask: 274.95 x 4100

July 7, 2023 4:00 PM ET  Volume: 113,879,174

After Hours: $274.95 0.52 (0.19%) July 7, 2023 7:59 PM ET  Volume: 1,333,278

Detailed Quote

Last 274.43 Volume 113.88m
OLe $Chg 21 % Chg -0.76%
S Open 278.43 Prev.Close  276.54
G-Score Factor Tests High 280.78 Low 27377
Bid 274.88 Ask 274.95

Profitability & Cash Flow Bid Size 600 Ask Size 4100
@ Return on Assets Beta 204301 VWAP 277.41704
ear High 31467 Year Low 10181

© Cash Flow ROA Market Cap  869.81b Total Sha 317b
@ Accruals PB Ratio 18.138 Shares Out 3.17b
EPS 725 PE Ratio 74.10

Business Variability 1d 5d im  3m  6m 1y Sy Exchange NGS

0 Earnings Variability,

@ Sales Growth Variability Company Description

Sector: Consumer Cyclicals Tesla, Inc. designs, develops, manufactures, sells and leases
fully electric vehicles and energy generation and storage systems, and offer services

© R&D Intensity related to its products. The Company's automotive segment includes the design,
development, manufacturing, sales, and leasing of electric vehicles as well as sales of
automotive regulatory credits. Additionally, the automotive segment is also comprised of
(] Advertising Intensity, services and other, which includes non-warranty after-sales vehicle services, sales of used

vehicles, retail merchandise, sales by its acquired subsidiaries to third party customers, and
vehicle insurance. Its enerav aeneration and storaae seament include the desian v

Accounting Conservatism

© Capex Intensity,

What About Earnings?

e Earnings stability is examined as part of G-Score

e A company needs to produce top-line growth to grow earnings

¢ "Profitable” companies can still go bankrupt if they don't
generate sufficient cash

e Earnings are an accounting measure impacted by
management decisions

e Analysts aren’t the most reliable at forecasting earnings
- David Dreman suggests that only 1 in 4 analysts can correctly

estimate future fundamentals within 5 percentage points
e Management guidance is incorrect roughly 70% of the time




Strong Growth Potential = High Valuation
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The stocks in the Growth Investing

portfolio are not "GARP” stocks

Most Growth Investing stocks trade at
high price multiples
— Multiples are a function of the market’s
expectations of the stock’s prospects
- The expectations for these companies are
high, which are warranted based on their
track record of consistent growth, cash
flows and quality
In the near-term, reversion to the mean
may be a headwind, but the longer your
investing time horizon, the less impactful
valuations become

Top-Line Growth the Long-Run Driver of Stock Performance
Sources of Total Shareholder Return of Top-Quartile Performers
S&P 500 (1990-2009); BCG Analysis & Morgan Stanley Research
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Building A Growth Investing Portfolio

e For sufficient diversification, look to invest in at least 10
Growth Investing Stocks
- Invest equal dollar amounts

e Look to “currently qualifies” from current portfolio holdings

e Take note of holdings are on “probation”

e Ideas list covers stocks that currently meet the minimum
requirements but are not in the Growth Investing tracking

portfolio

- Updated daily

- No guarantee that these stocks will end up in the tracking portfolio, so
you are responsible for identifying when to sell

Ticker & Company ¢
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When to Sell

e G-Score falls to 2 or lower (from 7+)

e Growth Grade falls to D or lower (score below 41, from
81+)

e Quality Grade falls to F (score below 21, from 61+)

e Negative year-over-year sales growth for four
consecutive quarters

e Negative trailing 12-month cash from operations

o After being held for three years, stock has
underperformed the benchmark

- iShares Core S&P 500 ETF (IVV)

Is Growth Investing Right For You?

e This portfolio is geared e True portfolio
towards investing for diversification spans not
capital appreciation only sectors and

industries but

versus dividend income X o "
investment “styles” as

- Any dividend income

i well
generated is incidental .
T - If you are looking for a
- Initial investment of “growth” component to
$81,230.57 has generated your stock holdings, this
dividends of $266.03 and portfolio is intended to fit
interest of $20.63 through that need
6/30/2023 - However, this is a

concentrated portfolio




Sector Diversification Size Diversification
Basic Materials
Consumer Cyclical 19.1%
Financial Services 3.9%
Real Estate
Communications Services -
Energy -
ndustrials 4.3%
Technology 55.7%
Consumer Defensive 43% B Leroecap
Healthcare 12.9% . Mid-Cap
Utilities Small-Cap
Micro-Cap i1

Style Diversification Across
AAII’'s Model Portfolios

e Shadow Stocks e Dividend Investing
- D_eep value (low P/B) - Low/reasonable valuations
— Micro-cap — History of earnings &
e Stock Superstars Report dividend growth
- Style diversification using - Positive free cash flow
distinct approaches from 4
Wall Street gurus ¢ VMQ Stocks
e O’Neil: price momentum, growth - Factor investing
e Dreman: Deep Value, Dividends e Low valuations
e O'Shaughnessy: Value, Earning e Strong price momentum

Quality, Financial Strength
e Neff: GARP

e Underlying quality




Mid-Year Review

Growth Investing 2023 Performance

e Through June 30, 2023, the Growth Investing portfolio
gained 24.7% YTD versus 16.9% total return for the
iShares Core S&P 500 ETF (IVV)

e Top Performers YTD
- HubSpot Inc. (HUBS) +84.0%

- Amazon.com Inc. (AMZN) +55.2%
- Chipotle Mexican Grill (CMG) +54.2%

e Weakest

— Sirius XM Holdings (SIRI) —21.7%




2023 Sector/Factor Performance

e Top/Bottom S&P 500 e Top/Bottom Factor

Sectors YTD Indexes YTD

- Information Technology - High Beta +23.2%
+42.8% - Growth +21.3%

- Communication Services - Quality +15.7%
+36.2% _ _ - Low Volatility —0.5%

— Consumer Discretionary ~ Low Volatility High Dividend
+33.10/0 _3.50/0

~ Energy —5.5% ~ High Dividend —4.1%

- Utilities —5.7%

Growth Investing Portfolio Composition

e Technology 55.7% e Consumer Non-Cyclical
- ~50% at inception 4.3%

e Consumer Cyclicals 18.9% - ~5.0% at inception
- ~20.0% at inception e Industrials 4.1%

e Healthcare 12.8% - ~5.0% at inception
- ~15.0% at inception e Financials 3.8%

- ~5.0% at inception
e Cash ~0.4%

Data as of 6/30/2022; TRBC sector
classifications from Refinitiv




Since Inception Performance

e Since inception on October 26, 2022, the Growth
Investing portfolio gained 25.4% through June 30, 2023,
versus a 17.6% total return for the IVV ETF

e Top Performers Since Inception

- HubSpot Inc. (HUBS) +92.3%
- Adobe Systems (ADBE) +63.3%
- ASML Holding (ASML) +51.4%
e Weakest
- STAAR Surgical (STAA) —27.3%
- Sirius XM Holdings (SIRI) —26.9% —

Looking Ahead

e The market environment this year has defied conventional thinking
- Rising interest rates haven't hurt growth stocks
— As of the close on 7/12, there was an 80% chance that short-term interest
rates would be higher by the end of the year (down from 89% on 7/13)
e Inflation is cooling, with June CPI up 0.2% from May and up 3%
from a year ago, the lowest level since March 2021
- Core inflation at 4.8%, still well above the Fed target of 2%

e Are we heading for a soft or hard landing?

- Ycharts has the probability of a recession at 67.3% compared to 70.9% last
month and 5.9% last year

- The Conference Board had the likelihood of a recession at 99% as of February
- St. Louis FED’s smoothed probability was 0.62% at the end of May

e The current earnings season will provide additional insights




Outlook for Growth Investing

e The Growth Investing approach seeks out secular growth
- Sustainable growth that is influenced less by the business and
economic environment than cyclical firms
e While an economic slowdown or recession will most likely
create headwinds for the Growth Investing companies, their
products or services are such that demand should defy the
overall trend

e Knowing when the market’s preference for growth vs. value
will shift is almost impossible

e Our rules-based approach to buying and selling and long-term
investment horizon helps us navigate any market or economic
turmoil

Growth Investing Website
growth.aaii.com

e Current Growth Investing Portfolio
e Ideas List

e Growth Analyzer

e Portfolio Addition & Deletion Alerts
e Analyst Insights articles

e User "How To"” Materials
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LATEST INSIGHT

June 2023 Midyear
Growth Investing
Portfolio Review

By Wayne A. Thorp

As we cross the halfway mark of 2023 and welcome the third quarter, it's time for
our monthly review of the Growth Investing portfolio's performance. For the fourth
consecutive month in its eight-month tenure, the Growth Investing portfolio
reported monthly growth in June. A 4.2% increase for the month built on gains of
5.2% in May, 1.6% in April and 6.8% in March. The iShares Core S&P 500 ETF
(IVV), the benchmark for the Growth Investing portfolio, delivered a total return of
6.6% in June, including a dividend paid on June 7.
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Tesla Inc (TSLA) [aiuyrecie

Grade History

AAIl Growth Investing
Report Card $274.430-2.11(-0.76%)

" Growth Grade Bid: 27488 x 600  Ask: 274.95 x 4100

July 7, 2023 4:00 PM ET  Volume: 113,879,174

After Hours: $274.95 0.52 (0.19%) July 7, 2023 7:59 PM ET  Volume: 1,333,278

e G

DELAYED PRICE | MARKET

Detailed Quote

0 Last 27443 Volume 113.88m

2% SChg 21 % Chg -0.76%

i Open 278.43 Prev.Close 27654
G-Score Factor Tests High 280.78 Low 27377
Bid 27488 Ask 27495

Profitability & Cash Flow Bid Size 600 Ask Size 4100
@ Return on Assets Beta 204301 VWAP 277.41704
© Cash Flow ROA ear High 31467 Year Low 10181
— Market Cap  869.81b Total Sha 317
@ Accruals PB Ratio 18.138 Shares Out 3.17b
EPS 7.25 PE Ratio 74.10

Business Variability 1d 5d im  3m  6m 1y Sy Exchange NGS

[x) Earnings Variability,
@ Sales Growth Variability

Company Description

Sector: Consumer Cyclicals Tesla, Inc. designs, develops, manufactures, sells and leases
fully electric vehicles and energy generation and storage systems, and offer services

© R&D Intensity related to its products. The Company's automotive segment includes the design,
development, manufacturing, sales, and leasing of electric vehicles as well as sales of
automotive regulatory credits. Additionally, the automotive segment is also comprised of
(] Advertising Intensity, services and other, which includes non-warranty after-sales vehicle services, sales of used

vehicles, retail merchandise, sales by its acquired subsidiaries to third party customers, and
vehicle insurance. Its enerav aeneration and storaae seament include the desian v

Accounting Conservatism

© Capex Intensity,

How To Materials

e AAII Growth Investing Strategy

e Quick Invest Guide

e Portfolio Addition & Deletion Alerts
e Growth Ideas List

e Using the Growth Analyzer

e FAQ

e Glossary

e Videos




Questions?

Give Us Your Feedback

e Let us know how we're doing

e What can we provide or do to make the service easier to
use or understand?

e Feel free to share your thoughts or comments with
Wayne at wayne@aaii.com
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Better Growth
Investing With
AAll Y

A 20-stock model portfolio that outperfomed
the market by 91.2% in backtesting, daily stock
ideas, our new Growth Analyzer and weekly
commentary — all for $248 $97.

8
One Year for $97 Three Years for $247 Platinum Life for $2495

For today’s attendees, we’re offering a special
rate for new Growth Investing subscribers

invest.aaii.com/growth-investing-97-members
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