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By Bruce Kaser, Chief Analyst, Cabot Undervalued Stocks Advisor

“I like to invest in companies that I know.”

“I like to invest in businesses that I understand.”

“I want to buy Apple because they’re introducing a new iPhone.”

I know that people like to invest in companies that give them a feeling of comfort, an illusion of control. 
I’m not going to argue with that approach. There’s a lot to be said for owning stocks that you can relax 
with, as opposed to owning stocks that confuse or worry you.

Instead, I’d like to tell you how I selected five successful stocks:

The biggest winner in my Growth & Income Portfolio for 2013 was VF Corp. (VFC), rising 65.17%. The 
biggest winner in my Growth Stock Portfolio for 2013 was United Rentals (URI), rising 71.24%. And three 
of my big winners in 2014 were Union Pacific (UNP) up 41.82%, Leggett & Platt (LEG) up 37.72% and 
Celgene (CELG) up 32.40%.

Each year, I screen about 700 stocks for projected earnings per share (EPS) growth. I use Wall 
Street analysts’ consensus EPS estimates to find stocks that are expected to attain double-digit EPS 
growth in each of the next two to three years. (I’m looking for a specific earnings threshold—10% is 
not good enough!)

Please note that I did not say that I review companies’ past EPS growth. A company’s earnings history 
does not necessarily bear any correlation to its future prospects. However, Wall Street analysts’ 
consensus EPS estimates give investors a relatively accurate view of how companies are expected to 
perform financially for the next couple of years. Why would anybody guess at the future by looking at 
the past, when they can easily see the future by reviewing consensus earnings estimates?

I stopped looking at corporate earnings history long ago. Those numbers are somewhat useful in 
determining annual price/earnings (P/E) ranges, but they’re not remotely useful in identifying companies 
that are about to have aggressive earnings growth.

After I identify companies with strong future earnings growth, I then review their stocks for moderate or 
low P/E ratios, and moderate or low long-term debt-to-capitalization ratios.

The P/E is important because it measures valuation. Undervalued stocks generally carry much less price 
risk than do overvalued stocks. My investment strategy is all about lowering risk while seeking capital 
gains. Therefore, I concentrate on stocks that are fairly valued or undervalued.
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There are several reasons that low debt ratios help the stock price. When companies have a lot of debt, 
much of their cash flow is allocated to debt and interest payments. That restricts companies’ abilities to 
hire workers, build facilities and invest in R&D.

But low debt ratios do the opposite. A low debt burden frees up cash flow for business investment. It 
also allows for dividend increases and share repurchases. And every now and then, a cash-rich balance 
sheet willspark a corporate buyout, which is usually quite profitable for the shareholders.

That’s it. Future earnings growth, P/Es and debt. After 28 years of stock investing, I’ve figured 
out that those are the three numbers I need to focus on, in order to beat the S&P 500 and the 
Dow Jones Industrials.

I go through this stock-screening exercise with blinders on, paying no attention whatsoever to company 
size, location or industry. If the stock passes those three numerical screens and has a bullish technical 
chart, it lands on my buy list.

Most growth stock investors would ignore railroad company Union Pacific, because they have a 
preconceived idea that Union Pacific is too large, and its industry too boring, for the stock to “do 
anything.” But I’ve learned that my screening process shows me exactly which stocks will most likely 
outperform the Dow and the S&P 500. If Union Pacific lands on my buy list, I don’t second-guess that 
decision. I welcome the stock into my portfolio!

Lots of investors also ignore companies that they don’t understand, and those that don’t present quick 
name recognition.

“Pressure-sensitive materials, engineered components, communication infrastructure, therapeutic 
application of cell therapies … what the heck are these things?! Can’t we just invest in cell phones, soda 
pop and sneakers?”

No. Not if you really want to outperform the stock markets. You need to be willing to step outside your 
comfort zone, and own stocks that require a little extra brain work. Because if you’re going to ignore all 
the different kinds of companies that don’t make you feel warm and fuzzy, you’re shutting yourself out of 
a multitude of capital gain opportunities.

At Cabot Undervalued Stocks Advisor, I introduce these types of stocks to you. I promise, whether the 
companies make ACE inhibitors or ace bandages, they will have strong enough fundamentals that the 
stocks will likely get noticed by the institutional investors that drive the stock market.
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This special report is published by Cabot Wealth Network. Cabot is neither a registered investment advisor nor a registered broker/dealer.

Neither Cabot nor our employees are compensated in any way by the companies whose stocks we recommend. Sources of information are 
believed to be reliable, but are in no way guaranteed to be complete or without error. Recommendations, opinions or suggestions are given with 
the understanding that readers acting on the information assume all risks involved.

We encourage readers of this report to consult with an independent financial advisor with respect to any investment in the securities mentioned 
herein. Any opinions, projections and predictions expressed in this profile are statements as of the date of this publication and are subject to 
change without further notice. Past performance may not be indicative
of future results.
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