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Q: What is your investment phi-
losophy? 
A: The essence of what we are try-

ing to do is to search for companies 

to invest in and not be active trader. 

We try to identify good businesses at 

reasonable valuations and we tend to 

own them for a longer period of time.  

One of our core investment beliefs 

is not to try to time the market direc-

tion. We are not looking to invest in a 

company with an immediate catalyst.  

We believe that to generate consis-

tent above market rate of returns 

with a concentrated portfolio is hard 

to do so we diversify our investment 

pool and make a series of decisions 

on a number of companies. Our ap-

proach is low risk with low volatility 

and spread investments across num-

ber of stocks. 

Q: What distinguishes you from 
your peers?
A: Our time horizons are a lot longer 

than other Mid-Cap growth investors.  

We’re investors – not traders. We 

try to find companies we think have 

strong business models and are good 
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businesses and trading at reasonable 

valuations. We tend to own them for 

a long time and our turnover in the 

portfolio is about 30% compared to 

100% in mid cap fund category. One 

of the interesting aspects of our turn-

over rate is that a lot of that turnover 

can be from selling winners that have 

exceeded market cap range in the 

mid cap sector. 

Q: How would you describe your 
investment process?
A: First, it is a combination of quan-

titative techniques and fundamental 

insights of our analysts at T. Rowe 

Price. When you’re investing in Mid-

Cap companies, you’re investing in 

companies that are relatively early in 

their life cycle so that one should ex-

pect the reasonably high failure rate. 

External events have a greater impact 

on mid cap stocks than in the larger 

caps.  

We use quantitative measures based 

on fundamentals.  We are looking at 

one company at a time. We use in-

dustry and company knowledge of 

our research analysts and look for 



companies that have consistent earn-

ings growth and operating cash flows. 

We use quantitative tools to measure 

and control allocation risk. Our con-

trarian views helps us in avoiding lat-

est investors fades and seek values 

in sectors or companies that are out 

of favor. 

We have no views with respect to the 

direction of the market. We look at how 

a security has been priced through 

time and try to find those companies 

that are attractively valued or at least 

reasonably valued for the longer-term 

investment hypothesis that we have. 

Q: How many stocks do you gener-
ally have in the portfolio?

A: We believe in diversification so we’ll 

own between 275 and 325 stocks. 

We are making lots of individual deci-

sions that constitute modest position 

in the portfolio. 

We believe that we are compensated 

for taking a higher than normal level 

of risk. Generally, the largest weight 

in the portfolio will be about 1%. Or, 

to put it another way, when we have 

a company that does not perform as 

we hoped, it won’t kill the portfolio or 

our relative performance – the loss 

will be minor and manageable. We 

take a contrarian approach to look at 

sectors and companies where stocks 

have underperformed over the last 

several years. 

Q: What are the criteria you follow 
before you buy a company?
A:  We structure the portfolio to have 

less volatility than the benchmark. I 

think having market-leading compa-

nies with solid management teams 

and good cash flow goes a long way 

in protecting portfolio when markets 

hit a sustained downturn. That’s not 

to say in bear markets we don’t fall in 

value or lose money.  We tend to lose 

a lot less than others.

We tend not to invest in companies 

with lot of debt on balance sheet. We 

are looking for companies with con-

sistent earnings growth that is gener-

ally associated with good free-cash 

flow and the market leading position 

in various niches which are anticipat-

ed to grow. 

One of the interesting things we care 

a lot about relative to most mid-cap 

growth investors is we actually like 

dividends. One of the things that we 

are worried about are those compa-

nies that do seem to have an inappro-

priate capital structure that usually 

leads to bad things such as invest-

ing in projects that don’t have good 

returns and even worse, merger and 

acquisition activity. 

We use the industry and company 

knowledge of our research analysts 

and look for companies that have 

consistent earnings growth and oper-

ating cash flows. We use quantitative 

tools to measure and control alloca-

tion risk. Our contrarian views helps 

us in avoiding latest investors fades 

and seek values in sectors or compa-

nies that are out of favor. 

Q: What drives your sell deci-
sions?
A: The biggest reason to sell a stock 

is when the fundamentals are a dis-

appointment relative to what we had 

expected. We will also sell a position 

when we think the valuation on a rel-

ative basis has gotten a bit beyond 

reasonable, but that tends to be in-

frequent. We will also sell for market 

capitalization reasons. 

Q: How diversified are you across 
the different industries and sec-
tors?
A: When it comes to sector diversi-

fication, we tend to take a bit of a 

contrarian approach to look at those 

areas where stocks underperformed 

over the last several years.
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“One of our core 
investment beliefs is 
not to try to time the 
direction of the market. 
We are not trying to 
predict the possibility for 
some catalyst that’s going 
to make the stock work 
immediately.”
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For example, we are overweight in 

the technology sector which has been 

a dreadful performer over the last 

five years; we are overweight in the 

healthcare sector – again one of the 

worst performers over the last five 

years. 

Mining and energy sectors have done 

well over that same time span and we 

are underweight in those sectors as 

we tend to avoid commodity-orient-

ed businesses. We view the usually 

large weights these sectors have in 

the Russell Mid Cap Growth Index as 

a contrary indicator and generally we 

use this as a signal to underweight 

stocks in that sector. 

Q: Could you use some examples 
to illustrate your buy and sell pro-
cess? 
A: We are overweight is in the semi-

conductor space. We have owned 

companies like Linear Technology, Xil-

inx, Inc, Altera Corp, and Broadcom. 

For a long period of time these com-

panies have gone through the worst 

of an inventory cycle but they all re-

main very solid businesses with at-

tractive gross margins and cash flow 

characteristics. We are very encour-

aged with respect to what Linear has 

done regarding addressing an over-

capitalized company and significantly 

reducing shares outstanding, and it’s 

paid a steady dividend through time. 

The fact that you can get a 2% yield 

and buy these fabulous businesses 

at reasonable multiple trading the 

near trough of an inventory correction 

is a wonderful opportunity.

Charles Schwab & Co. and Adobe Sys-

tems are two stocks which we have 

recently eliminated. We purchased 

them when they were once valued as 

large cap companies and had fallen 

into the mid-cap growth zone for vari-

ous short-term reasons. These com-

panies had just fallen out of favor but 

we thought they were both offered 

tremendous franchises that were out 

of favor. We eliminated them primarily 

for one reason that their market capi-

talization had exceeded $25 billion. 

Q: What kinds of risk do you moni-
tor and what do you do to mitigate 
them?
A: We use a lot of quantitative factors 

to first understand the risk that we 

have in a portfolio. We structure the 

portfolio to have less volatility than 

the benchmark and having market-

leading companies with solid man-

agement teams and good cash flow 

goes a long way in doing that at the 

micro-level. That’s not to say in bear 

markets portfolio will not fall in value 

or lose money. But in the downturn 

we tend to lose a lot less relative to 

others and our benchmark.

Consistency is the key to long-term 

success. We take a lower volatility 

and lower risk approach. What we re-

ally try to do is provide good risk con-

trol for patient investors. There is risk 

in every investment. But our analysis 

significantly reduces the risk while 

providing consistent gains over time.

We’ve tried to be consistently better 

than average fund through time, but 

not take a huge amount of risk to ac-

complish that. 
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Symbol	 ADEGX
Website	 www.advancecapitalonline.com
Address	 Advance Capital Management Inc
	 One Towne Square
	S uite 444
	S outhfield, MI 48076
Tel. No. 	 800-345-4783	
Inception	 08/05/1987 	
portfolio		
Total Net Assets*	 $226.8
Avg Mkt Cap ($ Weighted)*	 $8,400
Average Price/Earnings Ratio	 28.28x
Average Price/Book Ratio	 5.86x
Turnover Ratio	 38%
investment information	 	
New Investment	 Open
Min Initial Investment	 $10,000
Min Subsequent Investment	N /A
Min Initial IRA Investment	 $2,000
Risk (Against S&P 500 Daily Reinv Index - 3 y)

Alpha	 -0.24
Beta	 1.34
R-Squared	 0.78
Ann. Std Deviation	 11.07
Sharpe Ratio	 0.80
Returns vs. S&P 500 Daily Reinv Index 

	 ADEGX	 Index
1 Year (Cum.)	 19.76%	 20.59%
3 Year (Ann.)	 12.70%	 11.68%
5 Year (Ann.)	 13.12%	 10.71%
Returns vs. Russell Mid Cp Gro TR Index

	 ADEGX	 Index
1 Year (Cum.)	 19.76%	 19.73%
3 Year (Ann.)	 12.70%	 14.48%
5 Year (Ann.)	 13.12%	 15.45%
Fees and Expenses	 	
Max Sales Charge - Front	 0.00%
Max Sales Charge - Deferred	 0.00%
Max Redemption Fee	 0.00%
Total Expense Ratio	 1.01%
Portfolio Manager		
Donald J Peters	            12/29/1993
*millions
Data through: 06/30/07
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