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Disclaimer

• The information in this presentation is for educational 
purposes only and is not intended to be a 
recommendation to purchase or sell any of the 
stocks, mutual funds, or other securities that may be 
referenced.  The securities of companies referenced 
or featured in the seminar materials are for illustrative 
purposes only and are not to be considered endorsed 
or recommended for purchase or sale by 
BetterInvestingTM National Association of Investors 
Corporation (“BI”).  The views expressed are those of 
the instructors, commentators, guests and 
participants, as the case may be, and do not 
necessarily represent those of BetterInvestingTM. 
Investors should conduct their own review and 
analysis of any company of interest before        
making an investment decision.
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Disclaimer
• Securities discussed may be held by the instructors in 

their own personal portfolios or in those of their clients.  
BI presenters and volunteers are held to a strict code 
of conduct that precludes benefiting financially from 
educational presentations or public activities via any 
BetterInvesting programs, events and/or educational 
sessions in which they participate.  Any violation is 
strictly prohibited and should be reported to the CEO 
of BetterInvesting or the Director of Chapter Relations.

• This presentation may contain images of websites and 
products or services not endorsed by BetterInvesting.  
The presenter is not endorsing or promoting the use of 
these websites, products or services.

• This session is being recorded for future use.
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Objectives in Investing

• Find stocks to study

• Analyze and compare to see if a quality company

• Buy using proper position sizing

• Manage portfolio
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Company Basic Data

Be cautious of over concentrating in 
a sector/industry
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Create Portfolio Template

Sector Industry Co/Ticker Size Expected 
Growth Rate

% of 
Portfolio

1

2

3

4

5

6

7

8

9

10
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Company Basic Data
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Is this company liquid?
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Company Basic Data
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Is this company liquid?
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Stock Ideas
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Stock Ideas
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Small Size Company Screen:

• Revenues < $1 billion

• 5-year historical sales / EPS 
growth greater than 12%

• %Pre-tax profit / Return on 
Equity rising or steady

• Good Morningstar Growth 
and Financial Health Grades
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Fundamental Company Data - Sales

• Company size is based on annual Sales
– Small = less than 1 billion

• expected growth rate = 12% plus

– Mid = 1 billion to 10 billion 

• expected growth rate = 7% to 12%

– Large = 10 billion plus

• expected growth rate = 5% to 7%

• Is company growing Sales as expected?
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Up Straight and Parallel
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NOT Up Straight and Parallel
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Fundamental Company Data – Sales

• Large size company – 32 billion plus

• Expected growth rate 5% to 7%

• Actual sales growth rate < 1%
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Sales
– Cost of Revenues 
– Operating Expenses 
= PTP
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Sales
– Cost of Revenues
– Total Operating Expenses
= PTP

www.seekingalpha.com

Investigating PTP
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Editing Company Data
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Fundamental Company Data –
EPS (Earnings Per Share)
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PTP
– Taxes
÷ Shares Outstanding
= EPS
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EPS with No Share Buy Back
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Net Income divided by Diluted Shares 
equals adjusted EPS
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EPS with / without Share Buy Back
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Diluted Shares
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EPS, Price Bars and PE

21

Average PE about 20 using actual EPS:

‘11- 5.96*20=119.2
‘12- 6.32*20=126.4

‘13- 6.72*20=134.4
‘14- 7.49*20=149.8

‘15- 7.58*20=151.6

‘16- 8.16*20=163.2
‘17- 7.93*20=158.6

‘18- 8.89*20=177.8
‘19- 7.81*20=156.2

‘20- 9.25*20=185.0

undervalued

overvalued
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Portfolio Total Return
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undervalued

overvalued
• Total Return:

– Capital appreciation from 
increase in price

– P/E ratio expansion when 
buying at lower P/E

– Dividends if any
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Portfolio Management
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undervalued

overvalued
• Manage using fundamentals

– Sell zone / Relative Value

Advance Methods / Future Class:

• Manage using technical analysis

– Trailing stop loss if overvalued

– Other technical indicators

• Manage using options

– Buy put option as insurance on 
stock/portfolio
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What’s Right With This Picture
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Company 
reducing 
expenses

Easy to see that PTP 
is the ‘Parent’ to EPS
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Questions?
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%PTP (Pre-Tax Profit Margin)
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• Distance between 
Sales and PTP reflects 
%PTP

• Investigate competitors 
in the same industry

• Is the company better 
than its industry 
average?

• %PTP is specific to 
Industry
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Finding Competitors

• Know company 
Sector and Industry

– Template slide 6

• Use BI Screener

• Select your Sector

• Sort on Industry

• Ticker column 
provides list of likely 
competitors
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Create Portfolio Template

Sector Industry Co/Ticker Size Expected 
Growth Rate

% of 
Portfolio

1

2

3

4

5

6

7

8

9

10
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CoreSSG / Competitors
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Shows your company 
and some competitors
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% Return on Equity (ROE)
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https://www.betterinvesting.org/members/learning-
center/video-learning-library/stockup/dissecting-return-on-
equity/dissecting-return-on-equity

Three components determine ROE: 

1. Net Profit Margin

2. Asset Turnover Ratio
3. Financial Leverage

When company borrows money, ROE should increase due to 
financial leverage 

(assuming other two components remain constant)
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ROE and DEBT

ROE is trending 
up, but so is Debt
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• ROE = (EPS / Book Value) *100

• Book Value (BV) decreases when company borrows money

• BV is ROE’s denominator, ROE, in turn, will increase

• Example: 

– 10/5 = 2 before debt (ROE = 2)

– 10/4 = 2.5 after debt (BV goes down, ROE goes up)

% Return on Equity (ROE)
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% Return on Equity (ROE)
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• When company pays off debt:

– Book Value will increase

– BV is ROE’s denominator, ROE, in turn, will decrease

• Paying off debt decreases ROE (other two components being 
equal)

• Example: 

– 10/5 = 2 before debt paid off (ROE = 2)

– 10/6 = 1.66 after paid off (BV goes up, ROE goes down)

• If ROE is up or down, investigate all three components
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Paying off Debt,
ROE steady or increasing
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Industry Averages

• Go to ICLUB.com, Investing tab, Industry Averages

• There you will see a list of industry averages 

• Find your Sector and Industry

– see their averages

– compare those to your company
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Picture of Debt and ROE
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• McDonald’s has been 
borrowing money: 

• to buy back shares 

• to improve EPS

• To increase price even 
though Sales growth 
rate is declining
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BBBY % Debt to Capital
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• Overleveraging - when a business borrows too much 
and is unable to pay interest, principal, or operating 
expenses due to debt

• Paying back the loan without increased cash flow can 
limit funding of operations and investing in future 
growth

• Can lead to bankruptcy
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Dividends and Free Cash Flow
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XOM 
paying 
dividends
with borrowed 
money
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Summary of What’s Wrong 
With This Picture?

In this session we’ve touched on:

• Company Basic Data and Template

• Growth rates performance in Sales, PTP, 
EPS, and Price in section one of the SSG

• Management scorecard using %PTPM, 
ROE, and Debt in section two of the SSG

• Dividends and Free Cash Flow in section 
three of the SSG
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If you have benefited from
BETTERINVESTING,

please pick up some
BETTERINVESTING

materials
and introduce others to this dynamic 

investment education opportunity!

Make A Difference In 
Someone’s Life
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Questions?

41

41


