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Disclaimer

+ The informationin this presentation s 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 Betterlnvesting™
National Association of Investors Corporation ( BI") or the Betterinvesting Volunteer
Advisory Board, its volunteer advisory board (“‘BIVAB”). The views expressed are
those of the |nstructors commentators, guests and participants, as the case may be,
and do not necessarily represem those of Betterinvesting™ or BIVAB. Investors
should conduct their own review and analysis of any company of interest before
making an investment decision.

Securities discussed may be held by the instructors in their own personal portfolios or
inthose of their clients. Bl presenters and volunteers are held to a strict code of
conduct that precludes benefiting financially from educational presentations or public
activities via any Betterlnvesting programs, events and/or educational sessions in
which they participate. Any violationis strictly prohibited and should be reported to
the President of Betterlnvesting or the Manager of Volunteer Relations.
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Session Objectives

Understand annual reports
History of annual reports
Whatis an annual report?
Components of annual reports

Begin exploration of annual reports
Management’s discussion and analysis
Summary of operating results

Plus a quick look at Proxy statements
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Annual Reports

History
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Annual Report History

The Securities Act of 1933

Required that investors receive financial
and other significant information
concerning securities offered for public
sale
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Annual Report History

The Securities Exchange Act of 1934
Required investors have access to
current financial information

Created the Securities and Exchange
Commission (SEC)
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Annual Report History

1933 & 1934 Securities Acts
Specify FORM and CONTENT of financial
statements.
Require specific DISCLOSURES.

Specify the timetable for filing all required
statements with the SEC.
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Type Of Annual Reports

Annual report to the SEC

Form 10-K

Detailed financial information

Detailed non-financial information
Shareholder annual report

The “glossy” version (with the pretty pictures)

Aggregated financial information

Sales and marketing information
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SEC Required Filings
10-Q
Quarterly filing
Not audited
Filed within 40-45* days after end of fiscal
quarter
10-K
Annual filing
Audited
Filed within 60-90* days after fiscal year end

*Number of days to file depends on size of company L
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What Is An Annual Report?
Yearly record of a corporation’s financial
condition and results of operations.
Annual update of a company’s progress.

Must be distributed to shareholders under
Securities and Exchange Commission
(SEC) regulations.
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Annual Reports

A study in August 2002 found that at least
10 percent of the graphics that appeared
in annual reports did not accurately
represent the actual numbers.
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SEC Required Filings

Once you buy a company, you should
keep your stock study current

Knowing when SEC filings are due tells
you approximately when new financial
information is available
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The 2003
Annual Report
for The Home
Depot will be
used for
illustration
purposes in this
class and others
in the Financial

Annual Reports

Components

Statements
Track
|
Components Of A t . Voluntary Disclosures In A
Shareholder Annual Report Shareholder Annual Report
An annual report includes: Financial Highlights
Voluntary Disclosures Letter to Shareholders (Chairman’s
Required Disclosures message)
Company Overview
Mission statement
Corporate profile
Report of management
: |

| Chairman'’s Letter

R s

Gross Margin Earnings Per Share Total Assets
in percent diuted $inbllions
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Performance 2002
Net sales X $58,247 $53,553
Net eamnings % $ 3664 $ 3,044
Diluted earnings per share . $ 156 s 129
Total assets y $30,011 $26,394
Cash and short-term investments X $ 2253 $ 2,546
Stockholders’ equity X $19,802 $18,082
Total liabilties X $10,209 $ 8312

|| | Inside Front Cover JEEEES : 1,532 1333

2001 includes 53 weeks.
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What To Watch For
Letter To Shareholders
Letter To Shareholders
Growth | Does the letter fill you with confidence?
Goals & Expectations Are there goals and a plan of action?
Plan of Action I Have they met their goals in the past?
Shareholder Interests . Do they talk about growth?
Alibis or Excuses | What have they left out and not
mentioned?
& ' & 1

Investor Dialogue

1 . i
(@ Here is one re s o
{§ | really liked oy

o - [r——
——

?i Investor Dialogue

|
‘ Inside Front Cover

Required Disclosures In A
Shareholder Annual Report

Financial Report

Auditors’ Report

MD&A

Financial Statements
Five or ten-year summary of operating results
Investor or company information

Often includes directors and officers

Page 13 Tsimzha, Bk
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Auditors’ Report........

o s it

_; Financial Report

l Auditors’ Report

{ Auditors’ opinion letter
Not an endorsement of the company
Is opinion “unqualified” or is it
“qualified”

Are there exceptions to standard
| procedures

Auditors’ Report Auditors’ Report

IMDEPEMOENT AUDITORS REPORT

In our opinion, the Consolidated Financial Statements referred to
above present fairly, in all material respects, the financial position
of The Home Depot, Inc. and subsidiaries as of February 1, 2004
and February 2, 2003, and the results of their operations and their
cash flows for each of the years in the three-year period ended
February 1, 2004, in conformity with accounting principles
generally accepted in the United States of America.

The Boaard of Directors and Fockholders
| The Fome Dapat, [ne:

e heve audited the sccomparying Densslidaied Selarce Shoets
of The Romes Depast, lnc, and gk 25 g5 of Falr i, 2004
the related Conselidnled Staten
ity zad Tomprehen I
val years in the ihree 4
[dated Financial &

are e regp
sikility
| Slatemanty Dased o our 2udls.
|

Auditors’ Report

From a revised Form 10-K
“...substantial doubt [exists] about the company’s
ability to continue as a going concern.”

News Release

“...shares fell 24 percent, after the company, ...said it
fired its auditor,...without giving a reason. s . .
ol L gving are . Management’s Discussion And
...said it would have...as its new auditor, pending the .
outcome of certain acceptance procedures, AnaIyS|s (MD&A)
according to a regulatory filing.”

Annual Reports
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Financial Report
Management’s Discussion And
Analysis (MD&A)
The SEC made MD&A a required
disclosure.
MD&A will include:
Results of operations
Financial condition of the company

Significant changes that might occur in the
future
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Management’s Discussion and
Analysis (MD&A)

|Pages 14-21 I

u Financial Cenditian

Betterlnvesting National Convention =
Management’s Discussion And
Analysis (MD&A)

Results of operations
Why were revenues up or down?
Why were gross margins up or down?

Were earnings and earnings per share up or
down?

What unusual items are there in net income?
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Management’s Discussion
And Analysis (MD&A)

We get clues to management’s
expectations for the future.

We look at the management measures on
section two of the SSG to help determine
whether management can execute their
plans.

Betterlnvesting National Convention =
Management’s Discussion And
Analysis (MD&A)

Financial condition of the company
Is there enough cash to operate or
resources to obtain funds in the future?
Whatis the condition of the company’s
plant and equipment?
Does the company have enough capacity
to produce more product in the future?

Betterlnvesting National Convention

Management’s Discussion And
Analysis (MD&A)

Significant changes that might occur in
the future
future debt
future stock offerings
significant capital expenditures
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Significant Changes In The

Future
From Wolverine Worldwide’s 1999 10-K:

“It is expected that continued company
growth will require increases in capital
funding over the next several years.”

What are they telling us?
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Financial Report
Financial Statements

Income Statement *

Balance Sheet *

Statement of Cash Flows *
Statement of Shareholders’ Equity
Footnotes *

* These statements are covered fully in other
seminars in the Financial Statements Track

5
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Income Statement
Reports how a company performed during
the period(s) presented.

Shows whether the company’s operations
have resulted in a profit or loss.
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What To Watch For
Management’s Discussion
And Analysis (MD&A)

Look at competition and challenges
facing the company.

Look at what the company says about
the future.

Do | believe the company can meet my
expectations for the future?

Betterlnvesting National Convention

Balance Sheet
Snapshot of the company’s financial
position at a specific point in time.
Shows what the company owns and what
it owes as of that date.

Helps study the company’s solvency
(ability to meet debts)

Betterlnvesting National Convention

Statement of Cash Flows

Reports on the company’s cash
movements during the period(s).
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Footnot i Five Or Ten Year Summary Of
oothotes Operating Results
Provides more detailed information about
the financial statements.

Betterinvesting National Convention ; Betterinvesting National Convention
Investor Or C_Ompa”y ' Annual Reports — Required Report
Information

Stock performance Chart*

Pages 40 & 41 ’ i
l L l *formerly in the Proxy Statement

Betterinvesting National Convention v Betterinvesting National Convention

Shareholder Information

How easy is it to reach the company? Directors And Officers

Is there a person to contact in Investor Are all the officers wearing

Relations? matching ties?
Is there a telephone number? N g )
Diversity of backgrounds

Is there an e-mail address? o
Diversity of ages
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What To Watch For

Is there diversity in background and
experience?

Are there differing ages so not all reach
retirement age at the same time?
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The Proxy Statement

A Quick Look
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The Proxy Statement

What do we look at in a proxy statement ?
Ownership by principal stockholders and
management

Who and how much?
Information regarding the board of directors
and executive officers

Background and experience

Compensation

Options
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The Proxy Statement
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The Proxy Statement

Betterlnvesting National Convention

Summary

In this hour we’ve touched on these
topics:
What an annual report is.
The components of an annual report.
Management’s discussion and analysis
(MD&A).
The proxy statement.
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| Make A Difference In
Annual Report Someone’s Life
The following sources have been used: i h b fited f
NAIC I-Club-List Financial Statements you have benefited from
Workshop led by Diane Graese ‘»—— ¥ BETTERINVESTING,
Understanding The Corporate Annual ?fa AN Please pick up some @ @ ¢
Report - A User’s Guide (University @és”l BETTERINVESTING & _{ﬂ
e — - [N
Ed;pn)B Stanko / Th L. Zell materials
rian anko omas L. Zeller . . .
2003, John Wiley & Sons, Inc. and introduce others to this opportunity.
ISBN 0-471-22991-1
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