
The Power of Growth 

COURSE INTRODUCTION/DESCRIPTION 

Welcome to The Power of Growth, an eLearning course designed to equip you with the tools and 
insights needed to recognize and evaluate high-potential investment opportunities. This course begins 
by uncovering the key traits of growth companies, emphasizing the importance of consistent expansion, 
buying at the right price and managing market fluctuations. You’ll also explore other types of publicly 
traded companies—including value, cyclical and newly public firms—to broaden your investment 
perspective. Through hands-on strategies for uncovering growth opportunities, you'll learn to source 
and screen ideas, evaluate company fundamentals and identify growth at a reasonable price. We'll dive 
deep into the critical role sales play in driving long-term success, examine how to assess profitability 
through earnings per share (EPS), and consider how leadership and financial efficiency impact a 
company's prospects. Whether you're a new or experienced investor, this course will help you build a 
solid foundation for identifying and investing in the next generation of market leaders. 

LESSON ONE: THE POWER OF GROWTH  

INTRODUCTION 

In this lesson, you'll learn how to identify and invest in companies with strong growth potential—
businesses that consistently grow their sales and earnings over time. Unlike speculative investments, 
growth companies often offer a more reliable path to long-term wealth when purchased at reasonable 
prices and held through market fluctuations. We'll explore the key traits of successful growth 
companies, why consistency matters, how to evaluate stock valuations, and the importance of 
maintaining a long-term perspective to navigate market ups and downs effectively. 

IDENTIFYING AND INVESTING IN COMPANIES WITH STRONG POTENTIAL 

In the vast universe of publicly traded companies, why do growth companies stand out as potentially 
superior investments? Is investing in any company simply a gamble? 

Growth companies can be compelling investment opportunities for several key reasons. As emphasized 
in previous lessons, a company's stock price tends to follow its sales and earnings growth over the long 
term. Investing in companies with consistent, strong sales and earnings growth and holding them for the 
long term can be a strategy to build wealth. However, not all companies are created equal. Successful 
investing often involves aligning yourself with businesses that demonstrate a high potential for growth. 

This approach can be different from investing in speculative ventures, such as penny stocks or trendy 
but unproven companies. A strategy centered on established growth companies can offer a more 
reliable path to long-term investment success. 

KEY CHARACTERISTICS OF GROWTH COMPANIES 

How do you identify companies with strong growth potential? These companies typically exhibit 
consistent, strong, long-term growth in both sales and earnings. 

● Sales Growth: 

○ Sales represent the revenue a company generates from its products or services. 



○ Sustained sales growth indicates that a company's offerings are in demand and that it's 
expanding its market reach. 

● Earnings Growth: 

○ Earnings per share (EPS) represents a company's profitability, calculated by dividing its net 
income by the number of outstanding shares. 

○ Consistent EPS growth suggests that a company is managing its expenses effectively and 
generating increasing profits for shareholders. 

Consistent growth over time is a key indicator of a company's strength and potential. 

THE IMPORTANCE OF CONSISTENT GROWTH 

Why is consistency so important? Many companies experience erratic growth, with high-growth years 
followed by periods of stagnation or decline. 

However, the stock market often favors companies that deliver consistent growth. 

Companies with a track record of consistent growth often possess strong management teams and a 
competitive advantage that allows them to thrive year after year. 

While specific growth targets can vary, here are some general guidelines: 

● Large companies: Companies with more than $10 billion in annual sales may aim for a 5% - 7% 
growth rate in sales and earnings. 

● Medium-sized companies: Companies with $1 billion to $10 billion in annual sales aim for a 7% - 
12% growth rate. 

● Small companies: Companies with less than $1 billion in sales may exhibit the highest growth rates, 
aiming for 12% or more, but they also carry greater risk. 

It's important to remember that these are general guidelines. Growth rates can vary across industries 
and may be influenced by overall economic conditions. Even the strongest companies can experience 
temporary slowdowns. However, the overall trend should be one of consistent, positive growth. 

THE SIGNIFICANCE OF BUYING AT A REASONABLE PRICE 

Identifying a growth company is only part of the equation. It's equally important to assess whether the 
company's stock is trading at a reasonable price. 

Even companies with strong growth potential can be overvalued by the market. This was evident during 
past market bubbles when investors paid exorbitant prices for technology stocks based on future 
growth projections that did not materialize. 

When investors become overly optimistic about a company's prospects, the stock price can become 
inflated, creating a risk of significant losses if growth slows or expectations are not met. 

Therefore, it's crucial to evaluate a company's valuation metrics, such as the price-to-earnings ratio (P/E 
ratio), to determine if its stock price is justified by its earnings and growth prospects. 



NAVIGATING MARKET FLUCTUATIONS 

It's important to remember that stock prices are inherently volatile. Even fundamentally strong growth 
companies can experience periods of price stagnation or decline. 

The market can sometimes overvalue or undervalue companies in the short term. These fluctuations can 
be driven by investor sentiment, economic conditions, and other factors. 

If you invest in a growth company at a reasonable price, it's often prudent to remain patient and hold 
onto your shares, even if the stock price doesn't immediately reflect the company's value. 

Over the long term, the market tends to recognize the true value of quality growth companies, and 
investors may be rewarded for their patience. 

The goal for growth stock investors is often to achieve significant long-term returns. By investing in a 
diversified portfolio of fundamentally sound growth companies, you can increase your chances of 
achieving your financial objectives. 

KEY TAKEAWAYS 

● Growth companies, with consistent sales and earnings growth, can be compelling investments. 

● It's important to evaluate both a company's growth potential and its stock price valuation. 

● Market fluctuations are normal, and a long-term perspective is essential. 

● Investing in a diversified portfolio of quality growth companies can increase your chances of long-
term investment success. 

LESSON TWO: BEYOND GROWTH 

INTRODUCTION 

In this lesson, we’ll explore the diverse landscape of the market, examining how growth, value, cyclical 
and other companies behave—and how to evaluate them to make more informed, confident investment 
decisions. The stock market is home to a wide variety of publicly traded companies, each offering unique 
opportunities and risks for investors. From high-growth innovators and undervalued value plays to 
economically sensitive cyclicals and newly public IPOs, understanding the characteristics of different 
company types is essential for building a thoughtful investment strategy.  

EXPLORING THE DIVERSE LANDSCAPE OF PUBLICLY TRADED COMPANIES 

The stock market presents a vast array of investment opportunities. Beyond the realm of high-growth 
companies, publicly traded companies span a spectrum of characteristics, from emerging startups to 
established industry giants, dividend payers to technology innovators. 

Understanding these different company categories can help you navigate the market and make 
informed investment decisions. 

Within the investment world, "growth" and "value" are often considered two primary investment styles. 



● Growth investors focus on companies they believe will experience above-average growth in 
revenue and earnings. This can include investors seeking high-growth companies, those looking for 
consistent growth, or even those willing to invest in companies with more modest growth 
expectations. 

● Value investors, on the other hand, seek out companies that they perceive to be undervalued by 
the market. 

While growth companies are often relatively straightforward to identify, other company types can be 
more complex and may present potential pitfalls for inexperienced investors. 

VALUE COMPANIES – SEEKING UNDERVALUED OPPORTUNITIES 

Value investors employ various methods to assess a company's intrinsic worth. 

● Some may analyze a company's assets, believing that the market is undervaluing assets like real 
estate or intellectual property. 

● Others may focus on valuation ratios, such as the price-to-earnings ratio (P/E) or the price-to-book 
ratio (P/B), to identify companies that appear cheap relative to their peers. 

A common characteristic of value companies is that they have often experienced short-term or long-
term challenges, which have depressed their stock price. These challenges can range from company-
specific issues to industry downturns. 

The key for value investors is to differentiate between companies that have the potential to recover and 
those that are truly facing long-term decline. While successful value investing can be rewarding, it 
carries the risk that the market's negative assessment is accurate, and the stock price may decline 
further. 

CYCLICAL COMPANIES - RIDING THE ECONOMIC WAVES 

Cyclical companies are those whose fortunes are closely tied to the overall state of the economy. Their 
performance tends to fluctuate with economic cycles, expanding during periods of economic growth 
and contracting during recessions. 

Many cyclical companies operate in industries such as: 

● Manufacturing (e.g., automobiles, aerospace) 

● Construction 

● Consumer discretionary (e.g., airlines, hotels) 

During economic booms, these companies can generate substantial profits. However, during economic 
downturns, they can experience significant losses. 

Investing in cyclical companies can be risky, as their stock prices can be highly volatile. While they may 
appear undervalued during economic slowdowns, there's a risk that their performance will worsen 
before it improves. 

 



INITIAL PUBLIC OFFERINGS (IPOs) – INVESTING IN NEW ENTRANTS 

An Initial Public Offering (IPO) occurs when a privately held company offers shares to the public for the 
first time to raise capital. 

The company works with investment banks to determine an offering price that is attractive to investors 
while reflecting the company's value. The proceeds from the IPO are used to fund expansion, research 
and development, or other business initiatives. 

Investing in IPOs can be exciting, but it also carries significant risks. 

● IPOs often involve companies with a limited track record as publicly traded entities, making it 
challenging to assess their long-term potential. 

● IPO prices can be highly volatile, and there is no guarantee of future success. 

It's generally advisable for individual investors to exercise caution with IPOs. It may be prudent to wait 
until the company has established a history of performance as a public company before considering an 
investment. 

OTHER COMPANY TYPES – A BROADER PERSPECTIVE 

Beyond the categories discussed above, other types of companies exist in the stock market. 

● Slow-growth companies: These are often mature companies in established industries with lower 
growth rates, but ones that may pay consistent dividends. 

● Utility, energy, and materials companies: These companies may operate in regulated industries or 
be tied to commodity prices, which can influence their profitability. 

Investors should carefully consider the characteristics and risks of each company type before making 
investment decisions. 

While investing in any company involves some degree of risk, focusing on fundamentally sound 
companies can increase the likelihood of long-term success. 

KEY TAKEAWAYS 

● The stock market encompasses a diverse range of company types, each with its own characteristics 
and risks. 

● Value investors seek undervalued companies, but the success of this strategy depends on 
accurately assessing a company's potential for recovery. 

● Cyclical companies are sensitive to economic cycles, making their performance and stock prices 
volatile. 

● IPOs offer the opportunity to invest in new companies but carry significant risks due to their limited 
track records. 

● Investors should carefully evaluate different company types and align their investments with their 
risk tolerance and investment goals. 



LESSON THREE: UNCOVERING OPPORTUNITIES 

INTRODUCTION 

Identifying strong growth companies begins with gathering ideas from a variety of sources, but turning 
those ideas into smart investments requires thorough research and disciplined evaluation. In this lesson, 
you'll learn how to use screening tools to filter companies based on key criteria, apply a systematic 
process to assess growth potential and valuation, and build a watch list of high-quality companies to 
monitor over time. By combining these strategies, you can make more informed decisions and increase 
your chances of long-term investment success. 

STRATEGIES FOR IDENTIFYING GROWTH COMPANIES 

With thousands of companies listed on various stock exchanges, how do you effectively identify the 
growth companies that have the potential to be sound long-term investments? Fortunately, there are 
numerous sources and strategies to aid in this search. 

Investment ideas can originate from diverse sources, including: 

● Financial publications 

● Online investing platforms 

● Broker recommendations 

● Personal observations 

● Professional networks 

It's important to remember that an initial idea is just the starting point. Determining whether a company 
is truly a compelling growth company requires further investigation and analysis. 

One structured approach to finding investment ideas involves utilizing screening tools available on 
financial websites and software platforms. Screening enables you to filter companies based on specific 
criteria. 

SOURCES OF INVESTMENT IDEAS 

● Personal Observations: 

○ Many successful investors draw inspiration from their everyday experiences as consumers. 

○ Paying attention to products and services you use and enjoy can lead to potential investment 
ideas. 

○ For example, if you frequently visit a popular restaurant chain or use a successful software 
product, it might warrant further investigation. 

● Networking: 

○ Discussions with family, friends and colleagues can also spark investment ideas. 

○ These conversations may provide insights into emerging trends or promising companies. 



● Financial Media: 

○ A wealth of investment information is available in financial publications, both in print and 
online. 

○ These sources can provide in-depth analysis of companies, industries and economic trends. 

● Online Platforms: 

○ Numerous websites and online platforms offer investment research, data and screening tools. 

○ While some platforms require subscriptions, many provide free resources for investors. 

○ Online investor communities and forums can also be a source of ideas, but it's important to 
exercise caution and verify information independently. 

THE POWER OF SCREENING 

Screening tools, available on many financial websites and software platforms, can be a valuable asset for 
investors. 

● Screening allows you to narrow down the vast universe of publicly traded companies based on your 
specific criteria. 

● You can filter companies based on factors such as: 

○ Company size (market capitalization) 

○ Industry or sector 

○ Historical growth rates (sales, earnings) 

○ Valuation ratios (P/E ratio, debt-to-equity ratio) 

○ Analyst growth estimates 

Screening can help you identify companies that align with your investment strategy and compare 
companies within the same industry. 

THE EVALUATION PROCESS 

Once you've compiled a list of potential investment ideas from various sources, it's crucial to conduct 
thorough research to determine their suitability for your portfolio. 

● Maintain a list or database of your investment ideas, whether in a physical or digital format. 

● Conduct a preliminary screening to quickly eliminate companies that don't meet your basic criteria. 

A preliminary screening might include the following criteria: 

● Operating History: The company has been publicly traded for a sufficient period (e.g., at least five 
years) to establish a track record. 

● Historical Growth: The company has demonstrated a reasonable level of growth in sales and 
earnings over the past several years. 



Companies that don't meet these fundamental criteria can be removed from your list, significantly 
streamlining your research. 

For the remaining companies, conduct a more in-depth evaluation: 

● Growth Consistency: Assess the consistency and strength of the company's sales and earnings 
growth. 

● Recent News: Review recent company news and events to understand any potential positive or 
negative developments. 

● Financial Statements: Some investors may choose to delve deeper by analyzing the company's 
financial statements (annual reports, SEC filings) for a more detailed understanding of its financial 
health. 

GROWTH AT A REASONABLE PRICE 

Remember that identifying a growth company is only the first step. It's equally important to consider 
whether the company's stock is trading at a reasonable price. 

Even the most promising growth companies can be overvalued by the market, leading to potential losses 
if the stock price corrects. 

Valuation metrics, such as the price-to-earnings ratio (P/E ratio), can help you assess whether a 
company's stock price is justified by its earnings and growth prospects. 

Maintain a "watch list" of high-quality growth companies that you find attractive but are currently 
overvalued. 

Stock prices are volatile, and market conditions can change rapidly. A stock that appears overvalued 
today may become a compelling opportunity tomorrow. 

Market downturns can create particularly attractive buying opportunities, as even fundamentally strong 
companies may become undervalued. 

KEY TAKEAWAYS 

● Investment ideas can come from various sources, but thorough research is essential. 

● Screening tools can help you filter companies based on specific criteria. 

● A systematic evaluation process is crucial to identify quality growth companies. 

● Consider both a company's growth potential and its stock price valuation. 

● Maintain a watch list to track potentially attractive companies that are currently overvalued. 

 

 

 

 



LESSON FOUR: THE FOUNDATION OF GROWTH 

INTRODUCTION 

Understanding a company's sales and its ability to grow those sales over time is fundamental to 
identifying strong investment opportunities. In this lesson, you'll learn why sales and sales growth are 
key indicators of a company's performance, how to evaluate a business you’re considering investing in, 
and why consistency in growth often signals strong management and long-term potential. We'll also 
explore how to balance growth prospects with stock price valuation and emphasize the importance of 
maintaining a long-term perspective to achieve success as a growth investor. 

UNDERSTANDING THE CRITICAL ROLE OF SALES IN COMPANY SUCCESS 

When evaluating a company for potential investment, the importance of sales and sales growth cannot 
be overstated. A company's sales performance provides insights into its past success and offers clues 
about its future prospects. 

A fundamental aspect of informed investing is understanding a company's business. Many experienced 
investors believe it's essential to comprehend how a company generates revenue before considering an 
investment. 

While some businesses, like retail stores, are relatively straightforward, others, particularly in 
technology or specialized industries, can be more complex. Investing time in basic research to 
understand a company's operations is crucial, even if it doesn't require advanced expertise. 

THE BASICS OF SALES 

To grasp the concept of sales, consider some familiar examples: 

● Retail Businesses: A retail store like a home improvement chain generates sales by selling a variety 
of products to consumers and contractors. The revenue comes from each item sold, from small 
hardware to large appliances. 

● Service Businesses: A law firm earns revenue by providing legal services to clients, while an 
insurance company generates revenue by selling insurance policies that protect customers from 
financial losses. 

● Manufacturing Businesses: An automobile manufacturer generates sales by producing and selling 
cars and trucks. 

Developing a habit of analyzing how companies generate revenue is a valuable skill for investors. This 
practice can help you assess the viability and potential of different investment opportunities. 

EVALUATING COMPANY QUALITY 

Beyond understanding what a company sells, it's crucial to assess the quality of its business operations. 
Sustained success in the long term requires more than just selling a product or service. 

Many examples exist of companies that experienced initial success with a "hot" product but failed to 
maintain that momentum. 



The key to long-term success lies in the company's ability to: 

● Deliver high-quality products or services 

● Achieve consistent growth over time 

● Maintain a strong management team for navigating competition, motivating employees, and 
effectively marketing and selling products or services. 

THE SIGNIFICANCE OF CONSISTENT SALES GROWTH 

Investors often prioritize companies that demonstrate a consistent track record of increasing sales. 

Consistent sales growth indicates that a company can: 

● Adapt to market changes 

● Maintain customer demand 

● Effectively compete within its industry 

While all companies are influenced by economic conditions, those with consistent sales growth are 
generally better positioned to weather economic fluctuations. 

It's important to consider company size when evaluating sales growth expectations: 

● Younger, smaller companies: May exhibit higher growth rates due to their smaller revenue base. 

● Larger, more established companies: May experience slower but more stable growth. 

During periods of rapid economic expansion, even established companies can experience accelerated 
growth. However, this growth may not be sustainable in the long term. 

Investors should be cautious of companies with explosive but unsustainable growth. It's essential to 
evaluate whether the growth is consistent and supported by solid fundamentals. 

INVESTING WITH A LONG-TERM PERSPECTIVE 

While investing in high-growth companies can be attractive, it's crucial to consider the valuation of the 
stock. Even a fundamentally strong company can be a poor investment if its stock price is inflated. 

Investors should seek companies with a balance of: 

● Strong and consistent sales growth 

● Reasonable stock price valuation 

Maintaining a long-term perspective is essential. Stock prices can fluctuate significantly in the short 
term, and the market may not always immediately recognize a company's true value. 

If you invest in a company with solid fundamentals and reasonable growth prospects at a fair price, 
patience can be rewarded as the company's value is realized over time. 

 



KEY TAKEAWAYS 

● Sales and sales growth are crucial indicators of a company's performance and potential. 

● Understanding a company's business is essential for informed investing. 

● Consistent sales growth is a sign of a strong and well-managed company. 

● Investors should consider both sales growth and stock price valuation. 

● A long-term perspective is essential for successful growth investing. 

LESSON FIVE: DECIPHERING PROFITABILITY 

INTRODUCTION 

Earnings per share (EPS) is a key measure of a company’s profitability and an important tool for 
evaluating its financial performance on a per-share basis. In this lesson, you’ll learn what EPS represents, 
how variations in its calculation can affect interpretation, and why it’s important to look beyond short-
term analyst estimates. Instead of focusing solely on quarterly forecasts, successful long-term investors 
pay closer attention to the underlying trends in a company’s earnings over time to assess its true growth 
potential. 

UNDERSTANDING EARNINGS PER SHARE (EPS) 

You frequently hear about "earnings per share" (EPS) in financial news, and a company’s quarterly 
reports often have a significant impact on its stock price. But what exactly is EPS, and why is it so closely 
watched by investors? 

At its core, EPS is a measure of a company's profitability per share of its outstanding stock. It's a 
fundamental metric that indicates how much profit a company generates for each share owned by 
investors. 

Professional stock analysts spend considerable time forecasting future EPS, and these estimates can 
influence short-term market sentiment. When a company's actual EPS exceeds analysts' expectations, 
the stock price may rise, while it may fall if EPS comes in below estimates. 

For long-term growth investors, EPS is an important indicator of a company's financial health, and 
understanding its nuances is crucial. 

DEFINING EARNINGS PER SHARE (EPS) 

EPS is calculated by dividing a company's net income by the average number of its outstanding shares 
during a specific period. 

● Net income: This is the company's profit after all expenses, including taxes, have been deducted 
from revenue. 

● Shares outstanding: This represents the total number of shares of the company's stock that are 
held by investors. 

 



Example: 

If XYZ Company reports a quarterly net income of $4 million and has an average of 13.2 million shares 
outstanding, the EPS is calculated as: 

$4 million / 13.2 million shares = $0.30 per share (approximately) 

Publicly traded companies are required to file financial statements with regulatory bodies, such as the 
Securities and Exchange Commission (SEC), at regular intervals. These reports, typically quarterly and 
annually, provide investors with information about the company's financial performance, including EPS. 

VARIETIES OF EARNINGS 

While the basic EPS calculation seems straightforward, there can be variations in how "earnings" and 
"shares outstanding" are determined, which can complicate the analysis. 

● Earnings Variations: 

○ Earnings can be reported for different periods (quarterly, yearly, etc.). 

○ Earnings figures can vary depending on the accounting methods used by the company. 

○ Companies may report different EPS figures, some of which may exclude certain one-time 
items or include specific revenues. 

○ It's important to understand which earnings figure is being reported. 

○ Companies typically report EPS according to Generally Accepted Accounting Principles (GAAP), 
a set of standardized accounting rules. 

● Shares Outstanding Variations: 

○ The number of shares outstanding can also vary. 

○ "Basic EPS" is calculated using the average number of shares actually outstanding during a 
period. 

○ "Diluted EPS" includes all shares that would be outstanding if stock options, warrants, and 
convertible securities were exercised. 

○ Diluted EPS is generally considered a more conservative measure, as it reflects the potential 
dilution of earnings. 

THE SIGNIFICANCE OF ANALYST ESTIMATES 

Analysts' EPS estimates are often a focal point in financial news, but their importance can be overstated, 
especially for long-term investors. 

● Professional analysts typically focus on short-term results (quarterly earnings). 

● Long-term investors are more concerned with a company's sustained profitability and growth over 
several years. 



● Short-term fluctuations in EPS relative to analysts' estimates may not be significant for long-term 
investment decisions. 

● In fact, some long-term investors may view a price drop caused by a slight earnings miss as a 
buying opportunity if the company's long-term fundamentals remain strong. 

KEY TAKEAWAYS 

● EPS is a measure of a company's profitability per share. 

● There can be variations in how EPS is calculated, so understanding these differences is important. 

● Analyst estimates are short-term forecasts and may not be the primary focus for long-term 
investors. 

● Focus on the underlying trends in a company's earnings over time. 

LESSON SIX: THE MANAGEMENT FACTOR 

INTRODUCTION 

Strong, effective management plays a critical role in driving a company’s long-term growth and overall 
success—and one of the clearest ways to evaluate management performance is through profitability. In 
this lesson, you’ll learn how key profitability ratios reflect a company’s financial health, how to interpret 
these metrics, and why comparing them to industry peers provides essential context. By understanding 
and applying these basic financial tools, investors can better assess whether a company is being 
managed efficiently and is positioned for sustained success. 

ASSESSING LEADERSHIP AND PROFITABILITY FOR INVESTMENT SUCCESS 

Strong management is a crucial attribute of a company with high growth potential. A management team 
that consistently delivers solid profits while effectively navigating competition is highly valued by growth 
investors. 

But what defines effective leadership, and how can investors evaluate it? Is it solely about having a 
famous CEO? Or should we consider broader aspects of management, such as experience, skills and the 
company's financial performance? 

Ultimately, evaluating management effectiveness often boils down to analyzing a company's 
profitability and comparing it to its competitors and industry benchmarks. 

THE IMPORTANCE OF PROFITABILITY 

Profitability is the lifeblood of any sustainable business. While innovative ideas are essential, a company 
must generate profits to survive and thrive. 

The late 1990s dot-com boom serves as a cautionary tale. Many companies with promising concepts 
failed because they couldn't translate their ideas into profitable business models. 

Generating sales is not enough. Companies must also manage costs effectively to ensure that revenue 
exceeds expenses. 



EFFICIENCY AND COST CONTROL 

Efficiency and cost control are vital for maintaining and increasing profitability. Successful management 
teams prioritize: 

● Increasing sales and revenue: Driving growth through effective marketing, product development 
and market expansion. 

● Controlling costs: Optimizing operations, streamlining processes and minimizing expenses to 
maximize profit margins. 

While there are many strategies for improving profitability, what matters most to investors is whether a 
company is more profitable than its competitors and whether its profitability is stable or improving. 

UNDERSTANDING THE NUMBERS 

Financial statements and accounting ratios may seem daunting, but basic financial analysis doesn't 
require advanced expertise. 

At its core, a ratio is simply one number divided by another. It allows for a standardized comparison of 
different financial metrics. 

Example: Profit Margin 

● A company has a profit of $5 million and total revenue (sales) of $50 million. 

● This means the company generates $5 million in profit for every $50 million in sales. 

● The profit margin is calculated as: 
$5 million (profit) / $50 million (revenue) = 0.1 (multiplied by 100 to find the percent) = 10% profit 
margin. 

● By comparing a company's profit margin over time, you can assess its profitability trends. 

○ If a company's profit margin has increased from 9% to 10%, it suggests improved efficiency 
and cost control. 

You can typically find the necessary financial data in a company's annual report, on its website or 
through financial websites. 

COMPARING PROFITABILITY 

It's essential to compare a company's profitability to that of its competitors to determine its relative 
performance within the industry. 

● A company may appear profitable in isolation, but it may be less efficient than its rivals. 

● Comparing profit margins and other financial ratios helps identify companies with superior 
management and operational efficiency. 

 

 



Example: Comparing Companies 

● Company A: Sales = $50 million, Profit = $5 million, Profit Margin = 10% 

● Company B: Sales = $120 million, Profit = $10 million, Profit Margin = 8.3% 

Even though Company B has higher sales and profit figures, Company A is more profitable based on its 
higher profit margin. 

KEY PROFITABILITY RATIOS 

Profit margin is just one measure of profitability. Other ratios can provide further insights into a 
company's financial health. 

● Pre-tax profit margin: This ratio measures profitability before income taxes, providing a clearer 
picture of a company's operating efficiency. 

Investors should familiarize themselves with key profitability ratios to effectively evaluate 
management's performance and a company's overall financial strength. 

KEY TAKEAWAYS 

● Effective management is crucial for a company's success and long-term growth. 

● Profitability is a key indicator of management effectiveness. 

● Comparing profitability ratios to competitors provides valuable context. 

● Investors should understand basic profitability ratios to assess a company's financial health. 

COURSE CONCLUSION 

Congratulations on completing The Power of Growth! Throughout this course, you've gained a 
comprehensive understanding of how to identify, evaluate and invest in companies with strong long-
term potential. From recognizing the defining traits of growth companies to exploring the broader 
landscape of publicly traded firms—such as value, cyclical, and IPO stocks—you’ve developed the 
knowledge needed to make more informed investment decisions. You've also learned how to uncover 
investment ideas; use screening tools; assess company fundamentals; and analyze key indicators like 
sales growth, EPS, and profitability ratios. Most importantly, you now understand the vital role that 
effective management and long-term thinking play in building wealth through growth investing. 
Whether you're refining your current strategy or just starting your investment journey, you're now 
equipped with a solid foundation to identify tomorrow’s market leaders with confidence and clarity. 

 

 


