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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
Betterinvesting™ National Association of Investors
Corporation (“BI”) or the National Investors Association, or the
OKI Chapter Board. The views expressed are those of the
instructors and do not necessarily represent those of
Betterinvesting™, or OKI. Investors should conduct their own
review and analysis of any company of interest before making
an investment decision.
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The Problem

ALYSIS of Sales, Earnings and Price

2002 Q4 (Bnded 1/31/2003)
RECENT QUARTERLY FIGURES

EARNINGS

W PR The growth rate of the
e ' sales has slowed in

Change  16.5%  4z.98 . - the last few years but
e S S e g the growth rate of the
pre-tax profit and

earnings have grown
substantially faster.

We need to
understand what Is
happening
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Another Look at the Problem

(M Historical Growth Rate Change Graph

uwber % Sales % EPS
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hthe prior year for one year of

{orowth.

ote: Years eliminaled as
i ouliers in the Visual Analysis
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We like to see earnings
growing because it will
eventually mean the price
of the stock will go up.

If the earnings are growing
faster than the sales we
need to find out what the
company is doing to
Increase the earnings.

When we know how they
are growing earnings we

can decide how long they
can continue doing It.




Earnings Come From Sales

e Earnings come from sales so we
do not expect them to grow faster
than sales.

Sales
Minus Cost of Goods sold
Equals  Gross Profit
Minus Overhead
Equals Pre-Tax Profit
Minus Taxes
Equals Earnings
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Earnings Come From Sales

« Companies can grow their earnings faster
than sales by doing one or more of the
following:

— Lowering their tax rate
— Buying back shares

— Cutting the cost of goods sold or the
overhead so that they are not growing as
fast as sales or grow the sales faster than
the CGS or Overhead.

— Raising their prices (this is hard to do if
they have competition)
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Did They Lower Their Tax Rate?

Hid's{000) 607411 618268 623397 | ™~ 1| H:EH.IJLLIIIIHIIIHI!H[IIIIIII LI oyl. <uo4 42 |
1986 | 1987 [ 1988 1989 | 1990 [ 1991 93 (1994 {1995 [ 1996 | 1997 | 1998 [1999 | 2000 | 2001 | 2002 | 2003 | © VALUE LINE PUB,, INC. | 05-07
360| 388 424| 445| 486 524| 659| 7.67| 058 1009 | 1242 | 1446 | 17.36 | 2080 | 2450 | 2850 | 33.85| 39.65 |Salespersh A 63.60
Ml as) a90 20 21| 49 26| 36| S| 580 7| 85 1071 134 159| 201| 260| 310 “Cash Flow"persh 515
09 09 M| a3 a2 09 A5 2, 35| | 43| 5 68| 90| 106| 130| 178| 210 |Eamings pershAB 3.60
0 03 03| 03| 03 03 04| 04 05| 05 05 06 06| 06| 07| 08| .08/ .10|DivdsDec’dpersh Cw| .12
85| 92| 99| 108| 147 145 126| 148 223| 257| 320 371| 445| 614 7.47| 860| 1045 1255 |Book Value persh 21.80
633,98 | 620.85 | 594.22 | 506.00 | 563,41 | 563.04 | 583.78 | 591,55 | 636.11 | 643,67 | 69240 | 701.26 | 705.29 | 764.72 | 766.46 | 775.71 | 763.00 | 769.00 | Common Shs Outst'g® | 794,00
23| 177| 114 135 156| 212 178, 22| 252| 25| 212| 195| 282 | 301 | 220 | 275 | Boid fighres are |Avg Al PIE Ratio 2.0
151 118 95| 102| 116| 135 108| 137| 165| 157| 133 | 112| 147 | 172 143| 140| VelelLine |Relative P/E Ratio 1.65
13% ) 17% | 22% | 18% | 17% | 17% | 14% | 8% | 5% | 6% | 6% | 6% | 3% | 2% | 3%| 2%| %P AvgAnnl Divd Yield A%
CAPITAL STRUCTURE as of 11/1/02 3846.4 | 45380 | 6110.5 | 7075.4 | 86002 | 10137 | 12245 | 15906 | 16779 | 22111 | 26500 | 31300 |Sales ($mill) A 50500
_ _ 23.4% | 238% | 24.8% | 249% | 25.9% | 265% | 26.9% | 275% | 28.2% | 28.9% | 29.5% | 29.7% |Gross Margin 30.0%
I?‘b?ﬁi‘é??ﬁé%h?&"" Dfre |:."m5r:;f sﬁ%‘f;},‘,’“ 64% | 74% | 94% | 90% | 96% | 9.9% | 96% [10.1% | 9.6% | 105% | 11.5% | 11.7% |Operating Margin 12.0%
- i - i 303| 303| 336 | 365| 402| 446 | 484 | 576 | 650 | 744 867 997 |Number of Stores 1425
(LT interest eamed: 11.0x; total interest 847 | 1318 | 2236 | 2260 | 2922 | 357.5 | 4624 | 690.0 | 8099 | 10233 | 1422 | 1700 |NetProfit ($mill) 2905
coverage: 8.8x) 32.7% | 33.5% | 34.9% | 35.8% | 35.6% | 36.0% | 36.4% | 36.6% | 36.8% | 37.0% | 37.4% | 37.5% |Income Tax Rate 37.5%
_ (32% of Cap') [™ 2% [ 20% | 27 | 32h | 30% | 3oh | S0k | ATh | A% Atk | A% A% Ne 3TN 58%
;anf:ﬁ'ﬂ‘:;lwgﬁ B‘;:‘]::ﬂ;e'ﬁg‘;“g;a?-3 mil. 12460 | 4027 | 6113 | 6538 | 5029 | 660.3 | 8203 | 13235 | 12464 | 19036 | 2260 | 2450 |Working Cap'l (Smil) 4925
Prd Stock None P 3136 | 5923 | 6812 | 8662 | 767.3 | 10456 | 1283.1 | 17266 | 2697.7 | 37340 | 3750 | 4000 |Long-Term Debt ($mill) | 4200
Common Stock 780,339,000 shs. (68% of Cap'l) | 733.2 | 873.7 | 1419.9 | 1656.7 | 2217.5 | 2600.6 | 3136.0 | 4695.5 | 5494.9 | 6674.4 [ 8200 | 9920 | Shr. Equity ($mill) 17300
8.9% | 96% | 114% | 96% | 105% | 10.7% | 11.8% | 11.5% | 10.6% | 10.6% | 12.5% | 13.0% |Retum on Total Capl | 14.0%
. o 11.6% | 16.1% | 15.7% | 13.6% | 13.2% | 13.7% | 154% | 14.71% | 14.7% | 15.3% | 17.5% | 17.0% |Retum on Shr. Equity | 17.0%
MARKET CAP: $29.3 billion (Large Cap) 8.7% | 12.4% | 13.8% | 11.8% | 11.6% | 12.6% | 13.8% | 13.0% | 13.8% | 144% | 16.5% | 16.5% |Retainedto ComEq | 16.0% |
CURQ‘EﬁTPOSITION 2000 2001 1MA02 | 950 [ 18% | 12% | 13% | 12% | 8% | 1% | % | 7% | 6%| 5%| 5% |AllDivids to Net Prof 3%
3329 if:&g‘: 185138 ?gg% 1:13328 BUSINESS: Lowe’s Companies, Inc. operates a chain of building ing, 6%; hardware, 6%; paint, 6%. Acquired Eagle Hardware, 4/99.
Inventorv (FIFO) 32854 3610.8 4150.5 | materials and home improvement superstores in 42 states. Average 2001 deprec. rate: 5.0%. Has about 87,000 employees, 19,277

Check your V. L. Sheet. This is not the cause of the
Increase in earnings.
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Are they Buying Back Shares?

Hid's(#00) 607411 618268 623397 | "~~~ - u.*%]u}u“m“{mmj"“l"“uumumum_mmu TR T IR oy <4 e |
1986 | 1987 | 1988 | 1989 | 1990 T1997T] 93 /1994 {1995 | 1996 | 1997 | 1998 [1999 | 2000 | 2001 | 2002 | 2003 | © VALUE LINE PUB,, INC. | 05-07
360 | 388| 424| 445| 486| 524| 659 767 | 0581 1099 | 1242 | 1446 | 17.3 | 2080 | 2450 | 2850 | 33.85| 39.65 |Salespersh A 63.60
14 a5 190 20| 21| A8 26| 3| 52| 88| 7| 85| 107{ 134| 15| 201| 260 310 {“Cash Flow”persh 515
09 09| M| 13| 42| e8| 15| 2| 35| 34| 43| 51| 68 90| 106| 130| 178 210 |EamingspershAB 360
03| 03| 03| 03| 03| 03| .04 04| 05 05| 05| .06 .06| 06| 07| .08| .08 .10|DivdsDecidpersh Cw| .12
8| 92| 99| 108| 147| 15| 126| 148 | 223| 257| 320| 371| 445 614| 7.47| 860| 1045| 12.55 |Book Vaiue persh 21.80
633.96 | 029.85 | 504.22 | 506.00 | 58341 | 583.04 | 583.78 | 591.55 | 638.11 | 643.67 | 692.40 | 701.26 | 705.20 | 764.72 | 766.48 | 175.71 | 763.00 | 769.00 |Common Shs Outst'g® | 794.00
03| 7T AT T b 2 T Bl Bl B T B DT 0 215 Botarnigiresare |Avg AnnT F!E'HEE?H_' 250
161 118, 95| 1.02| 116 135 108! 137 165| 157| 133| 142| 147| 172| 143 | 140| Velsline |Relative P/E Ratio 165
13% | 17% 22%| 18% | 17% | 17% | 14% | 8% | 5% | 6% | 6% | 6% | 3% | 2% | 3% | 2% US| Avg Ann'l Divd Yield 1%
CAPITAL STRUCTURE as of 11/1/02 38464 | 4538.0 | 6110.5 | 7075.4 [ 8600.2 | 10137 | 12245 | 15906 | 18779 | 22111 | 26500 [ 31300 [Sales ($mill) A 50500
) 234% | 23.8% | 24.8% | 24.9% | 259% | 26.5% | 26.9% | 27.5% | 28.2% | 28.9% | 20.5% | 29.7% |Gross Margin 30.0%
[g‘g::};ﬁgg%lﬂﬁ'- Due in jr::gﬁfu“-u?n’g;:'- 64% | 74% | 94% | 90.0% | 96% | 99% | 9.6% |10.1% | 96% | 10.5% | 11.5% | 11.7% |Operating Margin 12.0%
R S 303| 303| 336| 365| 402| 446 | 484 | 576 | 650 744 867 | 997 {Number of Stores 1425
(LT interest eamed: 11.0x; total interest 8471 1318 | 2236| 2260 | 2022 | 3575 | 4824 | 690.0 | 809.9 [ 10233 | 7422 | 1700 |NetProfit (Smil) 2905
coverags: 8.8x) 32.7% | 33.5% | 34.9% | 35.8% | 356% | 36.0% | 36.4% | 35.6% | 36.8% | 37.0% | 37.4% | 37.5% |Income Tax Rate 37.5%
(32% of Capl) | 22% | 29% | 37% | 3.2% | 34% | 35% | 3.9% | 43% | 43% | 46% | 54%| 54% |NetProfit Margin 5.8%

bﬁfgﬂ‘ﬁ‘:ﬁf&‘;ﬁ 3222:3;;2?'32;87-3 mill. (2460 | 4027 | 6113 | 6538 | 5029 | 660.3 | 8203 | 13235 | 1246.4 | 19036 | 2280| 2450 |Working Cap'l $mill) | 4925
Pfd Stock None 3136 | 5923 | 6812 | 8662 | 767.3 | 10456 | 1283.1 | 17266 | 2697.7 | 37340 | 3750 4000 |Long-Term Debt ($mill) | 4200
Common Stock 780,839,000 shs. (68% of Capl) | 7332 | 8737 | 14109 | 16567 | 2217.5 | 26006 | 3136.0 | 46955 | 54949 | 66744 | 8200 | 9920 |Shr. Equity ($mill) 17300
B9% | 9.6% | 11.4% | 9.8% | 10.5% | 10.7% | 11.8% | 11.5% | 10.6% | 10.6% | 12.5% | 13.0% |Return on Total Cap'l 14.0%

11.6% | 15.1% | 15.7% | 13.6% | 13.2% | 13.7% | 154% | 14.7% | 14.7% | 15.3% | 17.5% | 17.0% |Retumn on Shr. Equity 17.0%

MARKET CAP: $29.3 billion (Large Cap) 87% | 124% | 138% | 11.6% | 116% | 126% | 138% | 13.7% | 138% | 14.4% | 16.5% | 16.5% [RetanedtoComEq | 16.0%
CURRENTPOSITION 2000 2001 111102 | 50 | 18% | 12% | 13% | 12% | 8% | 1% | 7% | 7% | 6%| 5%| 5% |AlIDividstoNetProf %
Cash Assets 468.5 853.2 1396.9 . } ni i ildi i , . nal ¢

Receivables 1810 1656 1869 BUSINESS: Lowe's Companies, Inc. operates a chain of building ing, 6%; hardware, 6%; paint, 6%. Acquired Eagle Hardware, 4/39,

inventorv (FIFO) ~ 32854 36108 41505 | materials and home improvement superstores in 42 states. Average 2001 deprec. rate: 5.0%. Has about 87,000 employees, 19,277

Again, Value Line shows this is not the answer.
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Are They Cutting the Cost of
Goods Sold or Overhead?

Lowe's Companies, Inc.
Consolidated Statements of Earnings

(In Thousands, Except Per Share Data) February 1, % February 2, % January 28, %

Years Ended on 2002  Sales 2001 Sales 2000 Sales TO fi n d th e an Swer We

Net Sales $22,111,108 1000%  $18,778,559 100.0%  $15,905595 100.0%

Cost of Sales 15,743,267 71.2 13,487,791 718 11,525,013 72.5 Mmust gO 1{0) their

Gross Margin 6,367,841 288 5,290,768  28.2 4,380,582 275

Expenses: Income Statement and

Selling, General and Administrative

(Note 5) 3,913,355 3,348,060 17.8 2,772,428 174 Compare the growth in

Store Opening Costs 139,870 . 131,825 0.7 98,448 0.6

Depreciation 516,828 2. 408618 2.2 337,359 2.1 Sales t() the grOWth in

Interest (Note 15) 173,537 . 120,825 0.7 84,852 0.5

Nonrecurring Merger Costs (Note 2) - - - 24318 02 COSt Of GOOdS SOId

Total Expenses 4,743,590 4,009,328 3317465 208

Pre-Tax Earnings 1,624,251 7. 1,281,440 6.8 1,063,117 6.7 and the grOWth in

Income Tax Provision (Note 13) 600,989 . 471,569 2.5 390,322 2.5

Net Eamings $ 1,023,262 $ 809,871 $ 672795 Overhead.

Basic Eamings Per Share (Note 9) $ 133 $ 1.06 $ 0.88
Diluted Eamings Per Share (Note 9) $ 1.30 $ 1.05 $ 0.88
Cash Dividends Per Share $ 0.08 $ 0.07 $ 0.06

See panying notes to

Most of the time we will find that the company has cut either the
Cost of Goods Sold or the Overhead or both.
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Cost of Goods Sold (COGS)

Year 2002 2001
$B Margin $B Margin
Sales $22.1 100.0% $18.8 100.0%
Growth 17.7% 18.1%
COGS $15.7 711.2% $13.5 71.8%
Change $1.1 -0.6% $0.9 -0.7%

Growth 16.7% 17.0%
Overhead $4.7 21.5% $4.0 21.4%
Change $0.7 0.1% $0.7 0.6%
Growth 18.3% 20.9%
Net Profit $1.0 4.6% $0.8 4.3%
Change $0.2 0.3% $0.1 0.1%
Growth 26.4% 20.4%
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Are They Cutting the Cost of
Overhead?

Overhead is growing faster than sales.

Overhead margin is growing.

*\When we check the MD&A section of the Annual
report we read that the increase in Overhead was

due to increase in payroll and Advertising Costs.
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That leaves only one other answer.

« Somehow, while competing with Home
Depot, Lowe’s has managed to increase its
gross profit margin on the items they are
selling.

« How are they doing this?

 We find the answer in the Letter from the
CEO in their Annual Report.
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How Lowe’s Is Increasing Their
Profit Margln

LA ] PANAYJT FENAIN[OMAROOST LA WO OMALOET LA W BN wen i by

Another important merchandrsnng and store operatlons initiative is our "Up The Continuum” strategy.
Today, more than ever, our homeowner customers are spending more time in, and money on, their single
most valuable asset. .. their home. And for the most part, they think of their expenditures as investments,_
which provide both current enjoyment as well as financial return. |

Up The Continuum is simply recognizing the consumer’s migration to quality when it comes to investing in
their home. Customers tell us they want, and are willing to pay for, quality, brand-name merchandise that's
unique, consistent with their lifestyle and tastes, and lasts longer and performs better. Lowe's merchants are
shifting the product mix away from our historical dependency on opening-price-point merchandise on one
end of the continuum to a more balanced mix within the middle and upper end of the lines, by profiling and
marketing our assortments differently. We're not abandoning our opening price points, just focusing more of
our resources (floor space, inventory investment and advertising) from the "Good” merchandise to the
"Better, Best and Premium” products. This shift translates to a more profitable mix for both Lowe's and our

vendors...and most importantly, a more satisfactory experience for our customers.
The "Whv | eowe's?" stnru nf differentiatinn isn't ramnlete withniit the commitmont and cinnnrt nf nnr

In other words, they have discovered that people will consider more
than just price when buying things for their home, and Lowe’s now
sells more expensive items with higher profit margins.
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Why Bother?

 \Why bother to find out how a company

IS growing its earnings faster than the
sales?

 We do this because knowing where the
additional earnings growth comes from

helps us make a better decision about
the future growth of the company.
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The Issue i1s Quality

e Quality of Sales
— Goods and services the company

oroduces provide high quality sales
tems that occur rarely or only once

orovide low quality sales.

e Quality of Earnings
— Earnings from routine business have

high quality

— One time and Pro-Forma earnings have

low quality.
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For more ways to learn:

Contact the OKI Chapter Board for a One Hour “Classes to Clubs”
(We Bring OKI Classes Directly to Your Club) Or
Attend One of our OKI Special Events or Edufests

Cincinnati: Dayton: Columbus:

Mary Thomas Gene Senter D_i_anne Jordan
Mcthomasp @fuse.net EMIDDLE42@aol.com dijordO0O@aol.com
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And . .. Don’t Forget

The OKI Online Classes

Learn From The Comfort
Of Your Own Home - For Detalls:

Refer To Your Printed Or Visit The OKI Website:
OKI Newsletter www.betterinvesting.orqg/okitri
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