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PRESENTATION 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 Betterlnvesting™ / National Association of Investors™. The views expressed are those of
the instructors, commentators, guests and participants, as the case may be, and do not necessarily
represent those of Betterinvesting. 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 in those of
their clients. Betterinvesting presenters and volunteers are held to a strict code of conduct that
precludes benefitting 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 Betterlnvesting or the Director of
Chapter Relations.

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

+ We may be recording this session for our future use.

National Association of Investors™, and the Icon are trademarks.
All rights reserved. © 2024 Betterlnvesting™

www.betterinvesting.org
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Agenda

- Why should we care about quality and
economic moats?

- What are economic moats? Or just Moats!

- Stock Selection Guide (SSG) Sections 1+ 2
(Quality) = business models = potential
economic moats.

- Moat details, concepts and ideas.
« Summary

Questions, reach me at Craigbraemer1@gmail.com
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Warren Buffett on Quality and Moats

= “When we own portions of outstanding businesses with
outstanding managements, our favorite holding period is
forever.”

Source: Letter to shareholders, 1988.

» “It's far better to buy a wonderful company at a fair price
than a fair company at a wonderful price.”

Source: Letter to shareholders, 1989.

= “Long ago, Ben Graham taught me that "Price is what
you pay; value is what you get.” Whether we are buying
socks or stocks, | like buying quality merchandise when
it is marked down.” '

Source: Letter to shareholders, 2008.

Securities are for

Source: Berkshire Hathaway Annual Reports educationallpurposes
only
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Concept Has Performed Well in

Most Time Periods
Performance History: Average Annual Total Returns* (%)

LIFE
Month End as of 02/29/24 IMO 3MO YTD 1YR 3YR SYR10YR 04/24/12
MOAT WAV 2 0% 2% an]un us[Be Uy
MOAT (harePrie M3 0B 22 HM NK S BH 15
VTR ey 5 050 248 UM N3 1515 1M 15
Peromance Difetenal (NAV - nder) AW A5 AT A% R A5 4% 48
8P 50 nde 15 9 711 %045 1191 1475 1270 1368 |
S e on Securitios are for educational purposes only
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Wide Economic Moats —
Sustainable and Competitive
o
S =
Large Capital % g
Requirement T &
6
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Economic Moat Thought Process

Wide Economic Moat Narrow Economic Moat No Economic Moat

S g g

=] =)

ac = =
Time Horizon Time Horizon Time Horizon

Source: Pat Dorsey, Morningstar.
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Moat Performance — No Moats Lose
Market Performance by Most Rating and Most Source m Top Performer m Botom Pectrmer ﬂ
Mormingster Coverage Universe 1503 137 132 13 —
Most Rating
Wide-Moat Companies 15.7 156 106 110
Narrow-Moat Companies 643 155 16.0 86 90
NoMost Comperies 05 96 13 -
8
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In Tough Times Wider Moats Help

. Wide moat stocks

A o tend to rebound

Narrow Moat quick due to
mispricing of

| ~--{- No Moat quality companies

/ during sell-off.

Securities are for educational purposes only

Wide Moats = Sustainable
Competitive Advantage = Quality Stocks

« An economic moat (competitive advantage) allows a
company to fend off competitors and earn sustainable
excess economic profits.

- My belief: wide / narrow moats = higher margins.
- This shows you potentially the better quality stocks.

« Section 2 of the Stock Selection Guide (SSG) is our
Quality Section.

Spend time on quality to:
Improve returns.
Retain more good stocks.
Determine if a company is past its prime.

10
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Moat and Margins

- The potential of wide moat stocks are intriguing.

- Wide moat stocks should have higher margins
over a longer time period.

=i} ['rmrnian = ' = | . I ni
Wil TRIUEEY Wb LA

0 vie % B omf| o om W
Gl W WU m| ow W
w4 i § (80 0 % W]

Source: Morningstar Magazine, August / September 2017.

Securities are for educational purposes only +

Quality Analysis - SSG Style
None vs Wide Economic Moat

Evaluate Management No Moat
04 015 2016 2007 018 019 2020 01 02 08 S¥rhAg Trend

WhreTaProftonSales 8% 2% 3% e 5% 2% % 74 o0k 0% 1 (R AR
% Retur on Equity W% B 160% B} 02 9% sk Mz um 2% v TRERRAR

%Debt To Capital 82 647k 620k 51T 434%) 0% 765% 603k  ol0k 01k 632% -._‘

Evaluate Managemert . Wide Moat ,
A ;M B | A | WM | WS | MG | AT ME | B S¥hy

4PeTaPoilmSdss 5% 616 P B8 605%  B4E% 53.1%: 53.3%: B21% 640% 617 _

% Return on Equity %) 130%  B0%| 178% 195% 208% 220%| 248% 35tk 4% 28g6% .__A

% Debt To Capital 02% 0.0%‘ 00%| 00% 00% 00% 325% 359% 328% 32.5%‘ 267%)
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Our Quality Growth Companies

e HAVE STRONG FUNDAMENTALS

—Consistent sales growth
—Consistent earnings growth

o HAVE EXCELLENT MANAGEMENT

Source: Ann Cuneaz and Ken Kavula, Course of Study for
Beginning Investors. “Selecting the Best Companies”

13

Use the SSG to Find Excellent
Management or Quality

» Use Section 2 of the SSG to determine quality.
= Two profitability measures —
= Pre-tax profit margins
= Return on Equity (ROE) :
* One balance sheet analysis - Debt-to-Capital.

7 | s | 20 | oo | 2on | e | aons | 2o [ s | ame [sveag| T |
s 3y w8

f%) L05% 04%) 410% JAd% 268% 31BN S8 M7 e
(| 156%| 148% 16.1%| 204% 1SN 198%| 13281 1IN 134%  166% DOWN

% 00% 00% 00% 00%) O0%  00% 00% O00% 00% 00% DOWN

14
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Financial Reality of Moats

« A weakening moat should show up in margins
and in the stock price over time.

* No moat stocks can do well in the short run due
to growth.

* Wide moat stock’s BIG RISK is expensive

valuations.

Evaluate Management

/)

Trend
DOWN

006 2007 | 008 2009 2000 At 22 A3 A M5 SYrAv

%PrelacPoftonSdes | 200% %% 04% 162% 6% NG A% B B BIE U4

9% Eamed on Equiy W26 160% 0% 0% 4% 8% N6 16%% 196k 193% NSk DOWN

% Debt To Caplal ST AT ARSI Afk] 38k 8% 188% 19T% AL1%  200% up
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Example of Losing an Advantage

Evaluate Management.

2006 | 2007 2008 20 | a1 | 2012 | 2013 | 2014 | 2015 | S¥rAvg

% Pre-Tax Profit on Sales 200% 23.9% 204% 16.2% 36.8% 329% 279% 239% 283% 257% 217% DOWN
% Eamed on Equity 142%  16.0% 134%| 102% 224%! 258% 206% 169% 196% 19.3%  205% DOWN
% Debt Ta Capital 52%|  47%  48%| 5% 4% 138% 208% 188% 197% 271%  20.0% up

* Intel was a leader in their industry, but
the industry changed.

%g“ » Today, Intel continues to struggle, $
e laying off 15k employees

uuuuuuu +1507

+izsz
+100%
757
+s0%
+25%
—oz

Securities are
for educational
purposes only

—=zs=

—sox=

The chart is from 2003-17. Gold is the market return and Black is Intel. c

16
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Losing Profit Margins - SUPN

| WARNING - The EPS projection starting point is negative. The projected growth rate is NOT MEANINGFUL. Learn more here. |

Fundamental Company Data
2014 | 2015 2016 2017 | 2018 | 2019 2020 2021 2022 2023 Growth(%)  Forecast (%) 5YrEst

Historical Sales ($M) 122 144 215 302 409 393 520 580 667 608 21.2%
Historical EPS ($) 032 028 176 108 205 2.10 236 098 1.04 002 -9.4% [
Pre-Tax Profit ($M) 20, 15 50 101 140 147 169 73 61 3 27%

Evaluate Management

2014 | 2015 2016 2017 | 2018 2019 2020 2021 2022 2023  5YrAvg Trend
%PreTaxProfitonSales | 163%  104%  234%  333%  343%  376%  324%  126%  91%  05% 184%
% Return on Equity 208%  125%  624%  220%  254%  198%  17.6%  64%  66%  01% 1010% s —
% Debt To Capital 27.4% 57%  21%  00%  421%  389%  357%  344%  334%  43% 293% i A

Securities are for educational purposes only
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A Wide Moat Is Similar to a Solid SSG

» Moats help identify sustainable competitive
advantages.

= By doing this work it can help:
Support holding good quality stocks longer.
Helps to understand your SSG numbers.
Provides information about your stock.

Sections 1 & 2 of the SSG are how we
analyze a company’s business model or
moat.

18
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Solid Moat - What Do You Think?

Gl

NN DN NN WM oB0 B M NG Shhg Te

s
>

e ——
WeTuPotmSdes | N WS MM Mo A% 44 4B B B M %% OOW

= The last 5 years are down. Interesting?
» The last year has recovery.
» High pre-tax margin business model.
Knowing your company.
Doing additional analysis to understand their
business can help with wide moat winning
stocks like ISRG and long term issues. +

are for

19

Wall Street Worries about Profit Margins
and Earnings Growth = Opportunity

Evguat Nonpenet
W6 DM N DO MM N0 N M NG Sihg  Teod
UeTuPoimSdes | NN S BN TR A% Q& A0% NE BB MM xm DM

e BN B BN BN B B B Y.
Opportunity - Know
your company.
ISRG dropped from
$198 to $115 over
two years.

Securities are for educational purposes only +

20
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Solid Moat - What Do You Think?

Evaluate Management

007 | W05 | 2009 20 | 2001 | 32 | 243 | W4 2M5 | 206 | 5¥rAvg | Trend
Pre-TacProfton Sales | 208% 202%  281%  284% 3% 356% 203 83% 0% 85K 307% DOWN
% Eamed on Equity 6% 226% 258% 200%| 336% ATI% 290K 313%  409% 0% 7%
% Debt To Captal 00%  00%  00%  00%  00%  D0% 121%  240% BI% 4% 0 2% up

» Margins peaked in 2012. Recovering in 2021.

= Debtis rising. Cash is held off-shore.

= High absolute profit margins and ROE.

* |'m aleading consumer products company.

* |I'm widely held in Betterlnvesting — I'm Apple.
Wide Moat Stock.

Securities are for educational purposes only +
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Is This Additional Analysis Useful To Your SSG?

» |t makes you to think about a company’s
business model.

» Competitive advantages identified by
this research can protect high profit
margin companies.

* |s a high margin or wide moat company
sustainable? This is important.

= Morningstar might be able to help.

www.betterinvesting.org
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Question time

-Are you doing this additional
type of analysis with your Stock
Selection Guide today?

* Yes
* No

23

I
Morningstar and Moats Can Help

- Moats fall into 3 buckets: Wide - Narrow - None.
- There are 5 categories to identify a moat.
- They focus on long term business models.

- Morningstar identifies wide moat stocks and that
moat is expected to last for 20 years.

By learning more, | might understand a stock’s
long term potential and if it has a sustainable
competitive advantage.

1 like the potential of wide moat stocks and their performance.

<4

24
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Morningstar’s 5 Sources of
Sustainable Competitive Advantage

Switching Costs

8

=N Infongible Assets

Fetwork Effect

Cost Mucheorhoaoge

Efficient Scole

Source: Van Eck

25

8 2|
Moat Analysis — Network Effects
Has Strong Performance

Market Performance by Moat Rating and Moat Source m Top Performer  m Bottom Performer

7.68’

Morningstar Coverage Universe 1503 137 132 73
Maoat Source
Switching Cost adD |54 165 93 14 |
Netwark Effect daD L1711 180 10.0 17 4
Intangible Azzets 401 159 157 a4 a4
Cost Adventage 358 15.9 157 ] 8.4
Efficient Scale 200 132 133 Lo 25

Soues omneseriagsans Aot Sepember 2ot Securities are for educational purposes only +
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Definitions of Competitive Forces

Economic moat is a sustainable competitive barrier
against competition.

* Network Effect — When the value of a product or service
grows as its user base expands. Each additional customer
increases the product’s or service’s value exponentially. [t
is perhaps the strongest type of economic moat.

VISA amazon

+ Switching Costs — When a company has pricing power by
locking customers into its unique ecosystem, they have
high switching costs. Payroll processing is an example.

strvyker 2@ vicrosoft

Source: Investopedia, Morningstar.

27

Y
Definitions of Competitive Forces

The key of an economic moat is how long a
company will keep competitors at bay.

* Intangible Assets - A broad category that includes
brands, patents, and regulatory licenses

+ Low Cost Advantage — Ability to offer lower prices
than your competitors for the same product or
services. Walmart

ANHEUSER-BUSCH

+ Economies of Scale — Lower cost advantage typically
comes from size or scale or “The Largest Player” in a
smaller sector. Spread the costs over your size.

o
SOUTHWEST
Source: Investopedia, Morningstar.
Securities are for educational |
purposes only

urpo: ly
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Morningstar’s Moat and Star Analysis

Similar to
our
Upside-
Downside

Ratio

Feir Velue

Leam Maore ()

h

Access for free through some
libraries or through Charles
Schwab.

Morningstar Equity Research

Rafing since 102019

» There are more stars when the
current price is far below
Morningstar’s Fair Value.

» If a stock price is way above Fair

Value, you get fewer stars.

Economic Moat @

"= Momin gsiar Equity Analyst Report
Latest report 10:042018

These economic moat analysis reports
are typically 10+ pages long. Great way

to learn more about your investment.

ies are for i only Source: Morningstar c

29

Morningstar’s Price vs Fair Value
Over Time

Price vs. Fair Value © N i [

ﬁ: ~ Fair Value

ft0- pail]

— Close Price
1999
Asof Mar 31, 2024

o
-

1and 2
ﬂverva\ued'Sta rs

Fairly Valued
Undervalued 4and 5
2014 2015 2016 017 018 019 2020 m 2022 023 Y10

117 066 090 090 10 063 089 116 076 080 08

Price/Fair Value
B3 4468 6.64 254 UN RIS 3160 130,38 1872 064 022 Total Retum %
1250 4537 80 4691 pavil 907 5250 10959 071 2580 1002 Index Total Return %

ies are for i only +

USD | As of Mar 31, 2024 Index: Morningstar US Market TR USD

30
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Economic Moats = Business Models

As an investor, I’'m trying to find
information that confirms or denies my
beliefs about a company’s moat by doing
more research.

How Do You Look a Bit Deeper?

= Go online to company’s websites.

» Review their home page to understand
their firm message.

» Finally, go to the Investor page.

Typically titled “Investor Information” or
“Investor.”

= | ook for an Investor Presentation.
= Review other docuents.

32

www.betterinvesting.org
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To Find This Kind of Information

m RPM International Inc. ng _
A world leader in specialty coatings an: sealants -

About RPM LeadingBrands News Stock Dividend Reports & Financials  Investor Information

o winy Invest?

Frequently Asked

The Valueo TR\ e

Annual Meeting

“" = .  Proxy Voie
. - Presentations & Webcastd
= c Information
\ ll

Our founder's favorite number.

Securities are for educational purposes only
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Did you know that
this information is
available on their

website?

Starbucks — Moat Confirmation

China

Expectations for 5000 200+ 2x ~3x
is the largest the next five STORES CMES STORES ~ REVENUE
international years
market for
Sta rbu Cks SPECIALTY COFFEE MARKET™ mml‘.f(\:\f{EASlNG MIDDLE CLASS

é 15% ciar

Starbucks leads in
market share* and
top of mind brand
awareness™

2005 2015 2022

Source: Company website.

Securities are for educational purposes only +
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The Main Concern as an Investor
Company with an Economic Moat »CUmpany without an Economic Moat
£ 21 .
3 g Would this
B 9 additional
gg 2 work help
= E you as an
e = investor?
o= 3 =

Time Horizon Time Horizon

Evaluate Management

2008 | 2009 | 2010 | 201 | 2012 2015 | 5YrAvg

% Pre-Tax Profit on Sales 200% 239% 204% 162% 368% 32.9‘5 279% 239% 283% 257% @ 21.7%

% Eamed on Equity 142% 16.0% 13.1% 102% 224% 259% 206% 169% 196% 193%  205%

% Debt To Capital 52%  47%  48%  51%  41% 13.8'6 208% 188% 197% 27.1%  20.0%

35
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If You Want to Learn More?

Moy Bollogrd g
| izt Sl
Ih‘ln-alll\w\nm«nrh K Uhave read.
s years in and sesund Wall Steace”
Frechlioh, Biuisehe Atict Masesgrron

01 TLE ,510
& Op,
& THAT 7

HORNINGSTR
\EEAB%{ Why Moats
e Muﬁer s

PAT DORSEY =

—— ﬂ
Foimtider, ¢ Besinman; and CEC A M nipisar, fne

Securities are for educational purposes only
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Van Eck Morningstar Wide
Moat Index - MOAT
_ .S’ Oc4
Top 10 Holdings /O’ea s
Holding Name Ticker % of Net Assets
SALESFORCE.COM INC CRMUS 304
EQUIFAXINC EFXUS 294
MASCO CORP MASUS 293
WELLS FARGO & CO WFC US 2.88
WALT DISNEY COITHE DISUS 284
ECOLABINC ECLUS 276
INTERCONTINENTAL EXCHANGE INC ICEUS 275
ALLEGIONPLC ALLEUS 275
VEEVA SYSTEMS INC VEEVUS 265
US BANCORP USBUS 258
Top 10 Total 2813
These are not recommendations to buy or to sell any security. Securities and holdings may vary.
Securities are for educational purposes only

37

8 3
Summary

- Strong Moats = Strong business models =
“Quality” stocks = Sustainable Competitive
Advantage.

- The concept of wide/narrow moat stocks
fending off competitors to earn excess profits is
important.

- Find Morningstar information at online libraries
that subscribe and Charles Schwab.

- Moat analysis is a good additional work to help
support owning a stock.

- Could this additional information help your
SSG?

38
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Questions or Comments?
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Craigbraemer1 mail.com

www.betterinvesting.orqg

Share The Wealth!

Have you benefited from Betterinvesting?

TalkEEr ) Introduce our unique
N— s investment education to others!

IN
Share the Wealth of Betterinvesting Ji§ /11 3
| RSN ) |

with m

your family and friends!
Make a difference in their lives!!!

“Friends Don’t Let Friends Retire Broke”

Betterinvesting.org/InvestBetter

40

www.betterinvesting.org
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