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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 Betterlnvesting™ / National Association of
Investors Corporation™. The views expressed are those of the instructors, commentators, guests and
participants, as the case may be, and do not necessarily represent those of Betterlnvesting™. 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.
Betterlnvesting™ 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, OE EASY
products or services. wA

+ This session may be recorded for our future use.
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Objectives

» Learn why Return on Equity
(ROE) is important

» Understand the components of ROE

« Evaluate how similar ROEs can be
achieved differently

 Focus on how ROE relates to risk

* Discuss data sources

Terminology

Sales and Revenue
Earnings, Profits, and Income
Equity, Capital, Equity Capital, and Book Value

These terms may also be preceded by “Net” or “Total”

MADE EASY
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BETTERINVETING Switch Tools

SSGrLs

Evaluate Management

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

6.3% 4.3% 5.0% 6.7% 57% 5.1%
23.0% 26.0% 25.9% 27.8% 32.5% 48.1%
51.1% 56.2%

% Pre-Tax Profit on Sales 4.9% 54% 59% 8.4%

% Return on Equity 18.0% 12.0% 15.1% 23.8%

% Debt To Capital 49.4% 45.9% 47.8% 49.6% 53.8% 49.7% 54.3% 54.1%

ROE Formula

Current Earnings Period
Shareholders’ Equity

ROE =

Current Earnings Period: The company’s profits

Shareholders’ Equity (SE): What the company owns minus
what the company owes

SE = Assets — Liabilities
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Home investment — Mortgage = Home Equity

Home investment $ 100,000
Mortgage $ 80,000
Down payment  $ 20,000

the asset you own
the liability you owe
the equity you have

Asset minus Liability = Equity
$100K — $80K = $20K

MADE EASY

Home Equity One Year Later
Home investment $100,000

Mortgage $ 80,000 = the liability you owe
Down payment $ 20,000 = the equity you have
Home Value $105,000 = the asset you own

Current Value — Investment in Home = Return
$105,000 - $100,000 = $5,000

Return + Equity = ROE
$5.000 + $20,000 = 25% e/
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Home Equity One Year Later
Home investment $100,000

Mortgage $ 90,000 = the liability you owe
Down payment $ 10,000 = the equity you have
Home Value $105,000 = the asset you own

Current Value — Investment in Home = Return
$105,000 - $100,000 = $5,000

Return + Equity = ROE
$5.000 + $10,000 = 50% e/

Home Equity Risk

Increasing debt-to-equity by borrowing can increase ROE

Is the increased debt-to-equity worth the risk?
» Higher interest rate with smaller down payment
» Higher monthly mortgage payment with smaller down payment

» Job loss, unexpected repairs, medical bills
=
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Questions?

Earnings
from each
$ of sales

ROE Components

Sales from
each $ of
assets

ROE = Profit Margin X Asset Turnover X Financial Leverage

Debt used to
finance
the assets

06/29/23
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Income Statement

Income Statement

Income Statement

Balance sheet

Assets
Shareholders’ Equity

ROE Components
ROE = Profit Margin X Asset Turnover X Financial Leverage
_ Earnings Sales
ROE = Sales Assets

Balance sheet
Balance Sheet

MADE EASY

Assets

X

Shareholders’ Equity

L)

More Risk
=

ROE Components
ROE = Profit Margin X Asset Turnover X Financial Leverage
_ Earnings Sates
ROE= "gales X Assets
Good Good

06/29/23
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Questions?

Evaluate Management

SSG Proxies for ROE Components

2012 2013 2014 2015 2016 2017 2018 2019

| % Pre-Tax Profit on Sales|| 6.3% 4.3% 5.0%

2020

% Return on Equity 18.0% 12.0% 15.1% 23.8%

6.7% 5.7% 5.1% 4.9% 5.4%

32.5% 48.1%

23.0% 26.0% 25.9% 27.8%

{ % Debt To Capital

l 49.4% 45.9% 47.8% 49.6% 53.6% 49.7%

54.3% 54.1%

56.2%

¥

{

06/29/23
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Comparing Companies

Ticker = MPWR ON

Evaluate Management

7

5%r Avg 5¥rAvg
% Pre-Tax Profit on Sales 19.7% 9.7%
2% Return on Equity 16.1% 18.4%
% Debt To Capital 0.1% 48.0%
MADE EASY
Dividend Payout Ratio
?gGPLU S _ t(h CoreSSG
I T e I T
Ticker =» MPWR ON
G G
| % Payout | 9% Payout
F/AC*100 F/C=100
2017 53.3% 0.05%
20183 50.8% 0.05%
2019 67.2% 0.05%
2020 57.1% 0.05% MADE EASY
2021 47.5% 0.05%
AVERAGE 35.2% 0.0%

06/29/23
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Comparing Companies

Ticker =>» MPWR ON
Evaluate Management
5%r Avg SYrAvg
% Pre-Tax Profit on Sales 19.7% 9.7%
% Return on Equity 16.1% 18.4%
% Debt To Capital 0.1% 48.0%
_—
% Asset Turnover 87% 69%

§ESGPLUS

Asset Turnover

|File Data Print |

Researchl Tools Lngﬂut]

File Data Print | Research

)

Betterlnvesting

Company Website

Analyst Estimates

Company Summaries

Filings and Transcripts

Financial Statements

Price Charts

Morningstar Key Ratios

Yahoo Key Statistics

06/29/23
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2
https.//finviz.com/

MPWR Jul8 035569 H:38558 L:348.02 C:39548 Vol 1.75M +12.29 (249%)
. 600

“ i o
! Il-Tw‘m, o

+ft!|ﬂ*l| F#Iﬁ i

MPWR [NASD]
Monolithic Power Systems, Inc.
Technology | Semiconductors | USA

Scroll below chart to see fundamental information

https.//finviz.com/

[SEr:-II to Statements ,..]
Index S&P 500 P/E 53.61 EPS (ttm) 9.66 Insider Own 3.90%
Market Cap 24.63B  Forward P/E 37.48 EPS nextY 13.81 Insider Trans -9.81%
Income 467.90M PEG 2.14 EPS next Q 2.80 Inst Own 101.40%
Sales 1.87B P/5 13.19 EPS this Y 79.10% Inst Trans 4.58%
Book/sh 37.61 P/B 13.76 EPS nextY 15.65% ROA 23.40%
Cash/sh 19.29 P/C 26.84 EPS next 3Y 25.00% ROE 29.30%
Dividend 4.00 P/FCF 143.69 EPS past 5Y 27.50% ROI 26.30%
Dividend % 0.77% Quick Ratio 3.80 Sales past 5Y 30.70% Gross Margin 58.30%
Employees 3247 Current Ratio 5.10 Sales Q/Q 19.40% Oper. Margin 29.70%
Optionable Yes Debt/Eq 0.00 EPS Q/Q 36.90% Profit Margin 25.10%
Shortable Yes LT Debt/Eq 0.00 Earnings May 04 AMC Payout 30.10%
Recom 1.90 SMAZD 6.08% SMAS0 11.17% SMAZ00 22.00%

06/29/23
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https.//finviz.com/

_

[annual | quarterly]

I income statement | balance sheet | cash Flm'.'l

Period End Date

Period Length

Total Revenue

Cost of Revenue

Gross Profit

Selling, General and Administrative
Research and Development
Unusual Expense/Income
Total Operating Expense
Operating Income

Interest Income Net

Other Income Net

Met Income Before Taxes
Provision for Income Taxes

Net Income

I M 12/31/2022 12.-'31;"2[121'
12 Months 12 Months 12 Months
1,867.50 1,794.15 1,207.80
779.05 745.60 522.34
1,088.45 1,048.55 685.46
277.24 273.60 226.19
245.78 240,17 190.63
B.00 6.22
1,312.57 1,267.36 945,38
554.93 526.78 262.42
16,22 14,82 1091
-12.14 -16.67 -1.11
559.01 524.94 272.22
51.10 B87.27 30.20
467.91 437.67 242.02

Asset Turnover - MPWR

Income Statement
Balance Sheet

Asset Turnover =

income statement | balance sheet | cash flow

Period End Date ™ 12/31/2021

Period Length 12 Months 12 Months 12 Months

Sales 2> 1,857.50 1,207.80
Income statement cash flow

Period End Date 12/31/2022 12/31/2021

ASSGtS 9 il 2,058.89 1,585.83

Asset Turnover = 1,794.15 +2,058.89 X 100 = 87%

06/29/23
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Target Corporation TGT

7

. Financial

. Leverage

4

; Profit Margin

, AssetTurns

1
2019 2020 2021 012022 Q22022 03 2022
— Profit Margin 4.2 47 6.6 4 07 27
e A5 5ET TUMNIS 1.83 183 157 0.5 05 0.48 N\ADE EASY
e i1 LEV 3.6 3.5 4.2 4.7 5 5
BETTERINVESTING Switch Tools
§5Grus S
S | e | e | o |
+ Company: Target (TGT) Study Name: TGT 1/3/23
+ Quarterly Growth Trend Graph
Select Data Type Show Reference Lines Grap
-8 % PreTax Profit/Sales =
9%
8%
7%
6% \
Quarter: 04/20
5% Smmeg % PreTax Profit/Sales: 4.4%
4% S y
EA
MADE
a{/ 0;,_/ o_,_/ /q/ a{/ 9?_/ 0)__/ /0/ o, % % b % % b, % 5 o %
& 4 @ (4 £ £d =z e o o o o £ I rd d el = o

06/29/23
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Target Corporation TGT

Symbol Period
TGT Weekly | [Update| Q, Inspect [
TGT Target Corp. HTSE @ StockCharts.com
30-Dec-2022 Open 142.11 High 14872 Low 141.51 Last 142.11 Volume 11.0M Chg +5.85 (+4.11%) «
TWTGT (Weekly) 148,11 (30 Dec 250
dnvalume 11,024,523 240
T J'_I_ 230
-I'_I_-I- -l- 220
th, 114
1 200
190
120
170
100/ 180
78M o
S0h ]’ _I_ +Tﬁiﬂﬂl
b T - - J_ _ [ | _ N _Wim 140
[l nin anlimBmmy SRl LRl I T py¢0zEs
2022 Fab Mar apr May Jun Jul Aug Sep oct Now Dee

Trends in PTP. ROE, and Debt

Evaluate Management

2013 | 2014 2045 | 2016 2017 | 2048 | 2019 | 2020 | 202 | 2022 | S¥rAvg _ Tend
% Pre-Tax Profit on Sales 9.1% 9.9% 11.4% 13.8% 13.9% 12.4% 127% 1.6% 9.9% 10.3% 11.4% A - ‘

% Retumn on Equity 169%| 165% 17.1%| 197% 17.5% 184% 16.3% 143% 133% 135%  152% el ‘

% Debt To Capital T7.0% 6.5% 9.8% 5.3% 4.8% 10.0% 4.1% 16.9% 32.3% 30.5% 18.8% ‘ t

Evaluate Management

2013 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022 |S¥rAvg _ Tend

% Pre-Tax Profit on Sales 347% 320% 198%| 231%| 257% 331% 347% 37.1% 423% 422% 37.9% e t
% Return on Equity 280% 248% 132% 219%  30.0% 206% 40.8% 38.1% 450% 442%  377% o o SENEN t
% Debt To Capital 16.5%| 20.1%| 30.6%  427%| 54.4% 497% 434% 375% 323% 269%  35.0%| _ o ‘

06/29/23
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Various Industries

Company Pre-tax Debt to
Profit on | Turnover | Capital
Sales
Costco 27% 3% 365% 33%  Low profitability, high asset turns, fairly low debt
Ford 10% 3% 62% 80%  Low profitability, asset turns, high debt
Visa 38%  64% 35% 36%  High profitability, low asset turns, fairly low debt
Apple 98%  27% 110% 61% profitability, high asset turns, debt
AMD 31%  10% 35% 18%  Low profitability, low asset turns, low debt
Qualcomm 80%  24% 88% 70% profitability, high asset turns, high debt
Compare Competitors
SSGPLUS File Data Print Research Tools Logout
i .1- - le O annual ® quarter ) Trend
RECENT QUARTERLY FIGURES
FY2023 Quarter Ending (11/22)
Latest Quarter 545.:;57 Z‘fgg
Year Ago Quarter 50,363 298
Percentage Change §1%  3.0%
------ N
- N\ADE EASY

26 27 28
: o

06/29/23
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Compare Competitors

Enter Peer Ticker(s):

™
Legend
100k
__//o’—w
13 14 15 16 17 1 1 2 22 23

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 | Growth (%)
Costco Wholesale (COST) 105156 112640 116,199 118719 129025 141576 152703 166761 195929 226954 85%
Dollar Gen (DG) 17504 18,910 20,369 21967 23471 25625 27,754 33747 34220 9.0%
Target (TGT) 72,596/ 72618 73.785 69,495/ 71879 75.356] 78.112 93561 106,005 109,120 4.9%
BJ'sWholesale Club (BJ) - 12,468 12351 12,755 13,007, 13191 15,430 16,667 = 4.9%|
Peer Group Average 358486 364035 350,068 351,181 359,825 367.917| 372814 392816 399,007 = 14%
Industry Average 354289 359790 345914 346951 355502 363542 368388 387956 394291 1.4%

Compare Competitors

» Compare Peers

Enter Peer Ticker(s):-

DG - Dollar Gen TGT - Target BJ - BJ's Wholesale Club |

12

Legend

> — _ o000

2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 5Yr Avg
Costco Wholesale (COST) 2.9% 2.8%, 31% 3.0% 31% 3.1% 31% 3.2% 34% 35% 3.3%,
Dollar Gen (DG) 9.3% 8.9% 9.1%. B.9% 8.1% 7.9% 7.9% 10.1% 9.0% - 8.7%
Target (TGT) 4.3% 5.0%, 6.7% 5.7% 5.1% 4.9% 5.4% 5.9% 8.4% 3.1% 5.5%
BJ's Wholesale Club (BJ) 0.3% 0.6% 0.2% 11% 18% 3.6% 33% - 2.5%
Peer Group Average 4.9% 4.9% 4.5% 4.3% 3.9% 2.9% 40% 4.2% 4.4% 3.9%
Industry Average 4.9% 4.9% 45% 43% 3.9% 2.9% 40% 4.2% 4.4% - 3.9%

06/29/23
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Summary

« Companies within the same industry or in different
industries can have a similar ROE.

» The 3 components that produce the ROE can vary
significantly

« Study the component values over time and compare
competitors

» Understanding the components will hopefully help
you make better investment decisions

» Reference: Analysis For Financial Management

Robert C. Higgins @

Make A Difference In
Someone’s Life

B kly If you have benefited from

BETTERINVESTING™

) Please share some Betterlnvesting
StockUp materials and introduce others to
this dynamic investment education TickerTalk
géGPLUS opportunity!
SOREE . oSy
SSG Pay it forward! -y

06/29/23
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Questions C'? 9
Ron Mauer 9 o s

RJMM1878@gmail.com

Please include the title ROE in the subject line.

18



