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What They Don’t Teach at BINC

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 (“Bl”). 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. Bl presenters and volunteers are held
to a strict code of conduct that precludes benefiting 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
BetterInvesting or the Director of Chapter Relations.

2



What They Don’t Teach at BINC

Disclaimer

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

» This presentation uses older examples prepared using
various software. Older examples are used in order to
prevent the examples from being used for current
investment decisions without proper updating and
study. The instructors makes no representation that
the software used for the examples is still being used
for their own stock studies.

» This session is being recorded for future use.



ODbjectives

= What Preferred Procedure Is
» Why use Preferred Procedure?

* The relationship of the Income Statement,
Preferred Procedure and the Stock
Selection Guide (SSG)

{ ~ Income Stafement
» Understanding the relationships on the
SSG and what you need to research

= Working with Preferred Dividends
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What They Don’t Teach at BINC

Preferred Procedure
Preferred Procedure Is also known as:

It IS based on a
“SIMPLIFIED” Income Statement.
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What They Don’t Teach at BINC

The Income Statement

The Income Statement may also be
referred to as Statement of Earnings or
Statement of Operations



What They Don’t Teach at BINC

The Income Statement

= Gives one important perspective on the health of a
business -- its profitability.

* Measures a company’s performance over a
specified period of time. For example:

= Annual: Fifty-two weeks ended Sept. 24, 2011
= Quarter: Thirteen weeks ended March 24, 2012



What They Don’t Teach at BINC

The Income Statement

Provides information on:

* How a company performed, where it IS
neading, and what future cash flow or
orofitability might be.

= Ability of managers to make sales, control
expenses, and thereby earn a profit.

= Growth trends In Sales and Net Income |
which are particularly important to watch.
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The Income Statement

* |'ve done my homework and researched
the company.

= |'ve collected data.

» | have 10 years of Income Statements?
What do | do with them??

What Is the best way to study my
10 years of Income Statements?
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Green Mountain Coffee Roasters, Inc.

Consolidated Statements of Operations
(Dollars in thousands except per share data)

Fifty-two weeks ended  Fifty-two weeks ended

Fifty-two weeks ended

September 24, September 25, September 26,
2011 2010 2000

Netsales . ...t e $ 2,650,899 $ 1,356,775 § 786,135
T B R o A g 1,746,274 931,017 540,744

Grossprofit . ......ooviiiiii i 904.625 425758 245,391
Selling and operating expenses ...........ccvvunnn, r 348,696 186,418 121,350
General and administrative expenses . ............., N A 187,016 100,568 47,655
Patent litigation settlement .. ........... ..., Y . . . .. .... — — (17,000)

Operating IMEBIE o s 35 S T e = e w s s s oo o s sns e a s anssassans 368,913 138,772 93,386
Other INcCOme (EXPEBSE), TIEE - v o cmr st s s s s o s s ssanssasasasnosassenses 648 85 (662)
L.ozson financial instroments; Mot @i civesasssansansnsssssinstosssssns (6,245) (354) —
Eogs-on forcign cirrene; Bet .. conmam o st e stassessssssssnsnssnnssassnns (2,912) — —
INEETESE EXPEMSE + ot vt ettt innae e inae e nnennnensnenes ... (57,657) (5,294, _ (4,693)

Income before INCOME LAXES . .o v v it i ie e e it e iinee e nns s 302,747 133,209 88.031
GG TAR ERPEONE! o wumam s msige s s s s s oo seanesosefl oSN . . .. ... (101.699) (53,703) (33,592}

NetIncome s oossims T 8ediiud i id casncasnasnaane. (NN . . . ... .. $ 201,048 $ 79,506 5 54439
Net income attributable to noncontrolling interests . .............. L 154 o s

Net income attributable to GMCR ...................... ' 199,501 $ 79,506 -] 54,439
Basic income per share:

Basic weighted average shares outstanding .............. 146,214,860 131,529.412 113,979,588

Net income per common share—basic .................. 1.36 $ 0.60 3 0.48
Diluted income per share: ,

Diluted weighted average shares outstanding .........: wRE 152,142,434 137,834,123 120,370,659

Net income per common share—diluted ................... 5T ... .. ..., 1.31 5 0.58 5 0.45

The accompanying Notes to Consolidated Financial Stalleingre an integral part of these financial statements.
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Company Green Mntn Coffee - BINC Price Date 04/27/12 bt
' . . t Ck Study by ATH Data Date 04/27/12
ks Sector Consumer Defensive Data Source  BI
e e t’o Industry Packaged Foods Reference Morningsta
Preferred(SM) 0.0
u’ e Commaon(M Shares) 154.7 % Insiders 9.9
Debt(5Mm) 479.7 % Institutions  83.6
% Debt to Tot.Cap. 20.0 Quality
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Consolidated Statements of Earnings

amounts in millions, except per share data 2004 2003 2002

MET SALES
Cost of Merchandise Sold

4,816 $58,247 $53,553
544,236 40,139 37,406

GROSS5 PROFIT 20,580 18,108 16,147

Dperating Expenses:
Selling and Store Operating . 11,180 10,163
Fre-Opening 96 117
General and Administrative 2 935

'Tntal Operating Expenses 8 11,215

OPERATING INCOME . 5,830 4,932
Interest Income (Expense):

Interest and Investment Income

Interest Expense

59 79 53
(28)

Interest, net 25

EARMINGS BEFORE PROVISION FOR INCOME TAXES
Provision for Income Taxes

NET EARNINGS

Weighted Average Comman Shares
BASIC EARNINGS PER SHARE

Diluted Weighted Average Common Share
DILUTED EARNINGS PER SHARE

(1) Fiscal years ended February 1, 2004 and February 2, 2003 include 52 weeks. Fscal year ended A o2 includes 53 wogks

See accompanying Notes to Conselidated Financial Statements 1 2
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The Simplified Income

Statement
Net Sales

- EXpenses

Earnings Before Provision for Income Taxes
- Taxes

B>~ W N

5 Net Earnings
6 =+ Diluted Weighted Average Common Shares

7 Diluted Earnings Per Share (EPS)
13



What They Don’t Teach at BINC

The Simplified Income
Statement

MSN% (1)

Minus Expenses (2)

= Pre-tax
Profits (3)

Mlnus taxes (4)

Net Income (5)
\)Mded by shrs.(6)
= EPS (7)
Note: Earlier versions of Toolkit
dld not show Net Income (5)

06 07



The Simplified Income
lllllllllll Statement

64,339.9

S00| vear Ago Quarter 8,963 4 0.66 I =5 SaIeS (1)
Percentage Change 23. 3% 15 2% ‘ ’
L & 555500
51| e o e i et NS A A 5 Bt f@,,/* i Minus Expenses ( 2)

100

%;fif = Pre-tax
o o Aff— D ofits (3)

s ,!jj% }
= Lz — Minus taxes (4)
i e |

1 | 0 1 0 1 I e ——FT " Divided by shrs.(6)

] T = EPS (7)

%@wﬁl—;ﬁ@‘%ﬂ ,.}/ ,f/ ™ i
a: — Note: Earlier versions of Toolkit
i did not show Net Income (5)

T ,f ,41—5’! | | |



Why Use Preferred Procedure?

= Often EPS Is not as well behaved as Sales

= EPS Is affected by:
— Sales
— Profit Margins,
— Tax Rates, and
— Shares Outstanding

16



Why Use Preferred Procedure

= By looking at each component
we get a better picture of what
future EPS might reasonably
be.

= For aless consistent EPS
history, Preferred Procedure
can help focus a future EPS
estimate.

17
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Sales

Preferred Procedure Calculation

Projected 5 Year Sales @  0.0% [ E4.816.0
Less Expenses(5s Yr Avg % Pre Tax Profit Margin): 9.8% | -A3.464.0
Less Taxes(Lastyr. Tax Rate ) 371% | 00 23566
Less Preferred Dividends (Current Pref'd Div): 0o | [ 00 0.0
Projected 5 ¥r Total Earnings $ 39954
Divided by Shares Outs. (Current Sh's. Outs.(M)): 22350 [ [ 00
Make Earnings Per Share Selection Here:

EPSS EPS % Growth

(" EPS by "Preferred Procedure™: d.0

~ [ 1]
(" Other: li 0
Analysts' Estimate: 3.51

Annual Sales
1994 12,476.7
1995 15,4704
1996 19,535.5
1997 24,156.0
1998 30,219.0
1999 38,434.0
2000 45,738.0
2001 53,553.0
2002 58,247.0
2003 64,516.0

[1] %
Cancel
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Pre-Tax Profit

ate Fa e A ra . ate [ Preferred Procedure Ca

Preferred Procedure Calculation

%

Projected & Year Sales @: 10.0%

10.0 $104,386.8

I Less Expenses#. Yr Avg % Pre Tax Profit Margin):  9.8% B -
Pre-Tax Profit —— $10,229.9
Less Taxes{Lastyr. Tax Rate ): 371% | -3,795.3
Less Preferred Dividends (Current Pref'd Div):  $0.0 | 0.0
Projected 5 Yr Total Earnings $ 6434
Divided by Shares Quts. (Current Sh's, Outs.(M)): 22350 | 2.8
Make Earnings Per Share Selection Here:
EPS S EPS % Growth
{ " EPS by "Preferred Procedure™: s 0 q
. [ ]
(" Other: | 0.0
Analysts' Estimate: 3.5

q 1 1 T g

Pretax Profi
Margin {2A)
1994 8.1
1995 7.8
1996 7.9
1997 7.8
1998 8.8
1999 9.9
2000 9.2
2001 9.3
2002 10.1
2003 10.6
0K
Cancel
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Tax Rate

Preferred Procedure Calculation

Projected 5 Year Sales @: 10.0% |v 10.0 $104.306.8
Less Expenses(5 Yr Avg % Pre Tax Profit Margin): | 9.8% v 1.2 -EE,EElE.El
Less Taxes{Lastyr. Tax Rate ): 371% [ -4,337.5
Less Preferred Dividends (Current Pref'd Div):  $0.0 | 00 0.0
Projected 5 ¥r Total Earnings $ 7.ah3s
Divided by Shares Outs. (Current Sh's, Outs.(M)): 22350 [ | 00
Make Earnings Per Share Selection Here:

EPS S EPS % Growth

{ " EPS by "Preferred Procedure": 118

~ [ 1]
(" Other: Ii 00
Analysts' Estimate: 3.51

Rate
1994 F0. e
1995 30.0%
1996 38.7 %
1997 3a.6%
1998 30.2%
1999 Ja.4%
2000 30.6%
2001 38.4%
2002 KT
2005 371%

0K

Cancel
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Preferred Dividends

[ Estimate Earnings per Share Growth Rate ( Preferred Procedure Calculator )

Preferred Procedure Calculation
Projected 5 Year Sales @ 10.0% | 10.0 $104,386.5

Less Expenses(5 Yr Avg % Pre Tax Profit Margin): 9.8% v 1.2 92,6955

Less Taxes(Lastyr. Tax Rate ) 37.1% |v 0 43258

Less Preferred Dividends [{Current Pref'd Div): 0.0
Projected 5 Yr Total Earnings $ 73655

|| Divided by Shares Outs. (Current Sh's. Outs.(M)): 22350 [ | 00

Make Earnings Per Share Selection Here:

%]

Cancel

EPS S EPS % Growth
(" EPS by "Preferred Procedure™: 11.9
~
{« Other: ITE
Analysts' Estimate: 3.51

| I“J

21



What They Don’t Teach at BINC

Shares Outstanding

[ Estimate Earnings per Share Growth Rate ( Preferred Procedure Calculator ) E|

: Annual Shares '

Preferred Procedure Calculation

Projected 5 Year Sales @ 100% v 10,0 #1104, 386.3 Outstanding
Less Expenses(5 Yr Avg % Pre Tax Profit Margin:  9.8% v 1.2 926955 1994 2,040.0
— 1995 2 147.0
] Less Taxes(Lastyr. Tax Rate ): 371% |+ a0 43258 1998 2 162.0
Less Preferred Dividends (Current Pref'd Divl: 300 [ 0.0 1997 2,196.0
- _ 1993 2,213.0
Projected 5 Yr Total Earnings $ 7.360 1999 2,304.0
4| Divided by Shares Outs. (Current Sh's. Outs.(M)): 22350 | 2000 2,324.0
: 2001 2,346.0
'| Make Earnings Per Share Selection Here: 2002 et
: EPS § EPS % Growthl | [2003 2,257.0
(" EPS by "Preferred Procedure"; 11.9
| {
(+ Other: | .00
i Analysts' Estimate:

22
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EPS Five Years in the Future

[ Estimate Earnings per Share Growth Rate ( Preferred Procedure Calculator

Qreferred Procedure Calculation
o Projected E-"r’e: 100% W [10.0 $104.386.8

E-E ¥Yr Avg % Pre Tax Profit Margin):  9.8% v -
11,691.3
Lest yr. Tax Rate ): 371% |v 0= 43258

- Less Preferred Dividends (Current Pref'd Div): 00 [ | 0.0

Projected 5 ¥r Total Earnings = $ 7.36RAG

ividedmrshares Outs. (Current Sh's. Outs.(M)): 2235.0 [w— 2175.0 @
Note:@ Pre-Tax Profit is not shown. :

23
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Questions?

24



What They Don’t Teach at BINC
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Grogs profit - . cocvs s snisra s s R
Selling and operating expenses .............
General and administrative expenses .........
Patent litigation settlement .. ...............

Operatingincome . .......cciaueiinasn
Other income (expense), net . . ..............
Loss on financial instruments, net ...........
Loss on foreign currency. net . ..............
HMETESL BXPRNBE. own i m s v onim o sisawm wisin.

Income before income taxes ... .........
Income taX EXPeRSE: i faiias S g R

Netlncome ............ ... ...,
Net income attributable to noncontrolling intere:,

Net income attributable to GMCR .......

Basic income per share:
Basic weighted average shares outstanding
Net income per common share—basic . . . ..

Diluted income per share:
Diluted weighted average shares outstandir.
Net income per common share—diluted . ..

Fifty-two weeks ended
September 24,

Year Ago Quarter

SALES PER SHARE ~,
(EM) (8 S
Latest Quarter 1,158.2 0.66
575.0 0.02
101.4% 3,200.0%

Percentage Change

What is our first
(top) line?

ulIIIIIllllllllllllllllllllllllllll

S

~

Growth Analysis ~y
FY 2012 Q1 (Ended 12/3&

RECENT QUARTERLY FIGLFES ~
EARNINGS  fony

(101,699)

i v S —
7 71 JT 131
P e L yd
L™ 27 L/
& S/ /
L et | L e

T
%
A
N

146,214,860

152,142,434

Tn ?AM 7
— 0 d
——y) i (el
o T - L—]
T | (& Y
e e
/ —— — ]
[ —]
P e L NN
%:ﬁi;———‘f;{
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Fifty-two weeks ended

September 24,
21
T $ 2,650,899
Costofsales ........itiririeni i ieannnnnns I 1,746,274 r
............................. q904,625 ,

Selling and operating expenses . .................... ,o* 1 348,696
General and administrative expenses ................. o 187,016
Patent litigation settlement . . .. ..o ivuciiinnaons ’.‘9“

Operating income . ... .. ) ’ 368913
Other income (expense), net . . Resu ItS 18] 648
Loss on financial instruments, 1 . (6,245)
Loss on foreign currency, net . G oSS P rOfIt . (2,912)
OISRt GXPEIIRE. o msim mieioniim dnom oI Th o s e (57,657)

Income before income taxes . ................... 302,747
INCOMmE L% EXPERNE: s i & s vame dr bR A S s & (101,699)

NetIncome . ......ovvienennneienennnnnnnn $ 201,048
Net income attributable to noncontrolling interests . ... .. 1,547

Net income attributable o GMCR ............... $ 199,501
Basic income per share:

Basic weighted average shares outstanding .. ... ... 146,214,860

Net income per common share—basic ............ $ 1.36
Diluted income per share:

Diluted weighted average shares outstanding ... ... 152,142,434

Net income per common share—diluted .......... $ 1.31

27

1st step down the
Income Statement

*
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Fifty-two weeks ended

September 24,
2011

Rl e e e e .
Costofsales . ... ... e e .

GO Profit . oo vivnssasie sis pae R T T :
Selling and operating expenses .................... :
General and administrative expenses ................ :
Patent litigation settlement .. .........ivniininnnann. :

$ 2,650,899
1,746,274

5y 368913

Other income (ex : ““"" 648
Loss on financial ReSU ItS IN ‘,u"‘ (6,245)
Loss on foreign ¢ . ** (2,912)
Interest expense Operatl ng Income (57,657)
Income befc 302,747
Income taxexper.__. ... , (101,699)
NetInCOme .. .vvvneiee e e eaeaee e, . $ 201,048
Net income attributable to noncontrolling interests . . . . .|. 1,547
Net income attributable o GMCR ... ........... : $ 199,501
Basic income per share:
Basic weighted average shares outstanding ....... : 146,214,860
Net income per common share—basic ........... : $ 1.36
Diluted income per share:
Diluted weighted average shares outstanding . .. .. : 152,142,434
Net income per common share—diluted ......... : $ 1.31

Next step down the
Income Statement

-
.
.
.
\J
.
.
.
.
.

Expenses to operate
the business —
Operating Expenses.
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It's Simple

Net Sales
- Cost of Sales
Gross Profit

- Selling Expenses
- General and Administrative EXp.
Operating Income

29



What They Don’t Teach at BINC

The Non -Operating Section

* This section frequently consists primarily of
Interest (or Other) Income and Interest Expense.

* |nterest and investment income is earned and
reported when a company invests in
certificates of deposits, treasury bills or notes,
or the stocks and bonds of other companies.

* |[nterest Expense is a payment that the
company makes for the use of another
company’s money (for example: notes,
mortgages, and bonds).

30
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Fifty-two weeks ended

September 24,

2

DEERIIEE. .. oo o S DR S TR T DR R $ 2,650,899
Costofsales . ... ... . i 1,746,274

Gross profit . . vucvs s civnaraais cEE Eae R T SR 904,625
Selling and operating expenses ..................... 348,696
General and administrative expenses .. ............... 187,016
Patent litigation settlement . . ....ovviinninimnanse.

Cperating Ineorsks: . sl i isiivhai . 368,913
CHhEr income (erpense) B v s suvmanma s ds i 64

Loss on financial instruments, net ................... (6,245)
Loss on foreign currency, net . . ... i, (2,912)

FAIETOSE EXTIETEE. 1 iooiinouswim i s S T R B S (57,657

................. \ 5302747

Income 18X CR e IaE & . va e ioioc e aa s aai R L.“"" (101,699)

Net Income . Results |n “".‘.'T.. $ 201,048
Net income attribu IR 1,547

Netincome 3 INCOMeE before ... S 199,501
Basic income per ! |nC0me taxes

Basic weight . 146,214,860

Netincomep ... $ 1.36
Diluted income per share:

Diluted weighted average shares outstanding ... ... 152,142,434

Net income per common share—diluted .......... $ 1.31

31

Next step down the
Income Statement

L4

Non-Operating Items
(May be income or
expense items).
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Fifty-two weeks ended
September 24,

2011
e B L $ 2.650.899
COBLOEBRICHE «xrn w s wim o wm o wim o i 0 w7180 i i o ' 1,746,274
CRPORH PROBIL - - s s 505 = 05 s Blcn Wi Al 14 s 904,625
Selling and Operaling EXPERILS .. .« oo siuas ais am wow ais wiw # 348,696
General and administrative expenses ................. 187,016
Patent Bitigation setllement . . : « o ox o s o s s u w5 —
OPCTRURE INOOMIE = 5 5o <5 = s m 5% 51315 3ia 47608 R15 S8 S 368,913 ”..
Other Incomt (CXPENBEY, MEL - - < « = < o5« 575155 55 Sis 5% 5w 576 » 648 .’0‘
Loss on financial instruments,net ................... (6,245) ".0
L.oss on Torcipn COXIEnEY; BRE: « « os i o waiss i 5% 4.4 505 5ia s (2,912) ’0.‘
SIS CRDCIRE s s e SRR e e s (57.657)./ ’o,‘
Income before income taxes . ................... 302,747 '"""""""_"::: B
InCOMmE th% EXPERSE: s i sadas v dr ds A s ie & (101,699) = . :
Net INCOMIE .« - o et e e e e e e e e e e e e $ 201,048 : We are gOIng to Ca‘” E
Net income attributable to noncontrolling interests . . . ... 1,547 : thlS ent”‘e Sectlon i
Net income attributable o GMCR ............... $ 199,501 =« “EX enses,, 3
Basic income per share: E p E
Basic weighted average shares outstanding .. .... .. 146,214,860 R
Net income per common share—basic ............ $ 1.36
Diluted income per share:
Diluted weighted average shares outstanding ... ... 152,142,434
Net income per common share—diluted .......... $ 1.31

32
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Income Before Income Taxes

We know Income Before Income
Taxes by another name !!!

Pre-tax Profit

33
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INCE RIS i S TR R R R TR TR R R
Costofsales . ... ... ...

Gross profit - cvcva s s e e
Selling and operating expenses ............
General and administrative expenses
Patent litigation settlement .. ..............

Operaling income . ..............0...
Other income (expense), net . . .....ovuvnunnn

Loss on financial instruments, net

Fifty-two weeks ended

.........

Loss on foreign currency, net . ..............

Interest eXPENRE e - -
S
Income before income taxes

Income tax expense ..........

What is the

Pre-tax Profit 302747

Netlncome ........... ... .. ... ...
Net income attributable to noncontrolling interests

Net income attributable to GMCR

Basic income per share:

Basic weighted average shares outstanding
Net income per common share—basic

Diluted income per share:

Diluted weighted average shares outstanding
Net income per common share—diluted

September 24, b .
2011 : _ :
$ 2,650,899 : second line?
11.?46,2?4 SN NN EEEESNEENEEEEENEEEEEEEESE
904,625
343‘696 (Ended 12/31/2011)
187 J] 16 RECENT QUARTERLY FIGURES —
363,913 :: 575.0 0.02 7 ”926 9
(48 /| 101.4% 3,200.0% /;T/// Gﬂli’)
(6‘245)L 4”"5’ M/ﬁn
(2.912) 1 )//y
{5?‘65?)' [ st/ 7 In; Af
)\s‘// _(f/ &ﬁ‘// /}e) 131
§ 201,048 3= | PEARyA o

1,547
S -
$ 199,501 s |
o [ i /fe)/
T S
146,214,860 L
1.36
T
152,142,434 | — T
$ 131 ™ 2008 2007 2008 2009 2010 2011 202
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What is Happening?

Growth Analysis

The distance between the Sales line CRECaTBAERY Ok
and the Pre_tax PrOfIt Iine iS E Latest Quarter 1?;@582 PEF:EEH::E }é"
changing. What might be the cause?| =« — "= — //’1{

SN
.

[{ 199.p

Grosaprofit - :<.ciiinriinen
Selling and operating expenses . ..
General and administrative expensesil . .

Patent litigation settlement . . .. ... }éfn -
Operating income .......... 1 //

Other income (expense), net . . .. .. V4

Loss on financial instruments, net . | \//(,9)/

Loss on foreign currency, net . .. .. : . <

Interestexpense ...............

I“Cﬂm berl:li'{_' i“cglm taxes . ‘Illllllllllllll EEEEEEEN

One or more of the items ;
In the box Is changing! L ¢
L

%f ,——Ef S B
=

Expenses !
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What They Don’t Teach at BINC

Let’'s Look a Little Closer
(Option 1)

4/ (o]

From 2010 to 2011
Sales and Pre-tax
Profit moved
closer!

The space between
the lines —
Expenses

— got smaller

2009 2010 2011

36
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Let’'s Look a Little Closer
(Option 2)

Move the lines so that the first year of data overlaps

First Year Which grew

BETTERINVESTING

Data SSGPLUS faster?

*-

‘0
*
‘0
*
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Let’'s Look a Little Closer
(Option 3)

Move the trend lines so that the first year overlaps

BETTERINVESTING Wthh greW

SSGPLUS faster?.

“
*
*
’Q
*

First Year
of Trend .

Lines e
N ——-o—0
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Questions?
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Fifty-two weeks ended
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What They Don’t Teach at BINC

Fifty-two weeks ended
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What is Happening?

Growth Analysis
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What They Don’t Teach at BINC

Let’'s Look a Little Closer
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From 2010 to 2011
Pre-tax Profit and net
Income moved closer!
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What They Don’t Teach at BINC
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What They Don’t Teach at BINC
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What is Happening?

Growth Analysis
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What They Don’t Teach at BINC

Why Two Different
Earnings Per Share ?

Basic income per share;

Basic weighted average shares outstanding ... 146,214.860
Net income per common share—basic .. ... .. ) 1.36

Diluted income per share:

Diluted weighted average shares outstanding . 152,142.434
Net income per common share—diluted .....§ 1.3] —

What is the difference between Diluted

Earnings Per Share and Basic Earnings
Per Share ?

Which one do we use?
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What They Don’t Teach at BINC

Dilution

= Dilution occurs when there are “Dilutive Securities

* These are securities that:
= Are not common stock.
= Allow the owner to obtain common stock when they
exercise an option or conversion privilege.

* The most common are stock options, warrants,
convertible debt or convertible preferred shares.

= The earnings of the company would be spread over more
shares (diluted) if the dilutive securities were converted.
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What They Don’t Teach at BINC

wWhy Do We Care?

If we have three shares outstanding, how
big IS every share?
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What They Don’t Teach at BINC

wWhy Do We Care?

If we potentially have five more shares
outstanding, how big is every share?
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What They Don’t Teach at BINC

wWhy Do We Care?

Dilution reduces the size of our piece of the pie.

Before Dilution After Dilution
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What They Don’t Teach at BINC

Which Welighted Average Shares?

= We will use the Diluted Weighted Average Shares
Outstanding !

= Why?

» Spreading the earnings over more shares gives

us a lower, more conservative Earnings Per
Share.

= Note: In the calculation, any securities that would

not be converted at the period end stock price are
ignored.
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What They Don’t Teach at BINC

Questions?
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What They Don’t Teach at BINC

Where Do We Go
From Here ?




What They Don’t Teach at BINC

Reality Check

» We easily see what to focus on using Part 1 of the
SSG, “Growth Analysis”.

* The SSG tells you which items on the Income
Statement to focus on.

* We can isolate what is changing by looking at
each set of lines.

* This points us to the items we need to study and
understand and consider in projecting the future.

» Try looking in the Annual Report at Management’s
Discussion and Analysis (MD&A).

= We can then project our future EPS by evaluating
each component of the preferred procedure.
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What They Don’t Teach at BINC

EPS Five Years in the Future

[ Estimate Earnings per Share Growth Rate ( Preferred Procedure Calculator

Preferred Procedure Calculation

Projected & "r’e: 100z W 100 §104.3%68
Les Yr Avg % Pre Tax Profit Margin): 9.8% v 11.2 =-92 6955

Les§ TaxesiLAstyr. Tax Rate ): 37.1% |v 370 - 43258

Less Preferred Dividends (Current Pref'd Div): 00 [ | 0.0
Projected 5 Yr Total Earnings —

Divided ts. (Current Sh's. Outs.[M)): 2235.0 [w— 2175.0 @
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What They Don’t Teach at BINC

BeTTER!I

SSG-PLUS

What are we
trying to
accomplish
by using the
SSG?
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BETTER!M

SSGPLUS

What They Don’t Teach at BINC

FrrrrrrssEsss FErFrFrFr-eTs-aEa1a s .l»

06 07 08 09 10 11 12‘

We are projecting Sales and Earnings
Per Share 5 years into the future!

The top of our Income Statement (Sales)
and the bottom (Earnings Per Share )
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What They Don’t Teach at BINC

BETTER!M

SSGPLUS

— We want to determine what we expect
our Income Statement to look like 5
years from now!!

USING PREFERRED PROCEDURE - WE CAN |
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How Do We Use This?

= We try to understand how the company has grown

historically.
= We try to understand where things have changed over
time:
» Sales = Taxes Paid
K Expenses = Net Income
» Pre-Tax Profit = Shares Outstanding

= Earnings Per share

= We use this information to help us project how the
Income Statement might change over the next 5 years.
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What They Don’t Teach at BINC

EPS Five Years in the Future

Our expected
Income Statement

5 years from now !

[ Estimate Earnings per Share Growth Rate ( Preferred Procedure ﬂllﬂtﬂr
Preferred Procedure Calculation

Projected 5 "r’e: 10.0% v
Les ¥r Avg % Pre Tax Profit Margin):  9.8% v

Les§ Taxes(Ldst yr. Tax Rate ): 371% W

Less Preferred Dividends (Current Pref'd Div): $00 |

Projected 5 Yr Total Earnings

Divided k ts.tl:urrent Sh's. Outs.(M)): 2235.0 [v—
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What They Don’t Teach at BINC

What Do You Do with
Preferred Dividends ?

Preferred dividends must be paid to preferred
shareholders before common shareholders get

paid.
To common shareholders, it is the equivalent of
an expense.

Estimate the preferred dividends five years in
the future and subtract them from earnings
before dividing by shares outstanding.

62



What They Don’t Teach at BINC

Summary

In this hour we've touched on:

What preferred procedure Is.

The relationship of the Income Statement,
the SSG and preferred procedure.

Why we should use preferred procedure.

Understanding the relationship between
the lines on the SSG graph.

Working with preferred dividends.
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Special Thanks

Ron Bruyn, Director, Orange County Chapter
Linda Glein, Director, Puget Sound Chapter
Claire Struthers, Director, Heartland Chapter
Joe Smith, New Jersey

Thonk 3

These are all special people whose work
contrihuted to this session and who passed their
knowledge of Betterlnvesting methodology to me.
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Make A Difference In

Someone’s Life

If you have benefited from
BETTERINVESTING, .. ., ;

¢ please pick up some AN
BETTERINVESTING
materials (JACker )

and introduce others to this dynlynamic
Investment education opportunity!
Pay it forward !
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What They Don’t Teach at BINC

Questions or Comments?

ah cpabe.com

ah@cpabe.com

Avi Horwitz
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