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Introduction

Some words to encourage the novice.

Purpose of Classic Plus

The objective of this computer program is to help individuals learn how to
invest in stocks. The heart of the investment methodology used in the
program is to acquire well-managed, quality growth stocks and hold them
for a long time. The investment ‘forms’ included within Classic Plus are:

The Stock Check List

The Stock Selection Guide and Report
The Stock Comparison Guide

The Portfolio Management Guide

The Portfolio Evaluation Review Technique

With the advent of computers and on-line information, today’s investor has
valuable tools when doing stock studies. Data is readily available through
electronic subscriptions or services and calculations are “entered’ into the
‘forms’ automatically.

ok~ DN

Classic Plus guides and tutors you through these forms so that you can
complete a company study consistently and thoroughly.

Your responsibility is to become familiar with the company in order to
make judgments about its past and future performance. You are responsible
for making the ultimate decision about the merit of a company as an
investment for your portfolio of stocks.

Effective Learning
Classic Plus was designed for the beginning investor.

Classic Plus Introduction e 1



As a beginning investor you may be confronted with several areas of
learning: learning about the Windows environment, learning about Classic
Plus, learning about investing terms, learning where data is found and
which data to use, learning about investing methods. Any or all these could
be stumbling blocks to a quick start.

Learning the Windows Environment

For knowledge about the Microsoft Windows environment, such as
learning to open and close programs, locate files, or re-size windows, we
recommend the Windows Help that can be reviewed by opening the
Windows Explorer. From the Start button on your Windows desktop,
click Programs | Accessories | Windows Explorer, and then select Help
from the Menu line at the top. Review the topics of interest to you. The
Getting Started area may be best for beginners.

Learning Classic Plus
At the Beginner level, Classic Plus is built to be a tutorial. You are
prompted for each step and the Help button on the Prompt Window
explains why you are doing that step. Through repetition you will learn to
effectively use the program.

Use the following steps to learn the basic operation of Classic Plus and the
stock study process.

1. Review the Tutorial available from the Classic Plus Main
Page or the Help menu item.

2. Choose a sample completed study from the Classic Plus
database (McDonald’s, Johnson & Johnson, or Microsoft).
Review the completed study step-by-step, using the forms in
this sequence: Stock Check List, Stock Selection Guide, and
SSG Report.

3. Read and follow each prompt in the Prompt Window for
areas marked with the large red rectangle.

4. Use the Help button for additional information about a
particular step.

5. Call the What’s This? and More Help (with the right mouse
button) when pointing the cursor to an item needing further
explanation.
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6. For items circled in red, right-click with your mouse to call the
Stock Wiz for his comments.

Doing an overview in this way will give you “the big picture” of the stock
study process and how Classic Plus can help you.

Learning about Data

Datafiles provide the data needed for studying and relieve you from the
burden of finding data and entering it from the keyboard. Datafiles are
generally available by annual subscription. Contact BetterInvesting or
ICLUBcentral for information about datafile subscriptions.

If you are using a paper source for financial data (annual report, Value
Line, S&P sheets) the Company Data chapter of the Classic Plus User’s
Guide or Classic Plus’s Help give you details of the data needed. The
Glossary includes explanations of terms with which you may be
unfamiliar.

If you are not using datafiles, help entering data is available in the files
entitled “S&PDataKeysSSG.doc” and “VLDataKeysSSG.doc” located in
the Classic Plus installation directory or on the original CD.

Learning Classic Plus’s Investing Methods

The step-by-step process of Classic Plus is intended to ensure that you do
every step of a company study. In this way you will become familiar with
all the details of doing a study.

When you start to work on your own study, remember to go one step at a
time, starting with the Stock Check List. When you become very
comfortable using that report, it will be time to move on to the Stock
Selection Guide.

As a beginner, you will need to complete several studies to become
familiar with the study process. Using datafiles gets you immediately
started on the company study rather than the work of finding and keying in
data.

The Experienced level of operation is available to you when you become
proficient with the step-by-step study process.
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Principles for Successful Investing

The investment record of successful investment clubs and individual
members over time has proved the benefits of following these four
principles:

1. Invest regularly, regardless of the market outlook.
2. Reinvest all earnings.

3. Invest in growth companies.

4

Diversify to reduce risk.

Invest Regularly Regardless of the Market Outlook

No one can consistently forecast the ups and downs of the market. By
investing even small sums regularly, you may accumulate a significant
“nest egg.” When prices are down, your regular contribution will purchase
more shares than when the prices are high. This is called dollar cost
averaging.

Another benefit of investing regularly is that investing becomes a habit. If
you set the money aside as a regular deduction from your paycheck
(paying yourself first), you will not even miss it. You will be amazed at
how your portfolio of stocks will grow in value over the years. “From a
small seed does a mighty tree grow.”

Low cost ways to invest regularly include:
1. Joining or starting an investment club.
2. Utilizing Betterlnvesting’s Low Cost Plan.

3. Buying your first shares from a broker and then joining the
company’s dividend reinvestment plan (called a DRIP plan) to
make regular contributions.

4. Buying shares directly from companies which provide that
service.

Reinvest All Earnings (Dividends and Capital Gains)

Reinvesting all earnings puts the power of compounding to work. Many
companies pay dividends (thus distributing some of their profits) to
shareholders. You may automatically reinvest your dividends directly into
purchasing more shares of the company if it has a DRIP or direct purchase
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plan, or by using the dividend reinvestment feature of your brokerage
account (if available).

When you sell stock, reinvesting the profit (capital gains) as well as the
original purchase cost (capital) back into another well-managed, quality
growth company will give you the opportunity to gain from the magic of
compounding.

Invest in Growth Companies

Well-managed growth companies create healthy profits year after year.
This allows them to expand and become larger and more prosperous. Such
companies also have good prospects for above-average future growth.
Investors are willing to pay a premium price for consistent growth as it is
hoped that earnings growth and P/E Ratio expansion will drive the stock
price higher.

Diversify Your Portfolio to Reduce Risk

Over time you should develop a portfolio of companies of different sizes
and in various industries. This will reduce risks caused by political and
economic cycles.

Conclusion

Following these principles can be your basic path to successful life-long
investing. Take the time to learn what is important in evaluating a
company for investment. Develop your skill in using Classic Plus to
identify well-managed, quality growth companies that are fairly valued.
Doing these things will help you develop a portfolio of investments with
the potential to achieve your future financial security.
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For the Beginner

A few words for beginners about investing in stocks.

What Is Investing?

Very simply, investing is the process of using money (called capital) to
make more money. Buying stocks is a powerful way to build one’s wealth
by participating in the growth and success of a company’s business.

Why Invest?
Motivations for investing can be many:

1. Lack of job security may necessitate several jobs in your
lifetime. This means that there may not be a company pension
waiting at the end of your career.

2. Government pensions may not be as reliable as in the past.
Therefore, you need to develop your own “safety net.”

3. Planning and investing can provide the financial independence
that allows you to make choices and to “follow your dreams”.

4. Inflation can rob the true value from savings. Investing
intelligently produces returns that grow faster than inflation.

5. Investing is fun! It can become a profitable hobby.

Investing and Risk
There is no foolproof investment (including keeping money under the
mattress).

The ‘Rule of 5” suggests that of 5 stocks purchased, 3 will do about as you
expected, 1 will do worse, and 1 will do much better. Using Classic Plus’s
methods for choosing companies, the goal for your portfolio over the long
term is to average 15% growth (compounded annually).
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Long-term Investing

The heart of our analysis methodology is to invest in well-managed,
quality growth stocks and hold them for a long time. This differs markedly
from the atmosphere of today’s stock market. Current media reporting
creates the false impression that price fluctuations are very important and
that frequent actions must be taken to manage a portfolio.

By following these methods for long-term investing, you will learn:

1. How to set investing objectives that can achieve your financial
goals.

2. How to become informed and make judgments about a
company, rather than just following a “hot tip.”

Investing and Time

Time is on your side. Make sure you use it.

Starting on your investment path early and investing regularly are very
important to your long-term results. Of time, amount invested, and rate of
return, time is your biggest friend.

Enjoy the benefits of compounding.

Long-term investing is profitable because your investment grows or
compounds. Your return is based on the earnings of your original capital
plus the earnings made from your earnings. Additionally, with a stock you
also may add to your investment the dividends paid by the company to
shareholders.

Studies have shown that over the past 70 years, the largest U.S.
corporations (in the S&P 500 index) have achieved an average annual
return of 10 to 12% from share price appreciation plus dividends.

Compounding or growing at 15%, you will double your money in 5 years.

The following figure demonstrates the results of long-term investing and
compounding. It shows an initial investment of $5,000 with monthly $50
contributions. The ‘portfolio’ is building at a growth rate of 15%. Stock
turnover (buying and selling) is 10% of the portfolio value and expenses
(taxes and commissions) are estimated at 27%. After 30 years, the portfolio
is valued at over $550,000!
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Why Stocks?

Stocks provide a diverse type of investment, allowing you to participate in
the growth of companies within a wide economic spectrum. The long-term
growth history and potential for many companies are very impressive.
Also, stocks are the best investment to counter the eroding effects of
inflation.

What is a Stock?

Several terms are used interchangeably: share, stock, and equity. When you
purchase a stock, a certificate of ownership represents your ownership
portion of the company. You become a participant in the company’s
business. You have the opportunity to profit from the growth of a
successful company or lose money if you do not withdraw from a
floundering business.
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What Are the Characteristics of a Good Company?

¢ When looking for stocks to purchase, make this your key
. orlaﬂ thought: Invest only in well-managed quality growth
Imp companies that are fairly valued.

The crucial words in the above statement are well-managed, growth,
qguality, and value. Let’s review each of these important investment
characteristics.

Growth

Sales and Earnings growth are keys to price appreciation. A growth
company is one whose sales (or revenue) and earnings per share (EPS) are
growing at a rate higher than that of the overall economy. Growth of sales
and earnings causes growth of dividends and stock price. Over the long
term, sales and earnings growth should produce comparable growth in
dividends and price appreciation.

In a “bear” (i.e. down) market, the company may grow sales at the historic
rate but the share price may stagnate or decline. In a “bull” (i.e. up) market,
the price may increase more than the company’s sales or earnings growth.
This shows how investor “sentiment” moves the stock price.

Classic Plus uses the Stock Selection Guide (SSG) to graph the growth
record for sales, EPS, and price. In the graphs below, can you identify
growth stocks?

Can You Identify Quality Growth Companies?

The following charts are mini-Stock Selection Guides for some companies
in the restaurant industry. The top line is sales (revenue), the bottom EPS
(earnings per share), the one in the middle is pre-tax income. The short
thick bars represent the yearly price range for the stock.
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Sales +45.8%
EPS +42.4%
Price +32.0%
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Sales +8.3%
EPS +12.1%
Price +18.2%

Figures from of Stock Analyst.

Company B
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Sales +4.4%
EPS -8.5%
Price -3.7%

C_ompan)_/ D
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Sales +25.9%
EPS +27%
Price +23.7%

All companies show growth, with the exception of Company B. Quality
management is shown in Company A and Company C by the consistent

growth of their sales and EPS lines.

Occasionally value can be discerned by observing EPS growing faster than

share price.

Lastly, safety can be assessed by the persistence of the growth of sales and
EPS, the steadily rising prices and possibly the size of the company.
Company C is overall the most consistent company.
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Company D shows slowing sales growth. The dips in EPS show past
difficulties. These irregularities make the stock study more difficult.

Quality

Consistency is the quality characteristic that gives confidence in the
company. A quality, well-managed company will achieve consistent results
year after year. Sales and earnings will grow steadily. Return on
Shareholders’ Equity and Pre-tax Profit on Sales will also be consistent
and superior to peer companies. Such performance indicates that a
company has a good management team — a very valuable asset.

It is very informative to compare the company with competitors in the
same industry. Companies that are industry leaders are usually well-
managed, quality companies with good potential for growth.

In the above figures can you identify quality companies?

Value

Selecting a company which is “fairly valued is very important to
achieving your 15% portfolio growth rate over the 5 year period. If you
expect to benefit from price appreciation over time, it is crucial that you
buy the stock when the price is reasonable.

One way of describing value is using the Price/Earnings Ratio.

P/E Ratio expansion (buying at a relatively low Price/Earnings Ratio and
seeing it rise) is one key to successful investing. The P/E Ratio (Price-
Earnings) ratio tells how much investors are willing to pay for each dollar
of earnings. As earnings increase, the price will typically increase. If a
company’s earnings fall, many investors will sell and cause the price to
fall.

Historical high and low P/E Ratios show the range of value investors have
given a company. Comparing the current P/E Ratio to historical P/E Ratios
shows whether or not the stock is currently a good value.

To identify a good value, look for a current P/E Ratio below the historical
average P/E Ratio. This will allow room for the P/E Ratio to expand to its
historical average or higher. This P/E Ratio expansion, plus the effect of
growing sales and earnings, will cause price appreciation.

In the above graphs, value can be identified when EPS is growing faster
than price.
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Risk

Many people think that the stock market is a very risky place to put their
money. However, every type of investment carries some type of risk. In the
stock market, risk is decreased when investing in well-managed, quality
growth companies that are under- or fairly- valued. Such companies grow
their sales and earnings more consistently than most and often this means
that their price movements may be more predictable.

A company’s debt load has a bearing on the safety of the investment. With
a reasonable level of debt, a company can take advantage of opportunities.
It will also be able to withstand difficult periods when the general economy
IS in recession.

Conclusion

Studies have shown that investors who have a well defined investment
objective and who follow a consistent methodology for investing do better
than those who have no particular guidelines or who jump from one
method to another.

Following the investment philosophy outlined in this chapter will
encourage you to adopt the strategy of “buy and hold.” If you buy well-
managed, quality growth companies at reasonable prices, you should be
able to hold them for a wvery long time and reap the rewards of
compounding.

Where to Get More Investing Help
Here are some suggestions that can ease your investing “learning curve.”

1. Join or start an investment club. The key to a club is to have
compatible individuals who agree on the methods to be used
for studying, selecting stocks for purchase, and portfolio
management.

2. The club provides a forum for focused stock study. Each
member’s investing knowledge grows through his/her
contribution to the study process and the exchange of
comments and opinions about companies. By making good
investment choices, the value of the club’s portfolio will grow.

3. Several books and manuals are available from Betterlnvesting
that explain beginning and advanced concepts for investing.
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4. The Investor Advisory Service provides stock studies from
professional investors, including explanations for applied
judgment. This monthly service helps the investor check his or
her study with the methods used by the experienced security
analysts. More information about the service and how to
subscribe is available at http://www.iclub.com/ias/.

5. Regional Betterlnvesting chapters are volunteer organizations
that help members. Your local chapter will have training
workshops and presentations about investing. Refer to the
listing of chapter activities in the back pages of the monthly
Better Investing magazine.

6. Go to the Internet to search out investing information.
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Getting Started

Installing and running Classic Plus, and the basics of
getting started.

Installing and Running Classic Plus

Installation

Insert the Classic Plus CD in the drive. The start-up program will start
automatically and display an installation screen. Follow the prompts to
install the program.

For the latest information that could not be included in the manual, review
the README.DOC file on the Classic Plus CD. When installing the
program, you will see a prompt to access this file. Later it can be re-
accessed through the Classic Plus install directory in Windows Explorer,
i.e. /Program Files/Classic Plus/Readme.DOC.

Should you have any difficulties, review the section below regarding
support, and contact ICLUBcentral for assistance.

Specifications

Classic Plus is a 32-bit program and runs with Microsoft Windows 98,
2000, NT, and XP operating systems.

As a minimum, your computer should have a Pentium 200 MHz processor,
32 Mb of memory, and 20-30 Mb of disk space (depending on your
system). A color display with 800x600 resolution and a mouse are also
required.

Classic Plus prints to all printers supported in the Windows environment.
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Starting the Program

Click the Windows Start button, then Programs | NAIC Software. Click
the Classic Plus icon and title to start the program. Alternatively, you may
also have installed an icon on your Windows desktop. Double-click on the
icon to start Classic Plus.

Registration Window

The basic Classic Plus program requires a specific serial number to be
entered in the Registration window. The Classic Plus serial number is on
the back cover of the software case.

Exiting the Program

The File menu includes an Exit item to exit the program. Alternatively,
you can click on the exit control button (which looks like an X at the top
right of the window).

You may be prompted to save data if you were working on a company or
report and the results were not previously saved.

Uninstalling the Program

To remove the program from your system, go to the directory (or folder)
where Classic Plus is installed. The default install directory is \Program
Files\Classic Plus.

Click Uninstall and follow the prompts to remove the program files.

Database Backup

Power loss to your computer may cause the program’s database file to be
corrupted and no longer accessible. In most instances, the program will
detect this when you restart your computer. It will initiate the database
backup utility automatically while advising you of this action.

Because of such possibility (however small), it is recommended that you
backup your CLASSIC.MDB file regularly. Back up of this file is possible
from the Options menu item.

Getting Help in Using Classic Plus

Classic Plus contains several Help features. These include a Tutorial, the
Prompt Window, the Stock Wiz, and context-sensitive Help. You may
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review the details on how each helps in your company study, later in this
chapter.

This Manual

This manual can be useful for learning the basics of investing in stocks as
well as the particular methods used in the program. Refer to the extensive
Glossary for definitions and interpretations of terms, references to where
they are used in the program, and formulas for their calculation.

Note that additional topics and information are available from the
0 nf online Help. Point with the cursor to an item of interest and click the
imP right mouse button to use What’s This? For further related Help,
click More Help.

Tutorial

Access the Tutorial from Classic Plus’s starting window or from the Help
menu item. The Tutorial gives an overview of the purpose and function of
the program. The basic topics include:

1. Beginner Operation. How Classic Plus works. Important
steps in using the program.

2. What is Investing? An explanation of investing and how
Classic Plus Helps you make stock investment decisions.

3. Analysis. A brief introduction to studying a company and
reviewing all Classic Plus reports.

4. Data. Information required to study a stock.

5. Miiscellaneous. Other capabilities to make your use of Classic
Plus more enjoyable.
The Tutorial should take approximately 20 minutes. The icons below the
menu line in the Tutorial give you [Contents| Indes [ Back [ Frint |
specific operation. Contents displays
and accesses all topics in the Tutorial.

The Forward icon steps through each page of the Tutorial, while the Back
icon allows you to backtrack on previously displayed < | 33 |
pages.
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Glossary

Also included with Classic Plus is an online Glossary of terms. Select the
Help menu item and choose Glossary within Classic Plus to access the
Glossary.

Or you may click the Glossary button at the top of this Help window to
open the Glossary now.

Instructions for Beginners

Prompt Window
The Prompt Window is visible on the left side of the screen when the
Beginner level is selected. It provides

R | instructions for doing stock studies.

SRR ) The Prompt Window has 3 basic steps: 1)

(Jf Q> entering data, 2) noting the data on the reports,
Aasitc

and 3) making conclusions about the data.

i

s Follow the Prompt Window suggestions when
et fram the Mai doing your stock study. This will ensure that you

take all the important steps in the proper
Help
sequence.

1. whal These pre-set steps move only forward or
backward. Click Next or Back (or use the Page
Up / Page Down keys) for this sequence.

The View menu item gives you some flexibility to work independently of
the pre-set sequence.

When you are familiar with the stock study sequence of steps, you may
move to the Experienced level of operation. Set this within the Options |
User level menu item. As an Experienced user, you may do your stock
study without the prompts and operate in a flexible fashion throughout the
program.

For further assistance click Help in the Prompt Window.

The Right Mouse Button

The right mouse button is used extensively within Classic Plus. Its purpose
applies to several areas, depending upon the nature of the item clicked.
Using the right mouse button you may:
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Call up Stock Wiz.
Select What’s This?
Set or reset specific values.

Select from a list of appropriate responses or enter a custom
response.

5. Select or de-select a program option.
If unclear about an item, use the right mouse button for guidance.

M w b e

Help and What’s This?

Point the cursor to a specific cell or spot on the computer screen and click
the right mouse button to select What’s This? from a menu of choices.
What’s This? provides a brief help message. Click on the More Help
selection for detailed information from the Classic Plus Help system.

Help Tapics: NAIC Classic EE |
Index  Find |

1 Tupe the: word[z] pou want to find
[Bieck: vae = Clgar I

2 Selact soma matching wonds bo nasow your seach

3 Click & oz, then cick Display

Cameman E quiy or Book Walue per Shane

Compary Diata - 3G Data Entey - Beginner - 550G L. Evalating Management
Campary Data - 556G Data Eney - Evpenerced - 556 - Evaluating Manag

Dot Erdry Dptions for Experienced

Dzt Optiors

Diebi bo Equsty Hahia _ﬂ

[12 Tapics Found | | Allwords, Begin, dulo, Pause [

Disply | Firt. | Conest |

Use the online Help system search capability to find all entries dealing
with your selected topic.

Type in your search word. Click List Topics to see the result of your
search. Highlight a topic and click Display to see the explanation.
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Stock Wiz
Stock Wiz is a powerful innovation in Classic Plus.

; _.eaner The Stock Wiz interprets data and provides
insightful directions on how to proceed with
your stock study.

The price-earnings valuation
o shows that the stack is somewhat

T

overpriced currently. t may be

1| besttowaiturtil EPS nse to bring
7 the PEvaluation t0 & reasonable
lenval bafone buying, when carrant
FE is lezs than the S-year average

It has Dbeen designed to guide your
understanding and application of judgment. The
Stock Wiz is designed especially for the
Beginner.

15
=TT

Information needing attention is circled in red
throughout the program. This guides the
Beginner to areas in a stock study that require
your attention, whether to set a particular value
or accept the default calculated mathematical

The Stock Wiz is *awakened’ by clicking on Pait 3 Extras

the circled item with the right mouse button Display Prices &z Fractions
and selecting Stock Wiz. For the Experienced Set Zone r
user, the Stock Wiz becomes a checking tool Stk Wi

useful for confirming his/her assessment of a \what's This?

stock.

The Stock Wiz can provide guidance for companies whose characteristics
are well-defined and consistent. However, for companies with erratic
performances, it alerts you to the challenges of such studies. In these
instances the Stock Wiz may be limited in its suggestions.

Controlling Stock Wiz

Turn off the Stock Wiz balloon message by clicking on the Stock Wiz
character. If you want to move Stock Wiz, drag and drop it to the new
location. If you want to temporarily hide it, right-click on the character and
click Hide.

The Stock Wiz sound effects can be turned off from the Options |
Preferences menu item.
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Help Key (F1)

Pressing the F1 function key triggers context-sensitive help for the item
under the cursor. This key is located on the top row of the keyboard. This
triggers the same information as the What’s This? function.

You may find specific help topics using the Search feature of the Help
system.

Getting Help from ICLUBcentral

Customer support is available on the ICLUBcentral web site at
http://www.iclub.com. You may ask specific questions by e-mail and
review the “Frequently Asked Questions” section of the web site as well.
You will also get general information for using Classic Plus.

If you cannot solve your problem using online help, the most efficient way
to contact an ICLUBcentral Technical Support Representative is to use our
web help forms located at http://www.iclub.com/support/. Our experts will
then easily be able to retrieve and reply to your question or problem
quickly and efficiently.

Customer support is available for 90 days starting from the purchase date.
For support after 90 days, a subscription to ICLUBcentral’s Investing
Software Maintenance program is required. This program provides
technical support, program updates, and other benefits. For more
information, visit http://www.iclub.com/isupport/.

The Answer to Your Problem may be in One of These
Sources

1. Select Help from the Main Menu and use the and

buttons.

2. Check the Table of Contents and Index to see if the answer to
your question is in this Manual.

3. Use the Glossary in Help or the Manual to look up
definitions for any of the terms used in the software or manual
that you do not understand.

4. Check the README text file that is located in the program
directory. It may contain information that was not available
when the Manual and Help files were prepared.
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When requesting Technical Support
Use the following list as a guide to help our experts quickly answer your
questions:

1. Write down the precise wording of any error message
displayed when you had a problem, including the names of any
files mentioned in the message.

2. Be familiar with:

a) the version number of Classic Plus (from Help | About
Classic Plus, or the original CD).

b) the version of Windows you are using.

c) the make, model and amount of memory (RAM) on your
computer.

d) The make and model printer if you have a question or
problem regarding the printing of reports.

3. Note your Classic Plus serial number and date of purchase and
installation.

Return Policy

For information on returning the program, please contact Betterlnvesting
toll-free at 1-877-ASK-NAIC, ext 0, or visit their web site at
http://www.betterinvesting.org.
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Beginner’'s Main Page
The opening Beginner Main Page is ‘Home Base’.

File View Options Help

Classic Whain [ oge

Main Page
Select from the Main
Page
Help
1. What would you like to do?
_o Stock Check List
___ Stock Selection Guide
2. Where's the data for the company?
I _J Inmy database g |
___Tna datafile located on my computer o8 [
I ___ I will enter data for a new company from the keyboard “
___Download from NATC Online (OPS5) batafiles 4" y
il !

3. Click Start to begin

There are three steps to starting an analysis of a company.
1. What would you like to do?

Choose the report you want to work with: Stock Check List or Stock
Selection Guide.

The Stock Check List (SCL) is the report for the Beginner. It will help
you review the recent history of growth for sales and earnings. You will
also determine whether the stock is reasonably valued at the current price.

The more experienced Beginner will move on to using the Stock
Selection Guide (SSG). The SSG helps you take a more detailed look at
the company.

2. Where’s the data for the company?
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2. Where's the data for the company?
_o Inmy database
___Inadatafile located on my computer
I will enter data for a new compary from the keyboard
___ Download from NATLC COnline (OPS) Datafiles

Check the source for the data you will be using in your report from these
four options:

In my database

Choose this option the first time you use Classic Plus and select one of the
sample completed studies included with the program (labeled — Classic).
The database will eventually contain stock studies that you have completed
and saved.

In a datafile located on my computer

Choose this option if you would like to load a file from your computer, for
instance if someone has e-mailed you a datafile or you have downloaded a
datafile directly from a web site or subscription datafile service.

I will enter data for a new company from the keyboard

You can key in company data from published sources such as the
company’s annual report, a Value Line page, or a Standard and Poor’s
sheet. In Beginner mode, choosing this option will start the step-by-step
process for entering data for a new company from the keyboard. (See the
User’s Guide for details regarding entering data for a new company
study.)

Download from NAIC Online (OPS) Datafiles

Now known as the Betterinvesting S&P Stock Data Service, this option
allows you to automatically load company data from the Internet. If you
purchased an SDS datafile subscription, you will be able to load data from
a wide selection of companies.

Once you have made your choices, click Start to begin your study. At the
Beginner setting, Classic Plus will lead you through the steps in a specific
sequence. The Main Page is disabled by selecting Experienced in the
Options menu.
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Once a company is loaded, the Main Page will give access to other parts
of the program. All program functions are available from the drop-down
items on the menu line at the top of the program window.

3. Click Start to begin.
Click the blue underlined link labeled *“Start” to begin analyzing a stock.

Loading a Company

The quickest and easiest way to work on a company previously entered is
to load it from the database. Go to the menu line. Click File | Open | Stock
Check List or Stock Selection Guide. This shows you the list of
companies in your database.

To load a company from SSG or SDF datafiles, use the SSG and NAIC
Datafiles tab.

4 Open Company &J

Database l 556G and MAIC Classic Datafiles ] Import MAIC OPS Datafiles

Compary Industiy Updated
BRISTOL MYER F kAL LS 10/410/2007
Health Management Aszociates Hbd HEALTH CARE FACILITIES 1041042007
Johnzon & Johnson_Classic Samp | JHJ PHARMACEUTICALS 101042007
LILLY [ELIT % CO LLY PHARMACEUTICALS 1041042007
LOWES COS LOw  HOME IMPROWEMENT RETAIL 101072007
MecDonalds _Clazsic Sample MCD RESTAURAMTS 1041042007
Merck MAK  PHARMACEUTICALS 1041042007
Microzoft_Clazzic Sample MSFT  SYSTEMS SOFTWARE 1041042007
Patterzon Dental Co. POCO Health Care Distributors 104102007
FFIZER IMC FFE PHARMACEUTICALS 1041042007
SCHERIMG-PLOUGH SGF PHARMACEUTICALS 1041072007
SOUTHWEST AIRLIMES LUy AIRLIMES 1041042007
SYMOYVUS FINaMClAL CP SMY Fegional Banks 1041042007
TOLL BROTHERS INC TaL HOMEBUILDIMG 10M10/2007 | |

14 records in list

Help Ok Cahcel

ke =

In its database, Classic Plus provides an initial list of sample companies.
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The studies for McDonald’s, Johnson and Johnson, and Microsoft have
been completed as educational samples and are not meant as
recommendations. These studies are identified with ‘Classic Sample’
added to their names. Select the company you wish to load and click OK.

At the Experienced level of Classic Plus, click the Companies tab in the
Prompt Window and select the Open Company icon.

When to Use the Experienced Mode

As you work at the Beginner level you will become familiar with the
program’s operation, the data, and the flow of the work. Eventually you
will probably anticipate the ‘wisdom’ of the Stock Wiz. When you feel
ready to move from the step-by-step process to a more personalized way of
working with the program, you can set the menu line item Options | User
level to Experienced.

An Experienced user may still access all the Help features of the program.

Switching between Beginner and Experienced mode may force some
recalculations of values, specifically those affected by ‘Experienced mode
only’ options.

Program Icons and Menus

In the Experienced operating mode the Prompt Window shows four
horizontal tabs (Analysis, Companies, Comparison, and Internet) for
accessing icons for common operations in Classic Plus.

Analysis Icons

Data entry icon accesses the tabbed data entry window to enter
company, yearly, quarterly, and other data for a company

Displays the Stock Check List.

Displays the Stock Selection Guide (SSG) Graph with data
plots, trend and projection lines as may have been previously
set.
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Displays the Stock Selection Guide (SSG) Analysis window
with data and judgments as may have been previously set.

% Displays the Stock Selection Guide (SSG) Report.

Other Icons

Start a new study (from keyboard), open a company (from the
% database or SSG/SDF files), or save or delete.

T 10 save, delete, open a new, or open a previously saved Stock
% B Comparison Guide.

3]
-] Internet access for Betterlnvesting, ICLUBcentral, Companies,
q’L.EJ; or Favorites.

At the Experienced level, the Prompt Window is replaced with icons. The
icons added for PMG and PERT are contained in their own tabbed areas as
indicated below.

PMG Icons

PMG The PMG Data icon accesses the monthly price and quarterly

] EPS data that may have been keyed in or imported from

datafiles. Click the yellow area on the report to enter/edit
JUEEEEE  information in Part 1.

% The PMG Report icon displays Parts 1 — 3 of the PMG.

FrdE Report

The PMG Graph icon displays Part 4 of the PMG, the PMG
SilEea graph.
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PERT Icons

PERT _ The PERT Data icon accesses quarterly sales, EPS, pre-tax
income and net income/tax rate figures data that may have
been keyed in or imported from datafiles.

FPERT Data

The PERT Data icon displays the PERT A report.

The PERT B icon displays the PERT B report.
FERT B

The PERT Graph icon displays the PERT A Graphics.
FERT Graph

PERT Report Icons
PERT Fepart

E/

MNew Report

The New Report icon creates a new PERT Report.

The Open Report icon allows you to open a PERT Report
from previously saved reports.

The Save Changes icon allows you to save the current PERT
Report for future reference.

Save Changes

I_,E The Delete Report icon allows you to delete a report that was
EEEEE  previously saved.
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Icons Within Windows
The following cursor icons indicate specific functions.

Click the cell repeatedly to include or exclude a value in the
Kove calculation.

Click the area or cell to enter judgment.

53
Click to make a selection.
5.
s Click to select an optional item.
(]

The grabber is used in the SSG Graph window. Click and drag
@ the markers to place the red line to measure and project past or
future growth.
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Menus

File
The selections in the File menu item include:

Item Description

New Select to enter data for a new company starting with
the Stock Check List or Stock Selection Guide. For
multiple company reports you may choose to create a
new Stock Comparison Guide (SCG) or create a new
PERT Report.

Open For previously saved reports. Select to review a
company using the Stock Check List or Stock
Selection Guide. For multiple company reports you
may open a previously saved Stock Comparison
Guide (SCG) or PERT Report.

Save Save data for stock study or SCG.

Save As Save data under a different name or save (export) it in
a particular file format (SSG or SDF) or to a different
disk.

Close Close the company record.

Print Print report shown on screen.

Print Report  Select and print various reports.

Selections

Print Setup Set up printer.

Delete Delete a company record from the database.

Update Add new data to a company record through the
keyboard or from a datafile or a price file.

Recent List of last 5 companies/comparisons viewed.

Studies

Exit Exit from the program.
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View

The selections in the View menu item include:

Item Description
Main Page This is “‘Home Base’ for the Beginner.
Review/ Depends on Beginner or Experienced Level selection.
Enter Data or  Displays the data pertinent to the displayed report.
Data Entry

Stock Check
List
SSG Graph

Preferred
Procedure

SSG Analysis

SSG Report

PMG
PERT

Stock
Comparison
Guide

PERT Report

Company /
Favorite Web
Sites

The beginning form for a stock study

Shows the Stock Selection Guide Part 1, Visual
Analysis (SSG Graph)

At the Experienced Level, this opens the window to
calculate projected EPS from a projection of sales.

This form evaluates management, Price/Earnings
Ratios, and gauges opportunity for total return.

This final set of questions helps you determine
whether the company studied meets your goals as an
investment.

Portfolio Management Guide, either the report (front
side) or graph (back side of the paper form).

Portfolio Evaluation Review Technique reports. Select
from PERT A, PERT B, and PERT Graphics.

A comparison report for up to 5 companies. Also, see
File | New and File | Open menu items for the Stock
Comparison Guide.

Opens a new report for up to 50 companies. Also, see
File | New and File | Open menu items for the PERT
Report.

Access to company specific and favorite web sites.
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Options

The selections in the Options menu item include:

Item Description

User Level Beginner or Experienced

Preferences Display and data options

Reset Resets (or removes) your judgment to show values
Judgment displayed when data was first entered. You select the

report(s) to be reset.

Issue  Share  For the loaded company

Split

Backup Copies the database file CLASSIC.MDB to another
Database directory or another disk

Help
The selections in the Help menu item include:

Item Description

Contents Table of Contents and Index Help

Tutorial Overview of Classic Plus

Search for  Opens Help to allow you to search on a specific topic
Help on ...

Glossary Opens Help to access Glossary of terms

Tip of the  Aselection of Helpful tips for using the program.

Day

Classic Plus Internet site for information about using Classic Plus
Support

Web Site

Registration Registration window

About Serial number. Support information. System information.
Classic Plus

Classic Plus
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Calculations and Data Entry

The computer’s internal calculation capabilities are extensive. The results
are formatted and displayed for easy interpretation, which may be a cause
of concern to the user.

An example would be a calculation for a Price/Earnings Ratio (P/E Ratio).
The computer may calculate a number to be 12.3456. For clarity it is
displayed and printed as 12.3. The loss in accuracy due to this truncation or
rounding factor does not alter significantly the resulting analysis.

The most obvious example of the rounding/truncation error is in the
calculation of certain values such as the Estimated High and Low Prices.

A P/E Ratio is shown as 12.6 and the Estimated EPS as $3.33. In actuality,
the values (stored internally to the computer) are fractionally different. The
answer displayed ($42.09) is based on the actual figures stored in the
computer. This is different than the expected answer of $41.958, if using
the displayed numbers. Again, the rounding of numbers does not
significantly alter the resulting analysis.

Entering Numbers

On a very few occasions you may need to enter a 0 (zero)
for actual reported data. Since zero is interpreted as no
data by Classic Plus, to ensure proper interpretation enter
a very small number, i.e. 0.001.

Entering 0
(zero) as data

Large numbers, i.e. sales, could also present a problem. In
these instances use the units selection option in the
Company Data entry window to choose Billions.

Large numbers

Negative numbers are entered with a - (minus sign), e.g. —

Negative 1234,

numbers

The user can simplify data keyed into Classic Plus. Enter
only the most significant digits (i.e. 123,456,000 is
entered as 123.4 or 123.5 millions). The loss of accuracy
due to rounding or truncation will not appreciably affect
the results.

Simplifying
entering data
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Graph and Scaling

The SSG visual analysis section plots data on a ratio chart or semi-log
graph. Regardless how data is plotted, the most important reasons for
graphing data are to measure growth (shown by the slope or slant of the
line) and to note the smoothness of the line.

To display the value for a data point on the SSG Graph, touch the point
with the mouse cursor.

Ratio Chart

The SSG graph plots data on a ratio chart or semi-log graph. The obvious
difference (from a linear chart) is the irregular spacing of the horizontal
lines. The effect is to spread out smaller values so that they are more
readable. In the illustration below, note how EPS is crowded at the bottom
of the linear chart.

More importantly, ratio charts simplify measuring annual compounded
growth. Data for a steadily growing company will plot in a straight line
rather than the curved line in the linear chart. Note below how revenue
(sales) in the linear chart is curving upwards.

MICROSOFT DOAP T MICROSOFT CORP
et pear 1598 ) b (Lt wear 1995
i Lazt G Dae 35171999 Lacst ) Devie 303171599

]

|

Ftesa s

EP

Linear Chart Log or Ratio Chart

The graphs in PMG and PERT may also be scaled to view information
more clearly.
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Scaling allows wide-ranging data to be properly | pipia pices = Fractions
displayed in the graph area. To confirm a specific Move Up

value, hold the cursor over a data point and a pop- = MeveRenn

up window will show its value.

Reset Scale

What's Thiz?

Changing scales has the effect of moving data up or

down on the graph. You may choose to do this to view specific information
in greater detail or to separate data in the case of multiple data plots. To
change scales right-click on the data point to bring up a menu. On the
menu, left-click ‘move up’ or ‘move down’ to change the scale.
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PMG Graphs showing the affect of changing the price scale (the top line, in red).
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Scales
Scaling allows small and large numbers to be plotted
. Ge in the same graph. These charts use the same scale
eﬂen factors: revenue (sales) and pre-tax profit (top and
eXP middle lines) x 200, EPS (bottom line) x 0.1, and
price bars x 1.0.

The numbers on the left edge of each chart are references for calculating a
value on the chart (for example, the last revenue point is at approximately
70). Multiplying the scale factor 200 by the point value 70 gives 14,000.
Since revenue data is represented in millions, this number is actually
14,000,000,000 or 14 billion. The last value for EPS is approximately 0.90,
and the 52 week high, low and current prices (far-right price bar) are 96, 41
and 71.

The scale factor is shown on the SSG Graph in the Recent Quarterly
Figures box. This box is accessed with a right-click of the mouse button

Moving Plotted Data
EFS » | You may want to move plotted data up or down on the
graph for a number of reasons:

kove Lp
Mt e To prevent overlapping of data for easier viewing

Heset Seale To display data to fit the graph area

Stock Wiz To allow you to draw trend and projection lines more
Wihat's thiz? easily

To change the position of data on the SSG Graph, click the right mouse
button and select Move Up or Move Down.

Note that Trend and Projection lines will move with the plotted data.
Should the end points of these lines move outside of the graph area, you
will not be able to grab the markers. You can move the markers in the
graph area by right-clicking the mouse button and re-setting them.

Reset Scales
Scales may be reset to their computer-calculated value from the Options |
Reset Judgment menu item.
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Company Data

Finding companies to study and what data to use is the
first challenge of stock study. Using electronic data
sources eases the burden of data compilation and entry.

Finding Companies to Study

Finding investing ideas may be a challenge. Here are some suggestions for
finding companies to study.

1. Consider companies whose products or services you use and
admire.

2. Check out business and financial publications: The Wall Street
Journal, Barron’s, Forbes, Business Week, Fortune, etc.

3. For the cost of a subscription, advisory services provide
opinions about companies that they believe offer worthwhile
growth potential for their clients. The Investor Advisory
Service provides monthly recommendations that may also be
useful.

4. Your friends and business contacts may provide ideas about
opportunities within your city or state.

5. Your broker can offer many suggestions as a starting point for
your stock studies.

6. The Internet is another source of ideas. However, beware hype
and do your homework.

7. A screening program such as Stock Prospector can be used to
filter companies out of a large database, according to particular
criteria that you have set.

8. Investment newsletters.
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9. Visit ICLUBcentral’s web site for a list of stock ideas for
study at http://www.iclub.com.

Where to Find Data

Data is available from several sources. Eventually you will settle on a
preferred source that meets your objective for timeliness, accuracy,
convenience, and cost.

Data from most commercial sources is generally quite accurate. However,
various sources may generate data in different ways, resulting in different
numbers for the same data, particularly earnings per share. Differences are
mostly due to the accounting methods used by the company gathering the
data. This can confuse beginning investors.

To ensure the proper basis for analysis, be sure to use the same data source
for all data within each stock study. With increasing knowledge, you will
be able to discern the subtleties in data sources and settle for the one that
accounts for data in the manner that you like.

Terms

Terminology in financial and investing fields can be complex and
technical. The beginner may find learning this new language a challenge.
Fortunately, the number of terms used within Classic Plus is manageable
and through use and repetition the terms become more and more familiar.

Here are a few terms and their common variations. Review the Glossary
for explanations.

sales, revenues, total revenue

income before taxes, pre-tax income, pre-tax profit
income after taxes, net income, net profit, earnings
stock, share

earnings per share, EPS

price earnings ratio, P/E Ratio, P/E
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Importing Datafiles

Using datafiles allows you to spend time evaluating stocks instead of
typing in data. Companies may be imported into Classic Plus in the SSG or
SDF format.

i Open Company F=

Database 556 and NAIC Classic Datafiles |

To open & 1] Select Dive and Ditectory contanng Datafle
company from a 2] Select Datafile from st o lype in the Tickes Spenbol
Datafile: 3] Once Datafile is sedected, chek OK 1o open

Diecloy Enlet Ticker Symbol

e fdel
“YNAICDATA

Files

DECK.SSG -

DECD.SSG _]

DELL.SSG -
v

Diives List files of type
[_; ¢ [MAIN] :] IS‘SG file¢ [*.SSG) _'_l
571 liez n st
DELL COMPUTER CORP Hep | ok | gconcel |

To import or open a company from a datafile, go to the menu line: File |
Open | Stock Check List or Stock Selection Guide. Click the window tab
called SSG and Classic Plus Datafiles. Select the drive and directory where
the file is located. Type in the ticker symbol or highlight the file from the
list. The name of the company will appear at the bottom left corner. Click
OK to open the file.

To import SDF (Classic Plus Datafiles), select the SDF format in the List
Files of Type box. SDF files will be those you exchange with other Classic
Plus users. Locate the directory where the SDF files reside and import
them in the same way as the SSG files.

Betterinvesting S&P Stock Data Service

Betterlnvesting offers a subscription to a database of 7,000 companies,
allowing quick import of historical data into Classic Plus, instead of typing
in the data. Classic Plus may utilize this database to help you search for
suitable companies to study. To use SDS, your computer should be
connected to the internet, and you will need to have a subscription. For
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more information on Betterlnvesting and SDS data via the internet go to
http://www.betterinvesting.org.

Importing using SDS

You may open SSG files directly from the Betterlnvesting website. By
right-clicking on the words “SSG Data” a menu will pop up. Select
“Open.” The Open File dialog will open. Select “Open” again. This will
load the data directly into Classic Plus.

Alternately you may save the SSG files into a central location on your
computer and import from that directory. Using the File | Open | Stock
Selection Guide and select the SSG and Classic Plus Datafiles tab on the
Open Window. Locate the directory where you saved the SSG files from
the BetterInvesting website.

File Association

When Classic Plus is first installed it sets up file association links. This
means that you can double-click on an SDF, SSG, CSV, or PRC file and it
will open into Classic Plus. If Classic Plus is not running, it will start
automatically and load the desired file.

This file association also opens SSG and SDF files from the Internet.

You can set or reset file association from the Options | Preferences | File
Associations menu.

SSG File

SSG formatted files are standard for ICLUBcentral software programs.
You will see such a file with the extension SSG after the ticker symbol.
(Example: MCD.SSG) These files contain yearly, quarterly, and company
information for a complete company study. Use this format to exchange
company data with individuals who use Investor’s Toolkit.

SDF File

SDF formatted files are specific to Classic Plus and contain all the
information needed for this software program. To exchange company
information with others who have Classic Plus or Stock Analyst, use the
SDF extension. (Example: MCD.SDF)
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PRC and CSV files

These files are normally retrieved from the Internet. They provide
information for updating prices in the Classic Plus database. The extension
for these files will be either PRC or CSV.

Internet

Most data from the Internet currently needs to be accumulated and entered
manually in the Classic Plus program. Sources for company information
include:

The US government’s Securities and Exchange Commission’s EDGAR
site contains a database of listed companies. Here you may access a
company’s required public filings. (See the Internet Access section of this
chapter for more details.)

Quarterly reports are called 10Q. Annual reports are called 10K. These
reports contain useful financial information plus descriptions of the
company’s business. They are more detailed than the reports issued by the
company to shareholders.

An 8K Report is required by the SEC within 15 days of an event which
could affect the value of the company’s securities.

A 13D Report is required by the SEC from an investor who acquires 5% or
more of a company’s stock. This alerts the company and its shareholders
that someone may be trying to gain control of outstanding shares.

A company’s Internet web site may be directly accessed from Classic
Plus. (See the Internet Access section of this chapter for more details.)
Most companies include a financial information section from which you
may retrieve annual and quarterly report data. News releases will announce
significant events such as an acquisition or sales of a division or the
introduction of a new product. Companies may answer your questions by
e-mail or telephone. Alternately, they will send you information by mail.

Your brokerage firm may offer information on its web site.
Publications

Data from the following sources needs to be collected and keyed into
Classic Plus.

Each company publishes annual and quarterly reports. These will be sent
to you at no charge upon request. The annual report is a glossy document
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that explains the financial results of the past year, highlights changes,
presents information about the company’s products, and may give an
outlook for the next year.

Company reports are sometimes structured as SEC (Securities Exchange
Commission) 10K and 10Q reports. Financial data may seem intimidating
at first because of the accounting terminology, but over time you will
become familiar with certain key concepts.

Subscription services such as The Value Line Investment Survey and
Standard and Poor’s sheets may be purchased or viewed at your library or
broker. They provide the historical information needed for stock analysis.
(There are sample pages for view later in this chapter.) They also provide
company address information so that you may contact a company directly
and ask for an investor information package.

The Value Line Investment Survey (containing over 3400 U.S. companies)
seems commonly used as it is found in many libraries. Each company’s
data is found on a single page, with an analyst’s summary advisory. There
is usually also a summary for each industry.

Quantity of Data
¢ If you cannot find sufficient information about a company,
MY move on to another one. It is not wise to make decisions
imp based on incomplete information.

Financial data for a company may vary, depending on its source. The
differences are due to security analysts’ interpretation. This is why it is
important not to mix data sources when doing a company study.

Internet Access

Classic Plus accesses the Internet through the View | Company | Favorite
Web Sites menu item. In the Experienced mode you may also connect
through the Internet Tab in the Prompt Window.
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In either case you can choose from existing sites or add new ones. Click
the Add Site button to type in a new site name and its Internet address.

To add the address of a company site, go to the Company icon (or group)
and highlight the generic title (Company Web Site). Click the Edit Site
button to type in the company name and Internet address.

Company information is available from a number of sites. Highlight the
site of interest and click the GO! button to start your Internet browser
program and automatically access the site.

Be careful if editing pre-defined company web sites. They should not be
changed, as fields that represent symbols require specific formatting. A
company’s ticker symbol is indicated by <symbol>.

For multiple stock price quotes from Yahoo! Classic Plus generates a
ticker list from companies in your database.

Classic Plus includes two groups: Company and Favorites. Of special
note is the ICLUBcentral site for product support and additional
information

The Yahoo! site is set to retrieve prices individually or for all companies in
your database.

Using the Experienced level preference you may also enter the company
web site details in the Company Other data entry window.
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Updating

Once a study is completed you will need to keep it current as new
information becomes available. There are 3 different times that you should
consider updating a study.

1. Monthly, with price information. (Do this for your club meeting or
to reassess your holdings.)

2. Quarterly (every 3 months), when new quarterly information is
released by the company

3. Yearly, when new annual figures are released by the company.

Updating can be done fairly quickly if you do it regularly. After each
update you should review the study and assess whether the results meet
your expectations.

Make sure you are consistent with the source of information you use for
updating. Updating from various sources (annual reports, Value Line,
S&P, etc) can make your study inaccurate.

Price Updating
Price updating can be done either through the keyboard or partially
automated thorough the Internet.

From the Internet

Price updating is available through the Internet from various sites and is
accessed from the Favorite Sites window in Classic Plus. This process is
unique for each individual site.

Once downloaded, locate the file with the Load Price File button. Lastly,
click Start Update to complete the process.
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Setup allows you to specify the format for the CSV price file. Please be
aware that Internet sources may change the availability of data and their
format.

From the Keyboard

The information in the Update Company Prices window can be edited
from the keyboard. Enter the new prices for the companies. Click the Start
Update button. A report of new high or low prices will be shown in the
Alert column.

To simplify entering prices, you may sort information by clicking on a
column title. Clicking a second time will reverse the sort order. Sorting by
exchange will make it more efficient to update prices from a newspaper.

You may size columns to fit the information. Drag the edge of the column
header to the desired size.

Quarterly and Yearly — from Datafiles
Whenever new Datafiles become available, new company information is
likely available. Use the Update window to select companies to update.

You may sort the company information in ascending or descending order
by clicking on the column title.

If you choose to update from the Datafiles, make sure that

|n you do not update from other sources. Mixing sources of

wam data can create inconsistencies and make your study
inaccurate.
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Also, if you update in this manner, you may wish to select Full Update.
This ensures that all data is updated to reflect any restatements, stock
splits, etc. This ensures keeping some consistency in your company data.

Updating does not alter judgment settings as you may have set in each
report.

Updating from the S&P Stock Data Service

You will need to download the individual SSG files for all your companies
tracked in Classic Plus. Save these SSG files in the same folder for easy
updating. Use the File | Update | From SSG Datafiles option in Classic Plus
and set the path to datafiles to match the location where you downloaded
and saved the SSG files.
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Updating from the Keyboard

Manual updating of company data is done in the Data Entry window for
the company. Open the Data Entry window from the View | Review |
Enter data menu.

Yearly Updating
For a yearly update, the Add new year button adds new data at the end of
the last fiscal year. Click this button to clear a row for the new data. Data
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for the previous tenth year is removed from the database when the data is
saved.

After yearly updating, redo your study to assess the newly reported
information. Redraw your trend and projection lines on the SSG Graph,
etc., as if doing a new study.

Quarterly Updating

To add a new quarter of data, click the Add new quarter button in the
Quarterly Data tab. It makes space for new data. After adding new
quarterly information, review the study to see how the latest results meet
the growth and value objectives you set in your original study.

At the experienced level, you may wish to add new information to the
Notes section of the Data Entry window.

Share Splits

Occasionally directors of a company may order a stock split to make shares
more affordable for investors. For a company you have saved in your
database, you will need to account for this split.

Go to the menu line item Option | Issue Share Split. Enter the number of
old and new shares, depending on the announced split. Examples:

o 2 for 1 split: enter 1 old share, 2 new shares
o 3 for 2 split: enter 2 old shares, 3 new shares
e 10% stock dividend: enter 100 old shares, 110 new shares

The value of your holding before and after the split is the same. (For more
details, see Share Split in the Glossary.)

Generally, a share split is a neutral event for the company. There may be a
brief increase in price after the stock split is announced but this is
neutralized soon after.

Saving Data

Normally a company study or comparison is saved in the Classic Plus
database. See the section on Sharing Data for saving to a diskette or to
another directory on your computer.
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You may save both company data and comparison data. If data was derived
from the Classic Plus database, then the Save command will save the data
back to the same record. If the data is new, a new record will be entered in
the database.

nt Both a company name and a company symbol are needed
mpofta before you can save a company. Saving a Comparison
i Guide requires both a name and a description.
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The Save As function stores the company or comparison in a new record.
Create a new record to save a variation of a study or comparison. Make
sure to rename the new company record so that it is meaningful to you.

Reasons to save multiple records are:

1. Saving original studies (see below)

2. Saving studies using optimistic and pessimistic judgments
3. Saving an updated company study

4. Saving a comparison with updated information

Original Studies

Save a copy of your original stock study. For clarity, add an identifier to
the company name (such as “Org.” for original, as in “Microsoft —-Org”).
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As well, to ensure that the price and data are not changed through
automatic updating, alter the company symbol to include *“-O,” i.e.
“MFST-O.” Lastly, select Save As to save the company in the database.

Use the study to “learn from your experience” when later reviewing
judgment decisions made about the company.

Multiple Studies of the Same Company

Often members of a club will study the same company. Have each member
add initials to his/her study’s company name, i.e. “Microsoft CM.” You
may complete a Comparison Guide of these studies by importing the files
(in SDF format) into Classic Plus. (See below for details on sharing.) You
can then compare the members’ stock studies. The Comparison Guide can
be saved for future reference.

This technique could also be used to compare two studies for the same
company, such as to save both an optimistic study and a pessimistic one.

Sharing Data

Users may want to share data with others, especially if all are members of a
club. To facilitate sharing, Classic Plus includes data exporting functions
through the File | Save As menu item.
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Click the tab SSG and Classic Plus Datafiles. Choose the drive where you
wish to place the company file. It may be the a:/ drive for a diskette or the
c:/ drive for your computer’s hard drive.

For File name, the ticker symbol of the company currently open will show.
(You must have a company open to do a Save As.) For List files of type,
select SDF or SSG format.

The left pane shows the drive and the directories available on your
computer. If you wish to set up a particular directory to store files for
sharing, you may do so within your computer’s Windows Explorer
program.

The right pane will show the files you previously saved for the location
highlighted on the left.

Save As SDF Format

The SDF (Classic Plus) format is recommended for exchange between
Classic Plus users. This format incorporates all data and judgment so that
the receiver can reconstruct the original study.

Use this format also for archival purposes, to save data for companies that
you are not currently following but want to retain for future reference.

Save As SSG Format

The SSG format is suitable for exchange with users of ICLUBcentral
software programs other than Classic Plus. This format does not support all
the data used in Classic Plus but is sufficient to allow others to do analysis
without re-entering data.

Exporting and re-importing data in this format will not re-establish all data
as used in Classic Plus. Classic Plus uses data not included in the SSG
format and vice versa.
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Entering/Editing Data from the Keyboard — Beginner
If you do not have a Datafiles subscription, you will need to gather data
from the company or another reference report such as Value Line or S&P.

Note that some reports will not contain all the data you need or that you
may need to calculate figures separately from the Classic Plus.

Generally the beginner will want to review data for each step. This shows
how the data is used in the program. Once a study is completed, the
Beginner may choose to skip viewing the data window by removing the
check mark from ‘Show this window next time’. You may redisplay the
data window from the View | Review | Enter Data menu item.

Stock Check List - Stock Data

Company Dala ‘vaarke 5 ahe |

Enler/ravisw paaily sales bo assess grovith, T
Chck Q. vehan done Last Yeur of Dt | =i

Saecfori3sail) 8 IESEE
S aar Far 1957 [MiL) I
5 alles Far 1354 [Mil] [ w009
S alles for 1353 [Mil] ETTE

Sales unks S1E i |H hans -
_imenres |

% Show this indow hew ima Hep | ok | Concmt |

Stock Check List — Data Entry

Beginners should learn to do stock studies by first using the Stock Check
List. This provides a simple way of judging a company’s sales and
earnings per share growth and whether the stock is reasonably priced. Note
that data entered in previous windows will be displayed in subsequent
windows where appropriate.

The Stock Check List requires entry of all the numeric data as prompted.
Missing information will jeopardize the report’s usefulness.

Be sure to take advantage of all the Help available in Classic Plus. Right-
click on a data cell to select What’s This? and More Help for details
about the data entry.
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Examine the Value Line and Standard and Poor’s data sheets for data
referenced in the charts that follow.

Stock Check List

The Beginner will be prompted to enter data as it is needed. The
information below is a summary of the data needed for the Stock Check

List.
VL means Value Line and S&P means Standard and Poor’s reports.
Iltem Explanation Typical Annual VL | S&P
Report
Company 1 1.1
Name
Ticker Sometimes on inside 1 1.1
Symbol back page of annual
report under Corporate
and Stockholder
Information.
Exchange The exchange where this As above - on back 1 1.1
Traded stock trades page.
Industry Labels for industry may Inside front cover of 1.1
vary, according to the annual report under
source. Description of the
Company or Company
Profile.
Date of This should be changed
Study whenever you add data or
alter your judgment.
Last Fiscal The company’s fiscal year | Cover of the annual 3 2.1
Year may differ from calendar report.
year.
Yearly Sales The amount collected for Financial Statement, 4 2.1
(or revenues) | all goods or services sold Consolidated Statement
by the company. May also | of Earnings page.
be called revenues.
Currency & Note whether share data Depends on the size of
Share Units is reported in thousands, sales. Choose the units
millions, or billions. that will show 3-5
significant digits, i.e.
$795.6
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Iltem Explanation Typical Annual VL | S&P
Report
Yearly Use diluted EPS reported. | Same page as Sales. 4 2.1
Earnings Per
Share
High and Use fiscal year price Either in 10 year 2 2.1
Low Prices ranges whenever possible. | Summary of Operations
for the year or in Summary of
Quarterly Data near
back of annual report.
Note that Value Line
and S&P report
calendar year price
ranges.
Current Stock price Latest newspaper or
Price from Internet.
Last 4 Add the most recent 4 From annual report, plus | 7 1.3
Quarters quarters of EPS data. more recent quarterly
EPS reports, or from Internet.

SSG Data Entry — Beginner

When Classic Plus is set to Beginner mode, the user is to enter data as
prompted. The information below is a summary of the data needed for the
Stock Selection Guide.

Try to supply data for all entry fields. The more historic information
available, the better Classic Plus can help you form a sound investment
decision.

Be sure to take advantage of all the Help available in Classic Plus. Click
on a data cell to select What’s This? and More Help for details about the
data entry.

SSG - Company Data

Click on the underlined items for specific information. VL means Value
Line and S&P means Standard and Poor’s reports.

Iltem Explanation Typical Annual VL S&P
Report

Company 1 1.1

Name

Ticker Symbol Sometimes on inside 1 1.1
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Iltem Explanation Typical Annual VL S&P
Report
back page of annual
report under Corporate
and Stockholder
Information.
Exchange The exchange As above - on back 1 1.1
Traded where this stock page.
trades
Industry Classifications for Inside front cover of 1.1
industry may vary, annual report under
according to the Description of the
source. Company or Company
Profile.
Date of Study This should be
changed whenever
you add data or
alter your judgment.
Source of Data e.g. Value Line, VL S&P
annual report, S&P
Datafiles, etc.
Units Select thousands, Depends on the size of
millions, or billions sales. Choose the units
that will show 3-5
significant digits, i.e.
$795.6
Common Basic number of Annual Report Balance 5 1.2
Shares shares issued and Sheet/Shareholders’
Outstanding outstanding Equity. Also where EPS
are stated.
Diluted Since 1997 Normally shows where
Common companies have EPS are stated.
Shares been required to Check footnotes for
report”dllukt)ed_EPS, which figures may be
as well as basic. diluted
Preferred Many companies do | Annual Report Balance 5
Shares not have preferred Sheet/ Shareholders’
Outstanding shares. Equity
Total Debt Long term debt plus | Company Report, 5 2.3
debt due within one Balance Sheet, by
year. totaling long-term plus
short-term debt.
Total Capital Defined as long- Company Report, 2.3
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Iltem Explanation Typical Annual VL S&P
Report
term debt plus Balance Sheet. In VL
shareholders’ add long-term debt plus
equity. shareholders’ equity.
% Insider % of shares held by | May be reported in Busin | 1.2
Holdings executives and company’s Proxy ess
directors of Statement. Check
company Internet. VL may show
in Business section.
Institutional Enter in thousands Check Internet.
Holdings of shares held by In Value Line check the
mutu_al funds, Institutional section.
pensions, & other
groups.
SSG - Yearly Data
VL means Value Line and S&P means Standard and Poor’s reports.
Iltem Explanation Source of Data VL S&P
Last Fiscal The company’s Cover of the annual 3 1.3
Year fiscal year may report.
differ from
calendar year.
Date of Last Month/day/year Company Report, 6,7 1.3
Fiscal Year Balance Sheet Statement
date. See More Help for
further details.
Yearly Sales (or The amount Financial Statement, 4 2.2
revenues) collected for all Consolidated Statement
goods or services of Earnings.
sold by the
company. May
also be called
revenues.
*Yearly EPS reported as a Same page as Sales. 4 2.1
Earnings per yearly figure.
Share
*If a choice of basic or diluted EPS is available, use diluted EPS.

SSG - Prices, Dividends
VL means Value Line and S&P means Standard and Poor’s reports.
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Iltem Explanation Source of Data VL S&P
Last Fiscal The company’s fiscal Cover of the annual 3 1.3
Year year may differ from report.

calendar year.
High and Use fiscal year price Either in 10-year 2 2.1
Low Prices ranges, whenever Summary of
for the year possible. Note that Operations or in
Value Line reports Summary of Quarterly
calendar year price Data near back of
ranges. annual report.
Current Price Stock price Latest newspaper or
from Internet.
52 Week The highest and Latest newspaper or
High and lowest prices reached from Internet.
Low Price in the past 52 weeks.
Yearly Dividends paid each The newspaper will 4 2.1
Dividends year to shareholders report the latest yearly
of common stock. dividend. For the
Some companies do dividend history, check
not pay dividends. the annual report 10
year Summary.
SSG - Quarterly Data
VL means Value Line and S&P means Standard and Poor’s reports.

Iltem Explanation Source of Data VL S&P
Date of Last Format is month, Company Quarterly 6,7
Quarter year. Report, Income
Note that this Statement date. See

More Help in Classic
sets the Plus f detail
vellow cell i us olr more details
marker for or Value Line.
latest quarter.
Date of Last Month/day/year Company Report, 6,7 1.3
Fiscal Year Income Statement date.
See More Help for
further details.
Quarterly This updates sales Company Quarterly 6 1.3
Sales (or since the last fiscal Report or check
revenues) year. Use one source Internet.
consistently for all
data.
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Iltem Explanation Source of Data VL S&P
Quarterly This updates EPS Company Quarterly 7 1.3
Earnings per since the last fiscal Report or check
Share year. Use one source Internet.

consistently for all
data.
SSG - Evaluating Management
VL means Value Line and S&P means Standard and Poor’s reports.

Iltem Explanation Source of Data VL S&P
Pre-tax Profit before taxes Company annual
Income or Net are deducted. Used report, same page as
Income before to calculate pre-tax Sales (Income
Taxes are paid profit margins. Statement)

(An alternate selection
is Tax Rate. See next
line.)
*Tax Rate Percentage paid for Company Annual 4 2.2
taxes. Report Notes to
Financial Statements
under Income Taxes.
Net Income May be called Net Company Annual 4 2.2
Profit. Report, same page as
Sales.
*Common Worth of company Company Annual 8 2.3
Equity represented by Report, Balance Sheet,
(Alternate shares held by Shareholders’ Equity.
setting is common Common equity i
quity is
BoothaIus shareholders. shareholders’ equity
per share. See less preferred stock.
next cell.)
*Book Value Asset worth per Company may give 4 2.1
per Share share of the this number on a
(Alternate company as summary page of data
setting is represented on its in Annual Report.
Common Balance Sheet. Check Internet.
Equity)

*Data entry options are set from the View | Review | Enter menu item, Data |
Options tab
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Data Options

Set your data source in the Company Data window. This sets the data
choices used in Part 2 of the Stock Selection Guide. The data choices used
are:

1. pre-tax income or tax rate in Part 2A, and
2. book value or common equity in Part 2B

Selecting Value Line or Standard and Poor’s for a data source sets data for
tax rate and book value. For other data sources choices, you will be able to
select the data type in the window when entering the data.

SSG Data Entry — Experienced

In time, the Beginner may be comfortable enough to work in the
Experienced mode of Classic Plus. In the Options menu select
Experienced. The tabbed window shows the data needed at the
Experienced level.

SSG - Company Data (Extras for Experienced)

Click on the underlined items for specific information. VL means Value
Line and S&P means Standard and Poor’s reports.

Item Explanation Source of Data VL | S&P
Current Use format: month, Newspaper or

Price day, year (e.g. Internet

Date 10/23/98)

ACE EPS | Analysts’ This ACE figure 7 1.2

Projection | Consensus Estimate | comes from the

for EPS for current S&P Datafiles
fiscal year subscription
service. You may
type in another
analyst’s estimate if
you wish.

Dividends | Enter regular
dividends paid to
share owners over
the last 12 months.
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SSG - Evaluating Management

Click on the underlined items for specific information. VL means Value
Line and S&P means Standard and Poor’s reports.

Item Explanation Source of Data VL |S&P
Pre-tax Profit before taxes Company annual 2.2
Income are deducted. Used report, same page as
or Net to calculate pre-tax Sales (Income
Income profit margins. Statement)
before An alternate
Taxes. selection for Value

Line data, is Tax
Rate. See next line.
Tax Rate Percentage charged Company Annual 4 2.2
(optional for taxes. Report Notes to
setting) Financial
Statements under
Income Taxes.
Net Profit | Also called Net Company Annual 4 2.2
Income. Report, same page
as Sales.
Common Worth of company Company Annual g 2.3
Equity represented by Report, Balance
(Alternate | shares held by Sheet,
setting is common Shareholders’
Book shareholders. (Total Equity. (Total
Value per | shareholders’ equity | shareholders’ equity
share. See | less preferred stock less preferred stock
next cell.) | equals common equals common
equity.) equity.)

! Value Line provides Shareholder’s Equity which is different than common equity in that it
includes preferred equity. To keep it simple, the beginner may choose to use shareholder’s
equity when using Value Line. Alternatively, select and enter book value per share.
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Item Explanation Source of Data VL |S&P
Book Asset worth of the Company may give 4 2.1
Value per company as this number on a
Share represented on its summary page of
(Alternate | Balance Sheet. data in Annual
setting is Report. Check
Common Internet.

Equity —
optional
setting)

SSG - Quarterly Data (Extras for Experienced)

Click on the underlined items for specific information. VL means Value
Line and S&P means Standard and Poor’s reports.

Item Explanation Source of Data VL | S&P
Pre-tax Profit before taxes Company Quarterly
Income are deducted. Used Report. May be

to calculate pre-tax approximated: Net

profit margins. Income divided by
(1 - tax rate
expressed as a
decimal). Check
Internet for 10Q
SEC Report.

Net Profit May be called Net Company Quarterly

Income. Report, same page

as Sales.

In the quarterly data entry grid, white cells are the most recent fiscal

year. Highlighted cells mark the previous fiscal year. Yellow cells mark

the most recently reported quarter. To move the yellow highlighted

quarter, alter the Date of Last Quarter cell.

SSG - Company Other (Extras for Experienced)

This window includes cells for address details for the company. In the
Notes section you may record information about the company or judgment
comments that you may want to recall in the future.
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Data Entry Options for Experienced

Options for the operation of the program are included in the Options
section of this manual (chapter 10).

In the Data Entry window labeled Options, the following items may be
selected to suit the data that you have available.

Company Dalal Yearly Dalal Duarterly Dalal Company Other  Options |
— Currency Unt ————— —Cunency Display
" Thowsands @ {Milions ¢ Bilions 3 @ Decimal ¢ Fractional
~ Pre-tax Income ar Tax Rate r Comman E quity or Book Y alue
" Fre-Tax Income & Common Equity
" Tau Rate " Book Yalue
- Colar
Locked Company Data J
Required Yearly Data =
Quartery Shads =
o | prer | N |

Entering Numbers

Currency Unit

Set the units according to the size of company that you are studying. For
large companies, with $10 Billion in sales or more, you may choose to
select Billions as the unit. For small companies, choosing the Thousands
unit will show you the greatest number of digits. Changing this selection
will convert previously entered data to the new units selection.

Currency Display

You may set to display stock prices as a decimal or fractional figure. Note
that selecting fractions will round the figure to the nearest 1/8 (one eighth)
fraction.

Pre-tax Income or Tax Rate

This setting depends upon your source of information. If using numbers
from annual reports, you will use pre-tax income. If using Value Line or
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Standard and Poor’s, you will use tax rate. Changing this setting will
convert previously entered data to the alternate data selection.

Note that Classic Plus uses pre-tax income data for its calculations. If tax
rate is entered it is converted to pre-tax income before calculations are
made. The relationship is as follows:

Pre-tax Inc = Net Inc / (1 - tax rate, expressed as a decimal)

Common Equity or Book Value per Share

This selection depends upon your source of information. If using numbers
from annual reports, you will likely use common equity. If using Value
Line or Standard and Poor’s, you may use book value per share.

Note that Classic Plus uses book value per share data for its calculations. If
common equity is entered it is converted to book value per share before
calculations are made. The relationship is as follows:

Book Value per Share = Common Equity / Common Shares

Display Price as Decimal or Fractional

You may set this according to your source of information or your
preference.

Note that fractional prices are rounded to the nearest 1/8 (one eighth).

Colors

You may choose the color setting for highlighting certain data by clicking
on the boxes.

PMG Data

The data entry for the Portfolio Management Guide (PMG) is minimal.
Basically, quarterly EPS and monthly prices are all you need. From this
basic data calculations are made and reported and graphed in the PMG.

Other data for Parts 1 and 2 is derived from a completed SSG.
Part 1 and 2

Each time you apply judgment to Part 3 and modify P/E Ratios in Part 4 of
the SSG, the average high and low PE figures are transferred to Part 1 of
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the PMG. These P/E Ratios are automatically recorded in columns 2 and 3.
The data from the current SSG study sets the targets in the PMG for the
current’s year assessment of value as measured by the PE ratio.

Classic Plus also allows you to enter and edit historical PE ratios in Part 1.
Generally, this should not be done as historical valuations in Part 1 are
derived from the SSG by applying judgment.

The remaining columns in Part 1 are calculated from the historical average
P/E Ratios. Columns 4 and 6 are then used as guidelines to assess current
PE as calculated in Part 3 of the PMG.

Part 2 information is also derived from the SSG, Part 4 once high and low
prices are set. These price zones (buy below and sell above) are guidelines
to assess the current price as entered in Part 3 of the PMG.

Part 3
Two pieces of data are required for Part 3: monthly prices and quarterly
EPS.

Keep in mind that the objective of PMG is to monitor the on-going value
of the company. Having extensive historical data is not as important as
assessing current information. The information entered is used to calculate
on-going P/E Ratios so that current value can be assessed.

Quarterly EPS

If you have completed the SSG, you will likely have some quarterly EPS
data. These will show in the PMG Data Entry window. Adding/editing
information here will also change it for the SSG.
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PMG Data Entry

Jun/29/2001 =

Estimated EPS (Experienced)

This data may have already been entered for the SSG. If not, you may
either enter it in the PMG Quarterly Data window after the current quarter
(designated by the yellow line).
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PMG Data Entry

Guarterly EFS data | Monthly prices |

Enter quarterly earnings per share information in the cells below

Cluarter Ending EPS
0z FY¥ 2002 {(Jun Z002) | 0.55 j
0l FY zZ0O0Z (Mar Z002) | 056

Q4 FY 2001 (Dec 001} [ st

Q3 FY 2001 (Sep Z0O1) [ o4

02 FY 2001 (Jun 2001) [ o034

Ql FY 2001 (Mar 2001} [ e

Q4 FY 2000 (Dec 20003 |—U49 Estimated
Q3 FY 2000 (Sep 2000} [ o4z EPS

Qz FY Z000 {Jun Z000) 0.44
! =l

Date of Last Guarter 1Jun/23/2001 ::|I

Date of Last FY Diec/31/2000 Ml

¥ Do nat show again Help | ok | LCancel |

Estimated quarterly EPS is used in the SSG and PERT Report to calculate
lead P/E Ratios. For more information on lead P/E Ratios see that section
in Classic Plus.

If only yearly estimated EPS is available, you should review and consider
seasonal variations when recording estimated quarterly EPS. Seasonal
variations vary from company to company and industry to industry. Assess
the extent of this variation from previously reported quarterly EPS and use
this to allocate estimated figures.

The following example demonstrates the process of allocating proportional
amounts to a company whose business contributes 70% in the first quarter
and 10% for each of the remaining 3 quarters.
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Current year Next year’s
estimated EPS $1.00 estimated EPS $1.50
Ql Q2 Qs Q4 Ql Q2 Qs Q4
$0.70 $0.10 $0.10 $0.10 | $1.05 $0.15 $0.15 $0.15

Monthly Prices

Enter monthly prices in the PMG Data Entry window. These represent
share prices at some time during the month. You may choose a time
convenient for you: at the end of the month or before a club meeting. There
is ample flexibility as to when you enter this data, but do try to be regular

in managing your stocks.

PMG Data Entry

Guarterly EPS data  Monthly prices I

Enter monthly price information in the cell: below

1936 1997 1938 1939 2000 2001
January | | zrze0| 35408 | 46438 | 32863 [ 44860
February | | 28125 | 37408 | 46313 [ 33000 | 48990

March | | z80e3| avese| | 46813 | 3183 [ 47190
Apiil | | 308500 | 3e8E3 | 48375 [ 35433 | 46380
tay | | 3500 | 37os4) | 45188 [ 40683 | 51.980
Jure | | 333ms | w000 | as3vs [ 44563 | 48000
July | | 37me | sexs | 42338 [ #1625 | 53590
August | | 2a9es | a3sso0 | 43375 [ 43750 | 49700
September | | 3oes | 43438 | 36Es8 [ 47563 | 51850
October | 25375 | 30656 | 47000 | 40375 [ 52813 |
November | 27.813 | 32583 | 48000 | 38000 | 55063 |
December | 25375 | 327600 | 49000 | 36313 | 4843 |
Add new year |
W Do nat show again Help | ok | LCancel |
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For easier identification, monthly prices in the Data

ortant Entry window are grouped by the calendar year.
ImP Within the PMG, data is plotted based on the
company’s fiscal year.

Both keyboard and Internet updating of prices will automatically update
the monthly price in the PMG.

PE Calculations

Once quarterly EPS and monthly prices are entered, the PE columns of
Part 3 are calculated. P/E Ratios are calculated from the cumulative 4
quarters of EPS in column 3 and the monthly prices. P/E Ratios are not
calculated if the cell in column 3 is a negative value.

3 CUMULATIVE EARNINGS AND CURRENT PRICE-EARN

1 2 3 4 5 i 7
Tatal
. . PIE Ratio
% horths | Earnings | Earnings . )
Ending |per Share| forlagt | D | Frice | atTme | Date
4 Quarters of heetng

x| 045|180 | A3 | a4 $46.38/ $1.21

0600 | 044 162 | a3t | 4183 =383
Add 4 quarters po]] os2| 17| oar| sem TA] T
EPS=%$1.21 o) o049 180 | Janz | 4438 249 | fFeh
o L -0.14 121 | Aprao | 4638 383 May

————

06"01( 0.34( 111 ) Juf 31 53.59 4.3 Aug

Fterat] | ik e b

Part 4 - PMG Graph

Information plotted on the PMG Graph is derived from data previously
entered. The only action needed may be the adjustment of scales for the
items plotted: Price, PE, and RV (Relative Value). Click a data line with
the right mouse button to move it up or down for better viewing.

Where to Find PMG Data

Datafiles provide all the information needed to complete the reports in
Classic Plus and Classic Plus PMG and PERT. Their quick and simple
loading allows you to immediately concentrate on the company study
rather than the mechanics of gathering and entering data. For more datafile
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information contact Betterlnvesting or ICLUBcentral Inc. at their web
sites.

You may also enter data from the keyboard. Some of this information is
available from the Value Line and S&P company reports.

Quarterly EPS

The company quarterly reports are the best source for this information.
You should subscribe to the company’s information by having your name
added to their shareholder list to receive annual and quarterly reports.
Many companies provide this service through the Internet. Visit the
company’s web site to subscribe to this information.

Historic quarterly EPS information (going back 3 or more years) appears to
be less readily available. You may choose to use a source like Value Line
or S&P reports. However, as previously stated, it is not overly important if
you don’t have this information, as long as you maintain the on-going
progress of the company.

PMG Data Entry

Guarterly EPS data | Manthly p[icesl

Enter quarterly earnings per share information in the cells below

Guarter Ending EPS
QZ FY Z00z {(Jun zZ00Z) I j
Ql FY Z00z (Mar ZzO0O0Z) I

04 FY 2001 (Dec Z001) I—
03 FY Z0O01 (Sep Z001; I—
Q2 FY 2001 (Jun 2001} I—I.'I?A
Q1 FY 2001 (Mar Z001; I—W
04 FY 2000 (Dec Z00O0) I—m
03 FY Z0O00 (Sep Z000) I—D42
0z FY 2000 {Jun 2000 I—M ;I

Date of Lazt Cluarter IJU"‘*’ZS*'IEDD'I ::|I
Diate of Last P Dec/1 /2000 MI

¥ Do kot show again Help | u] | Catcel |
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Estimated EPS

Estimated EPS are available from the Internet. This information typically
is for the next 1 or 2 quarters. Yahoo Financial is a site that provides this
information for up to 4 quarters. Value Line provides estimated quarterly
EPS in their company reports.

Earnings Per Share Earnings History Target Price (12 Month)

Last Quarter (Seplly 0.44 Dec01 Mar01 Jun01 Sep01 High Target Be4.00

Surprise 0.0% Mdean Target B60.43
Consensus Estimates Estimate 048 047 045 044 pfedian Target $60.00

This Quarter  (DecO) o.5p Acmal 048 047 045 044 7 o porser $55.00

Difference  0.00 000 000 000

This Vear (Dee DL 188 o cuworise 0.0% 0.0% 0.0% 00%
Mext Year 2.25 No. of Brokers 7

Next Earnings (Est):16-Tan-02

Consensus Estimates

This Qtr. Next Qtr. This Year Next Year
(Dec 01) (har 02) (Dec 01) (Dec 02)

Earnings Estimates

HAwg Estimate 0.52 055 188 2.25
# of Analysts 20 11 22 22
Low Estimate 0.52 053 188 2.22
High Estimate 0.53 058 188 226
Year Ago EPS 0.48 047 178 188

The above figure shows the Estimated EPS from the Yahoo! research site.

Monthly Prices

Historical monthly prices are a little more difficult to attain. The Value
Line and S&P reports have price graphs that contain this information.
Extracting monthly prices from such graphs is tedious.

Again, the Yahoo Financial site can provide monthly prices. Yahoo at
http://chart.yahoo.com/d allows you to select a stock and the dates for
prices. Make sure that you use the adjusted for stock splits column. Note
that a web site’s content is controlled by the owners of the site and is
subject to change.
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Historical Quotes

More Info: Cuote | Chatt | Hews | Profile | Eesearch

Month  Day Tear ' Daily
_ . Wieelkly
Start: | Sep =) |08 | |00
I =P J I I & NMonthly
End: IDEI:j |'||:| Im ' Dividends

Ticker Symbol: |abt Get Data |

. Ady.
Date Open High Low Close | Volume Close*
New 01 5278 55 51.24 55| 3,029,200 55
Oct 01 5175 54.90 5040|5298 2,652,400 5298

Det 01 $0.21 Cash Dividend
sep 01 50.20 51.96 | 4635| 5185 4,275,500 51,6452
Ang 01 5335 5360 4935 4970 2,486,100 | 425018

Taal 11 AQ 15 SE HY A A0 SASQ 1 FART QNN | 59 VA

PERT Data

PERT A

PERT A report requires quarterly data for EPS, pre-tax profit (also called
pre-tax income), sales and net income or tax rate. As with other data, all
the necessary data is available in the datafiles. Information on costs and
availability of data files are available from Betterlnvesting or
ICLUBcentral Inc.
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PERT Data Entry

Quarterly D ata |
Enter/review quarterly data, Click DF. when done.
Quarter Ending Sales EPS Fre-Tax Met Income
[Mil.] Inco_me [kil.]
Most recent — -
quarter & (mn zooz | | oms | [ j
Q1 FY zo0zN\lar z00zh | | 056 | |
04 FY 200l (DaNzoolr | | 05t | f
03 FY 2001 (Sep zOWQi | | 0.45 | |
02 FY 2001 (Jun 200138 4099117 | 034 | 662915 | 529.048
Q1 FY 2001 (Mer zoolp | 3559880 | 014 | 3smesd | 223613
Q4 FY 2000 (Dec zoooy | 3704690 | 049 [ 1032053 | 753.339
0@ FY 2000 (Sep zoooy | 4417835 | 042 896465 [ 654419
9z FY 2000 (Jun zoooy | 3370153 | 044 | 938,633 | BE5202 |
Date of Last Quarter |Jun/23/2001 ::|l
Drate of Last FY Dec/31/2000
¥ Do not show again Help | ok | LCancel |

The selection for the type of data to enter (i.e. tax-rate or pre-tax income,
etc) is set within the Companies Data Entry window, Options tab.

Quarterly EPS

Having entered data for the PMG, you should see the quarterly EPS data in
the Data Entry window. Review the PMG Data Entry section for
information on quarterly EPS data.

Quarterly Pre-tax Profit

The best source for this information (other than the datafile) appears to be
company reports. The benefit of using datafiles for this information will be
quickly evident.

Quarterly Sales

As with quarterly EPS, the best source for quarterly sales figures are the
quarterly and annual reports from the company. Subscribe to the
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company’s shareholder list to receive annual and quarterly reports. Many
companies provide this service through the Internet. Visit the company’s
web site to subscribe to this information.

Historic quarterly sales information (going back 3 or more years) appears
to be less readily available. You may choose to use a source like Value
Line or S&P reports. However, as previously stated, it is not overly
important if you don’t have extensive quarterly information, as long as you
maintain the on-going progress of the company.

Quarterly Net Income or Tax Rate

Normally tax rate is not reported on a quarter by quarter basis. Net income
most often is included in the company’s reports. Neither Value Line nor
S&P include this information in their company reports. This data is
included in the Betterinvesting datafiles.

The data entry Options section for the SSG allows you to choose (and
switch) between net income and tax rate. Tax rate can be calculated from
net income and pre-tax profit with the formula:

(1 — net income/pre-tax profit) x 100.
Classic Plus uses this formula to convert between the related items.

At the Experienced Level you may switch between the two items (net
income and tax rate) using the Data Entry | Options tab. At the Beginner
Level this selection is set automatically when you choose the data source.

- On It !s not recqmmended that you approximate tax rates by
cautl using a previous year’s results. As the purpose for If’ERT

is to monitor on-going company results, the fabricated
figures using past results lead to potentially misleading conclusions. If you
are not using datafiles, take the time to find the correct information from
the company’s web site or quarterly reports.

PERT B

PERT B uses the historical yearly data to calculate P/E Ratios, payout, and
dividend yields. This data should already be available as it is also used for
completing the Stock Selection Guide.
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PERT Report

PERT Report is an accumulation of information generated from other
reports. It does not need any additional data. Should you note blank
information, review that company’s SSG, PMG, and PERT reports to
ensure that they were completed. Once you have confirmed that all data is
entered and judgment added (where necessary), save the company record
to the Classic Plus database and refresh the PERT Report.

PERT Report Refresh

The PERT Report Refresh function is available by

clicking with the right button on the PERT Report and

what's This? selecting from the pop-up menu. This function

retrieves the latest data for companies in the PERT

Report. Use this function after you have altered a company’s data or
judgment and saved the results.

Befrezh data

Internet Sites

Here is a sample list of sites that provide financial information. Be aware
that sites change contents without notice. Several of these sites are
included in the Favorite Sites list of the Classic Plus Internet list. You may
also add your own favorites to the Classic Plus sites list.

http://finance.yahoo.com

http://investor.reuters.com

http://moneycentral.msn.com

http://finance.google.com
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Stock Check List

Use the Stock Check List to determine if a company has
shown sufficient growth and value to warrant a detailed
study.

Introduction

The Stock Check List is designed to help you complete a basic stock
analysis. After completing the form, you will know the recent history of
sales and earnings per share, and whether the stock’s current price makes it
a good buy.

There are several narrative sections in the Stock Check List that help you
to focus on particular characteristics of the company. Good investment
decisions are always based on your understanding the company. The Stock
Check List starts you on your way to gaining that knowledge.

Investors just starting to use these methods may use only the Stock Check
List for their stock studies. With more experience, they will eventually
learn the Stock Selection Guide (SSG) study process.

Objectives

The objectives for the Stock Check List are:

To measure the growth rate for sales over a five year period.
To measure the growth rate for earnings per share over 5 years.
To measure the growth rate for share price over 5 years.

M

To determine whether the stock is a good value by comparing
the current Price/Earnings(P/E Ratio) ratio to the historical P/E
Ratios.
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5. To determine whether the stock has enough potential to make
it worthwhile to do a study using the Stock Selection Guide.

Operation

Beginner

In the Beginner mode, Classic Plus leads you through the steps of the
Stock Check List so that you complete your analysis in a structured
manner.

Refer to the “Company Data* chapter for data choices when starting a
company study.

Loading Data

To access the Stock Check List (SCL) from the Main Page, click Stock
Check List. If you choose to enter the data yourself, the SCL data windows
will be clear of data. The Prompt Window will help you fill in the data
and make judgments about the growth of the company’s sales, earnings per
share, and price. You will be helped to determine whether the stock is a
good value.

If you have loaded a company from the database or Datafiles, data will be
displayed in the data windows. Data is displayed to show the Beginner
how it is used in the evaluation. It also provides an opportunity to edit the
data if necessary.

Help

Context-sensitive Help is available at all times. Point and then click with
the right mouse button. Select What’s This? or More Help for an
explanation of the data. If data is circled in red, right-click to call the Stock
Wiz for interpretation. Additional information is available from the on-line
Help accessible from the menu line or the function key F1.

Evaluation Process

In Parts 1, 2, and 3, review the data as entered. At the bottom of Part 2 you
are required to enter reasons for any difference in growth of sales and
earnings. You may add, alter, or delete sections. Click the term appropriate
for each statement in Reasons for Past Growth.
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In the yellow areas of Part 3 you may exclude specific data from the
averages calculations. Information that seems unusual (due to a poor year’s
earnings per share results) should be excluded. The +- cursor indicator
(that appears as you move the cursor over the cell) shows that you may
make this judgment.

3 PRICE RECORD OF THE STOCE
Prezant Price § 3790 . Precent Eamirgz Per Share § 0& .
T R e o
e W & = A 8+
1953 1119 LT 028 14 134
9% 13.08 . 044 Ho 175
1955 i 1185 060 3.1 198
19% Mm 175 0 0 Nk
Totsls s RO frnr 1483 4
Auersges M5 1241 R 1 196
Peverage of High and Low Price Eamigs Aserages for the pastfve years, | n3 |

Before striking out data by clicking on the cell, it is good to understand
why the company produced such numbers.

In Part 3 you also fill in some blanks. As you move the cursor over a blank
cell, a J or +/ - appears. Left-click the mouse to enter a word or symbol.
Alternatively, right-click to select from a list or define your own value or
expression.

Part 4 makes concluding statements about the preceding analysis. All 4
statements need to be positive for a favorable conclusion. If favorable, you
may decide to continue your analysis using the Stock Selection Guide in
order to study other and more detailed characteristics of the company.

Experienced Level
Load a company. You will see the data entered in the Stock Check List.
Review the data and growth for sales, earnings per share, and price. Fill in
the judgments required.

Retrieving a completed study from the database will show all the
information and/or judgments as previously set.
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Stock Check List Assessment

Beginning investors should do a basic assessment of a company’s growth
performance and current value to determine if further study is appropriate.

Growth

First, measure the change in sales and EPS (earnings per share) over a five-
year period. It is anticipated that quality growth companies will grow their
sales and EPS steadily, year-over-year. A doubling over 5 years for each
item is equivalent to 15% compounded annually.

Sales growth rates will vary according to company size. Large companies
(with sales over $5Billion per year) generally grow more slowly. However,
large companies are generally safer and more stable than smaller
companies and they often pay dividends.

The following are suggested minimum sales growth requirements related
to company size.

Company Size Sales Sales Growth
Small Under $500 Million Greater than 12%
Medium $500 Million to $5 Billion 7% to 12%
Large Greater than $5 Billion 5% to 7%

1 PAST SALES RECORD

Bales for rost recert year were [N ]
Salkes v nestminst recert year were [HE]
Tatad of abonee [147) 3§
Figri abowa drded by 2 4 2344300 M
e (0§
5 1
R
@) ¥ 1433600 M
Irease in sakes inabove period (3 form &) 4§ 520000 B
Percentage increase in sales (3 diiced by £) (10 5450 %
COMPOLIND SNNLIAL RATE OF EALES GROWTH WhE 15 %

Loak for e percent increasa thaf reets e objecive you set

It is important that sales and EPS grow at approximately the same rate.
Substantially different growth rates may be unrealistic and also add
complexity to the study. EPS may grow faster for a while because
management is doing a good job of keeping expenses reasonable and is
improving efficiency and productivity. However, because earnings come
from sales, they cannot indefinitely grow faster. (More information
regarding this subject is found in the SSG section of this manual.)
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COMPOLUND AMNLIAL RATE OF EARMINGS PER SHARE GROMTH WiAS 1010 %
Eamings Per Share hawe increased MORE fhan sales in thes period
{rmiore) (less)
Explain Apparent Reason for Difference in Sales and Eamings Per Share Growth: Sales growdh of 21% 65 similar to EPS
growth of 10.1%. Company has grown eamings at a comparable rate to sales

Digcuss Possible Reasons for Past Growth
A new product wes very successiul
A cyclical business that experienced recouery
£ research program hes produced several new products or uses for older products L
Purchase anofher compary
Has laken larger share of business in s he d_
Skill of managernent o

Wil Factors Which Produced Past Growth Continue Effeciive
for the nest fre years o yes, yes, but less effeclive, no

Answering the questions about growth at the end of Section 2 requires
doing some research on the company. The company’s investor relations
department will send you information on request. Your library may have a
directory of articles about the company. You may also research the
company on the Internet. It may be useful to see what analysts from Value
Line or Standard and Poor’s have to say about the business. However,
make your own final judgment. It is part of the “learn by doing” process.

Value
Value in the Stock Check List is measured by relating the current
Price/Earnings Ratio to the historical average Price/Earnings Ratio.

Review the share price growth rate over the last 5 years compared to the
growth rates for sales and EPS. If share price is growing faster than sales
and EPS, it suggests an over-priced situation. In Part 3 the simple (rather
than compounded) growth rate is used for comparison.

Buying at the right price is a key to investment success. Look for a current
P/E Ratio lower than the average P/E Ratio, or in the lower range of its
historical P/E Ratios. (This will allow room for the P/E Ratio to expand to
a former average or high P/E Ratio.)
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Historic Price Valuation on the Stock Selection Guide & Report

Conclusion

Part 4 helps you decide whether the sales and earnings per share growth
meet your objectives and whether the present stock price meets the fair
value requirements. If all 4 statements are positive, then the conclusion is
favorable. Refer to Classic Plus’s Help for further details.

When you are comfortable using the Stock Check List, move on to
learning the Stock Selection Guide. It provides a more detailed assessment
of a company.

A favorable conclusion from the Stock Check List is a ‘green light’ to go
ahead and examine the stock further by doing a Stock Selection Guide.

A negative conclusion suggests that the company is unlikely to pass the
more stringent evaluation of the Stock Selection Guide. It would be a
better use of time to look for another company to study.
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Stock Selection Guide Graph

The SSG Graph records and measures historical growth
for sales and earnings. The chart shows the consistency
of that growth. The estimate of future growth comes from
your understanding of the company’s future potential.

Introduction

The Stock Selection Guide Graph is used to measure how well the
company’s management has been able to grow sales (or revenues) and
earnings over the past 5 to 10 years.

==

.'.n!

i

Past growth is an indication of how the company may perform in the
future. Future sales and earnings growth drives the growth of the stock
price, producing the appreciation from your original stock purchase price.
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The SSG Graph can reveal significant information. Its purpose is to display
all the important information in one simple report.

SSG Graph Items

Blue line Sales or revenues (same color as the labels at bottom)

Magenta line Earnings per share (same color as the labels at bottom)

Green Line Pre-tax income (experienced level)

Blue Bars Yearly high and low prices

Circles Quarterly results (if any)

Price Zone Bar Buy, Hold, Sell zones as calculated in Part 4
(experienced level)

Data Labels Start and end values for projected lines

L, M, or User Set Least squares, Mid-point, or user set projection

Scale X In Recent Quarterly Figures box, the scale factor for

the data indicated.

SSG Graph Objectives

Objectives
Your objectives for the Stock Selection Guide Graph (SSG) are:

1. To assess the consistency of historical growth for sales and
earnings per share (by observing the smoothness or jaggedness
of the lines)

2. To measure historical growth of sales and earnings (by
drawing trend lines for each)

3. To project sales and earnings growth 5 years into the future
(by researching the company to determine if past conditions
are likely to continue).
It is very important to be informed about the company’s past growth,
strengths, and weaknesses. You should also research the company’s
current and future plans. Such knowledge helps you to make more
reasonable judgments about the company’s potential for growth.
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Operation

Beginner
With the Beginner mode selected, Classic Plus prompts you through the
steps of your analysis.

Refer to the Company Data section of this manual regarding data choices
for a company study.

To display the SSG Graph from the Main Page, check SSG Graph. If you
choose to enter the data yourself, the graph will be without data. The
Prompt Window will guide you to enter data and make judgments about
the growth and consistency of the company’s sales and earnings.

If a study has been completed, the graph will show both trend and
projection lines. The beginner may choose to bypass the step-by-step data
viewing and entry process. Disable the data entry window and then work
directly with the graph.

If you have loaded a company from Datafiles, the data will be already
entered and you can immediately begin your evaluation.

Context-sensitive Help is available at all times. Point and then click with
the right mouse button. Select What’s This? and More Help for an
explanation of the data. Stock Wiz can be called to interpret data circled in
red. Additional information is available from the on-line Help accessible
from the menu line or the F1 function key on the keyboard.

Experienced
To enter data from the keyboard, click the Data Entry icon in the Prompt
Window. Enter the company data in the tabbed windows.

An imported Datafile will show the company data plotted on the graph but
there will be no trend or projection lines drawn.

Retrieving a completed study from the database will show all the
information and/or judgments as previously set.

Right-click on the Graph to show the selection of items for graphing.
These include Sales, EPS, Prices, Pre-tax Income, Recent Quarterly
Figures, Computer Projections (mid-point or least squares), and Price Zone
Indicator. Left-click to make your choices.
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Assessing Consistent Growth - Step 1

The Stock Selection Guide Graph gives good visual information about a
company’s growth. Smoothly rising lines show that management is
growing the sales and earnings steadily. It is relatively easy to draw the
trends and projections for such data, because consistent growth tends to be
followed by more consistent growth.

When the sales and earnings lines show peaks and dips, it suggests that
management has had a difficult time growing the company consistently. It
can be difficult for even an experienced investor to decide how to draw the
trend lines. The inconsistencies must be investigated and then decisions
made about whether they are likely to reoccur.

Measuring Historical Trends — Step 2

Your next goal in the SSG Graph is to measure the growth (slope) of the
sales and earnings per share (EPS) lines. The computer will draw the trend
lines according to a formula. You may adjust the trend lines according to
your judgment. See the section below called “User-Drawn Trend Lines”
for more information.

Trend and Projection Lines

The red trend and projections lines placed on the plotted data to measure
and project growth should be looked at as the electronic equivalent of a
ruler. Your objective is to move, drag and drop, the ends of the ‘ruler’ to
conform to the information you want to measure. This gives you the
flexibility equivalent to the paper and pencil method used with the
traditional SSG form.

Computer-Drawn Trend Lines

In Beginner mode, the trend line (when first displayed) shows the least
squares calculation for historical growth.

In Experienced mode, you may choose between least

rienced squares or mid-point for the default growth measurement.

pre At the bottom of the SSG Graph note the growth rate for
the calculated method or the user-drawn trend.

Least Squares Method
This is the Classic Plus default setting for growth. Check the Formulas
section below for more information.
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Mid-Point Method

A second mathematical choice is the mid-point calculation. This is a
simpler formula (see the Formulas section) that can easily be tested and
confirmed by the user. Mid-point calculation is available in the
Experienced operation mode.

|

User-Drawn Trend Lines

The computer places the trend line near the historical data. Consider the
red trend line as your electronic ruler, showing the slope of the data
growth. Click and drag and drop each of the end markers to place the line
over the data you want to measure.

There are times when you will want to focus on specific data. You may
wish to measure the growth of the last few years because it better
represents the company’s current situation than an earlier period. You may
wish to measure the full 10-year period and compare it to the last 5-year
period.

Understanding past growth gives insight for when you are later estimating
future growth rates.

Which Method to Use?

There are various ways to draw the trend line. You may wish to test each
of the following methods.
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Inspection Method

Your eye and brain can spot a trend.
This method will yield somewhat
similar results to the least squares
default setting for growth. In the
example on the left, the trend line is
drawn to primarily assess growth in
the latest 3 years.

Peak Method

This method draws a trend line
through the highest peaks of the
plotted data. Experience shows that
this method works well for cyclical
companies (i.e. companies such as
autos or oil and gas) whose profits ebb
and flow over several years, rather
than moving on a steady upward growth pattern.

Area Method

This method places the trend line so
that data plotted falls on either side of
the line to form equal areas on the top
and the bottom of the trend line.

Generally you will find that the methods will yield similar percentage
results unless you have widely ranging data as in the above example.
Eventually you will adopt a style that is right for you and alter it to suit the
circumstances of the company.
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Excluding Years

Classic Plus allows you to exclude
years of data that don’t fit the trend.
Excluding or including a year can
be done by left-clicking on the year
label at the bottom of the graph.
This automatically resets the
historical trend line to the computer
calculation.

The example shows a dip and a
peak excluded from the Ieast squares calculation.

Projecting Future Growth — Step 3
Once the historical trend lines are drawn, your task switches to projecting
the future. The process is similar for both sales and EPS.

There is one critical part to projecting future growth. You must know
enough about the company to predict whether it will increase, decrease, or
maintain its past growth into the future.

See “Interpretation® later in this chapter.

Factors Contributing to Growth

Consider various influences on the company before projecting future
growth. Key reasons for past success may or may not be still applicable.

Constant flow of new products

Application of old products to new and different problems
Expanding markets

Competition

Geographical expansion

o gk~ wbdhE

Mergers or acquisitions
7. Retention of earnings to finance future growth

Guidelines for Projecting Growth Rates
Here are some guidelines for projecting future sales and EPS growth.
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1. The computer-calculated projections (least squares or mid-
point) can be useful when companies are very regular in their
growth. However, for companies with irregular pasts or losses
in any given year, these mathematical projections can be
totally irrelevant.

2. Projected EPS growth should be equal to or less than sales
growth. The only exception would be if the company is in a
turnaround situation where profitability is expected to
improve.

3. It is difficult for most companies to maintain growth at more
than 15% for long periods. Very few can sustain 20%. Keep
these limits in mind when doing your projections.

4. Confirm that the latest quarterly sales and EPS percentages are
equal to historical growth trends and are keeping up with your
growth projections. (Right-click on the graph to show the
Recent Quarterly Figures box.)

5. Make sure that you project for 5 years by
starting your projection from the data point for rienced
the latest quarter. (See “Projecting a Full 5 pre
Years* later in this chapter for details.)

6. Test your EPS projection by using the

Preferred Procedure. Sales tend to be more 1o
X . rie

consistent than EPS and thus are easier to eXPe
project. The Preferred Procedure uses
projected sales to calculate projected EPS based on past
profitability, taxes, etc. See the Preferred Procedure section for
more details.

Setting Future Growth Rates

The Beginner can follow the Prompt Window instructions to set future
growth rates.

Another method is to click the graph with the right mouse button and select
Draw Projection Line. Then drag the projection line end markers to show
your future growth rate at the bottom of the graph.
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To set a specific growth rate figure, right-click on the yellow Estimated
Future label at the bottom of the graph. Call up the Enter Judgment
window to enter your projected growth rate.

Resetting Trend and Projection Lines

To reset judgment in the SSG graph use the Options menu item and select
Reset Judgment. This will re-set values as when data was first entered.

Recent Quarterly Figures

At the Beginner level, the Recent Quarterly Figures box is displayed in the
upper left section of the SSG after quarterly data is entered. At the
Experienced level you may display the information by clicking with the
right mouse and selecting Recent Quarterly Figures.

e ey e s ou may display or hide this box to better

;l:u!i.n'rrmrm..hn’mm . i .
e view data plotted behind it. The Recent
Mar 1328 Bals eps Quarterly Figures will always be included
Latest e 63 804 in the printed report. The last quarter date
| Vaar Ago Quarke 85 Tt §01 75 . . .
% Changs M o is set in the quarterly data entry window.
Ciralin ¥ =01 13 B o [

I — ; |~ Review the information in this area and

confirm that it is consistent with historical
and projected growths. Variations from your expectations should be
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investigated. The Scale X line shows the scale factor used for the sales and
EPS plotted data.

Pre-tax Income
Plotting pre-tax income helps to visualize and understand
rienoed the relationship between sales and earnings. For the ideal
expe company, these lines would be parallel. Often they are not
and indicate potential areas for further investigation.

When pre-tax income grows at a faster rate than sales, it shows
management’s ability to control expenses. It could also be due to price
increases of the company’s products or services. The first is desirable
while the second is probably short-lived.

If earnings grow faster than pre-tax income, then taxes may have been
lowered or the number of shares may have been reduced.

Knowing and understanding these relationships may help with your stock
study. Assess how these factors may affect the company before you do
your projection of earnings.

Preferred Procedure — (projecting EPS from Sales)
This projection method uses projected sales as a starting
rienced point for calculating future EPS. This is a preferred
procedure because sales can usually be projected with
greater confidence than earnings.

expé

To access this window, click the SSG Graph with the right mouse button.
From the EPS item, select Preferred Procedure.

Use this method to confirm that your initial EPS growth projection seems
reasonable. In this window the items on the left are used to calculate
projected EPS. Projected sales growth must be set to your expected future
sales growth rate.
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Operation

j Proermed Procedure EFPS
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As you select an item from the left, the right grid shows up to 10 years of
historical data. Review the historical data and anticipate the future trend for
each as a basis for setting your value.

The default value for this calculation is either the average for the item or a
value derived from previous settings. The R button resets the item value to
the default value.

For Tax Rate and Pre-tax Income on Sales cells, the historical data for the
last 5 years is displayed with a yellow background. Click on a yellow cell
to exclude or include the value from the average calculation.

You may change a value to test the effect of:

Item Description

Start Sales (or Starting sales figure for sales projection, select from
revenue) last year or the last cumulated 4 quarters.

Sales Growth Percentage increase you anticipate

Pre-tax Inc on Profitability or pre-tax profit margin

Sales
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Tax Rate Tax rate percentage

Pref Dividend Amount paid to preferred shareholders. Entered in the
Paid Company Data window.

Number of Shares Common shares outstanding

Start EPS Starting value for EPS projection, select from last

year or the last cumulated 4 quarters.
Press the ENTER key or click the Calculate button to show the resulting
future EPS amount and EPS growth percentage. Click OK to alter the
projection lines in the SSG graph.

Interpretation

How Much Growth?

A company’s sales growth is the key ingredient for successful investing.
Sales growth supports all the company activities that produce earnings
growth, and price appreciation flows from sales and earnings growth over
time.

A company’s past record of sales growth can be a good hint to its potential
for future sales growth. If your goal is to earn a compounded return of 15%
per year for your portfolio of stocks, you must ensure that there is
sufficient potential sales growth in your portfolio of companies.

Sales Growth by Company Size

Generally, larger companies grow more slowly than smaller companies.
Check the latest yearly sales figure to determine whether a company is
small, medium, or large in size. Then make sure that your projected sales
growth seems appropriate for the size of the company.

Company Size Annual Sales Sales Growth
Small Under $500 Million Greater than 12%
Medium $500 Million to $5 Billion 7% to 12%
Large Greater than $5 Billion 5% to 7%

Is It Quality Growth?

The Stock Selection Guide Graph also reveals the quality of growth. This
is defined as the consistency of growth from year to year. A company with
straight (or nearly straight) data lines moving in an upward fashion shows
the quality characteristic.
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It is easier to project future sales and earnings for companies that have
shown steady growth over 5 to 10 years. Their track records suggest that
management has the ability to grow the same way in the future.

It is more difficult to predict the future growth of companies with jagged
data lines on the SSG Graph. Such irregular growth may be due to
management’s difficulty in controlling its business.

Such irregularity may also represent the past growth for a company in a
cyclical business. A cyclical business is one in which sales may ebb and
flow according to the economic cycle. For example, oil or auto companies
do not grow at a consistently even rate but rather are somewhat affected by
outside influences beyond their control.

Review the sample companies in the “Getting Started“ section for
examples of quality and growth.

Other Notes

Updating

SSG Graph projections, once set, may remain unaltered until a new year of
data is available or until some other indication prompts a review. In this
way, you can compare new quarterly sales and earnings results with your
projections for growth to see if the company is meeting your expectations.

As each new year of company data becomes available, update your
information. (See Chapter 4 for details.) At that time reapply your
judgment in the SSG Graph. Redraw the trend lines and project the growth
based on your new information about the company.

Non-recurring ltems
oed When a company’s latest year’s results include an unusual
perien circumstance (called a non-recurring item), you can alter
ex the starting point for your projection line in order to
compensate for the event. This usually happens with EPS. Click and drag
the left side of the red projection line to the starting value you wish to use.

Projecting a Full 5 Years
d If you do your first study of a company after the 1st, 2nd,
rienGe or 3rd quarter figures have been announced, your normal
expe projection line could be for less than 5 years ahead. This
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results in an understated projected EPS figure.

To show a full 5-year projection, you must make the starting point
equivalent to the value of the latest cumulative 4 quarters of earnings.

To see the value of the last data point (note the example below), hold the
cursor over the last quarterly circle on the graph. Then click and drag the
left end of the red projection line upward to the same value as this circle
point. Starting from this value means that you are projecting for a 5 full

years.
This figure shows the EPS starting
_— point for the projection line set to
0 65 e ot th $0.65 (the latest cumulative 4 quarters
15 .

last 4 ouarers of earnings).
o To enter an exact EPS starting figure,
. & use the Preferred Procedure window.
Type in the EPS starting figure (or
- — click the R for reset and select the

cumulative figure) and click Calculate and OK. Then adjust the slope of
your projection line.

Formulas used in the SSG Graph

Growth Calculations
Computer growth calculations are based on two selectable formulas, mid-
point averaging and least squares.

Mid-Point Growth

This is the ‘simpler’ formula. If the 10 years of data are 1996 to 2005, data
for 1996 to 2000 is averaged and the value is placed in the middle of this
time period (1998). The values for 2001 to 2005 are also averaged and the
value is placed in the middle of the time period (2003). The slope of the
(imaginary) line drawn between these two points is the calculated growth
for the period 1996 to 2005.

For an odd number of years, Classic Plus splits the data so that the middle
year is counted in both averaged sums.

Note that the mid-point method does not re-calculate for excluded data.
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Least Squares Growth

This formula most closely approximates the inspection method for
measuring growth. This calculation uses the logarithm of the values. It is
beyond the scope of this documentation to describe the statistical method
used .

Earnings Projection for the SSG Graph
The 5-Year EPS projection is based on the following formula:

5-Year EPS = Current EPS x (1+EPS Growth) °
where EPS Growth is expressed as a decimal fraction.

No EPS projection is made if the Current EPS is zero or negative. A
projection for EPS must be drawn manually for this situation. The current
EPS value, unless changed, is the last reported yearly EPS.

Preferred Procedure — (Revenue Based EPS)
Proj. EPS = Proj. Sales x PreTaxInc on Sales x (1-TaxRate) — Prfd. Div.
Outstanding Shares

Graph Scaling
The program automatically scales data so that

EP3 * | normally, sales values are on top, pre-tax income is in

M the middle (shown in Experienced mode), and EPS is
ove Up ;

Mave Down at the bottom of the graph. Scaling allows data to be

Eesetgcale displayed in optimal positions.

what's His? You may adjust scaling for all plotted data. Use the

= : right mouse button and click Move Up or Move

Down. The scale factor is shown in the Recent Quarterly Figures box. To
see the value for a data point, touch the data point with the cursor.

The scale factors used are multiples of 1, 2, 5, e.g. 0.1, 0.2, 0.5, 1.0, 2.0,
5.0, 10, 20, 50, 100, etc.
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Stock Selection Guide -
Analysis

The Analysis section of the SSG looks at management
skill and price valuation. It also assesses the potential
rewards (and risks) of investing in the company at the
current stock price.

Introduction

The Analysis section (or the back side) shows Parts 2 to 5 of the Stock
Selection Guide. Each deals with a unique aspect of the stock study and
should be completed. In the Analysis you will:

Evaluate the quality of management (Part 2)

Review historical Price/Earnings Ratios (P/E Ratios) to a
greater extent than in the Stock Check List (Part 3)

3. Evaluate future reward and risk (Part 4), and

4. Measure the potential return of your investment (Part 5)
Data for analysis comes from the Yearly Data window. Review the
Formulas section at the end of this chapter for details on calculations for
Parts 2 to 5 of the SSG.

Use Stock Wiz for interpretation of data items circled in red.

The Beginner should continue to follow the step-by-step instructions in the
Prompt Window. The Experienced user will have a variety of alternatives
referenced throughout this section.

Part 2 - Evaluating Management

Company results are directly related to management’s abilities. Part 2
reviews two aspects of management’s historical performance: profitability
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(also called %pre-tax profit on sales or pre-tax profit margin) and return on
equity (also called %ROE). Good results in these areas can give the
investor confidence that management has the ability to perform well in the
future.

Objectives
In Part 2 - Evaluating Management your objectives are:

1. To determine whether year-to-year results are consistent or
trending upward.

2. To determine whether annual results are superior and compare well
to the best companies in their industry.

Operation
Your task is to observe the data and come to some conclusions about
company performance.

There are occasions when an unusual occurrence may skew the data for a
particular year. The cursor will change as you move over the yellow cells.
This indicates that you can exclude values from the calculation of the
average.

Set the Trend for each of the management areas by clicking the right
mouse button and selecting User judgment. The choices are: Up, Down,
Even and Varying.

Reset Judgment sets the trend to the computer-calculated value.

2 EVALTATING MANACENMENT JOHHSON & JOHNSON Classic Sep. 24, 1333

1989 | 1990 [ 1991 [ 1992 [ 1268 [ 1994 [ 1995 [ 1996 [167 [1998 | Biles | TREND |
A % Predsc Pofton Sales | 155] 144] 164] 160] 185] 70| 178 187] 202] 150] 183% KOVARYING
B % Eamed on Ecuty 261) 233] 20| M4 324] 22| 66| 266 27| 205) A% £ DOWN_J

In the Johnson & Johnson example you may interpret the 10-year trend as
Even and alter the computer trend for % Pre-tax Profit on Sales. Whichever
choice is made, the high numbers identify that Johnson & Johnson has
quality management.

Determining Consistency and Trends — Step 1

Examine the year-to-year results, watching for variations in the figures.
Make sure the trend for the past 5 years is fairly consistent or trending up.
If trending downwards or variable, it shows that management has had some
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problems. For these situations, you will need to investigate the reasons for
the poor or variable results. This makes the study potentially challenging.
A beginner would be wise to consider studying a different company.

Numbers within a variation of + or — 5% from the 5-year average are
considered consistent (i.e. if the average is 20% then the variation would
be from 19% to 21%). In the Trend cell at the end of each data line
favorable consistency is shown by an ‘Even’ or ‘Up’ trend.

Industry Comparison — Step 2

Confirm that the company has high profitability and high return on equity
numbers in relation to other companies in its industry. Use the Favorite
Sites section of Classic Plus for Internet access to this type of information.

Value Line provides an industry summary page useful for comparison to
the industry average. If you use the Datafiles and have the Stock
Prospector program you can screen for and report on industry averages.

High and consistent (or increasing) numbers for profitability and % return
on equity indicate management is doing a good job of controlling costs and
using shareholders’ investment to produce a profit.

Interpretation
Profitability

% Pre-tax Profit on Sales (also called Pre-tax Profit Margin) measures
how well management converts sales dollars into profits, after paying all
the expenses of making and selling the products or services. Look for
profitability of 12% to 15% or better. High margins help a company cope
more successfully with competitive pressures and allow pursuit of more
business opportunities.

Profitability numbers depend upon the type of business the company is
running. The grocery business typically has low profit margins. That is
why you should compare profitability figures among companies in the
same business or industry or compare to an industry average. A company
with high numbers within the industry is likely a leader in its field.
Investing in leaders is usually a good practice.

Return on Equity (ROE)

% ROE measures the amount of money (the return) made by the company
in relation to the amount invested (the equity). Equity includes money
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shareholders have invested by buying shares, plus profits reinvested by the
company over time. Higher %ROE numbers usually indicate superior
management. However, balance sheet leverage (debt) and buyback of stock
can skew these numbers.

Numbers of 10% to 12% or higher are good results for % ROE. These
figures will also vary according to industry, although not as much as for
profitability.

Summary of Part 2 - Evaluating Management

High and consistent numbers in Part 2 of the Stock Selection Guide tend to
identify quality companies that are industry leaders. Industry leaders
usually have advantages over their competitors, making them less
vulnerable to economical and political risk.

Even and up trends are positive indicators and are also signs of well-
managed companies.

Part 3 - Price-Earnings History

Part 3 of the Stock Selection Guide helps you to determine if a company is
reasonably valued at the current stock price. The measurement of the
stock’s value is the Price/Earnings Ratio. Current P/E Ratio is calculated
as:

current stock price = Current P/E Ratio
sum of latest 4 quarters EPS

Think of the Price/Earnings Ratio as the price investors are willing to pay
for $1 of a company’s earnings. In the example below, investors are
willing to pay $20 for each $1.00 of earnings.

$24.00 = 20 (P/E Ratio)
$1.20

Historical P/E Ratios could vary due to:
Changes in the company’s business.

Competition.
Political and economical trends.

M w e

Investors’ confidence (thus we have “bull” and “bear”
markets).
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The first two items are important because they affect the future growth of
the company. The last two items also affect the stock price but are not
necessarily due to the successful growth of the company. Such situations
may tend to skew the company’s historical and current P/E Ratio
valuations.

In Part 3 the company’s current P/E Ratio is compared to its historical
average P/E Ratio. If the current P/E Ratio is lower than the average P/E
Ratio, then the stock is considered reasonably valued.

Data used for Part 3 calculations is recorded in the Yearly Data window.

Objectives

1. Examine the various columns of data, looking for numbers that
seem unusual from the norm.

2. Look for a trend in the numbers. High and low prices, EPS,
and dividends if any (A, B, C, F) should be increasing. High
and low P/E Ratios, and payout ratios (D, E, G, H) should be
fairly constant.

3. Compare the current P/E Ratio to the historical P/E Ratios to
discover whether it is currently at the upper, lower, or middle
of its historical range. This shows whether the stock is a good
value currently.

Operation
Part 3 operation mainly involves examining data.

Data in any of the yellow cells may be excluded from the average
calculation. (For details see the next section, “Looking for Unusual
Figures.”)

You may also decide to use an average figure more representative of
historical norms. Click on the cell with the right mouse button, select User
Judgment, and enter the value from the keyboard.

Looking for Unusual Figures — Step 1

Look at the columns of data for numbers that seem abnormally high or
low. A number may properly be excluded if:

1. A value varies by more than 50% from the average, and
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2. You are satisfied that whatever happened to cause the problem
has been corrected by the company and is not likely to re-
occur.

3 PRICE-EARNINGS HISTORY as an indicator of the future
T|'i$i shos how stock prices have fuchisted wih earnings and dividends. s 2 buiding block for franslatng earnings into fulure
sock prices
Currenl Price: §38.00 52 Wk High: $3800  52°Wk Low: $89.00  Dhadend: $1.12
A e | ¢ D E F [ 6 r
Vel PRICE Eagli:’;'" Frice Earnings Ratio D"g‘f"d % Payout | % Hi. ek
HIGH Lo Share | HIGH (A=C) | LOW (B=C) Share F+C X100 { F+B X100
1] 1994 §25 25 $1&.00 b1.56 181 115 058 36.2% 3%
2| 1985 346 13 $26 81 fid.58 245 144 064 4% 248%
3| 1998 $54.00 §id1.56 27 244 152 $0.74 % 18%
EREED bl §4363 b2 .47 273 197 $025 HA% 1.7%
5| 1998 353975 §63.38 $2.27 395 i $0.47 £ 75, 1.5%
6| TOTAL [oiadainind  §19838 Vi 5.1 BAS [aiiiisaA s [
7| AG AL, §3068 s 235 18.2 Vi HMT% [y
% | AVERAGE FE 20,0 9| CURRENTPEC__ 37.0 _) EPS=§265
Projected Values: PE=382 EFS=f271 EPS Gr=86%

High, wide ranging, or rising P/E Ratios can pose a judgment problem for
beginners.

Note the Projected Values line that can be optionally set at the Experienced
level.

Looking for Trends — Step 2

You should expect prices and EPS to increase over time. These are the
same items plotted on the SSG Graph.

More importantly, you should note if the P/E Ratio columns D and E show
any trends up, down, or if P/E Ratios keep within a range. P/E Ratios that
vary substantially present challenges for analysis. They will likely reflect
the variable conditions that you may have observed on the Graph.

P/E Ratios that are greater than 50% of the average make assessment more
difficult and involve greater risk. Numbers that vary much more than this
should be flags indicating volatility and/or questionable management.
Circumstances for these numbers should be investigated.

The P/E Ratios for Johnson & Johnson have been rising. This has been due
to investor confidence in the future of the company and also the economy
in general. This is good but will tend to show the company as overvalued.
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For companies paying dividends, look for steadily rising figures. Also,
look at the dividend payout to make sure that it is not excessive. 60% or
higher is excessive.

Determining Value — Step 3

Most companies evolve slowly. Over a period of 5 years or more the high
P/E Ratio to low P/E Ratio spread for a company remains fairly constant.
Differences in P/E Ratio are most likely due to investor perception rather
than any meaningful change in the company (i.e. unusual EPS results).
Therefore, the historical average P/E Ratio becomes the basis of
comparison for value. The average high and average low P/E Ratios are
characteristic of the company’s valuation range.

Interpretation

Share price is affected by company performance as well as economic
factors and investor sentiment. The last two items tend to move
Price/Earnings Ratios up and down within a normal characteristic P/E
Ratio range for the company. Looking at historical P/E Ratios helps to
formulate this characteristic range.

The long-term investor should be prepared for long periods of pessimism
in the market. In pessimistic periods, P/E Ratios tend to decline, even as a
company continues to grow.

The 1965 - 1983 years were such a period of low P/E Ratios. As a
company announced a year of 15-20% growth, the market would drop the
P/E Ratio 2 to 5 points. This was a discouraging period, but a time for the
accumulation of tremendous values.

The 1990s were just the opposite. P/E ratios in the 50-60 range were not
uncommon. Eventually, though, the bull market ended with a resounding
thud and P/E Ratios were substantially reduced.

P/E Ratio

The average P/E Ratio in cell 8 of Part 3 represents the historical valuation
for the stock. Compare this with the current P/E Ratio in cell 9. A current
P/E Ratio which is less than the historical average is deemed to be ‘under-
valued’ and ‘on sale.’

Earlier you learned that price goes up when earnings grow.

Share price also can increase due to the effects of P/E Ratio.
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When you buy a stock with a current P/E Ratio below the average P/E
Ratio, you have the opportunity to benefit from P/E Ratio expansion. If the
company continues to increase sales and earnings and attracts investors’
attention, then the P/E Ratio is likely to move upward, bringing the stock
price higher.

Leading P/E Ratio

The experienced investor may make a second value

xperieﬂce assessment based on a leading P/E Ratio calculation. A

e leading P/E Ratio is used because the market normally
prices a stock in anticipation of its future earnings performance.

For a leading P/E Ratio, the EPS is usually estimated 4 quarters ahead.
Look at the Projected Values line at the bottom of Part 3 for this
information.

To display the Projected Values line, right-click on Part 3 and select Part 3
Extras. Alternatively, select Part 3 Extras from the Options |
Preferences | SSG Analysis menu item.

3 EPS Choices for Projected Values Calculation

Your choice of EPS estimate depends on what data you have available and
how confident you are of the data. Right-click on the EPS value within the
Projected Values line. Select your EPS choice from the Projected P/E
Ratio Calculations item.

o Last 4 quarters EPS uses estimated data you entered in the
Quarterly Data window beyond the latest quarter (above the yellow
line).

e ACE Forecasted EPS uses the Analysts’ Consensus Estimate
(ACE) figure entered in the Company Data window (or
automatically from a Datafile) for the current year’s expected EPS.

e EPS Growth uses your EPS projection from the SSG Graph. (1
year forward)

For choices 2 and 3 above, you may set the number of estimated quarters
to calculate a leading P/E Ratio. Right-click on the EPS value within the
Projected Values line. Select the number of quarters from the P/E Ratio
Lead Period item.
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For most companies a possible lead period would be between 2 and 4
quarters. Generally the faster the company grows the longer the lead
period. This makes the estimate less certain and increases risk.

Trends

Be wary of an unusually low current P/E Ratio. Note where the current
price sits in relation to the 52 week high and low prices (top line of Part 3).

A current price substantially lower than the 52 week high should be looked
at suspiciously. It may suggest that the company can be bought at a
bargain. However, it could also suggest potential problems. Review the
management performance in Part 2 and the latest quarterly results to learn
more about the company.

You may want to refer to VL or S&P reports for their analysts’ comments.

Payout Ratio

Note the consistency of growth for dividends and expect it to match EPS
growth. If it does not, you will see this reflected in the payout results.
(Dividends are paid from earnings. If earnings go down, the percentage of
earnings paid out as dividends will rise.)

A growth company should use earnings to finance future growth. A payout
much above 15%-20% would likely affect the company’s growth.

Be concerned about the dividend if the payout ratio is greater

ming than 60%. A high payout could make the investment

wa vulnerable to a dividend cut. If the company experiences a bad

year with lower earnings, it may be unable to support its

dividend and may decide to lower the dividend paid. The investor will lose

in two ways: from the dividend cut and from the lower share price which
will result.
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Be aware that some industries, i.e. utilities, regularly pay a high dividend
due to the basic structure of their businesses.

Part 4 - Evaluating Risk and Reward

Figures developed in Parts 1 and 3 of the Stock Selection Guide are used in
Part 4 to set buy, hold, and sell zones. The risk of buying the stock at the
current price should be reasonable in comparison to the possible reward.

Objectives

1. Develop a high price that the company may reach within the
next five years.

2. Choose an estimate for the lowest price to which the company
may fall during the next five years.

3. Note where the current price sits within the price zones and
note the upside-downside ratio.

4. From the current price, note the potential price appreciation
over the next 5 years.

Operation
Review the figures being used to calculate the high and low prices.

Yellow cells can be altered. Do this if the calculated numbers don’t reflect
your expectations for the company’s future. Click on an item to alter a
value or right-click and choose Judgment from the menu items.

Developing a Potential High Price — Step 1

Part 4A develops the highest price possible within the next 5 years. This is
the product of the average high P/E Ratio and the estimated high EPS
(from the SSG Graph).

Determine if the average high P/E Ratio is reasonable by comparing it to
the expected EPS growth rate. An average high P/E Ratio more than 1.5
times the expected EPS growth rate could be considered excessive in most
instances.

Confirm that you still agree with your estimated high EPS. This future 5-
year EPS was developed in the SSG Graph as you made judgments about
the future sales and earnings for the company and drew your EPS
projection line.
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Finally, look at the 5-year ranges for both high and low prices. See whether
prices have increased. Look at the current price and where it fits within its
latest 52week period. Then consider the growth necessary for the current
price to reach the forecast high price. (e.g. Will it need to double or triple?)

4 EVALUATING RISK and REWARD over the next 5 years

A IMMING OFE Fecessnn and one business boom Eary 5 Years, calcukaions are macde of how "||j|1 arucd uc (oue the stock II‘IIJHT sell
The upside-dowrside ra8o |s e key o evalating risk and resvard

A HIGH PRICE - NEXT 5 YEARS §110.00
Avg. High PE_€ 275 ¥ Est High EPS $4.00 = Forecast Hi Pr R

B LOW PRICE - NEXT 5 YEARS

(&) Awg Low PE 16.2 X Est Low EPS §285 = $42.93

{b) Asg Low Price of Last 5 Years = 68

ic) Recent Seware Market Low Price = $15.00

() Price Divicend Wil Supoord = §3563 Estirnalied Lo Pr $66.00

If you are not comfortable with your forecast high price after these
considerations, click on the yellow cell to alter the value. Applying
judgment is a very important element of doing stock study. It is usually
better to use a conservative high price and have a pleasant surprise, than to
be aggressive and have a negative one.

Estimating the Low Price — Step 2

Choosing a low price is very important for developing the zoning price
ranges and for calculating your risk when buying at the current stock price.
The low price should be the lowest price to which the company could drop,
in the worst case scenario. Obviously, it must be lower than the current
price.

The low price makes the most impact on the size of the upside-downside
ratio.

In Part 4B several possible low prices are available.

Review Part 4Ba to decide whether you would like to revise figures for any
of the yellow cells. The low EPS defaults to the EPS for the last fiscal year
in cell 5C. This assumes that this growth company will not earn less during
the next 5 years than it did last year.

ced Cell 9 displays EPS based on the last 4 quarters (if you
riell have selected to show Part 3 Extras by clicking the menu
eXPe line: Options | Preferences | SSG Analysis). Using this
EPS for the calculation of a low price is slightly more aggressive than
using the last fiscal year EPS from Cell 5C.
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Other choices for forecast low price available from the pop-up window are:

1. 4Bb: Average low price of last 5 Years. This may be used for
cyclical companies, such as auto manufacturers.

2. 4Bc: Recent severe market low. This may be used when the
overall market has dropped in the last 2 years.

3. 4Bd: Price dividend will support. This is used for larger
companies paying a dividend that contributes significantly to
the total return in Part 5C of the SSG. This price is low enough
to produce a high dividend yield that competes with other
income investment vehicles for investors’ money.

4. Estimated low price. You may also type in your own exact
figure for this low.
Unreasonable upside-downside ratios (10 or more) most often result from
unreasonable low price estimates. Make sure that the lowest price to which
the stock may fall is not too close to the current price.

Zoning and the Upside-Downside Ratio - Step 3

What is the goal?
Part 4C of the Stock Selection Guide subdivides the range between your
estimated high and low prices. These are labeled buy, hold, and sell zones.

The upside-downside ratio compares the potential upward price movement
from the current price (your gain or reward) to the potential downward
price movement (your loss or risk). Look for a minimum three-to-one ratio,
so that the potential gain is 3 times greater than the risk.

The default setting for zoning divides the range into equal segments by
thirds (33/33/33). When the current stock price is at the top of the buy
zone, it will have an upside-downside ratio of 2 to 1. In this price position
you have one third to lose and two thirds to gain.

The current price should be low within the buy zone for a 3 to 1 U/D ratio.
See the When to Sell section of this manual regarding what to do when the
price is in the sell zone.

Experienced users may choose from two zoning
xperieno" selections: 33/33/33 or 25/50/25. (This is done from the
e menu item Options | Preferences | General. See the
Formulas section at the end of this chapter.)

108 e Stock Selection Guide - Analysis Classic Plus



The 25/50/25 zoning provides a narrower buy zone and an upside-
downside ratio of 3 or better if the current price is anywhere within the buy
zone. A negative point, however, is that it creates a higher sell zone,
delaying the point at which you should update and re-assess your analysis
of the company.

ind If you should get strange results for the upside-downside ratio,
Warnln check where your current price lies. If your current price is

lower than your lowest price or is higher than your highest
price, then the resulting U/D ratio will not be meaningful. The upside-
downside ratio will show as N/A (not applicable).

Noting Potential Price Appreciation - Step 4

Part 4E shows the potential for price growth from the current price, using a
simple growth calculation. Such growth may be possible if the company
can grow sales, earnings, and price as projected in the Stock Selection
Guide.

A minimum goal of 100% (or the equivalent of 15% annual compounding)
price appreciation over 5 years should be reached. This is growth from the
current price to the high price forecasted in Part 4A.

Growing sales and earnings at 15% should result in doubling your share
price within 5 years. If you can buy the stock when the current P/E Ratio is
at or below the average P/E Ratio, there is a possibility that your return
will be even better.

Summary for SSG Part 4 - Risk and Reward

It is important to buy a stock at a good price for the best price appreciation
opportunity and to minimize the chance of loss. You may find it difficult to
find high-quality growth companies with favorable upside-downside ratios.
Be patient. If you really like a company, keep it in your database and
follow its sales and earnings progress. You will likely find a point in time
when the price declines for a while and you can buy at your desired price
level.

Part 5 - Five Year Potential

It is unlikely that every company you purchase will be able to sustain 15%
growth. Large companies, while often quality, stable investments, grow
more slowly than small companies and are less likely to grow at 15%.
These large companies should be balanced in your portfolio with faster
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growing mid-sized and smaller companies, so that overall your portfolio
will grow at the 15% rate.

Objective

Part 5 measures the company’s potential return should you buy at the
current price and the company performs the way you expect. A potential
annual total return of 15% (compounded) over the next five years should
be the minimum expectation.

Operation

Data for this section is derived from Parts 3 and 4 of the Stock Selection
Guide. Formulas are described in the Formulas section at the end of this
chapter.

Interpretation

The Estimated Potential Total Return depends upon your application of
judgment. You became informed about the company’s past successes and
future potential. You then made judgments leading to the potential total
return on the investment.

1. You estimated the future sales and earnings growth rate.
2. You estimated the EPS 5 years in the future.
3. You estimated a potentially highest price within 5 years.

4. You estimated a potentially lowest price.
As a result of your judgments, the potential total return on investment
includes two parts:

1. The potential price appreciation (as calculated in Part 4E).

2. The average annual yield from the dividend payment.
Your total return figure should be considered in the context of the
company’s growth. Consider the projected growth rate for sales or earnings
as a benchmark. Total return generally should be in line with the
company’s growth.

The company’s expected growth rate may be lower than the total return if
you buy the stock at a discounted price. If you buy when the current P/E
Ratio is below the average P/E Ratio, you may benefit from P/E Ratio
expansion. This means that if the company grows its earnings as you
expect, the P/E Ratio is likely to increase to its average or its average high
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P/E Ratio. In this way you benefit from both EPS growth and P/E Ratio
expansion.

Formulas used in the SSG Analysis

Part 2 — Evaluating Management

Computer calculated trends are based on the latest 2 years of data as
compared to the 5-year average. Data variations greater than 5% will
trigger the trend setting: up, down, even, or varying.

Part 3 - Price/Earnings History

Simple Average

This is the normal calculation method. Divide the sum of the appropriate
column by the number of entries in that column. Missing or negative data
is not included in the calculation.

Part 4 - Evaluating Risk and Reward

Part 4C) Zoning Options

There are two selections for zoning. One choice is 25-50-25, which is
recommended. The other is the traditional zoning, 33-33-33, which has
fallen out of use with the advent of computer software. This establishes 3
ranges between the projected Low Price and projected High Price.

For 33-33-33 zoning: Zone Range = (High Price - Low Price)/3
For 25-50-25 zoning: Zone Range = (High Price - Low Price)/4
Buy Below Price = Low Price + Zone Range
Sell Above Price = High Price - Zone Range

Upside-Downside Ratio = High Price - Current Price
Current Price - Low Price

Part 4E Price Target

The calculation for simple price appreciation potential is:

Potential High Price - Current Price = Difference

Difference / Current Price = Result as a decimal x 100 = %Simple Growth

Classic Plus Stock Selection Guide - Analysis o 111



Part 5 5-Year Potential
A) Compounded Price Appreciation = (High Price / Current Price)

B) Compounded Annual Dividend Yield = EPS x Average Payout
Current Price

vs _q

where EPS = Estimated High EPS
(1 + EPS Growth)*®

C) Potential Total Annual Return = Price Appreciation + Average Annual
Yield
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Stock Selection Guide
Report

The Stock Selection Guide Report is an additional tool to
help you refine your judgment about a company’s future
potential.

Stock Selection Guide Report

The final set of eight questions in the SSG Report is designed to help you
decide whether or not the company studied is an investment that will meet
your goals. Your decision should be based on the analysis and judgment
you applied during your SSG study.

The text of the Stock Selection Guide Report provides the guidelines for
interpretation. Completing each part of the Report will give a greater
understanding of a company’s investment potential.

Objectives
Your objectives for the Stock Selection Guide Report are:

e To review the trends shown for sales, earnings, and price
growth in the SSG Graph.

e To conclude whether or not management is amongst the best.

e To review the historical price ranges and the price zoning for
the stock.

e To conclude whether the stock’s current price is attractive and
provides opportunity for gain through price appreciation.
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e To give thought to other more general considerations that
could affect the company (industry potential, state of the
business cycle, etc.).

Operation
The Prompt Window provides information for each step of the Report.
Additional Help is available by a right-click of the mouse.

The top portion of the Report should be completed last, as it is a summary
of the eight questions.

GOALS IN SELECTING A STOCK

Youwant fo look ahead fwe years by judgling Management {1) Our goal is to find a company with able MANAGEMENT
capability and evaluating the Prce you should pay for a and (2] to buy a stock at 2 geod PRICE
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. . . ring Fonce

Huavice and_:r.im:luna |nu|:*?.o|: tr._t.:mr iy degrees may acl Eamed on Sales J
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factors rather than being methodical intheir decisions. Thiry Evaluating Pri
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more reasonable price Stock Price Trends J
Quality of Stock J
Capitalization and Finance J

Each blank is filled in directly on the Report. There are two ways to do
this. Click on the blank space repeatedly to insert the appropriate choice.
Or, you may click with the right mouse button and select from a list of
choices. If none of the choices is appropriate, you may enter your own term
or value. (Do a right-click and select Define.)

The answers to each section should come to you naturally, having studied
the company and completed the SSG. If you have difficulty, you either
should do more research or abandon the study and look for a company that
you find easier to understand. Eventually you will have the experience to
tackle more complex studies.

Summary
It is important to record your thoughts and assumptions for a study.
Answering the questions in the Stock Selection Guide Report focuses your
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attention on key issues and helps you to come to a greater understanding of
the company. It also helps you to decide whether the company merits
purchase for your portfolio of stocks.

The Stock Selection Guide gives you the ‘test scores’. The Report requires
you to fill out the ‘report card’” and to assign a ‘grade’ to the company.

When you buy a company, it is useful to keep the original SSG and Report
as a record and a reference. In the future, you can review your assumptions
and reasons for your judgment about the company.

When to Sell

Success in stock investing is based on making careful buy decisions.
However, there comes a point in time when a sell decision should be
considered.

Just as you need an organized approach for buying a stock, you need an
organized approach for selling. The same techniques and tools may be used
in both cases.

Signs of Change
Learn to recognize the signs pointing to the need to pay closer attention to
a company you hold in your portfolio.

1. Declining growth rates for sales and/or earnings and/or
declining profit margins. These almost always lead to
declining P/E Ratios and lower market prices.

2. Gradually declining growth rates for sales and earnings may be
the result of a company transforming from a high growth to a
maturing company. Watch the research and development
spending rate and the company’s introduction of new products
and services. If these are decreasing, they can affect the
company’s future growth rate negatively.

3. If a company pays a higher percentage of earnings in the form
of dividends, this leaves less to reinvest in the business of
growing the company. (Check Part 3 of the SSG - payout
ratio.)

4. If the company has new management, you may want to pay
particular attention to what changes are made over the next 6
months to 2 years.
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Reasons for Selling

These reasons are really the opposite of the reasons for buying. In both
cases, the Classic Plus techniques and tools are used and judgment is
applied.

1. Growth is not satisfactory. It is very difficult to achieve bottom
line (earnings) growth without top line (sales) growth. Use the
SSG Graph to judge this growth.

2. Pre-tax Profit margins are eroding. Use Part 2A to check the
profitability consistency or growth.

3. The management’s competence is under question. Examine
Part 2A and B to note the consistency or growth.

4. The investment climate for the company or the industry is
deteriorating and no improvement is seen on the horizon.

5. The stock is grossly overpriced. Use the SSG to check the P/E
Ratio, using a 12-month leading P/E Ratio, against the 5-year
high average P/E Ratio. In most instances, if the current P/E
Ratio is greater than one and a half times the average high P/E
Ratio and the upside-downside ratio is less than 1, it is time to
consider selling.

6. (To calculate a 12-month leading P/E Ratio, the current price
is divided by the sum of 4 quarters of estimated EPS, rather
than actual EPS. This forward-looking EPS is used because it
balances the EPS with the forward-looking price that the
market tends to give a stock.)

7. The stock price is declining for no apparent reason.
Institutional investors may know something you don’t know. If
price is declining substantially compared to the company’s
industry group or to the market in general, you need to
investigate the cause.

8. The dividend payout ratio in Part 3 is too high (above 60%,
except for special situations like utilities) and/or the percent
earned on equity in Part 2B is too low. (Look for negative
changes.)

9. The company’s financial condition is deteriorating. Watch the
amount of debt taken on and whether the company can meet
payments if the economy slows.
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10. To balance your portfolio. Avoid over-weighting by company
size, industry, or company. If you have a stellar stock that has
done particularly well and still has good prospects for the
future, this means that new investments should be made in
other industries, size of company, etc.

PMG and PERT

The PMG and PERT forms monitor ongoing performance of the company
and are meant as advanced supplements to the study methods available
with Classic Plus. Once you have mastered the principles of Classic Plus,
you may want to investigate these additional forms.

PMG and PERT Information

The basic information for PMG and PERT is derived from the SSG study
in Classic Plus or when new price and quarterly data is entered to update
the company.

1. Quarterly sales and earnings per share since the last year end
show as circles on the SSG Graph. Check the Recent Quarterly
Figures box (top left corner of the SSG) for the percentage
growth figure.

2. In Part 3 of the SSG, current P/E Ratio is altered when a new
price or new quarterly EPS are reported. This affects the
valuation for the company when you compare the current P/E
Ratio to the average P/E Ratio.

3. In assessing a company or as you update quarterly and price
information, you should compare company results to your
expectations.

J _ | 1 In this example you can see that the quarterly
B =1 1 results have been better than expected (in
50,53 T~ relation to the projection line). When results
<P —F fall below your projection line, investigate the
e — reasons and assess the long-term consequences
T —T for the company.

Thus the essence of PMG and PERT is covered in the SSG Graph and Part
3 of the Analysis as you update each quarter.

At the time that you have mastered Classic Plus you will be better prepared
to tackle other areas such as PMG, PERT, Balance Sheet, and more
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Stock Comparison Guide

This form helps you to compare several companies in
order to find the best.

Introduction

When looking for companies to buy, it is important to compare several in
order to find the best. Comparisons are most meaningful when they are
made among companies in the same industry. The Stock Comparison
Guide helps you quickly and easily review important differences. All of the
data is based on your Stock Selection Guide study and therefore is only as
good as your analysis.

Companies are compared under four main criteria: growth, management,
price, and other. The Stock Comparison Guide arranges data into tables for
easy comparison of their relative performance.

Objectives
The objectives for the Stock Comparison Guide are:

e To select up to 5 companies in order to find the best for
purchase.

e To review the computer-calculated selections for best
company for each criteria item.

e To agree or disagree with the computer selections by applying
judgment based on knowledge of the company.

e To conclude which company is the best for purchase.
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Operation

Comparing Companies

The Stock Comparison Guide is produced from the contents of your
database. Companies for which data has been imported need to be viewed
(analyzed) and the data saved to your database, before doing comparisons.
This ensures that values are calculated and displayed. Blank cells in the
SCG usually indicate that projections and judgment have not been added.

Sort by Industry and Select Companies

Select companies for a new Comparison Guide from those that you have
studied. Sort the companies by industry by clicking the Industry header.
Then select up to 5 companies to compare. Clicking Open will display the
Stock Comparison Guide.

& MNew Companison
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DELL COMFUTER CORP DELL COMPUTERS |MARDWAHE ] D& /730/99
MIC OFT DORP B3

MCDONALDS CORP MCD | RESTALIRAWTS =

4 put of 7 records zelected

Lpen Cancel [

Saving SCG

Completed Comparison Guides can be saved for future viewing. All data
and any judgment applied to the comparison is saved. This means that
retrieving a saved SCG will display the contents of the original company
studies.

If any company in the SCG has been updated, you may choose to update
the SCG by using the right mouse button and selecting Refresh Data.
Refreshing will access each company in the SCG and update the
information and highlighted cells to correspond to the new data.
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Assessing the SCG
As with other studies, you must make judgments in the Comparison Guide.

The computer analyzes each row of data and highlights the cell containing
the best result. The number of highlighted cells is totaled for each company
and displayed at the top of each column near the company name.

Examine the computer’s highlighted cells. Alter the highlighting by
clicking on one or more cells. For example, if two companies have similar
growths, i.e. 17.3% and 17.8%, you may wish to highlight both as you may
consider them equal. Add or remove the highlighting by clicking on the
cell.

Use the scroll bar to display all the data.

After you have applied judgment to the Stock Comparison Guide, note the
revised score for the number of highlighted cells per company, displayed
across the top row.
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Interpretation

What to Look For

Your choice from the Stock Comparison Guide should be the company that
meets your particular investing objective. For example, are you looking for
a quickly growing company? Are you willing to take a little more risk
because you have a long time horizon? Or, would you like a growth
company that is a little less risky, with a steady growth pattern at a slightly
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slower pace of growth? Over time, your overall investment objective
should be to achieve a diverse but balanced portfolio of companies.

Growth Comparisons

Here you are comparing both the historical and the projected growth rates
for sales and earnings. Higher growth is normally better, unless you are
looking for a larger, more stable company to balance your portfolio.

Historical growth may indicate the potential for future growth. As sales
growth supports earnings growth, note if the two are similar and be aware
of realistic projections for earnings growth. EPS cannot grow faster than
sales for very long.

Management Comparisons
Here you measure the quality of management, which is crucial to the
success of the company. The numbers given are 5-year averages.

Percent Profit Margin before Taxes reflects how successfully the
management has developed and/or sold product, controlled costs,
positioned the company in its industry, etc. in order to generate a profit
before taxes. A higher number is superior.

These margins will vary among industries. In the food business, margins
may be 4 to 5%. In the drug industry, margins may be 30% or higher. A
small percentage difference in margin may be a big advantage within a
particular industry.

Percent Earned on Equity (ROE) shows how well management is using
the money invested by shareholders to build the business and produce a
profit. Again, the characteristic ROE level will vary among industries. A
higher number is better.

Percent of Common Stock Owned by Management measures the stake
executives and board members (known as insiders) have in common shares
as a percent of the total shares. It is suggested that by owning such shares,
these people have an extra incentive to make the company profitable.
Holdings may range from about 1% (at a very large company) to 60% or
more (at a family business) for example.

Price Comparisons

The items in this section mainly relate to assessment of value. The data
was developed in the SSG Analysis. Not all line items need be highlighted
in the SCG. Some merely provide historical context for current values for
price and price-earnings (P/E Ratio) ratios.
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Estimated Total EPS 5 Years is projected on the SSG graph. If the
earnings for each of those 5 years were added together, they would total
the number given in the first line of this section.

The ideal goal is to purchase a company when its share price is no higher
than its 5-year total earnings number. This price is often very difficult to
find, especially for companies with high P/E Ratio. Try to purchase at a
price as close as possible to this ideal.

Price Range over Last 5 Years (High/Low): Note how large the price
range is. Has the stock doubled in value over 5 years? If so, it may be able
to do this again. Or, has the price gone up so rapidly that the current P/E
Ratio is already discounting future growth?

It is useful to note where the present price stands in relation to history in
order to assess its current valuation. Is the price currently somewhat low?
What has caused this? Is the company having a problem or is there an
opportunity here for a turnaround from a depressed price?

Price Earnings Ratio Range over Last 5 Years: In this section the
figures are informational, providing a reference for the companies’
valuations.

P/E Ratios change as stock prices and earnings change. Note wide
differences between the highest and lowest P/E Ratios. They may signal
volatile earnings and or large price changes.

Look for value - therefore, low P/E Ratios. This means that a company has
room for its current P/E Ratio to expand to a former high P/E Ratio, thus
providing appreciation of its value. However, be aware of unreasonably
low P/E Ratios as they may signal forthcoming problems.

High quality companies may carry P/E Ratios in a higher than normal
range for the industry. This is because investors are willing to pay a higher
valuation for the consistency of the company’s earnings. Normally stocks
selling at high P/E Ratios are volatile and may fall rapidly in price if their
earnings fail to meet expectations by investors/speculators.

The Estimated Price Zones/Present Price Range is developed through
your judgment in the SSG Analysis. Here it is preferable to see the present
price within the Buy zone.

The Upside/Downside Ratio is your potential reward/risk ratio. Ideally
look for a ratio of 3 to 1 or more. Beware extreme numbers (10 and up, for
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example) as they indicate questionable judgments about low pricing have
been made in your SSG Analyses.

Current Yield: If the company pays a dividend, yield is the percentage
dividend paid compared to the current price. The highest number is best.
Some fast-growing companies do not pay a dividend.

However, growth companies don’t normally have high dividend yields.
This is not a negative as the retained earnings can be used to help grow the
company. Therefore a high or low yield is best, depending on your
investing objectives - income or growth.

Combined Estimated Yield (called Average Annual Total Return in
SSG): This combines the potential dividend yield with price growth over 5
years for a projected compounded return on investment. 15% or better is a
goal, but larger companies are less likely to achieve this. For your total
portfolio of stocks, by combining companies of various sizes growing at
various rates, a goal of average 15% return is reasonable.

Other Comparisons

This section contains characteristics related to growth, quality, value, and
safety. Most of these cells need not be highlighted as judgment items. They
are informational.

Number of Common Shares Outstanding: Larger companies will have a
larger float of shares available trading on the stock exchange. This makes it
easy to buy or sell a company and results in the stock price being less
volatile. Larger companies are considered less risky.

Potential Dilution from Debentures, Warrants, Options: These are
types of securities that give holders the opportunity to buy common shares
for a specific price during a specific time period. When they are redeemed
or converted, they create more shares outstanding. This dilutes the value of
the shareholders’ equity and reduces the earnings per share because the
earnings are divided among a greater number of shares.

If you use diluted EPS in your study then the concern for potential dilution
IS minimized.

Percent Payout is the percentage of the company’s earnings per share paid
out in dividends to shareholders. Fast growing companies often do not pay
dividends or pay a small amount. In this line, your choice of Best depends
upon whether you want growth or dividend income in your company of
choice. A high payout percentage may indicate that management has no
ideas about how to grow the company using reinvested earnings.
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Date of Source Material is a reference only. This ensures that you are
using the most current Stock Selection Guide possible for each company.

Where Traded indicates the stock exchange for each company. Each
exchange sets its own requirements for membership. The New York Stock
Exchange has the most stringent requirements. Thus, this line item may be
a slight indicator of risk. However, if you are choosing companies scoring
highly on the SSG, Where Traded should not be important.

Optional Comparisons

Optional Comparisons

Lines 27 and 28 are optional items from comparison. You can choose from
a preset list of comparison items or you can set you own. The preset items
are:

Debt to Capital: This item is also shown in the Capitalization box of the
Stock Selection Guide.

Growth for the last quarter for EPS and sales: These two items are
displayed in the Recent Quarterly Figures box of the Stock Selection
Guide.

% Institutional Holdings: This item is also shown in the Capitalization
box of the Stock Selection Guide.

P/E Ratio to Projected EPS growth: This ratio compares the current P/E
Ratio to your projection of earnings. A value below 1.0 would suggest
good value.

User Comparison Item

You may define your own comparison item for lines 27 and 28. Use the
right mouse button on these two lines and select define.
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Complete the Title for the item to compare and add the comparison
information for each company. The additional information will be saved
with the Comparison Guide.

Comparison Guide Formulas

The Stock Comparison Guide reports values as calculated in the Stock
Selection Guide analyses and adds other calculated ratios.

The 5-year future total earnings (Est Tot EPS 5 Yrs) calculates the sum
(for 5 years) of the EPS for the SSG Graph EPS projection line you have
drawn.

P/E Ratio to EPS Growth is a ratio giving a value figure for the stock. It
compares the current P/E Ratio to the rate of projected EPS growth. A ratio
of 1 indicates a fairly-valued stock. A value of 0.5 would be a very positive
indicator whereas a value of 1.5 would indicate an overpriced situation, if
everything is “usual” (which it seldom is).

Price/Revenues ratio is based on the following formula:
Price/Revenues = Current Price x Number of Shares

Last Full Year’s Revenues

The sales dollar figure provides a more consistent measurement than
market capitalization because it cannot be inflated by market mania (This
is when the market becomes infatuated with a particular stock or industry
and drives up the price.) To achieve diversification for your portfolio by
company size, look for three categories:

e Large - sales over $5 Billion
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e Small — sales under $500 Million

e Medium — sales between $5 Billion and $500 Million

A Large Company

Your level of risk changes according to the size of company. A large
company can be the most conservative investment. It usually has a long
track record that you can assess, the management may be experienced, the
company is in a slower but steady growth phase, and it pays a dividend.
Such a company may tend to have a more stable stock price, because the
market sees it as a safe haven. The downside is that the sales and earnings
growth rates are likely to be less than 10%.

A Small Company

A small company is the riskiest category. It often has management that is
less experienced or consists of a small number of leaders, it may be selling
a product that is new to the marketplace, it is in the rapid growth phase of
its life (requiring lots of cash), and it pays no dividend. A small company
tends to have a more volatile stock price because the market deems it a
riskier investment and tends to buy and sell more frequently. The upside is
that sales and earnings growth rates are likely to be 15% or much more if
the company is successful.
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Portfolio Management Guide

Stock price changes constantly. Monitoring stock price
helps you keep vigilant of potential company trends
and potential undervalued or overvalued situations.

Introduction
The goal of the Portfolio Management Guide (PMG) is:

e Torecord (typically once a month) the company’s share price,
e To determine current value, and
e To determine if buying opportunities exist.

Value is determined in Part 3 of the SSG by calculating and assessing
historical Price/Earnings Ratios (P/E Ratios). The historical average PE, as
may be modified in Part 4 of the SSG, becomes the basis for value
comparison in the PMG.

Beginners

As a beginner, you should follow the step-by-step instructions in the
Prompt Window. This will ensure that all areas of the PMG report are
reviewed.

Follow the instructions and resist the temptation to move ahead of the
prompts. Allow the step-by-step approach to guide you.

Use the right mouse button to provide specific information on an item from
the What’s This? and More Help selections. Also, click on red-circled
items for the Stock Wiz‘s comments.

As for the SSG, once you can anticipate each step you are likely ready to
work at the Experienced Level. Here you may review each report in the
manner that best suits your study style.
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Watch for the red circles. These are placed around data points where
particular attention is needed. These are potential ‘red flags‘. Red flags are
unusual characteristics that require your careful consideration to properly
complete a study.

Interpretation

Part 1 and 2
Parts 1 and 2 of the PMG record information from the SSG.

In Part 1 the average high and low P/E Ratios become the basis for on-
going valuation assessment. These numbers yield calculations for high and
low PE guides. These are used in Part 4, the PMG Graph, to set lower and
upper limits for PE below which a buying opportunity may exist and above
which a re-assessment should be made to determine if a selling condition
should be considered.

Feferin swolian 3, mbmms 0 and £, Ine T, 0f jour Sack Sckelin guite sy of this mmpany far

1 PRICE EARNINGS ZONES the pinmation in ook 2 and 1 hel,
1 2 | 3 4 ] E
Byverage Price Eamings Sum of Colz, Column 4 alumn 5
TELR Fatioz for Previous 5 Years 2and 3 Divided by 2 futtiplied by 112
. Low PEE High P/E
High Lo Gulicke Ling Guice Ling

1997
19495
19949
2000
2001 29.4 174 472 236 =4

Part 2 of the PMG records price targets for comparison with the current
stock price. The Buy Below and Sell Above prices are developed in Part 4
of the SSG.

At the Experienced Level you may choose how the zones are calculated.
Refer to the SSG section for more information on zoning.

2 PRICE ZONES Sow Sectian dC af Sndk: Sekoin Guite. 1 behwi iop of Buy Zane 3 el & batam ar Sol Zane.
YELR 1. Conzider Buying Below 2. Conzider Selling Lhove
1947
19495
1999
2000
2001 51.04 6208
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Editing Part 1 and 2

tion Normally editing is not required as this data is the result

cau of applied judgment in the SSG. If you do enter this
information you may refer to the historical average P/E Ratios in the PERT
B.

Parts 1 and 2 will fill in as you complete succeeding years of SSG studies
with new yearly data.

Options

The following options are available at the Experienced
,ien Level and are set from the Options | Preferences menu
Expe item. The Beginner Level uses the normal calculations.

Options Ed

Data Entry I Digplay I File &zsociations |
General | $5GGraph | S9G Analysis FMG / FERT

PG Report
High PE guide line calculation | H3e Low PE Guide * 1.5 j

PG Graph
Price / PE Zone plot style ISTB [plot boxes) j

PERT Graphics
Plat Trend Lines IYES - plot trend lines j

Click on zelect combao bores to change options.

Defaultsl Help | e 1] | k. | Cancel
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e To select either the normal 1.5 times the average PE for the High
PE guideline in column 6 of Part 1 or use the selected average high
PE as in column 2.

e Using the average high PE selection gives a High PE guideline that
reflects the characteristic nature of value for the company.

e To select between the normal 33-33-33 zoning and 25-50-25
zoning. This selection is made in the SSG Analysis Part 4 and its
results affect the calculations and graphics in the PMG.

Part 3
Company value is monitored and assessed monthly in Part 3 of the PMG.

Value is assessed from the current PE of the company. PE is calculated
from the current price and the sum of the latest 4 quarters of EPS shown in
Column 3.

3 CUMULATIVE EARNINGS AND CURRENT PRICE-EARN]

1 2 3 4 & & 7

Total
& Morths | Earnings | Earnings

PIE Fatio

Ending |per Share | for last | | $46.38/$1.21=38.3 thi Dt
4 Quarters \ ” 4
(00 £.45 180 Ppr E0 33\4 2401 May 3
QE 0 ( 044 162 Jul 1 115 25T AU
AdddoEps J oez| 17| oda | sz 304 | MNows

180 [ Jan 3 44 56 \ 4.3 | Feb3
1.21 Apr 0 4635 5.3 | May ]
111 |) Jui 31 53 .59 3| Aug]

et S | AP

PE calculation in the PMG.

If quarterly EPS is not yet be available but estimated EPS has been entered,
the program will use these figures to calculated P/E Ratios.
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When no EPS is entered, the PE is calculated from the previous
accumulated 4 quarters EPS. The P/E Ratios will be recalculated when
reported EPS is entered.

Note that P/E Ratios are not calculated for negative EPS and N/A is shown.

Assessing EPS

The first step in Part 3 is to assess EPS. EPS in column 2 may show
variability due to seasonal trends. For example, the retail industry generally
has greater sales and EPS in the winter months than in the summer. Some
retailers do the bulk of their business over the Christmas period. On the
other hand, beverage companies tend to sell more drinks in the summer.

Being aware of seasonal changes provides insight into quarterly trends.

Cumulative 4 Quarter Earnings

By adding 4 quarters of EPS, variations from seasonal characteristics are
minimized. In column 3 you want to see constantly increasing EPS figures.
Figures that are not increasing consistently indicate possible problems.
Find out what may be restricting EPS growth. Dips or flattening of the
cumulative 4 quarters EPS could be an early alert that not all is well and
further investigation is needed.

Assessing P/E Ratios

Once you have determined that EPS meets your expectations you will want
to assess value through the PE calculations in Part 3.

The most direct approach to using the PMG is to compare current value to
your targets as set in the SSG Part 3 and 4 (and reported in Part 1 of the
PMG) and the current valuation in the PMG in Part 3.

A current PE that is near the high average PE or the High PE guideline
suggests an overpriced condition. When PE approaches this level you will
want to re-assess the company for material changes. If growth and profit
margins are meeting your expectations then you may keep the company
rather than sell it. It could well be that investors are finally realizing the
value and quality in the company, thus driving P/E Ratios higher.

A current PE that is lower than the average may indicate a possible buy
opportunity. Again confirm that the company is meeting your targets.
Consistently performing companies are eventually recognized and patience
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is rewarded. Buying and holding quality high growth stocks and making
additional purchases on price dips can provide additional return on your
total investment.

The Market and P/E Ratios

P/E Ratios will vary over time due to economic and market factors. In
optimistic times P/E Ratios will expand while in pessimistic times P/E
Ratios contract. When assessing value, consider the current economic cycle
and where the cycle may be in the next 5 years. This understanding helps
you determine whether value is driven by the market’s recognition of the
company’s achievements or something else.

Another way to determine value is to assess the company’s industry. Is the
company performing better (growing sales and EPS) than its peers? If so,
then the increasing P/E Ratios in the PMG may be justifiable.

Characteristic PE

Investors value a company based on both the company’s historical
achievements and future expectations. Investor sentiments change over
time. Typically the changes in value fall within well-defined figures that
can be characterized by the low and high average PE calculations in the
SSG. The range between the low and high average P/E Ratios is said to be
characteristic of the company. This characteristic range serves as a guide to
measure current value to help make investment decisions.

PMG Graph

The PMG Graph is the graphical representation of the information in the
PMG Parts 1, 2, and 3. The plots for monthly prices and the corresponding
P/E Ratios help visualize how the market values the company.
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The PMG Graph shows how price, PE, and RV (relative value) compare to
the expectations set in the SSG. Price items show in blue and PE items in
red. Scales for each are color-coded and may be altered by clicking on a
plotted line with the right-mouse button and selecting from the pop-up

menu.

Optional PMG Graph Representation

At the Beginner Level the graph uses the normal horizontal lines for price

zones and PE guidelines.

At the Experienced Level you may choose the alternate

, ce vertical bar representation. This choice shows the middle

“en zones for both Prices and PE as colored bars. The blue
Expe price bar indicates the Hold Zone in Part 2 of the PMG
(Part 4 of the SSG). Below the bar is the lower or Buy

Zone; above the bar is the upper or Sell Zone. For the red PE bar below

would be the Low PE guide, above the High PE guide.
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Choose the representation that is easiest for you to interpret.

You may also change the scale for the plotted lines. Generally the program
sets scales based on the data range. However, there may be occasions
where you wish to specify the scale. To change scales, click the data line
(prices, PE, or RV) with the right mouse button and choose Move Up or
Move Down. This changes the scale factor for the chosen item and moves
the line. Reset allows you to set to the computer scale.

Monthly Price Plot
Monthly prices as recorded in the Monthly Price Data Entry window are
plotted in blue. The scale is shown on the left side, also in blue.

Market Factors

Generally share price will increase as EPS increases. However, the general
market can make share price vary more radically and this presents some
difficulties. You must try to distinguish between share price changes due to
market factors and those driven by a company’s continuing success.
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Market factors can be short term (news reports) or long term (economic
cycles lasting years). Assessing this information will help you understand
your company better.

Price Trends
You may notice a flattening or decreasing price trend on the PMG Graph.

This occurs when price is not increasing (or even decreasing) even though
EPS is improving. It could be that a buying opportunity exists or
alternatively that something else not yet apparent to you is affecting the
company. Investigate company activities such as increases in debt,
acquiring other businesses, liquidating major assets, changing markets, etc.
These may provide clues as to why other investors may be selling and
driving the share price lower.

Current Price

Note the location of the current price (the last point in the blue line) in
relation to the zone guides. As share price approaches the Sell Above line
you may want to re-assess the company to determine whether you still
want to keep it. As indicated previously, when a company maintains its
capability for growth and profits you will likely want to hold on to it for
the long term.

PE Plot

PE plots generally move within well-defined limits dictated by the
historical average high and low P/E Ratios. These limits are characteristic
of the company and indicate potentially undervalued or overvalued
conditions. Use the PE plot in a similar manner to the price plot. If P/E
Ratios are getting out of the characteristic range, try to determine if this is
caused by the company or symptomatic of the industry or general market.
This additional information will help you to assess the company’s value.

Relative Value (RV) Plot
Relative Value is a ratio that tries to show under and
overvalued conditions. RV is calculated from the

me[ienwd following formula:

RV = Current PE / Historical Average PE x 100
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The historical average PE becomes the benchmark for determining value,
i.e. a value that is greater than 100 would be considered overvalued.

Be aware that RV may not be a consistent indicator of
¢ n value. RV of 150 may mean very different things for
utlo different companies. An RV of 150 indicates that the
ca current RV is high with respect to the historical average
PE. However, it may still be lower than the average high

PE as noted in the example below.

Avg. Low PE Avg. PE Avg. High PE
Company A 10 20 30
Company B 15 20 25

In the above example both companies have an average PE of 20 (even
though their characteristic High and Low PE are quite different). An RV of
150 would indicate a PE of 30 for both companies. However, for company
B this would indicate a PE way beyond its characteristic high PE; not so
for company A. Be cautious when reviewing RV.

This same example demonstrates the reason that you would want to use the
Average High PE option as the High PE Guide in Part 1 of the PMG.

A Buying Opportunity
Review the historical price changes in relation to the price zones (blue
horizontal lines or bar). You may consider purchasing more shares if:

o the current price is below the Buy Below price target,

o the current PE is lower than the Low PE Guideline (or average
PE in the SSG),

o all other indications in your assessment are positive.

For a company that is sound, these conditions could imply a buying
opportunity. It would seem that investors are not recognizing the
company’s achievements.

Before making a buy decision, you will want to update your SSG to
confirm that all company characteristics (growth, quality, value, and
risk/safety) are in your favor.
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Formulas
Calculations for the PMG are shown on the report.

The calculation for Relative Value (RV) in the PMG Graph is:
RV = (Current PE / Historical Average PE ) x 100
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PERT

PERT (Portfolio Evaluation Review Technique) helps
you to manage your stocks. Review company
performance quarterly by examining sales, earnings,
and profits.

Introduction

Whereas PMG tracks value on an on-going basis, worksheets PERT A and
B record and calculate data items to track growth and profitability on a
quarterly basis. PERT Report gives a summary of the worksheets that is
handy for club meetings. It quickly and effectively highlights company
results versus your expectations.

Beginner

As for all Beginner steps, follow the guidance in the Prompt Window.
This ensures that you cover each report completely. Once you can
anticipate the prompts, you are likely ready to move to the Experienced
Level.

For specific Help on an item, right-click the mouse button to select
What’s This? and More Help. For red-circled items, activate the Stock
Wiz and review his comments.

PERT A

PERT A is a worksheet where calculations from the quarterly data provide
additional information about growth and profitability. Enter and edit data
for PERT A in the PERT Data Entry window. The convenience of
purchased datafiles is that all the information for 5 years (20 quarters) of
data is readily available for your assessment.
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Calculations
The PERT A report is divided into 2 side-by-side areas: Quarterly Data and
Last 12 Months Data.

The Quarterly Data area looks at quarterly progress. Growth calculations
are based on a quarter-over-quarter comparison with results 1 year earlier.

The Last 12 Months Data area calculates growth and profitability items
based on a running 4-quarter total and compares this with the 4-quarter
figure a year earlier. The running 4-quarters calculation helps smooth
variations due to possible seasonal effects in company results.
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Note the smoothed effect on the 12 month (moving 4 Quarter) lines.

Calculation details are covered in the Formulas section.

Short-term Assessment

The latest quarterly information is a record of the company’s short-term
achievements and is important for tracking how the company is
performing. The yellow line highlights the latest information. Focus your
attention on this line of information to assess latest or short-term results.
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Growth Assessment

The columns titled % Change (Columns D, G, and 1) are key to assessing
short-term performance for growth. Specifically, in the Quarterly Data area
these are: Sales % Change, EPS % Change, and Pre-tax Profit % Change.

Focus on the highlighted yellow line for the latest quarterly results. Look
for % Change figures that match your sales and EPS projections in the
SSG Graph.

Next assess the Last 12 Months of Data area for its % Change figures for
growth. As with the Quarterly Data area, these should also fall in line with
your expectations.

Variations on Growth Assessment

Often interim changes (quarter to quarter) are more variable than yearly
changes. See figure on page 140. Changes (quarterly and especially 12-
month changes) that are below your SSG projections require investigation.
Find out the cause for the unexpected change. Determine if the cause is
characteristic (a recurring issue) of the company or explainable as a one-
time occurrence.
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Be careful of too many one-time occurrences, as they
caution may indicate an unstable business. You may want to

refer to the “When to Sell” section in the Classic Plus
manual for possible identifiable causes for a company’s deteriorating
condition.

One-time occurrences or any other reasons for a shortfall from expected
results should be recorded in the Notes section (Company Data Entry
window or File | Notes menu) for future reference. Your recorded
comments serve as a powerful reminder when making future investment
decisions.

Profitability Assessment

Three columns assess the latest profitability figures. They are titled Pre-tax
Profit: $ Mil, % of Sales, and % Change. Compare these results with the
yearly figures calculated in Part 2A of the SSG.

As with other quarterly results, these figures tend to vary. ldeally, they
vary little from historical results. Consistency confirms that the company is
in control of its business and provides you with greater confidence that
your expectations will be met.

Variations on Profitability

Larger variations (figures varying 30% or more from the historical
average) should be investigated. These should be red flags to alert you to
the need for investigation. Knowing the cause of changes will enable you
to gauge the long-term impact on the company.

Long-term Assessment

Long-term assessment in PERT A involves reviewing all the historical
information to discern potential trends. Review each of the % Change
columns for Sales, EPS, Pre-tax profit, and profitability (pre-tax profit on
sales). The ideal is to see figures that are consistent through time or with
minor variations.

Figures with wide variations (especially for the Last 12 Months Data area)
indicate that management is having difficulties controlling the company’s
business. The task of estimating the company’s future is therefore more
difficult and the risk of your investment increases.
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Small % Changes are less discernable but if you have 4 or 5 years of
quarterly data you should be able to spot this. This information may be
spotted in the yearly SSG figures but is typically more apparent in PERT
A. Changes that show slow deterioration are likely signs of a maturing
company or industry. Your research should identify this.

General economic conditions may also play a role. Expect that as the
economy moves, so will companies’ fortunes. You want to identify the
cause for deteriorating conditions. External factors such as from the
general economy may prove to be a buying opportunity. Deteriorating
internal factors are potential sell indications.

PERT Graphics

The PERT Graphics report helps to visualize the calculations of PERT A.
PERT Graphics plots the % Change columns (sales, EPS, and pre-tax
profit) and the pre-tax profit on sales from PERT A.

Review each of these graphs in turn. You will note similarities in the
plotted information, i.e. a drop in sales will typically affect pre-tax profit
and EPS. These relationships will be more apparent as you become
familiar with reviewing PERT data.

Ideally these plots would be flat lines indicating consistent company
performance. More often they fluctuate. From these fluctuations you
should be able to identify possible areas of concern.
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Observe the short-term results of the latest quarterly point with respect to
the horizontal green line in the graph. The horizontal green line represents
the projected growth in the SSG Graph.

Also observe the long-term trend to see if results are maintained or are
deteriorating (sloping down).

Changes (either in short-term or long-term results) from your expectations
are red flags alerting you to understand the circumstances facing the
company. Satisfy yourself that the company is still the quality company
that you assessed with the SSG.

PERT B

PERT B is a worksheet that records value information from the SSG. It
summarizes this for later inclusion in the PERT Report. It also serves as a
recording of historical figures to be used in assessing the company.

PE Assessment
For steadily performing companies the historical average P/E Ratios will
be consistent from year to year. You may note increases or decreases that
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are attributable to industry or market changes. Market factors have direct
influence on all stocks: increasing P/E Ratios in times of optimism and
decreasing during pessimistic economic conditions. Your task is to assess
these possible changes in light of what has happened in the industry or the
economy.

Consider how your company has fared in relation to the general market.
Reviewing the 10 years of historical P/E Ratios should provide a basis of
this comparison. Look for the characteristic P/E Ratios (the high and low
average P/E Ratios) to see how they trend and compare them to the market
and the economy. Your company should show trends that are at a
minimum performing as the economy or the market.

The variation between the high and low average P/E Ratios is an indication
of volatility. The larger the variation, the higher the risk and the more
difficult it is to assess the company. Typically, the smaller the gap between
high and low average P/E Ratios, the more consistent the company and the
easier it is to study.
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Segments from PERT B showing characteristic PE ranges and volatility.

Payout Assessment
% Payout is the portion of EPS that is paid to shareholders in the form of
dividends. The remaining portion is retained by the company and used to
fund business activities.

Generally we would look at investing in growth companies. Growth
companies often require money to expand their business. Retained earnings
is one source of funding future growth. By paying dividends rather than

retaining them all, the company is restricting its growth resources.

Most companies have a clearly defined dividend payment policy. This
means that as EPS grows, the dividend paid to shareholders also grows.
Investors view dividends as a source of stable and growing income and like
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to invest in such companies. This helps to support the share price of the
company (review section 4Bd of the SSG).

For this reason companies are reluctant to reduce dividends and will
occasionally borrow if earnings are insufficient to pay the expected
dividends. This precarious condition can cause you to lose in two ways. A
dividend cut (because of insufficient earnings) will reduce or eliminate
your dividend income. You will lose again from the share price drop that
results from a dividend cut.

By monitoring % Payout you can assess the risk of a high ratio. Anything
above 60% is cause for concern. Also, ratios higher than 20% likely affect
growth potential for the company. Review the historic % payout and
determine if recent payout ratios are consistent.

Note that some industries (i.e. utilities) are known for their high dividend
yield policies and high payout ratios should be expected

PERT Report

PERT Report is the accumulation of recent data and calculations from
other reports: SSG, PMG, PERT A, and PERT B. Its objective is to give
you a one-page information summary that helps you determine if a
company is meeting your expectations for growth, quality, value, and risk.
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Here are some suggestions for reading this report. For each of the column
groups compare the actual results to the expectations in the SSG. First do
this for EPS, sales, and pre-tax profit. Do the same for the other column
groups, noting the current value. Do the quarterly figures meet your
expectations?

This report may include up to 50 company studies. You may save the
report for easy retrieval and updating in the future.
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You or your club may use PERT Report as a monthly summary of your
stocks. The concise PERT Report is an efficient method for informing
members on recent company achievements.

Growth Assessment

Review columns H and J for quarterly growth of EPS and sales. Within the
same cells for sales and EPS, note the growth as projected in the SSG
Graph. Comparing actual results with your expectations will help you
monitor company performance and manage each stock in your portfolio.

Portfolio
PERT ReviewT

Date _Jan 29, 2002

Latest % Change EPS —
EPS SALES PRE-TA 22.7%
ST //
PS | OTR ¢ % | ML % gL
END CHG w 84 Expected growth

1.9% | 0611 034 o9s 216% | 663 (L1 from SSG 10.2%

10.2% | 0800 044 F3T0 a3y 29

Proj ar 10.2% 1€ Proj &r 2.0% Aug
128|060 049 ( 65% s242 (83% ) 2129 2f
CE40 | 0600 048 TETO 1913 24
Proj Gr 12.3% | Proj Gr 10.4% 2o

141 0501 024 1667% | 548 (04%7 391 7
12.8% | 0500 008 £47 186 1
Proj Gr 12.8% | Proj Gr 17 5% A

F G H | J K

Quarterly changes that do not meet your expectations need to be
researched. You may have done this when you first updated the quarterly
information and noted the information in the SSG or PERT A. Your
recorded notes will remind you of circumstances of companies that have
missed their targets.
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Quality Assessment

Look at column L and compare the profitability (pre-tax profit as a % of
sales) for the two reported periods. A substantial change from the year
before is an alert that requires investigating. Review the possible causes for
the change and be satisfied that they are reasonable.

Make sure that you note and understand the difference between columns L
and M. Column L is pre-tax profit as a % of sales and is equivalent to
figures in Part 2 A of the SSG. Column M is the % change in pre-tax profit
and is related to % change (or growth) for EPS and sales. Compare this
with the sales and EPS growth figures: they should be similar.

Value Assessment

Along with information in the PMG, you may assess value from figures in
columns P and R. Keep in mind that these figures are calculated using
Estimated EPS from column E as may be shown in the SSG Part 3. Review
the Leading PE section in the Classic Plus section on the 3 choices of
estimated EPS available at the Experienced Level.

Value is also monitored from figures in column W by assessing PE with
respect to the expected EPS growth rate.

The reason for using an estimated EPS in PERT is to be forward looking —
assessing value based on anticipated earnings. The market as a whole is
anticipatory and looks forward to the company’s future potential growth.
The Lead PE in column P and Lead RV (relative value) in column R are
figures that help assess this expectation of the future.
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Lead PE and Lead RV

Lead PE should be compared to the 5-year high, average, and low P/E
Ratios in columns S, T, and U. These figures are derived from Part 1 of the
PMG. A stock could be over priced as the lead PE approaches the high PE.
At that point you would want to review the company to assess that it still
meets your investment objectives. Extremely low P/E Ratios (those that are
lower than the average low PE) also indicate potential problems. Investors
are selling stock and bidding the price lower in possible anticipation of a
poor future for the company.

RV (column R) is a ratio that compares the current PE to the anticipated
average PE for the company. It can be used in the same way as the PE
comparison above. Values of RV greater than 150 suggest a potentially
over priced stock. Review the Relative Value topic in the PMG Graph
section to understand the peculiarities with RV.
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PE and EPS Growth

Column W calculates the PE to projected EPS growth ratio, also known as
the PEG ratio. Peter Lynch considers this an important measure of value.
Generally a ratio that is 150 or higher may indicate an over-priced stock.
As with RV, you would want to review and reassess the company to
determine if it still meets your investment objectives.

Risk Assessment

Columns Y and Z report Upside/Downside Ratio and Total Return. They
are calculated from the low price (Column AA) and the high price
(Column AB). The high and low prices are referenced in Columns AA and
BB. Note that Column AB (the high price) is calculated using the
estimated EPS in Column E.

Column Y shows the Upside/Downside Ratio. If the ratio falls near a value
of 1 it indicates a poor reward for your investment.

In Column Z a Total Return of less than 8% may suggest that the
investment may not meet long term investment goals.

PERT Report — Estimated EPS

PERT Report calculates some figures that are unique and not related to
other reports. These are columns P, R, Y, Z, and AB which use the
Estimated EPS figure as displayed in Column E for their calculations.

The SSG uses reported EPS figures for the latest 4 quarters when
calculating current PE. Here in PERT Report we also look at value based
on the anticipated EPS. The reason for using an estimate of future earnings
is to reflect the anticipatory nature of the stock market. Using estimated
future earnings calculates a Leading PE along with other items calculated
in Parts 4 and 5 of the SSG. These items are:

lead PE Column P
lead RV (relative value) ColumnR
estimated U/D ratio ColumnY
estimated Total Return Column Z
estimated high price Column AB

For reference, the second row of Columns P and R show the trailing PE
and RV figures recorded in the SSG.

Classic Plus



Review the Formulas area for details on these calculations.

PERT Report Summary
The summary information in the PERT Report was previously reviewed in
other reports. However, the concise PERT Report makes for a quick and

simple report to share key information with other members of your club.

Remember that the results of PMG and PERT (including PERT Report)
should lead you to confirm whether or not the company is meeting to your
expectations set in the SSG. Variations from expectations alert you to
explore the company further and discover if it still meets your investment

objectives.

For specific sell conditions, review the “When to Sell” section in the
Classic Plus manual.

Formulas

The following table lists definitions and formulas for the PERT reports.

PERT A
Col Quarterly EPS
B/C
Col % Change in EPS*
*
D {(recent Q EPS/Year ago Q EPS) — 1} x 100
Col E | Quarterly Pre-tax Profit
Col F Pre-tax Profit as a % of Sales*
{(recent Q Pre-tax Profit /Year ago Q Pre-tax Profit) — 1} x
100
Col Pre-tax Profit % Change*
*
G (Col E /Col H) x 100
Col Quarterly Sales
H
Col 1 % Change in Sales*
*
{(recent Q Sales/Year ago Q Sales) — 1} x 100
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ColJ Quarterly Tax Rate
As entered or calculated from pre-tax profit and net income
Col Last 12 Months EPS (4 quarters)
KIL Sum of the current and preceding 3 Quarters of Col B/C
Col Last 12 Months Pre-tax Profit (4 quarters)
M Sum of the current and preceding 3 Quarters of Col E
Col Last 12 Months Pre-tax Profit as a % of Sales (4 quarters)*
N (Col M/ Col O) x 100
Col Last 12 Months Sales (4 quarters)
o Sum of the current and preceding 3 Quarters of Col H
Col P Last 12 months Taxes
Sum of the current and preceding 3 Quarters of (pre-tax
profit — net income) as entered in the Data Entry window.
Col Last 12 months Tax Rate
Q (Col P/ Col M) x 100
Col Last 12 Months % Change in EPS (4 quarters)*
R* (Current year Col KL) / (Col KL 4 quarters back)
Col Last 12 Months % Change in Pre-tax Profit (4 quarters)*
S* (Current year Col M) / (Col M 4 quarters back)
Col Last 12 Months % Change in Sales (4 quarters)*
™ (Current year Col O) / (Col O 4 quarters back)

* Asterisk items are graphed in the PERT Graph report.

PERT B
Col Yearly EPS
B
Col High stock price for the fiscal year of the company
C
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Col Low stock price for the fiscal year of the company
D
Col ColC/Col B
E
Col ColD/Col B
F
Col Sum of the current and preceding 4 years of Col C divided by
G 5
Col (ColG+Coll)/2
H
Col | Sum of the current and preceding 4 years of Col D divided by
5
Col Yearly Dividend
J
Col (ColJ/Col B) x 100
K
Col Sum of the current and preceding 4 years of Col K divided by
L 5
Col (ColJ/Col D) x 100
M

PERT Report
Square brackets [ ] are used to define more clearly specific items in the
formulas, i.e. [Col P (top value)].

Col Yearly Dividend, shown as 2" line of column D

B

Col Company Name

C

Col Col B/ Col Q

D

Col This is the selected Projected EPS in the Extras section in
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E Part 3 of the SSG. At the Experienced Level, there are 3
possible selections for this. Review the Leading PE section of
Classic Plus.

Col Quarterly date of last reported and recorded data. This is

F equivalent to the quarterly data highlighted with the yellow
line in the data entry window.

Col The EPS for the corresponding quarter dated in Col F

G

Col {(recent Q EPS/Year ago Q EPS) — 1} x 100

H

Col The Sales for the corresponding quarter dated in Col F

I

Col {(recent Q Sales/Year ago Q Sales) — 1} x 100

J

Col The Pre-tax Profit for the corresponding quarter dated in Col

K F

Col (Col K /Col 1) x 100

L

Col {(recent Q Pre-tax Profit/Year ago Q Pre-tax Profit) — 1} x

M 100

Col Sum of 4 Q of EPS starting with the latest Quarter (yellow

N highlighted data) and previous 4 quarters.

Col {(sum of 4 Q of EPS/Previous 4 Q) — 1} x 100

o)

Col Top line is PE from Part 3-9 of the SSG, bottom line is Col

P Q/ Col E

Col Stock price

Q

Col Top line is “Cur RV” = {[Col P (top value)]/ Col T} x 100

R Bottom line is “Lead RV “= {[Col P(bottom value])/ Col T}
x 100

Col P/E Ratios from the latest year row of Part 1 of the PMG
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S,T,| (Cols2,3,4)

U

Col This is the projected EPS growth from the SSG Graph

\%

Col {Col P(bottom valuge) /Col V} x 100, shown as 2" line of

w column VvV

Col Up/down ratio using the high price of Col AB

Y

Col Total Return using the high price in Col AB, shown as 2™

4 line of column Y

Col Selected low price from Part 4 of the SSG

AA

*Col Selected high price** calculated from the estimated EPS and

AB lead period (both from column E) and the projection of
earnings from the SSG Graph. Shown as 2™ line of column
AA

** high price = [average high PE] x estimated EPS X
(1 + [EPS projected growth rate])"-

where L = 5 — (lead period/4) and growth rate is a decimal
fraction

Lead period (as shown in column E) is in quarters and is an
option set in the SSG Analysis, Projected Values section.

*Review the Projecting a Full 5 Years topic in the Classic Plus manual.
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Options

Classic Plus has numerous options, many of which are
geared to Experienced users.

Experienced Operation

The Experienced level of operation is used when you have mastered the
basic process for studying a company. At a minimum, you will be able to
discern (by the SSG Graph) a company with good potential. You will
know how to focus on the ‘obvious’ irregularities that occur frequently in
stock studies and you will use them as keys to understanding a company.
Options for entering data are included in the Company Data section of
this manual.

Options

Preferences
The Preferences menu item opens the Options window containing five
tabs labeled: General, Graph, Analysis, Data Entry, and Display.
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N >

General | 550G Graphl 550G Analyziz I [rata Entry I Displa_l,ll

¥ Display Startup Loge [~ Show Intraduction Farm
¥ Show Alerts [Cicles) ¥ Show ellow Highlights
[+ Stock iz Sound Effects

Zoning Idzer Initials:

|33/33/33 =l |STE User

Dizplay prices as |Jzer Mode

I Drecimal j I Expenenced j

Click on the check boxes and zelect combo bores to change options.

Defaultsl Help | [ | (] | Cancel

Other options may be available by clicking the right mouse button. (Read
further in this chapter for details).

General Tab

You may choose which windows to display. You can elect to “turn off’ any
particular window when it is displayed. Beginners will want to be informed
of the contents of these windows. When no longer needed, they can be
turned off.

You can also set options to process information specifically for your
method of operation. This includes:

e zoning — 33/33/33 or 25/50/25
o how to display figures — fractional or decimal digits

This is also where you enter your initials for printout on the reports.
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Graph Tab

The options here are set as defaults when starting the program. Individual
choices can be made by clicking the right mouse button on the graph
window.

You may want to ‘turn off’ certain portions to suit your way of working or
to temporarily remove an item on the graph to give you a clearer picture of
other information

Analysis Tab

At the Experienced level you may display additional information.

Part 3 Extras is the only option in this window

Data Entry

Lists of industries and exchanges are provided with Classic Plus. Here you
may add, edit, or delete entries

Display

Here you may set foreground and background colors for the various
windows. Foreground color is the color of text information. Background is
the color of the form graphics

File Associations

File associations allow the Classic Plus program to recognize specific file
extensions and open them (and Classic if necessary) in one step. As an
example, if you see a company file (with an SSG or SDF file extension),
you may open it simply by double clicking on the file name. This is the
case whether the file is on your computer, the Internet, or elsewhere.

File association also helps you to quickly work on companies from other
programs (such as the screening program Stock Prospector .)

You may set file associations for various types of files:
e SDF files that are native to Classic Plus.
e SSG files that are common to ICLUBcentral software.

e PRC files that are unique to Classic Plus for Internet price
information (instead of CSV files).
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e CSV files that are often used for price data (not normally
recommended as association can conflict with spreadsheet
programs).

Stock Check List Options

The following are selections available by clicking the right mouse button
within the Stock Check List report. In each instance, options are selected or
de-selected by clicking on the item. The majority of options listed are
available once the Experienced operating mode is selected.

Prices can be displayed in fractional or
decimal figures. The What’s This Help is
Yyhat's This? available in all popup menus.

Displey Frices as Eractions

For some judgment areas you may enter a

== S e lengthy explanation or clear it.
Cleer Selection

For others, you may select an appropriate

Selactfrom List * | phrase by selecting from a list. Alternatively
Llear Selection you can define your own or clear it to re-type
Define your explanation.

SSG Graph Options
The following options and selections are available when you right-click the
mouse button on the SSG Graph. Some options are available only when
using the Experienced mode.

Seles » Recent Quarterly Figures displays the

EPS » quarterly information box on the top left corner.

Erices *  You may want to remove this box for a better
B o view of historical data on the graph.

Raceant Ouanarly Figuras . .. . .

I , Growth Calculation is either mid-point or least
¥ Zone Indicator squares.

\iyhet's this? Zone indicator shows the zones calculated in

Part 4. Green is the buy zone, yellow for hold,
and red for sell.
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Choose Sales and EPS selections to display any of the data, trend and
projection lines. For EPS, you may select the Preferred Procedure to
calculate projected EPS based on a projection of sales.

Select Prices or Pre-tax income for data plots of those items.

EFS + Click on a data item (EPS, sales, pre-tax income, and
prices) to bring up this prompt. You can move data up or
Ewe Mp down if necessary for better viewing. Reset scale sets
ove Liown the data to the computer setting.
Besat Scale
, The scale factor for EPS and sales is shown in the Latest
YWyhat's this?

Quarterly Figures box in the top left corner of the Graph.

Outliers: judgment may be applied to the Graph by [3
excluding data from calculations. Click on the year label
at the bottom to exclude/include a specific year’s -
unusual data. Clicking an outlier will automatically 71— |
recalculate the trend line using the least squares growth

.—'—'—'_'_'_F

formula. 1993 42094 {995

The Preferred Procedure applet (Experienced level) allows you to choose
Reset Start EPS to lastest pears EPS = $1.53 from the IaSt ﬁscal year or the
Feset Start EPS to last 4 quarters EPS = $1.70 CumUIated 4 quarters total When
Al 111 resetting sales and EPS start values.

Choosing the 4 quarters total will calculate the future value based on this
additional information and provide a proper 5 year projection. This would
be the choice if you are studying a stock for the first time.

SSG Analysis

The following options and selections are available with a click of the right
mouse button on areas of the SSG Analysis. Some options are available
only when using the Experienced mode of operation.

Part 3 Extras shows the projected values
for EPS, Price/Earnings Ratio, and the
method of calculating projected P/E Ratio.

¥ Part 3 Extras
Display Frices as Eractions
Set Zone ¢ . . . .
You may display price data in decimal or
YWhat's This? fractional format.

Set Zone provides the choice of the normal 33-33-33 or the 25-50-25 zone
ranges for buy, hold, and sell.
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If the Part 3 Extras are displayed you may

iuiizd;i:dmmlmiﬂns choose from 3 methods of estimating EPS
for the projected P/E Ratio calculation. The
choices are:

1. Last 4 quarters EPS as entered in the Quarterly Data window
beyond the latest quarter (above the yellow line).

2. ACE Forecasted EPS uses the Analysts’ Consensus Estimate
figure entered in the Company Data window (from a Datafiles
source).

EPS Growth uses your EPS projection from the graph.

4. P/E Ratio Lead Period allows you to select how far ahead you
wish to calculate the projected EPS. 2 to 4 quarters is the usual
selection.

In some cells you may enter a value other
than what is calculated. Enter Judgment
allows you to set a value to suit your
expectations.

Entar Judgment
Eeset Judoment

Reset Judgment uses the value that Classic
Plus would normally calculate. Note that
you may also reset judgment for one or all
reports from the Options menu item.

Calcylated Judgment J
Enter Judgment
Eeset Judoment

For the Estimated Low Price you may choose from Part 4B values.
Alternatively enter your own value using Enter Judgment. Reset

Judgment selects the value in Part 4Ba. r']gs Price Eamings Rafio

Yellow highlighted areas indicate where [ [HIGH [5+C) | Lo B+)
judgment may be added. Strike out data that .53 4.1 He
you consider not representative. Click on the {23 543 37
cell to exclude/include the item. Review i any ET]
appropriate sections in this manual to 4 Fid 1 5
determine why you may want to exclude [14 A M,

certain data.

SSG Report Options

Many sections in the report allow you to choose from a pre-defined list of
phrases. If none is suitable, then you can define your own.
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Comparison Guide Options

Reset Selection changes the *best’ selections to the Beset Selection
way Classic Plus would select them. Refrash Data

Refresh Data is used for retrieved Comparison Select from List  »
reports. This function updates items for the Clear Selaction
companies in the list based on new study Define
information. Judgment items are reset to conform to Viyhat's This?

the new data.

Select from List presents pre-defined optional entries that can be included
for lines 27 and 28.

Define and Clear Selection allow you to define (or clear) any comparison
item that you consider important.

PMG and PERT Options

These provide alternative selections for calculating figures and displaying
results.

Preferences
There are 3 options for the PMG and PERT Graphics reports.

1. High PE Guideline

The normal calculation for the High PE guideline in the PMG Part 1 is 1.5
times the average PE. The problem with this guideline is that it does not
account for a company’s variation in PE. Review the Relative Value (RV)
Plot, on page 136 for details regarding this dilemma.

The alternate selection is a High PE guideline based on the Average High
PE. This choice considers the company’s characteristic variations in PE.
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Data Entry I Dizplay I File Azsociations |
General |  SSGGraph | 95G Analysis FMG 4 FERT

PG Report
High PE guide line calculation | Y32 Low PE Guide * 1.5 j

PG Graph
Price / PE Zone plot style ISTB [plot boxes)] j

PERT Graphics

Plat Trend Lines IYES - plot trend lines j

Click on zelect combo boxes to change options.

Defaultsl Help | i | (] | Cancel

2. Display Bars/Lines

The PMG Graph contains a lot of information. The normal horizontal lines
that indicate the price zones and PE guidelines may at times be confusing
and difficult to interpret.

The alternate choice to horizontal guidelines is shaded bars. The bars are
color-coded to represent the hold zone for prices in blue and the PE
guidelines in red.

When printed on a black and white printer, the bars can be differentiated
by their location. The price zone bar is on the left side of the fiscal year and
corresponds to the price scale on the left side of the graph. The PE bar is on
the right and corresponds with the PE scale on the right side.

3. PERT Graphics

The PERT Graphics option displays a trend line for the moving 4-quarter
data plot. The trend line can be used to assess the historical trend for the
items indicated.
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Glossary

ACE - Analysts’ Consensus EPS: An estimate of the current fiscal year
EPS. This value is available in the Betterinvesting/S&P Datafiles or Value
Line sheets. It is one of 3 choices that can be used to calculate projected
P/E Ratio in Part 3 of the SSG Analysis.

Annual Report: The formal financial statements and report on operations
issued by a corporation to its shareholders after its fiscal year end.

Asset Allocation: The diversification of investments among different asset
classes, e.g. stocks, bonds, short-term money market instruments.

Assets: Items of value owned by and owed to the company and used to
produce products for sale and to generate profits. Total assets are listed in
the Balance Sheet of the company’s annual report.

Average Dividend Yield: Part 5 of the SSG expresses the potential for
average annual dividend yield. This combines with price appreciation to
show a potential total return. The formula for Average Dividend Yield is
EPS x Average Payout divided by current price where EPS = Estimated
High EPS divided by (1+EPS Growth) 2.5.

Companies that pay a dividend will generally increase the dividend as EPS
grow. Share price growth will usually follow the dividend increases and
thus keep dividend yield at a constant percentage.

Average High P/E Ratio: The average high price to earnings ratio (P/E
Ratio) for the past 5 years, in Parts 3 & 4 of the SSG. Used to calculate a
forecast high price.

Average Low P/E Ratio: The average low price to earnings ratio (P/E
Ratio) for the past 5 years, Parts 3 & 4 of the SSG. Used to calculate a
forecast low price.

Average Low Price: The average of low prices for the last 5 years, in Parts
3 and 4 of the SSG. This represents a possible low price for a cyclical
company (e.g. General Motors) whose stock price tends to fluctuate in
cycles over approximately a 5 year period.
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Average % Payout: The 5-year average of the percentage of the
company’s profits paid out in dividends to shareholders. Found in Part 3 of
SSG. Calculated as dividend per share divided by EPS x 100.

A high % payout can be a danger sign. Recent payout figures higher than
50%, and higher than the average payout, may forewarn of a dividend cut.
A dividend cut would likely cause the stock price to fall. Generally, the
higher the payout ratio, the lower the expected growth rate for the
company’s EPS in the future.

Sometimes, although the dividend payout is more than earnings, the
company has strong cash flow and can cover the dividend in the short term.
However, a company paying out dividends in excess of earnings on a
recurring basis is a risky investment.

Average P/E Ratio (Ratio): In Classic Plus, the average of the Average
High and Average Low Price to Earnings ratios for the past 5 years. Used
in Part 3 of SSG as a measure of value by comparing it to the Current P/E
Ratio.

Current P/E Ratio divided by Average P/E Ratio = Relative Value.

Average Pre-tax Profit Margin: Pre-tax Income divided by Sales as used
in evaluating management, Part 2A of the SSG. This measures how well
management converts sales dollars into profits, after deducting all the
operating expenses for making and selling its products. The last two years’
figures are compared with the 5-year average to show the trend of growth.

Balance Sheet: A financial statement showing the nature and amount of a
company’s assets, liabilities, and shareholders’ equity on a given date. It is
issued annually and quarterly.

Basic EPS: There are two kinds of Earning per Share: basic and diluted.
Basic shares are fewer in number than diluted. For Basic EPS, net income
is divided by the number of common shares outstanding. This produces a
larger EPS number than when using a diluted number of shares. Be
consistent in the kind of EPS you use.

Beta: The Standard and Poor’s 500 Stock Index has a beta coefficient of 1.
Any stock with a higher beta shows more volatile price movement than the
market, while a lower beta suggests a stock price will rise and fall more
slowly than the market. There are differing opinions about the value of
using beta.
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Blue Chip: A common stock of a nationally-known company that has a
long record of profit growth and dividend payments, as well as a reputation
for quality management, products, and services.

Book Value/Share: This is the value of the common shares as accounted
for on the company’s balance sheet. It is the amount of net assets (which is
all assets minus all liabilities and preferred stock issues) divided by the
number of common shares outstanding.

The book value may have no similarity to the actual cost per share on the
stock market (called market value), or even to the sum of money that the
shareholder would receive if the company dissolved. Companies that are
running their businesses very successfully may sell at many times their
book value, while those doing poorly may sell at a discount to their book
value.

Increasing book value generally indicates that the company is
accumulating assets faster than debt - a good sign. Decreasing book value
may be due to research and development expenses, writing down assets,
losing money from operations, or issuing more shares. Book value is used
to calculate Return on Shareholders’ Equity (ROE) in Part 2B of the SSG.

Buy Zone: Found in Part 4 of the SSG. The price range within which you
may buy the stock. This range was developed by forecasting high and low
prices for the company. The total high to low range was divided into price
segments.

The current stock price should be well within the Buy zone to make a
conservative investment choice and to provide a good opportunity for price
appreciation. (This assumes that all other criteria indicating a good
company are met.)

Capital Gain (Loss): The profit or loss from the sale of a capital asset
such as a stock.

Cash Flow: A company’s net earnings plus any deductions that are not
paid out in cash, such as depreciation and deferred income taxes. A
company pays dividends from this cash amount. Some analysts consider
this figure more meaningful than net income because it is the actual
amount of money generated.

Click and Drag: The process of moving an item on the screen. In Classic
Plus do this to move the trend or projection lines or the Stock Wiz.

To move an object, click and hold the mouse button and then move (drag)
the object to the new location.
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Also see Drag and Drop.
Coefficient of Correlation: See R* (R-squared).

Common Equity: The ownership of the company may be held by two
classes of shareholders - preferred and common. The stock held by the
second group is called the common equity of the company. Common
equity = Shareholders’ equity less the redemption value of any outstanding
preferred shares.

Common equity is useful in measuring the performance of a company’s
management. See Part 2B of the SSG, Return on Equity (ROE).

Common Dividends: Newer companies growing rapidly may pay a
modest dividend, preferring to reinvest their profits to grow the business.
More established companies often pay a dividend quarterly. Found in Part
3 of SSG.

Note Column F to see whether dividends have been growing over time and
compare to the current year’s dividend. Regular payment and growth of the
dividend will help support the stock price.

Common Stock: A wunit of ownership in a company. Common
shareholders receive dividends after preferred shareholders (if the company
has issued preferred shares). In the event of the company’s breakup,
owners of common shares are the last in line to receive their interest in the
company’s assets.

Compounding: In Part 5 of the Stock Selection Guide, compounding is
used to calculate the 5-year potential return. By holding the stock over 5
years and investing the dividends back into the company, the money you
originally invested will grow larger through price appreciation, dividend
growth, and dividends growing upon dividends.

Continuing Operations: A term used in an income statement to label
income of a recurring nature, rather than that caused by sales of assets or
discontinued operations.

Current P/E Ratio: In Classic Plus, it is calculated using the last 4
reported quarters of earnings per share.

Current P/E Ratio = Current Price / Current EPS.

Found in Part 3 of SSG. Comparing it to the average P/E Ratio shows over
or under valuation of the company. Divide the current P/E Ratio by the 5-
year average P/E Ratio. If the result is 1 or less, the stock is undervalued.
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Current Return: The annual rate of yield on an investment. For stock,
calculated by dividing the yearly dividend by the market price. For bonds,
calculated by dividing the interest rate by the current price.

Current Yield: Measures the percentage annual return from dividend
payments.

Current Annual Dividend Yield = Current Dividend / Current Price

Found in Part 3 of SSG. Note Column H refers to the High Yield, using the
low stock price for the calculation.

Cyclical Stock: A stock in an industry particularly sensitive to swings in
economic conditions. Examples are housing and autos.

Database: A special computer file that holds information. Within Classic
Plus, the database holds all the information for companies you have studied
and saved, as well as comparisons saved. The database can be seen in
Windows Explorer in the Classic Plus directory. It is labeled as
Classic.mdb.

Datafile: This term identifies a specially formatted file containing data for
a company. You can use datafiles to exchange studies with others that have
analysis software. The two file formats are .SSG and .SDF. These files are
normally available by subscription from organizations like Betterlnvesting
and ICLUBcentral. Contact Betterlnvesting or ICLUBcentral for more
information about company data.

Debt to Capital Ratio: Total debt (i.e. short + long term debt) divided by
total capital (long-term debt + shareholders’ equity). Check the Glossary
for further definitions for total debt and total capital.

The percentage Debt to Total Capital is found in the heading of the SSG
Graph. A suggested acceptable percentage is up to 33%. Debt must be
funded in good times and bad, so a company going through a bad slump
has a better chance of recovering if its debt load is not too high.

Keep in mind that debt serves the useful function of helping the company
grow. It is up to management to use it wisely and grow the sales and
earnings.

Debt to Equity Ratio: Long term debt divided by book value times the
number of shares outstanding. Also calculated as: long-term debt divided
by common shareholders’ equity. Debt/Equity shows the company’s
reliance on borrowed money to maintain and grow the business. It varies
among industries.
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If a company has predictable sales and can control the pricing of its
products in the marketplace, then the risk of carrying debt is lessened. This
is why regulated utility companies may carry much higher debt loads (up
to 70% of equity) than companies in highly competitive businesses.

Generally the amount of debt and the fluctuation of the debt ratio from year
to year are indicators of how well the management is running the business.

Default: Choice (of a value or option) made by Classic Plus when the user
does not specify otherwise.

Diluted Earnings per Share: There are two kinds of EPS: basic or
diluted. Since 1997 U.S. companies have been required to report diluted
EPS as well as basic.

Diluted EPS account for potential additional shares being distributed from
options, warrants, or rights that may be converted or exercised.

If there is a choice, choose diluted EPS.

Directory: In computer terms, a directory, also call a folder, is a location
where computer files are stored on your floppy, hard disk, or CD.
Directories can contain other directories as well as files.

Diversification: In order to reduce risk, it is wise to own the best company
in at least 10 industries (depending upon the size of your portfolio).
Choose industries that are likely to have better growth than the economy as
a whole.

Another way to diversify is to buy companies of various sizes in different
industries. Size can be measured by the dollar figure for sales, (up to
$400M = small company; above $4Billion = large company; middle-sized
companies are in between.

Dividend: Dividends are paid to two kinds of shareholders. Preferred
dividends are paid at a specified rate to shareholders who have purchased
Preferred shares. Should the company be in financial difficulty, the
preferred shareholders would receive their due before the common
shareholders.

Common shareholders may or may not receive a dividend. It depends upon
the wishes of the Board of Directors. If a company has a history of paying
dividends, it will likely continue to do so. If the dividend is cut, the stock
price is likely to fall.

Dividends may be paid in the form of cash or stock. Generally a growth
company pays out no more than 50% of its earnings in dividends to

170 e Glossary Classic Plus



shareholders. When a company has been growing rapidly over several
years, it is likely to pay a modest dividend so that it can reinvest earnings
in the business. In this way it will build value over the long term. Part 3 of
the SSG reports the dividend paid, as well as the high dividend yield and
the payout ratio.

Dividend Payout Ratio: A measurement of the percentage amount of net
income paid out in dividends rather than retained by the business to help it
grow. The historical % payout is found in Part 3 of the SSG. The formula
is: dividend divided by EPS x 100.

Recent payout figures higher than 50% (and higher than the average
payout) may forewarn of a dividend cut. This cut may result in the stock
price falling. Sometimes, although the dividend payout is more than
earnings, the company has strong cash flow and can cover the dividend.
However, a company paying out dividends in excess of earnings on a
recurring basis is a risky investment.

Dividend Reinvestment Plan — DRIP: An investor can set up this kind of
account to automatically reinvest shareholder dividends by buying more
shares of the company’s stock. This allows dollar cost averaging to occur.
This is also good for companies, giving them a steady source of new funds
for growing the company.

Dividend Yield: The dividends per share paid to shareholders, expressed
as a percentage of share price (Part 3 of SSG). Column H reports the %
high dividend yield (annual dividend divided by the low price x 100). The
top line reports the current dividend yield (current dividend divided by the
current price).

Total return on your stock investment is usually measured by adding the
dividend yield percentage to the percentage return from price growth of the
stock.

Dollar Cost Averaging: Investing equal amounts of money in a specific
security at regular intervals over a period of time. This averages the cost
paid per unit.

Drag and Drop: This term is a Windows signifying a mouse action to
move an item on the screen. It consists of 3 steps, 1) click and hold with
the left mouse button the item to be moved, 2) while holding the mouse
button down, drag the item to the new location, 3) lift the mouse button to
drop the item in the new location.

DRIP: See Dividend Reinvestment Plan.
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EPS - Earnings per Share: The net income or profits (after taxes) divided
by the number of shares of common stock outstanding. The history of EPS
is found on the SSG Graph and also in Part 3.

There are several kinds of EPS reported. Two of the most common are
basic or diluted. It is wise to consistently use either basic or diluted EPS in
your stock analyses.

Another kind of EPS reported may be non-recurring EPS. This is happens
on occasions when a company has had an unusual, non-repeating
occurrence that affected its earnings. Generally you would exclude this
non-recurring event. However, you would want to understand any possible
long-term consequences of the occurrence.

Beware companies whose earnings are erratic over time, negative, or
declining in value.

Equity (or Shareholders’ Equity): The equity ownership of the company
may be held by two classes of shareholders — preferred and common. The
accounting definition is: the difference between the assets and liabilities of
a corporation.

Sometimes called net worth. Equity is useful in measuring the performance
of a company’s management (called Return on Equity — ROE). See Part 2
of the SSG.

Estimated Low Price: The estimated lowest price that the stock may reach
over the next 5 years. Found in Part 3 of the SSG. The formula is:

Average Low P/E Ratio x Estimated Low EPS = Estimated Low Price

This very important number sets the bottom of the Buy Zone. If you have
an extreme upside-downside ratio (10 or higher), then likely your low price
has been set too close to the current price.

Exchange: The market where stocks are bought and sold. E.g. New York
Stock Exchange (NYSE), American Stock Exchange (AMEX), National
Association of Securities Dealers Automated Quotations Stock Market
(NASDAQ), Over the Counter (OTC).

Fiscal Year: A corporation’s accounting year, which may differ from the
calendar year. Fiscal year is defined in various ways, according to the
source of the data.

Value Line: If FY ends prior to May 15/08, the label will be FY
2007. May 15/08 or later will be FYY 2008.
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Standard & Poor’s Reports: Regardless of date, FY is the calendar
year in which FY ends.

BetterInvesting S&P Datafiles: If FY ends prior to June 1/08, the
label will be FY 2007. June 1/08 or later will be FY 2008.

Forecast High Price: The estimated highest price that the stock may reach
over the next 5 years, assuming that the company reaches the targeted EPS
and sells for its High P/E Ratio. Found in Part 3 of the SSG.

Forecast High Price = Average High P/E Ratio x Estimated High EPS.
This number sets the top of the Sell Zone.

Forecast Low Price: The estimated lowest price that the stock may reach
over the next 5 years, assuming that the company operates normally.
Found in Part 3 of the SSG.

Forecast Low Price = Average Low P/E Ratio x Estimated Low EPS.
This number sets the bottom of the Buy Zone.

Form 10-K: The annual report required by the Securities and Exchange
Commission (SEC) in the U.S. for every company with 500 or more
shareholders or $1 million or more in gross assets. This form becomes
public information when filed with the SEC. It is available on the Internet
or from the company.

Form 10-Q: The quarterly report of a company with listed securities,
required to be filed with the SEC. It is less comprehensive than the 10-K
annual report and does not require that figures be audited. It may cover the
specific quarter or it may be cumulative. It should include comparative
figures for the same period of the previous year. It is available on the
Internet or from the company.

Fundamental Analysis: A method of security analysis based on
fundamental facts found in a company’s balance sheet and income
statement e.g. sales, earnings, dividends. These past records are examined
to attempt to predict the company’s future growth of sales and earnings as
well as stock price growth, for example. This is the methodology used in
Classic Plus.

Global: Universal, applying to all. For example, global defaults in Classic
Plus are defaults that apply to all companies.

Growth Objectives: Look for a company growing sales and earnings fast
enough to grow price 100% over 5 years. This equates to 15% annual price
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appreciation when compounded. A company whose sales and earnings are
growing at 8%-10% can achieve price appreciation of 15% if purchased at
a lower than average price to earnings ratio (P/E Ratio).

Growth Stock: A company with excellent prospects for above-average
future increases (or growth) for sales, earnings, and price. Look for a
company that is a leader in its industry.

High P/E Ratio: The highest Price/Earnings Ratio at which the stock sold
during the year. See Part 3 of the SSG for the five-year history for P/E
Ratios.

High P/E Ratio = High Price divided by EPS.

High Yield: The highest dividend yield for a particular year (in SSG Part
3). Calculate by dividing the yearly dividend by the year’s low price x 100.

It is useful to measure the current dividend yield against the historical high
yield. If the current yield is lower, then there may be room for an increase
in dividend to bring the yield closer to the former high.

Hold Zone: Found in Part 4 of the SSG. This range was developed by
forecasting high and low prices for the company and dividing the total into
3 price segments.

When the current price reaches the hold range, you should continue
holding the stock, neither selling your position nor buying more shares.
Continue to track the sales and earnings results quarterly to see how the
company is meeting your expectations for growth.

Income Statement: The portion of a financial report showing income and
expenses and comparing them to the same period last year. The income
statement is also called the earnings report.

Industry: Category groupings for companies according to their business.
These may vary somewhat according to the authority doing the grouping,
e.g. Value Line, Standard & Poor’s, etc. When looking for good
investments, it is wise to compare several companies in the same industry
and to pick the best of the group for purchase.

Industry Sector: A grouping of industries into a broader economic
definition. (e.g. transportation).

Insider Ownership: Employees, executives and directors who have their
own money invested in the company are ‘insiders’. By holding shares, they
show that they have confidence in the security and future of their
investment. They have extra incentive to make the company profitable.
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The percentage of insider ownership desirable is a judgment call. At 51%
or more, the insiders definitely have the controlling interest. This term is
found in the header of the SSG Graph.

Institutional Ownership: The percentage of shares held by mutual funds,
trust funds, and other professional managers who hold large blocks of
shares for their clients. Fund managers tend to make changes in their
portfolio of stocks more frequently and for different reasons than
individual long-term investors do. These large sales can create larger than
normal price changes. This is why a substantial percentage of institutional
ownership may be considered a disadvantage. This term is found in the
header of the SSG graph.

Investor: A person who seeks to minimize risk in the purchase of
securities. Companies with good track records are preferred and purchase
at fair value is important. Companies are held for the long-term (at least 3
to 5 years) rather than trying to time the market.

Investor Sentiment: Investors’ expectations of how a market will perform.
It is described as bullish (with expectation of higher prices) or bearish
(lower prices).

Judgment: The human element which is necessary for successful
investing. Computers can crunch numbers, follow formulas, and provide
some artificial intelligence; but judgment is crucial for making the careful
decisions. The investor must be informed about the company’s past, its
future plans, and be prepared to make some educated estimates about
future trends.

In all cases, judgment must be applied when doing the Stock Check List,
Stock Selection Guide and Report, and the Stock Comparison Guide.

Leading P/E Ratio: Current price / EPS, using 4 consecutive quarters, at
least one quarter of which uses forecasted figures. This is called Projected
P/E Ratio in Part 3 of the SSG.

The market drives stock prices up or down in anticipation of company
results. Using forecasted EPS with the current price gives a P/E Ratio
which is more balanced with the current market value of the stock.

Least Squares: A method to calculate the growth of the lines on the SSG
graph. This growth calculation uses the logarithm of the values. As the log
of numbers less than 1.0 is mathematically undefined, the computer tests
for this condition and alters the data values so that a calculation can be
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made. A least squares calculation produces a more conservative result than
the mid-point method.

Leverage: The extent to which a company uses debt to finance expansion
and growth. It is measured by the Debt to Equity and Debt to Capital
Ratios. When comparing companies’ leverage ratios, do so within the same
industry, to be fair.

Liabilities: Debts of a corporation, usually divided into current (those due
within one year) and long-term (those payable after one year).

Long-term Debt: Often companies need more funds to support their
activities than their profits can provide. Therefore they will borrow money
and make interest payments regularly. Long-term debt describes the debt
amount due after one year or more.

Low P/E Ratio: The lowest P/E Ratio at which the stock sold during the
year. See Part 3 of the SSG for the five-year history of P/E Ratios. Low
P/E Ratio = Low Price divided by EPS.

Low Price Estimate: Part 4B of the SSG. The investor must estimate the
lowest price that will occur during the next five years in order to set the
zoning. There are several choices here, depending upon the type of
company and its market history.

Market Capitalization: The dollar valuation of the total number of shares
times the current price. This value is sometimes used by investors to
classify stocks by size. It is not as reliable as classifying by sales dollar
value because the price of a stock can be very inflated by the market and
not truly representative of its size.

Mid-Point: This is a method of calculating sales and EPS growth on the
SSG Graph. It bases growth on averaged values. For 10 years of data,
averages are calculated for the first and last 5 years. Each average
determines a point between which an imaginary line is drawn to calculate
the growth of the slope. For an odd number of years, the data is split so that
the middle year is accounted in both averaged sums.

Net Income: Also called Net Profit or Net Earnings. Profits remaining
after all expenses and taxes are applied. From this amount dividends are
payable.

Net Income = EPS x Number of Shares

Operating Income: The income from normal company operations, after
deducting all expenses except taxes.
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Outlier: A data figure that appears unusual from the normal trend. It is
generally caused by extraordinary or non-recurring financial events.

Payout: The percentage of the company’s profits (EPS) paid out in cash
dividends to shareholders. See Part 3 of the SSG. The formula is:

Dividends per Share divided by EPS X 100
The remaining EPS not paid in dividends are reinvested in the company.

Young, fast-growing companies often have a low payout percentage
because they can better use the funds to grow the company. An increasing
payout ratio may show that the company is maturing and growing more
slowly, so has less need for cash for expansion.

If the payout ratio is unusually and overly large (60%+) the company may
be paying out too much dividend. There may be a risk that the dividend
will be cut, with a resulting fall in the stock price. Remember that some
kinds of companies, such as utilities, normally have a high payout ratio.

Potential Annual Appreciation: Found in Part 5A of the SSG. Refers to
the potential percentage growth of the price of the stock, from the current
price to the forecast high price 5 years ahead, compounded annually. This
number is based on the analysis decisions that you made in your SSG.
Combined with a dividend yield, it makes up the possible Total Return
percentage.

Potential Dilution: Reported in the heading of the SSG graph as a
percentage. Any outstanding options, warrants, or convertible debentures
that are converted to common shares will dilute the value of those shares.

Potential Dividend Yield — Average: Found in Part 5B of the SSG.
Suggests the potential percentage dividend payments, compounded yearly
over the next 5 years. Combined with price appreciation, yield makes up
the possible total return percentage. Also see Yield.

Potential Total Return: Found in Part 5C of the SSG. Suggests the
potential compounded return on your investment over 5 years, based on the
analysis decisions that you made in your SSG. It supposes that you bought
the stock at the current price, earned the average dividend yield, and sold at
the forecast high price to achieve the potential annual price appreciation.

Preferred Dividends: These dividends are paid at a specified rate to
shareholders who have purchased preferred shares. Should the company be
in financial difficulty, the preferred shareholders would receive their due
before the common shareholders. Preferred dividends are used as part of
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the SSG Graph Preferred Procedure method for predicting EPS 5 years into
the future.

Preferred Procedure: A formula that may be used in the SSG Graph to
estimate earnings per share five years ahead. It starts with the sales growth
projection developed in the SSG Graph. (This is used because sales growth
is historically more consistent and stable than earnings growth.) From sales
are subtracted expenses, taxes and preferred dividends. The result is then
divided by the shares outstanding to show the 5-year forecast for EPS.

It is worthwhile to compare this sales-based EPS projection with other
methods. This should help to confirm the reasonableness of your future 5-
year EPS projection.

Preferred Shares: Used in the calculation for Preferred Procedure.
Preferred shares rank higher in importance than common shares. Dividends
are an obligation and have to be paid before common share owners can
benefit from company profits.

Pre-tax Income: Also may be called net income before taxes, income
before profit, or income before taxes.

This is the profit made by the company before paying taxes.
Pre-tax Income = Net Income / (1 - tax rate as a decimal)

Pre-tax Profit on Sales: This is expressed as a percentage in Part 2A of
the SSG. Dividing the pre-tax income by net sales determines the pre-tax
profit on sales. This is also called the profit margin or profitability. This
measures the effectiveness of management in controlling expenses.

A declining profit margin can be caused by declining sales, declining
efficiency, aging plant and equipment, or inappropriate management
decisions.

Price/Earnings Ratio (P/E Ratio): This may also be called the stock’s
multiple. It is a measure of value found in Part 3 of the SSG. The formula
is: Price divided by EPS.

P/E Ratio represents the amount investors are willing to pay for each $1 of
earnings. This P/E Ratio value will fluctuate. The higher the P/E Ratio, the
riskier and more volatile the stock. Investors are willing to pay a higher
P/E Ratio for faster growth and potential return.

There are various EPS formulas for P/E Ratio. A trailing P/E Ratio uses
reported earnings from the last fiscal year. A current P/E Ratio uses
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earnings from the current quarter back 4 quarters. A leading P/E Ratio uses
earnings forecasted up to a year ahead.

Price Appreciation: Growth from the current price to the forecast high
price gives us the price appreciation calculation. Price appreciation is
shown in Part 4E of the SSG using a simple interest calculation.

Part 5C of the SSG shows the simple and compounded yearly rate of
return. 15% compounded approximately equals 100% in simple interest.

Price Dividend Will Support: A company with a large dividend yield will
have substantial price support. A large dividend yield is anything larger
than % the bank interest rate. This support price is calculated in Part 4Bd of
the SSG.

Price Target: Part 4E of SSG. This shows the potential percentage
appreciation over the next 5 years if the current stock price increases to the
forecast high price. (Simple interest is calculated.)

Projection Line: In the SSG Graph, this line is drawn by the computer or
the user to estimate future growth for EPS or sales.

Projected EPS: Found in the SSG Graph. Your projection for EPS from
the last fiscal year line, five years into the future.

Projected P/E Ratio: Current price / projected EPS. This ratio uses 4
consecutive quarters of EPS, at least one quarter of which is forecasted.
This is an Experienced level option used in Part 3 of the SSG. The market
drives stock prices up or down in anticipation of company results. Using
forecasted EPS with the current price gives a P/E Ratio that reflects how
the market is currently valuing the stock.

Quarterly Percentage Changes: Found in the box at the top left of the
SSG Graph. This reports the latest quarterly results for sales and earnings
and compares them to the same quarter last year. The percentage growth
quarter over quarter is given.

Quarterly Sales: Sales for the most recent quarter. Found in the Quarterly
Data window.

R2 (R-squared): The result from calculating growth, using the Least
Squares method, which indicates variability of data to an ideal growth
curve. A value of 1 would indicate a perfect fit and therefore no variability
to the ideal. Values vary between 0 and 1. Also know as Coefficient of
Correlation.

Classic Plus Glossary ¢ 179



Recent Severe Market Low: The lowest stock price during the last 3
years. It is one of the choices for estimating the Future Low Price in Part 3
of the SSG. It is usually considered for cyclical companies or companies
doing a turnaround from bad times.

Relative Value: The ratio of the current P/E Ratio to the average P/E
Ratio. It measures whether the current value of the stock is less or more
than the average value that investors were willing to pay during the last 5
years.

The current P/E Ratio is affected by current price and earnings. (P/E
Ratio = Price divided by earnings) The average P/E Ratio depends upon
any changes made to average high and low P/E Ratios during analysis in
Part 3. Attractively valued stocks have a relative value of 1 or less. A range
of about 0.75 to 1.10 may be acceptable. Lower relative values may
indicate a risky situation, rather than a ‘great buy’.

Retained Earnings: The earnings retained by a company after payment of
all expenses and dividends. Retained earnings grow as they accumulate
year after year. They are shown on the company’s books as a cumulative
amount in the Balance Sheet section under Shareholder Equity.

Return on Equity (ROE): ROE tells how effectively company
management is using the shareholders’ money to make a profit. This is
useful for comparisons among companies. See Part 2B of the SSG for ROE
results. It is also called Earned on Equity.

A simple formula is Net Income divided by Shareholders’ Equity.
Generally, the higher the ROE, the more efficient the management and the
better the return to shareholders.

It is expected that there will be some variation in the ROE numbers over
time. For example, issuing more shares increases shareholders’ equity.
This causes the return on equity to decline until management can invest the
new funds and generate new earnings.

Another decline in the ROE trend can occur when a company relies heavily
on debt. If interest expenses rise significantly, net income will likely be
reduced. Therefore ROE will be less. Return on equity is a balancing act
between careful use of debt and good use of assets.

Revenues or Sales: The amount collected for all goods or services sold
during the period. Sales are crucial to the success of the company because
sales provide the income for operations. (although the company may also
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borrow money.) There must be enough sales to support company activities
and debt repayment.

Sales may also be called total revenues or total income.

Historical sales growth is shown on the SSG Graph. The percentage
growth rate is measured by the trend line.

Rule of 72: A formula for approximating the time it will take for a given
amount of money to double at a given compound interest rate. The formula
is: divide 72 by the interest rate. To double your money at 6% interest
takes 12 years (72 divided by 6% interest = 12).

Rule of 5: Experience in using Classic Plus’s investment methods suggests
that of 5 stocks purchased, 1 will do better than you expect, 3 will do as
you expect, and 1 will do worse than you expect.

S&P Financial: This Standard and Poor’s ranking rates the company’s
growth, quality, and stability of earnings and dividends using 8 levels,
from A+ (highest) to B+ (average) to C (lowest) to D (in reorganization).

Scale Factor: On the SSG Graph, the values for the points on the growth
lines (as shown by the vertical numbers on the left of the graph) are
multiplied by this factor to give the actual value.

The scale shows in the Recent Quarterly Figures box on the left top corner
of the Graph. Alter the scale factor by right-clicking on the data line on the
Graph. Select Move Up, Move Down, or Reset Scale.

SDF Files: Stock Data Format files contain company information
generated from the Classic Plus program. This is the recommended format
for exchanging company studies with other Classic Plus users or for
archiving individual company information.

SSG Files: SSG is the standard format used for stock datafiles. This format
contains some but not all the data used in Classic Plus. To exchange
information with users of other ICLUBcentral software, use the SSG file
format. For other Classic Plus users, choose the SDF file format.

Security: An investment vehicle such as a stock, bond, option, or warrant.

Sell Zone: Found in Part 4 of the SSG. This range is developed through
forecasting high and low prices for the company and dividing the total
range into 3 price segments.
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When the current price moves into the upper zone, it is time to re-examine
the fundamentals of the company and consider replacing it with another
stock of equal quality but better value and potential.

If the company’s growth rates for sales and earnings are continuing, you
may decide to hold. If the growth rates are dropping and prospects are
declining, you may decide to sell. If the fundamental growth is good, the
price continues to climb, but the P/E Ratio is very high, you may decide to
sell a portion of your holdings. Continue to monitor the stock closely each
quarter.

Shareholders’ Equity: Also known as equity and net worth. The term
identifies shareholders’ ownership interest in a company. It may include
preferred and common shares, paid-in capital (capital surplus), retained
earnings (earned surplus), and Treasury stock.

Shares Authorized: The number of shares of stock provided for in the
Articles of Incorporation of a company. This figure is usually found in the
capital accounts section of the Balance Sheet and is usually well in excess
of the shares Issued and Outstanding. It can be increased by a vote of the
shareholders.

Share Split: Directors of a company may order a share split to make the
shares more affordable for investors. If a shareholder holds 100 shares at
the current share price of $40 and the stock splits 2 for 1 (2 new for 1 old
share), the new share price would be $20 and the shareholder would then
hold 200 shares.

In both cases, the value of the shares would remain at $4000. Dividends
would be treated the same way, with the total value remaining the same.
Share splits only change items relating to numbers of shares. Sales and net
income do not change, for example.

Short Term Debt: All debt due in the next 12 months. This figure is found
on the Balance Sheet under current liabilities.

Simple Average Calculation: Five years of earnings per share divided by
five. Found in Part 3 of the SSG.

Stock Comparison Guide (SCG): A form used to compare the features of
2 to 5 stocks in order to find the best for purchase. Its use is preceded by an
SSG analysis for each stock to make sure each is worthwhile for
comparison. Note that comparisons are most meaningful when made
among companies with similar characteristics or in the same industry.
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Club members could also use the SCG to combine several members’
analyses for the same company. This would provide a focus point and easy
reference for discussion about a single stock.

Stock Dividend: A payment of additional stock to shareholders, rather
than a cash dividend. Such payment increases the number of shares held
but does not alter a shareholder’s proportional investment in the company.

Stock Selection Guide (SSG): A form that helps you to determine whether
a stock is a worthy investment. It measures growth and evaluates value.

Technical Analysis: Market or security analysis involving the study of
price movement and trading volume for stocks by plotting graphs or charts.
Using this method, technicians seek to make investment decisions by
understanding and predicting investor sentiment and psychology.

Total Assets: This denotes the financial framework (capital structure) of a
company, including long term debt and all forms of equity. If you are
working from a company’s Balance Sheet, add current assets, property,
plant equipment, and “other” assets. The accounting formula is: Total
Assets = Total Liabilities + Shareholders’ Equity. This formula
demonstrates the “balance” in the Balance Sheet.

Total Capital: Long term debt + shareholders’ equity. The capitalization
box on the SSG Graph gives information about how the company is
financed or “capitalized.” This can be a combination of stock (preferred
and common shares) and debt.

Debt to Capital is the percentage used in the header of the SSG Graph.
Refer to this in the Glossary for further information.

Total Debt: Long term debt + short term debt. (i.e. debt due within the next
12 months) Total Debt is found in the SSG Graph header. Companies have
debt due within one year, as well as long-term debt payable over a longer
period of time. The total debt figure includes both kinds of debt.

Debt can consist of bonds, debentures, or shorter term bank debt.
Bondholders differ from stockholders in that they are lenders. They must
receive their interest payments and when their bond comes due, they will
get their principal back as well.

Total Return: The compounded annual return on an investment, including
price appreciation and dividends or interest. See Potential Total Return for
specifics regarding Part 5C of the SSG.
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Trailing P/E Ratio: The price to earnings ratio based on actual EPS over
the last 4 quarters. Price divided by last 4 quarters’ EPS. In Classic Plus
Part 3 of SSG it is called Current P/E Ratio.

Comparing current P/E Ratio to the average P/E Ratio shows over or
undervaluation for the company. Divide the current P/E Ratio by the 5-year
average P/E Ratio. If the result (called Relative Value) is 1 or less, this is
one indicator that the stock is undervalued.

Treasury Stock: Shares which have been repurchased from shareholders.
The stock is held in the ‘treasury’ and is listed on the company’s Balance
Sheet. It is available for retirement or resale. It is issued but not
outstanding.

Trend Line: In the SSG Graph, the computer or the user draws a straight
line through the historical plot of data for the company’s EPS or revenues,
in order to estimate the historical percentage of growth.

Undervalued: A stock selling below its liquidation value or the market
value that analysts believe it deserves. Fundamental analysts try to spot
such companies to buy them before they become fully valued. A stock may
be undervalued because the industry is out of favor or because the
company is not well known or has an erratic history of earnings, for
example.

Units: Within Classic Plus, units are used to deal with large numbers. The
most common unit designation is millions. Use sales as the basis to
determine unit size: thousands, millions, or billions. For companies whose
sales are over 100 billion, you may choose to use billions as the unit
designation.

Upside/Downside: The ratio of the potential gain to the risk of loss. This is
based on the potential gain from the current price rising to the forecasted
high price compared to the potential loss from the current price dropping to
the estimated low price. An upside/downside minimum ratio of 3 to 1 is
recommended. See Part 4 of the SSG.

Value Line Financial: A ranking which rates companies in ten categories
according to their financial strength, from A+ (excellent) to C (poorest).

Value Line Safety: A ranking which assesses a company’s financial
strength and measures the total risk by ranking from 1 to 5. 1 is highest for
safety, 3 is average, and 5 is lowest.

Visual Analysis: Refers to the Stock Selection Guide Graph that represents
a company’s history of sales, earnings per share, and price ranges. By
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viewing this graphical picture it is relatively easy to see by the slope and
consistency of the lines whether the company has performed well enough
to warrant further investigation.

Yield: Percentage return on an investment. A stock yield is calculated by
expressing the annual dividend as a percentage of the current market price
of the stock. (dividend divided by price) See Part 3 of the SSG for current
and high dividend yields and Part 5 for potential average annual dividend
yield over 5 years.

Zoning: Found in Part 4 of the SSG. Zones are used to determine whether
the current price is reasonable. By forecasting high and low prices for the
company and dividing the total price range into 3 price segments, buy,
hold, and sell zones are developed. The current price is compared to these
zones in order to evaluate the risk and reward ratio over the next 5 years.

The zone may be segmented according to two methods. The traditional
(though now outdated) formula is 33/33/33. This divides the zones into
three equal segments. The formula is: forecast high price minus forecast
low price divided by 3 = zone range.

Another increasingly common formula is 25/50/25. This formula is:
forecast high price minus forecast low price divided by 4 = zone range.

e Buy Below Price = low price + zone range.
o Sell Above Price = high price - zone range.

The 25/50/25 range selection provides for a smaller buy zone, a larger hold
zone, and an upside/downside ratio of 3 to 1 or better if the current price is
in the Buy zone. However, it does create a higher Sell price, which may be
a less cautious point at which you should do another analysis of the
company.
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User License and Support
Agreement

Use of this product is governed by terms of a User License and support
Agreement or ULSA. The User License and Support Agreement that
appears during installation is reproduced below for your convenience.
References to clicking on “Accept” are to an installation procedure. The
text below is the same as the text seen at installation. Some formatting is
different here to make it easier to read on a printed page.

User License and Support Agreement or ULSA (Applicable to
ICLUBcentral Classic Plus Software)

Important: By clicking on “Accept”, you, as the authorized representative
of your investment club, indicate your investment club’s acceptance of the
terms and conditions set forth below. Where your investment club consists
of only yourself, by clicking on “Accept” you are accepting in your
individual capacity.

THIS LICENSE AND SUPPORT AGREEMENT (THE “AGREEMENT”)
IS A LEGAL CONTRACT BETWEEN YOUR INVESTMENT CLUB
OR YOU IN YOUR INDIVIDUAL CAPACITY, AS THE CASE MAY
BE AS INDICATED IN THE PRECEDING PARAGRAPH
(COLLECTIVELY, *“YOU”) AND ICLUBCENTRAL, INC.
(“ICLUBCENTRAL”). BY CLICKING ON “ACCEPT”, YOU ARE
AGREEING TO BE BOUND BY THE TERMS AND CONDITIONS OF
THIS AGREEMENT, INCLUDING WITHOUT LIMITATION THE
CUSTOMER SUPPORT PROVISIONS SET OUT BELOW. IF YOU DO
NOT AGREE TO SUCH TERMS AND CONDITIONS, YOU MUST
PROMPTLY RETURN THE SOFTWARE  AND THE
DOCUMENTATION TO NAIC, ICLUBCENTRAL’S SOFTWARE
DISTRIBUTOR, IN ORDER TO RECEIVE A FULL REFUND OF THE
LICENSE AND CUSTOMER SUPPORT FEES THAT YOU HAVE
PAID. If You should have any difficulty in obtaining such refund, please
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contact ICLUBcentral at 1430 Massachusetts Avenue, Cambridge, MA
02138.

THE ENCLOSED COPY OF ICLUBCENTRAL NAIC CLASSIC
SOFTWARE ™, INCLUSIVE OF ALL ADD-ONS AND FUTURE
RELEASES (the “SOFTWARE”), AND THE RELATED
DOCUMENTATION, INCLUSIVE OF ALL FUTURE RELEASES (the
“DOCUMENTATION”), ARE EACH LICENSED TO YOU WITH A
PERSONAL, NON-EXCLUSIVE AND NON-TRANSFERABLE RIGHT,
EXCEPT AS ALLOWED BELOW UNDER ‘PERMITTED USES’, TO
USE ONLY UNDER THE FOLLOWING TERMS AND CONDITIONS:

PERMITTED USES
You MAY:

Install the Software on a storage device in Your computer, as set forth in
the instructions contained in the Documentation. Note: The Software has
been designed to only allow it to be used for a single individual in Your
investment club on a single personal computer. You may make only one
(1) copy of the Software, provided that

e such copy is used only for back-up purposes;
e You retain possession of the back-up copy; and

o all of the information appearing in the copyright notice on the label
of the storage medium in the sealed package is copied onto the
label of the storage medium for the back-up copy.

Under the following conditions, a second individual in Your investment
club will be entitled to receive the original copy of the Software or a
backup copy:

The Software will be installed on a second computer of the same platform
(i.e., either Windows or Macintosh platform respectively).

The original individual that had been running the first copy of the Software
will remove said Software after the second individual in Your investment
club has the Software operating on a second personal computer.

The above transfer of the Software to a second individual can be repeated
to subsequent members of Your investment club under the same conditions
as described in (1) and (2) above.
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For Your investment club to have simultaneous users of the Software at
two different personal computers it is necessary to license additional copies
of the Software.

NON-PERMITTED USES
You MAY NOT:

Make any copies of the Software, except as permitted above with respect to
the one (1) back-up copy, or allow transfer of the Software to another
individual in Your investment club (except as permitted above.)

Make any copies of the Documentation.

Disclose, rent, license, sublicense, lease, sell, lend, disseminate or
otherwise distribute the Software or the Documentation.

Network the Software or otherwise use it on more than one computer or
computer terminal at the same time.

Use the Software to conduct a service bureau, application service provider
(“ASP”) business or similar business for the benefit of third parties.

Transfer Your rights under this Agreement.

Alter, enhance, supplement, create derivative work therefrom, translate,
decompile, disassemble, reverse engineer or otherwise reduce the Software
to human readable form.

Remove or obscure the copyright and trademark notice on the label of the
storage medium containing the Software or in the Documentation.

TERMINATION / DURATION

This Agreement and Your license to use the Software and the
Documentation will automatically terminate without notice from
ICLUBcentral and without any pro rata abatement of the license and
customer support fees You have paid if You fail to comply with any term
or condition of this Agreement or upon your giving written notice of
termination to ICLUBcentral.

This Agreement is effective from the day upon which You indicate
acceptance of this Agreement. In order to be granted license to use this
Software, you must register this Software fully and accurately with
ICLUBcentral and receive a valid confirmation of registration from
ICLUBcentral. The license then granted will continue until either
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You terminate this Agreement by giving written notice of termination to
ICLUBcentral; or

this Agreement is terminated by ICLUBcentral, as provided in the
immediately preceding paragraph.

TECHNICAL SUPPORT PROVISIONS

Included in the total fee that You have paid for the Software and the
Documentation is an amount that covers the customer support services
described in this Agreement (the “Technical Support Services”). (You can
reference the information on accessing Technical Support Services and the
term and duration of Technical Support Services provided with the
Documentation.) The terms of these Technical Support Services are subject
to change without notice. Technical Support Services cover technical
questions about operation of the Software only.

Technical Support Obligations of ICLUBcentral:

Provide customer support for the Software only if (i) You have performed
the online Product Registration as provided by NAIC and ICLUBcentral in
order to register the Software; and (ii) Your copy of the Software is
identified with a valid serial number, and Registration Code.

Investigate and identify any problem reported by You to ICLUBcentral
that is related to the then current release of the Software, and correct or
provide within an appropriate time, as determined by ICLUBcentral, either
(i) a workaround for any programming error in the then current release of
the Software which You have identified, provided that the error is directly
attributable to ICLUBcentral, or (ii) a resolution to the problem which You
have identified (collectively the “Code Correction Services”).

Related Obligations of End-User:

Use only the then current release of the Software during the initial and any
renewal term of this Agreement.

In the event of (i) a problem with the Software that results in either a
system crash or loop; or (ii) a situation where You can reasonably
demonstrate that the Software produces an erroneous result that is not a
function of incorrect or improper input data, then You must submit to
ICLUBcentral a written report of all input and keystrokes to the Software
giving rise to the problem to the extent reasonably practical.

LIMITED WARRANTY
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ICLUBcentral does not have control over the conditions under which You
use the Software and does not and cannot warrant the performance or
results that may be obtained by its use. However, ICLUBcentral and NAIC
warrant that the Software will perform substantially in accordance with the
Documentation for a period of ninety (90) days from the date the product
was shipped to You, provided that the Software is used on the computer
equipment, operating system and in the environment for which it was
designed and configured. Your sole remedy and ICLUBcentral ‘s exclusive
liability under the foregoing limited warranty will be the furnishing by
ICLUBcentral, within a reasonable period of time and without charge, of
the Technical Support Services pursuant to the Customer Support Services
provisions of this Agreement. To bring a claim under this limited warranty,
You should contact Support Department at [ICLUBcentral, 1430
Massachusetts Ave, 3rd Floor, Cambridge, MA 02138 to obtain
information on warranty performance; You must be given a Return
Authorization Number by ICLUBcentral_before returning the Software to
ICLUBcentral. Some jurisdictions do not allow the exclusion or limitation
of relief, incidental or consequential damages, so the above limitation or
exclusion may not apply to You.

Because computer programs are inherently complex, You are advised to
always verify Your work and periodically (after each use) back up the data
You have created with the Software.

ICLUBcentral does not warrant that any of the Software, the
Documentation or Technical Support Services to be provided pursuant to
this Agreement will meet Your requirements. The only warranty made
with respect to the Software is the limited warranty set forth in this
Agreement.

EXCEPT AS SO SPECIFICALLY PROVIDED ABOVE IN THE
IMMEDIATELY PRECEDING PARAGRAPH, THERE ARE NO
WARRANTIES, REPRESENTATIONS, OR CONDITIONS MADE BY
ICLUBCENTRAL OR ANY OTHER PERSON INVOLVED IN THE
CREATION, PRODUCTION OR DISTRIBUTION OF THE
SOFTWARE, THE DOCUMENTATION OR THE CUSTOMER
SUPPORT SERVICES, EITHER EXPRESS OR IMPLIED, WITH
RESPECT TO THE SOFTWARE, THE DOCUMENTATION, ANY
RELEASES THERETO, OR THE CUSTOMER SUPPORT SERVICES
INCLUDING THEIR RESPECTIVE QUALITY, PERFORMANCE,
MERCHANTABILITY, FITNESS FOR A PARTICULAR PURPOSE OR
NON-INFRINGEMENT. Notwithstanding the above, where applicable, if
You qualify as a “consumer” under the Magnuson-Moss Warranty Act,
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then You may be entitled to any implied warranties allowed by law for the
period of the express warranty as set forth above. Some states do not allow
limitations on how long an implied warranty lasts, so the above limitation
may not apply to You. This warranty gives You specific legal rights, and
You may also have other rights which vary from state to state.

LIMITATIONS OF LIABILITY; INDEMNIFICATION

NEITHER ICLUBCENTRAL, NAIC NOR ANY OTHER PERSON
INVOLVED IN THE CREATION, PRODUCTION, OR SUPPORT OF
THE SOFTWARE, THE DOCUMENTATION OR THE CUSTOMER
SUPPORT SERVICES WILL BE LIABLE TO YOU OR ANY THIRD
PARTY ARISING OUT OF THIS AGREEMENT AND/OR YOUR USE
OF OR INABILITY TO USE THE SOFTWARE, THE
DOCUMENTATION OR THE CUSTOMER SUPPORT SERVICES,
REGARDLESS OF THE FORM OF THE CLAIM OR ACTION, THAT
EXCEEDS THE PORTION OF THE FEE YOU HAVE PAID FOR THE
SOFTWARE, THE DOCUMENTATION OR THE CUSTOMER
SUPPORT SERVICES, AS THE CASE MAY BE.

NEITHER ICLUBCENTRAL, NAIC NOR ANY OTHER PERSON
INVOLVED IN THE CREATION, PRODUCTION, OR DISTRIBUTION
OF THE SOFTWARE, THE DOCUMENTATION OR THE CUSTOMER
SUPPORT SERVICES WILL BE LIABLE TO YOU OR ANY THIRD
PARTY FOR ANY SPECIAL, INCIDENTAL, CONSEQUENTIAL,
EXEMPLARY DAMAGES OR OTHER INDIRECT DAMAGES OR
LOSS OF PROFITS, LOSS OF DATA OR LOSS OF USE DAMAGES
ARISING OUT OF

THIS AGREEMENT; AND/OR

THE MANUFACTURE, SALE, SUPPLYING OR FAILURE OR DELAY
IN SUPPLYING OF THE SOFTWARE, THE DOCUMENTATION OR
THE CUSTOMER SUPPORT SERVICES RELATED THERETO, EVEN
IF ICLUBCENTRAL HAS BEEN ADVISED OF THE POSSIBILITY OF
SUCH DAMAGES.

Some jurisdictions do not allow the exclusion or limitation of special,
incidental, consequential, indirect or exemplary damages, or the limitation
of liability to specified amounts, so the above limitations or exclusions
may not apply to You.

YOU AGREE TO INDEMNIFY AND HOLD ICLUBCENTRAL, NAIC
AND ALL OF THE PERSONS INVOLVED IN THE CREATION,
PRODUCTION, OR DISTRIBUTION OF THE SOFTWARE, THE

Classic Plus User License and Support Agreement e 191



DOCUMENTATION AND THE CUSTOMER SUPPORT SERVICES
HARMLESS FROM CLAIMS AND DAMAGES OF ANY TYPE
WHATSOEVER ARISING FROM ANY THIRD PARTY AS A RESULT
OF YOUR USE OF THE OUTPUT FROM, AND/OR YOUR INABILITY
TO USE THE SOFTWARE OR AS A RESULT OF ANY CUSTOMER
SUPPORT SERVICES PROVIDED OR TO BE PROVIDED UNDER
THIS AGREEMENT.

GEOGRAPHIC LIMITATION

ICLUBcentral Technical Support Services cannot be provided at the same
level to customers outside of the continental United States, Hawaii and
Alaska. ICLUBcentral’s website is available to customers anywhere in the
world. Email support will be provided, on a best efforts basis, to foreign
customers, but only in English. It is understood that the ICLUBcentral
products have been developed for the U.S. marketplace.

U.S. GOVERNMENT RESTRICTED RIGHTS

The Software and Documentation are “commercial computer software” or
“commercial computer software documentation.” Absent a written
agreement to the contrary, the U.S. Government’s rights with respect to
such Software or Documentation are limited by the terms of this
Agreement, pursuant to FAR “ 12.212(a) and/or DFARS * 227.7202-1(a),
as applicable.

GENERAL PROVISIONS

The Software, the Documentation, and all releases thereto are licensed to
You by ICLUBcentral, and are protected by United States copyright laws
and by international treaty provisions. Title to the Software and the
Documentation, and patents, copyrights and all other property rights
applicable thereto, shall at all times remain solely and exclusively with
ICLUBcentral and its licensors, and You shall not take any action
inconsistent with such title. Therefore, except for the permitted right to
make one (1) back up copy of the Software, You must treat the Software
and the Documentation like any other copyrightable material and are
precluded by law from making any copies of them. Any rights not
expressly granted herein are reserved to ICLUBcentral and its licensors.

The rights and obligations under this Agreement will be governed by, and
any arbitration or court action hereunder shall apply, the laws of the
Commonwealth of Massachusetts, excluding its conflicts of law rules, and
will not be governed by the United Nations Convention of Contracts for
the International Sale of Goods, the 1974 Convention on the Limitation
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Period in the International Sale of Goods (the “1974 Convention”) and the
Protocol amending the 1974 Convention, done at Vienna April 11, 1980,
the application of which is expressly excluded.

Any dispute, controversy or claim arising out of or relating to this
Agreement or to a breach hereof, including its interpretation, performance
or termination, shall be resolved in the courts of Massachusetts.

The parties irrevocably submit to the exclusive jurisdiction of the federal
and state courts of Massachusetts. Notwithstanding anything contained in
this paragraph to the contrary, ICLUBcentral shall have the right to
institute judicial proceedings against You or anyone acting by, through or
under You, in order to enforce ICLUBcentral’s rights hereunder through
reformation of contract, specific performance, injunction or similar
equitable relief.

If any term or condition in this Agreement is invalid or unenforceable in
any respect under any applicable statute or rule of law, then such term or
condition is modified to have the most nearly similar permissible economic
or other effect in order to be valid and enforceable under such applicable
statute or rule of law.

YOU ACKNOWLEDGE THAT YOU HAVE READ THIS
AGREEMENT, UNDERSTAND IT, AND AGREE TO BE BOUND BY
ITS TERMS AND CONDITIONS. YOU FURTHER AGREE THAT
THIS AGREEMENT IS THE COMPLETE AND EXCLUSIVE
STATEMENT OF THE RELATIONSHIP BETWEEN YOU AND
ICLUBCENTRAL, AND SUPERSEDES ALL PRIOR OR
CONTEMPORANEOUS PROPOSALS, ORAL OR WRITTEN,
UNDERSTANDINGS, REPRESENTATIONS, CONDITIONS,
WARRANTIES, AND ALL OTHER COMMUNICATIONS BETWEEN
YOU AND ICLUBCENTRAL OR BETWEEN YOU ANY OTHER
PERSON INVOLVED IN THE CREATION, PRODUCTION OR
DISTRIBUTION OF THE SOFTWARE, THE DOCUMENTATION OR
THE CUSTOMER SUPPORT SERVICES; AND THIS AGREEMENT
MAY NOT BE EXPLAINED OR SUPPLEMENTED BY CUSTOM OR
USAGE OF TRADE OR ANY PRIOR COURSE OF DEALINGS
BETWEEN YOU AND ANY OTHER PERSON.

IF THERE ARE ANY CONCERNS REGARDING THIS AGREEMENT,
PLEASE CONTACT: ICLUBCENTRAL, 1430 MASSACHUSETTS
AVE, 2" FLOOR, CAMBRIDGE, MA 02138.
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