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7 ways to money in stocks

1. Invest in good businesses with superior
growth and profitability

What to look for:
(Portfolio core companies)

= Industry: with stable' growth potential

= Industry immune from economic Woes
(non-cyclical)

s Good! profit margins

7 ways to money in stocks

1. Invest in good businesses with superior
growth and profitability
-- Example:

= Companies grewing faster than the general
economy.

m Plizer and Merck have grown earnings about
45 times in past 35 years

| AULO manufiacturers have grown earnings
about 5 times in that same period
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7 ways to money in stocks

1. Invest in good businesses with superior growth
and profitability

Competitors
s Yahoo
(Note symbol)
Earnings and Growth Estimates
Industry’ average comparisons

= MSN (Note symbol)

Enty 1 -
e [ [em——

General Electric Co (GE) o sep 17 34.22 4069 [2.08%) Revtens
-
- - Left your 401(k} =t old jobs?
Fidelity v
INVESTMENTS - Consolidate wih Fds por Exgresa

Competitors 5ot Competitors 1o I:I

Competitors

i ADVERTEEMENT
C ot ) <alsairn ot sl duiy > YaHoO!
Market Cap: 361.308 549 460 ] 6.148 3860
Employess: 305,000 113,995 5,800 415,000 099K $ . 9 5.-'-,-'
Rew. Growth ittm): 1.90% Nis 280.60% 440% 7A0% Domains
Revenue (tm): 140.748 20.308 4548 90,168 6068
Gross Margin (tm): 5262% 1476% 66.38% 2870% 34.43%
ERITOA ftm): ' bl 462.25M 2078 9078 46 81M
Oper. hargins (tm: 13.93% 038% 24.14% 531% 10.34%
» Net Income (ttm): 15.748 2188 65,900 4238 256 610
= EPS (ttm): 1.544 482 1 4586 1.61
PE fttm): 2216 NiA 12.08 16.19 2288
PEG (ttm): ik HiA 1.28 o] 1.85
PS5 ftm): 252 002 1.76 072 081
ALSGY . PK =
oo -
Ownership 5=

Majar Holdess Industry = Conglamasates
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MSN Home | MyMSN | Hotmail | Shopping | Money | People & Chat m Web Search:

msn® yoney S¥

Home Banking Investing Planning Takes My Money

ryasting He rtfolio  Marke Stocks Funds Insight  Broke CTY

Name or Symbol: m Find Symbal  Print Report

Uparade M3 Money Software

Quote, Chart, News
Shapshot General Electric Company: Earnings Growth Rates
Quotes
Earninis Estimates Earnings Grawth Rates (Next 3 Years
Chats 15005 T oWt tes (RS Years)

Earnincgs Surprise
Consensus EPS Trend

P Eatnings Growth Rates

10.00%

Recent News l i
. 500%

Research Ea rnlngS E 3

Company Report EStI mateS 0.00%

SEC Filings
Advisor FYT
Stock Rating

Key Developments

Company Industry S&F 500

FY 2005

e —
nings Growth Rates Last 5 Years FY 2004 Next 5 Years

Earnings Estimates
Analyst Ratings
Financial Resuks 3CFS Industry: DIWERSIFIED OP

Insider Trading

Tacks data updated daily.

Ownership

7 ways to money in stocks

2. Focus on high quality companies with
strong competitive positions

Today’'s leader will' be tomorrow'’s leader
(fellowing start-up -- with 5 year history)

Today’s laggard will be tomorrow's laggard

(Remember our Merck-Pfizer and Ford-GM comparison)
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7 ways to money in stocks

3. Concentrate on the long-term

= Sales follows the Economic growth
= Earnings follows Sales

s/ Price follows Earnings

(Eventually)

Excellent

steady

growth

0%

Flat price
for 2-3

%

0

Eventually

price trend

will mirror

EPS growth

0%

[ 0%
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200 RECENT QUARTERLY FIGURES

I.“c“works fhe ot

Year AQo Uuarier 54,854 50.
g0 | Percentage Change  6.4% 15.1%

her way too Eventually
price will

decrease to
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growth

25%

1 20%

] 159

10%

5%

7 ways to money in stocks

4. Be willing to go against the consensus
s The market FLUCTUATES!

= About 50% each year
L et the price come to you — don't chase it

(Stay calm))
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FLUCTUATES!
Is that what you call it?. . .

¢ fluct.u-ales?

7 ways to money in stocks

5. Pay close; attention te valuation
= [he best companies become overvalued

= \Wait for the stock’s PE ratio to be near' or
below the average PE ratio of the last five
vears (Relative Value)

= Try to buy a stock whose PE ratio is
comparable to its expected growth rate
(PEGIRati0)
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3 PRICE-EARNINGS HISTORY as an indicator of the foture
This showss how stock prces have fuchiated vt eamings and dividends. |tis a building block for translatng eamings into fubare stock
pHces.

Currert Price: $44.94 6% Wk High: $46.85  £2 Wk Low: §32.40  Dividend: $1 64

WM
A B c D E F G H
Year PRICE Bamings | Price Eamings R D'“P'fiind % Payout | % Hi. Yiel

P
HGH | LOW | shoe  HIGH &G LOWEC) | g | F2C100 | FB3100

1] 1999 fan.50 fo6s A0.0% 4.0%
§a7.29 §0.76 52.2% £.3%

Projected Growth
Rate =11.8

HCURF{ENTPE 105 EPSM? =063

AVERAGE PE .
Projectd Values: VS EPG=34 79 RV=95 5 JEPS Gr G}1 5% PEG Ratin=0 53 )

4 EVALUATING RISK and REWARD gier the next 5 years
B fit sell. Th
e e DEG Ratio = Pr01 PE / Proj. qrowfh rate ™" .

upside-tonnzide rat

7 ways to money in stocks

6. Diversify.
s Offensiveas wWell as Defensive

= 1995-1998 Healthcare a big winner
= In the 1990s

Trechnology.
Consumer Cyclicals
Energy (“tired old industry”)
s Compare a Company: with' the ITndustry:

s Compare Industry charts
http://wWww: bigeharts.comy/industry/marketwateh-comy/

*
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7 ways to money in stocks

/. Have realistic expectations
s What's the average growth long-term?

= TThink long-term
= Shooting stars are highly visible - but short lived

The longer the time period the less the risk
Probabilities of Losses (S&P 500)

3 Year o Year 10 Year

Time Horizon
(Rolling Total Returns 1970-2000)

Based on data from Merrill Lynch Quantitative Strategy

11
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Stocks, Bonds, Bills, and Inflation

1925-2001
$10,000
— Stocks (S&P 500)
G $2,073
s1.000 1 overnment Bonds S&P 500 /\
— Treasury Bills 10 6% Ending
. Value
= Inflation
$100
Gov. Bonds Ui
0 $21
$10 1 //_/ 5.2% — $10
/\/‘\/
$1 4
Inflation T_'Ifleasuroy
3.1% Bills 4.1%
$0

Data Source: Global Financial Data. Inc.

1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000

10.6%

Avg.
Return

5.2%
4.1%
3.1%

Where are those downturns?

Turmnble:

$10,000

Stocks, Bonds, Bills, and Inflation
1925-2001

Recession

ventually become Dlips /e

$0

Recession
1991

o Recession

Black Monda

ReCe 0 ¢
1975

Oct 1987

Data Source: Global Financial Data, Inc.

$2,073

Ending
Value

1925 1930 1935 1940 1945 1950 1955 1960 1965 1970 1975 1980 1985 1990 1995 2000

10.6%

Avg.
Return
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7 ways to money in stocks

. Invest in good businesses with: superior growth and
profitability

. Focus on high quality: companies with: strong
competitiver positions

. Concentrate onithe long-term

. Be willing| to gosagainst the: consensus

. Pay clese attention to valuation

. Diversify.

. Have realistic expectations

7 ways to money in stocks

1. Buy: the most; popular stock
s (Buy high -- sell low)
= Popular stocks = high' earnings at the moment
Highiearnings = highi competition
= \Wang Laboratories - word processor
= Digital Equipment - Minicomputer market
= Apple - #1 PC producer
= Shapple - iced-tea & fruit flavored drinks
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7 ways to money in stocks

2. TIME THE MARKET

Scenario: You invested in the S&P 500
every year firom 1965 through midf 1995
= [ you invested at the start off every year --
Annualized return: 11.0%

= If you invested at the peak of every year --
Annualized return: 10:65%

= If you invested at the low of every year --
Annualized return: 11.7%

7 ways to money in stocks

2. TIME THE MARKET

Solemon; Brothers study:
1980-"1989 2,550 trading days

s S&P total returni averaged! 17.69% per year

= [ you missed best 20 days; return dropped to
Orsv6

= If you missed best 40 days; return dropped to
3:9%

14
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7 ways to money in stocks

3.  Ride the strong upsurges'in cyclical
stocks
s Catchi the wave™ mentality
x| Cyclical stocks:
Automobile
Chemical
Paper
Steel

= Peak out wheni earnings still rising & economic
picture is bright

7 ways to money in stocks

4, Become mesmerized by Dividend yield

s Look for Total Yield — Growthi + Dividend
(Total Return)
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7 ways to money in stocks
5 5 YEARPOTENTIAL

mimmbinﬁs price appreciaiion with dividend vield to get an estimate of tofal retum. | provides a standand for corapanng income and
growh stocks.

A PRESENT YIELD

Present Full Year's Dividend - fo.26
Pregent Price of Stock fd 34

W00 = &2 Present Yield or % Returned on Purchase Price
]

B AVERAGE YIELD OVERNEXT5 VEARS  [WeRv/s 0 DJ\V/ 6 [<Talo Sl o 1] s
Aug). Earnings Per Bhare Mest & Vears 3 Awg. % Payout  _ B2.03xT1.0%F

Present Price of Siock Faza4

C ESTIMATE]

Don't forget the IRS wants |
EPIAEl  a piece of your dividends

Auerage Yield
Awerage Total Annual Retun Over e Next & ears #0)

7 ways to money in stocks

5. Invest iniweak competitors

= The rich tend! to get, richer

= [lhe poor usually stay poor
Westinghouse - now: CBS

Texas Instruments and Advanced: Micro
Devices

= Consistently run behind Intel

16
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2 EVALUATING MANAGEMENT Company ADVANCED MICRO DEVICES (AD) 08/29/07

LAST § TREND
1997 | 1998|1999 | 2000 | 2001 2002 | 2003 | 2004 | 2005 | 2006 (o1 FmToom
A Nemmraome | 3.2 |-T.3[F11.0/19.7| 11 -32.7|-9.4| 2.6 | 2.7 | 6.0 || 62 |

g CmmEGly -1.1|-4.9]-17.8/23.9] 0.8 -27.9|-11.8| 4.4 | 8.6 | 2.5 -1.8 P

5 =Bt V)
D EVALUATING MANAGEMENT Conpy TEXAS TNSTRUUENTS THC () 08/29/01
1997 | 1998 1999 | 2000 | 2001 2002 | 2003 | 2004 | 2003 | 2006) S | —

A Nimme e 43.7(12.8(22,7]25.3|-1.0 3.7 |12.2]19.2|22.3 | 24.4)) 164 | w

p DM iy 5.0 |10.7/15.6/15.8| 0.1 2.9 | 9.5 [13.8]|17.8|20.2] 12.8 P

(E/S + Boak Value)
2 EVALUATING MANAGEMENT Compeny INTEL CORPORATION (INTC) 08/29/07
1997 | 1998 | 1999 | 2000 | 2001 2002 | 2003 | 2004 | 2005 | 2006 | T3 f T
A petmee Tu s | 42.535.4(39.5 |38.6{10.0 17.2 |26.8|30.7|32.8 | 19.5[] 25.4 DOV
B eoiamvae | 29:5(2.9(22.2/23.6| 4.3 9.1 (14.4|18.8|23.9/13.2] 159 DOV

7 ways to money in stocks

6. Buy stocks on tips

= Buying| a stock without researching and
understanding| the company. is usually.
disastrous
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"Spend at least as much time

researching a stock as you would

choosing a refrigerator".

Peter Lynch:

“Never invest in any idea you can't
lllustrate with a crayon.”

7 ways to money in stocks

/.. This Time it’s Different

s " Earnings donft matter?”

= " Bigger is better - at any cost.”

= “Market share, market share.”

= Baby boomers will drive the market.”

s 1997 “Asian countries will continue their
breakneck growth.”

18
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7 ways to money in stocks

. Buy the moest popular stock

. TIME THE MARKET

. Ride the strong upsurges: in cyclical stocks
. Become mesmerized by Dividend yield

. Invest in weak competitors

. Buy stocks on tips

. This Time it's Different

Summary.

. .. Mr. Perry’s other admonitions and more.

The bottom line. . .

19
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Focus on High Quality: Companies
with| Strongl Competitive Positions

From histery, in 9 eut off 10 cases

s loday’s leader in any established business will
be tomorrow’s leader

x| loday’s laggard will be tomorrew’s laggard

s The exception is im start up industries where
leaders can fialter

= DO YOU REALLY THINK Dillards WILL TAKE
OVER WAL MART?

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
20 \

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

20
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Invest Only: in High-Quality
Growth Companies

Profit:margins and return-on-eguity;
above the average for their industry
s COMPARE Intell WITH Adv. Micro Devices

If using| Value' Line, avoeidicompanies
with Financiall Strengthi ratings lower
than B

Avoid companies with' excessive debt
= Especially’ during recessions

Look for management ownership

2 EVALUATING MANAGEMENT Camgzny ADVAICED MICRO DEVICES (AD) 08/29/07
TREND
1997 | 1996 | 1999 | 2000 | 2001 2002 | 2003 | 2004 | 2005 | 2006 o
N e |32 .3 L0 19.7] 11 30704 | 26 | 27| 60
% Eamedm
Bromme | LD|hI[UE 29[ 0.8 20908 44 | B | 25
) EALLATING VAVAGRENT Congary INTEL CORPORATION  (INT) 08/29/07
TREND
1997 (1998 | 1999 | 2000 | 2001 2002 | 2003 | 2004 | 2005 — T
N febnTos g |42:535.4(30.538.6|10.0 17.2|26.8|30.7| 3.8 O
B onmme | 25|2.92.2|56( 43 9.1 |14]188| 29 D0i

Look for stability and superior returns

21
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Don't Overpay. for a Stock

Wait for the stock’s PE ratio to be near or below
the average PE ratio of the'last five years

Tiry to buy: a stock whoese PE ratio is comparable
to Its expected growth rate

@,\PRICE— FARNINGS HISTORY as an indicator of the future
i
pric

v
&hows how stock prices hawve fluctusted with eamings and dividends. |is a building block for tanslating eamings into fubure stock
B

Current Price: $44.94 52 Wk High: $46.55 52 ik Low: $32.40  Dividend: §1.64

o E & o} E F G H

“ear PRICE Eag;?s Price Eamings Ratio Di“Fi,if"d %% Payout | %6 Hi. ield
HiGH Loy Share HIGH (A= C) | Low (B= o) Share: F+C 1m0 | F+E X100
1] 1999 FE0.50 $16.46 $2.1% 14.0 75 0 .65 30.0% 409
EETD $37 .29 $14. 42 $2 36 15% 6.1 $0.76 32 5% 5 3%
EET 42 B9 $26 52 $3.15 136 54 090 7% 5% 3 A%
4 2002 $39.98 F7 .50 $3.86 0.4 Tz 106 27 .5% 3.8%
5[ =003 $45.85 FE2 .40 $4.21 111 7.7 3140 32.3% 4.3%
B [wT TOT F2H8 .05 18236 1123 455 8%
T[T Awa $26 54 1z & 30 4%
[

AWVERAGE FE EE] [9 [ GURRENTF 05 EF5=f4.2
Projected “alues: PE=2.5 EPS=$4.75 (RW=95 5) EPS Gr=11.%% ‘EEG Ratio=0 g2
4 EVALUATING RISK and REWARD over the next SQ
Aszurming one recession and one business boom every 9 years, calculations are made of howe high and hove love the stock might s Thek
upzide-downzide ratio iz the key to evalusting Hzk and reweard .

Jlake action| to Investigate: if:

Price is in the Sellf Zone

P/E is above 150%; average PE

Upside/Downside Ratio equal to or less than 1
Expected Annualized Growthiless than 10-12%

Profitability is' slowing

PERT-A shows deterioration (Especially in Sales)

= EPS growth well above Sales growth or decreasing

22
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