BETTER

Space Coast Chapter

Tips, Tricks, & Techniques

S&P Core Earnings

The S&P Core Earnings, a metric, is an attempt to counteract creative accounting.
Hopefully, it could give us an early warning of an Enron or WorldCom situation.

This TT&T will define the S&P Core Earnings, show availability, and lastly
demonstrate a method to plot the earnings as reported by the company against
this metric. Working with the financial and investment community, S&P defined
what items could and could not be included in a company's core earnings.

Inclusive Items Exclusive Items

Gaines related to pension

Employee stock option grants A
mploy ptiong activities

Net revenue relative to the sale

Pensions
of assets

Restructuring of present
operations or any merger and Impairment of goodwill charges
acquisition costs

Prior-year charges and provision

R&D purchases
reversals

Write-down of depreciable or | Settlements related to
amortizable operating assets litigation and insurance claims

Unrealized gains/losses from
hedging activities

Let us not get hung up on the definition and just use the data. Data is available for
most companies beginning in fiscal year 2001 in the S&P Stock Reports.

Company Financials Fiscal Year ending December 31

Per ADR Data ($)
(Year Ended December 31) 2004 2003 2002 2001 2000 1999
Tangible Bk. Val. 332 4.25 208 155 1.05 0.90
Cash Flow 0.30 1.39 0.90 0.69 0.46 0.37
Earnings 0.50 1.19 0.76 0.51 0.29 0.24
S&P Core Eamnings 043 0.99 0.76 046 NA NA
Dividends 0.16 0.13 0.07 0.05 0.04 0.03
Payout Ratio 32% 1% 10% 10% 14% 1%
Prices - High 34.66 317 20.08 18.58 19.68 09.06
- Low 22.82 17.25 12.92 1212 7.98 4.92
P/E Ratio - High 69 26 26 36 69 39
- Low 46 14 17 24 28 21

Notice that there is no data prior to 2001.
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We will now go through the steps to plot this data to arrive at the goal of
comparing the earnings as reported by the company (not normalized) against the
S&P Core earnings.

Requirements (or needs):
e A PDF file of the S&P Stock Report for your company of interest.
e Adobe Acrobat Reader (or equivalent)
e MS Excel (or equivalent) spreadsheet
Steps:
1. With Adobe, display the Company Financials on page 2 of the S&P Stock
Report

Company Financials Fiscal Year ending December 31

Per ADR Data ($)

(Year Ended December 31) 2004 2003 2002 2001 2000 1999 1998 1997 1996
Tangible Bk. Val. 332 425 2.08 155 1.05 0.90 0.98 1.07 0.91
Cash Flow 0.60 139 0.90 0.69 0.46 037 0.25 0.30 0.24
Earnings 0.50 119 0.76 0.51 0.29 024 014 0.21 0.15
S&P Core Earnings 043 099 0.76 0.46 NA NA NA NA NA
Dividends 0.16 0.13 0.07 0.05 0.04 0.03 0.03 0.03 0.02
Payout Ratio 32% 11% 10% 10% 14% 1% 21% 16% 16%
Prices - High 34.66 na7 20.08 18.58 19.68 9.06 6.35 8.65 6.35
- Low 2282 17.25 12.92 1212 798 1492 395 5.23 370
P/E Ratio - High 69 26 26 36 69 39 a4 12 42
- Low 46 14 17 24 28 21 28 25 25
Income Statement Analysis (Million $)

Revs, 4,799 3,276 2,519 2,077 1,750 1,282 1116 1117 G54
Oper. Inc. 1,425 913 524 486 375 267 204 226 173
Depr. 220 128 96.8 109 95.0 684 58.7 52.0 437
Int. Exp. 1.7 5.00 246 46.9 53.0 36 299 248 245
Pretax Inc. 603 874 494 343 209 161 100 140 933
Eff. Tax Rate 44.3% 20.8% 17.2% 18.6% 28.5% 21.5% 0% 21.0% 22.4%
Net Inc. 332 691 410 278 148 18 68.8 101 134
S&P Core Earnings 266 im 408 249 NA NA NA NA NA

2. Click on the Adobe "Select Tool"
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3. Stripe the data desired to capture for import info the spreadsheet

Company Financials Fiscal Year ending December 31

Per ADR Data ($)
(Year Ended December 31
angible Bk. Val,

Prices - High

- Low

P/E Ratio - High
- Low
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4. Right click within the highlighted area and select copy to clipboard. {Those

with Adobe Acrobat 7 Professional, may click directly on "Open Table in
Spreadsheet”}

Company Financials Fiscal Year ending December 31

Per ADR Data ($)
Ctrl+ﬂ

(pmmnded December 31

Cash Flow
arnings

ave fs Table, .,

L& O i

Open Table in Spreadsheet

Payout Ratio Select Al Text
Prices - High
Deselect All Text
- Low
P/E Ratio - High 69
- Low 46

5. Paste the clipboard into a Notepad text file.
oI

File Edit Formak Wiew Help

||:Year Ended December 31) 2004 2003 2002 2001 2000 1999 19935 1997 1995 159595 ;I
Tangikble Bk. Val. 3.32 4.25 2.08 1.55 1.05 0.90 0.958 1.07 0.91 0.76

Cash Flow 0.80 1.39 0.90 0.62 0.46 0.37 0.25 0.30 0.24 0.02

Earning=s 0.50 1.19 0.76 0.51 0.29 0.24 0.14 0.21 0.15 0.18

&P Core Earnings 0.43 0.99 0.76 0.46 NL NiL ML NAL INA N

Dividends 0.16 0.13 0.07 0.05 0.04 0.03 0.03 0.03 0.02 0.03

Payout Ratio 32% 11% 10% 10% 14% 11% 21% 16% 16% 14%

6. Remove spaces from the row titles/names. Suggest replacing (Year Ended

December 31) with the ticker symbol for the stock. Save the file and close
it.

!s DataCapture.trt - Motepad

File Edit Faormak Wiew Help

TEVL 2004 zZ003 2002 200
TangibleBkWal 3.32 4.25
CashFlow 0.80 1.39 0.20
Earning=s 0.50 1.19 0.76
SEPCoreEarnings 0.43 0.4
Diwvidend=s 0.16 0.13 0O.0]
FPayvoutREatio 32Z% 11% 10%
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7. Right click on the file, choose Open With , and select Microsoft Office
Excel

Open
Prinkt
Edit

) Convert ko Adobe PDF
|, Combine in Adobe Acrobat, .

Scan wikth AYG Free
EditPlus

W Motepad
(=1 PowerDask W Microsoft Yisual Studio \MET 2003
I =

Upload using WS_FTP Upload Wizard

Send Ta

cut @ Flréfnx
Copy ﬂ EditPlus
@ Microsoft Office Word

Create Sharkout 3 wWordPad
Delete

Rename Choose Prograr. ..

Properties

8. The spreadsheet opens and all of the data is in column A. Select the entire
column (A) or the data in cells A1 through A7 (in our example). Then menu
item Data, then Text to Columns...

' Microsoft Excel - DataCapture.txt

‘B Fle Edt  ¥iew Insert Format  Teols | Data | Window Help  Adohe POF
H " A
DESHS SR % 6 g2 s [E
e I I e R o R Filter >
¢ Arial -10 -| B I U|E Form. .. T
Al - £ TEVAZ2004200] et 3
A B | © [ D Yalidation. ., E

TE'/A 2004 2003 2002 2001 2000 1999 1] Taple..
TangibleBial 3.32 4.25 2.08 1.55 1.05 E|
CashFlow .50 1.35 0.90 0,65 0.46 0.57

Text to Columns. .. |

1
2
3
4 |Earnings 450119 0760510290240 Consolidate. ..

5 |S&PCoreBarmnings 043099076046 N &roup and Outline 5
2]

7

g

9

Dividends 0,16 0.13 0.07 0.05 0.04 0.03 O
PavoutBaffo 379% 11% 10% 10% 14% 11 L2 PivotTable and PivotChart Report, ..
[ ]

Import External Data 3

List 4
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9. In the first Convert Text to Columns Wizard, select Delimited then click
next to display the second step. Choose Space in the Delimiters sub-window,
and finally click on Finish. There is no need to use the third step.

Convert Text to Columns Wizard - Step 1 of 3 ed |

The Text \Wizard has determined that wour data is Delimited.
If this is correct, choose Mext, of choose the data type that best describes your data,

riginal data type
Choose the file type that best describes yvour data;
' Delimited - Characters such as commas or tabs separate each Field,
iced width - Fields are aligned in columns with spaces between each field,

Preview of selected data:

EVA FO04 20032 ZOO0E Z001 2000 159595 1998 19397 15995 193L6 ﬂ
angibleBkWal 3.3 4.25 2.08 1.55 1.05 0.20 0_.95 1.07 0.91 0O_7&

ashFlow 0,80 1.32 0.20 0.2 0.48 0.37 0,25 0.30 024 0.0z
arnings 0.50 1.1% 0.76 0_.51 0.5 0.24 0.14 0_21 0O_15 0O.1%8
APCoreEarnings 0.43 0.99 076 0_46 NiA NA MA NA Ni NA LI

LT o LI RV |

Cancel | = Bach

Convert Text to Columns Wizard - Step 2 of 3 ed |

This screen leks vou sek the delimiters wour data contains, You can see
hows wour ket is affected in the preview below,

slmiters ¥ Treat consecutive delimiters as ane
v Tab [ Semicalan [~ cComma
Iw space [ oOther: I Text gualifier: | bl

Data preview

EVA FOO4 [FO0032 FOOE EOOL EOOO 1225 p9932 1227 (998 lS'S'Eﬂ
angibleBkVal 3.3 .25 F. 08 L.EE L. OF .20 p.95 .07 p.91 p_7&
azhFlow .20 [L.39 090 PD.&9 D45 D.37 P.25 D30 p.24 D_0OE
arnings o.&0 L.192 0 76 PD.E1 DoZ5% .24 po14 DOEL DO1E pDo1B
GPCoreEarnings Q.43 0.9 p.7e D46 HA N

4]

Cancel < Back
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10. Delete all the NAs in the S&PCoreEarnings row and in any others cells, if

1 |TEWA 2004 2003 2002 2001 2000 1998 1995 189597 1996 1995
2 |TangibleBkYal 332 425 208 155 1.05 08 055 107 091 076
3 |CashFlow 08 139 09 069 046 037 025 03 024 002
4 |Earnings 05 119 076 051 020024074 021 015708
5 |S&PCoreEarnings | 0.43) 099 0.76 D.dE_IﬂA MA  MA S NA S NA NA_—i—
B |Dividends 0.16) 013 007 0.05 00#40:03-0.Qg-0-03-002 0.03
7 |PayoutRatio J2% ) 1% 10% 10% 14% 11% 21‘15% 16% 14%
i

11. Next we will plot the data. Select the data then click on the Chart Wizard

icon
[E3 Microsoft Excel - DataCapture.txt
IEJ File Edit “iew Insertk  Format  Tools  Data wWindow  Help  Adobe POF
NEHSSATE S RB- S90S = -4 IR w
_J i zl L@—'l =
arial -0 - | B F U EE=E]$ % o+ %850 = 2Echart wizard| o
A1 - e TEWA
A |elc | oD | E|[FlG|[H[IT]J]K L |
1 |TEWA 2004 2003 2002 2001 2000 1999 1993 1997 1995 1995
2 |TangibleBkyal 332 425 208 155 105 09 098 107 091 076
3 |CashFlow 08 139 09 0BY 046 037 025 03 024 002
4 |Earnings 05 119 076 051 029 024 014 021 015 018
5 |S&PCoreEamings 043 053 076 046
6 |Dividends 016 013 007 005 004 003 003 003 002 003
7 |PayvoutRatio J2% 11% 0% 10% 14% 11% 21% 16% 16% 14%
8
Iwl

12.For step 1 of the Chart Wizard, select XY (Scatter) and the lower left type
(Scatter with data points connected by lines.), then press Finish as no other

wizard steps are required.

Chart Wizard - Step 1 of 4 - Chark Type

Standard Tvpes | Custom Types I

Chart type:
el Column
E Bar
|ﬁ Line
"

Chart sub-type:

-‘ Area

D Doughnut

@ Radar

Surface
®s Bubble
H

HE

2]

FHBS.

i data points connected by

Press and Hold to Yiew Sample

< Back I Mext = I

Cancel |

Einish
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13.

14,

Right click in the gray plot area and choose Format Plot Area
as the color to better see the lines.

. Select white

4.5 4 E

4 i

/ \b Source Data...

3 / “hart Cptions. ..

25
| /
2 / Chart Window
15 Clear

Location...

/ \ |fr Format Plot Area. ..
a5 *tTgpe...

knal

Eamnings

tio

1

05

0 &
1934 1996 1993 2000 2002 2004 2008

Next right click in the plot area andlselecf Chart Options .
43 2 Format Chart Area,.,
4 r\ Chart Type.,.
/ \ Source Data,..
35 X \Q | Chart Cptions. ..
3 / I:Dcath* 1
&5 J Chart window
r - 4 b |
53 Copy
e & Paste =
1 Clear
Bring ko Fronk
0.5 Send to Back
] Assign Macro. .,
1994 1996 1995 2000 2002 2004 2006
| i i
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15. Move the Legend block to below the plot and use the stock symbol for the

title
[ ¥ |
TEVA
45
1 AN
346 /
/ e
: /
25 /J
] 2 / n
14
1 —.— T AN
p— e =
045
0 gzﬂ:i:k__?_: . .~ g%
1994 1995 1995 1997 1898 1999 2000 2001 2002 2003 2004 2005
—s+— TangibleBkVal —a— CashFlow Earnings
S&PCaoreEarnings —s— Dividends —s— PayoutRatio .

16. Next we will change the plot type to the Semi-log type that we are use to
seeing. Double click on the vertical scale line. Select the Scale tab and set

the values as shown. Click (Check) Logar‘ifhmic scale and OK
Formatawis

| Fank | Mumber | .ﬁ.lignmentl

Patterns

Walue () axis s*

Aok
r Minirnur: IEI.IZIl
[T Maximum: |1III
[ Major unit: |1|:|
[ Minar unit: |1III
[ Walue (%) axis
Crosses at: 0.01
Cisplay units: INl:une vI ¥ show display units label on chart

I¥ Logarithmic scale

[ Walues in reverse order

[~ walue {x) axis crosses at maximum walue
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17. The yellow Earnings line is difficult to see. Click on it.

TEVA
10
1
01 T T T T T T T T % T T
1994 1895 1898 1997 1995 1999 X000 2001 2002 2003 2004 2005
—— TangibleBkval —m— CashFlow Earnings
S&PCoareEarnings —— Dividends —s— PayoutRatio

18. Then set the color to black in the line and marker blocks. Choose a heavier

line weic_gh’r.
Format Data Series x|
Data Labels | Seties Order | Cptians
Patterns | Axis | x Error Bars | ¥ Error Bars
—Line Tarker

" mutomatic " automatic

(8 Mone [ Mane

i Custom ¥ Custam

Skyle: I— vI Skl I F Y vI
coor: [N <] | oregrounc: |
Weight: | —— | = Background: I_ vI

[ Smoothed —
H | Size: |5 5‘ pks

[ shadow

—Sample

Ik I Cancel
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19. Lastly with the Display Options show the minor y-axis lines and resize your
plot to an aspect ratio pleasing to you.

20.For this example we can see that the earnings as reported by the company
tracks well with the S&P Core Earnings.

TEVA

10

m;ﬁg/
j%

’.l'
J'
I \.u--"""'-‘-_’n
, L : :z.-l—’—'—-—'—”\
[J AT
001 T T T T T T T T
1995 1996 1997 1998 1999 2000 2001 2002 2003 2004
== TangibleBk\al == CashFlow —_—arnings
S&PCoreEamings == Dividends ——PayoutRatio

This process may seem tedious at first but with practice it will become a second
nature way for you to enhance your stock studies. Next explore the differences
between this not-normalized result from the normalized version with Value Line or
the BI S&P Stock Data Feed.
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