What's New in Toolkit Version 6.1.1 and 6.2?
· New Toolkit 6 Manuel at http://www.iclub.com/support/s_TK6.asp
· [image: image1.png]


NEW in 6.2:  Slide 3:   A brand new header on page 1 of the Stock Study now displays the company's Sector, Quality, and the Date of the last Price Update.  Also, the R-squared (R²) values for historical EPS and Sales are displayed at the bottom of side one.
· Slide 4:  Side one.  Plot additional historical data points including dividends, net income, book value, and outstanding shares on the program's customizable historical data graph. 
· Slide 5:   Side one.  Chart future fiscal year analyst estimates directly on the EPS graph to aid in projecting a company's future long-term growth. 
· Slide 6:  Section 2B.  Choose to calculate Return on Equity and using beginning-of-year equity instead of end-of-year data to better reflect management's performance.  Version 6.2 has added a new preference to use Average Equity to the existing Beginning and End-of Year choices.
· Slide 6:  Section 2C.  A Debt/Equity row has been added.  In Version 6.2 the Debt/Equity is not affected by the 2B option choices.  It is properly calculated using Year-End equity.
· Slide 7:  Preferred Procedure.  Display and print a more complete Revenue-based EPS Estimate directly on the company's data graph for ease of reference.  (Side one lower right corner.)

· Slide 8: Company-specific web site addresses used in conducting additional research on a stock under review can now be automatically revised automatically as updates to the software are released. Users may continue to enter their own research links. (In Toolkit 5 this feature would benefit all libraries simultaneously.  An unintentional result in Toolkit 6 is that the user added web addresses must be added to each library.  There has been discussion to fix this.)
· Slide 9: The EPS Growth Estimates box displays the Implied or Sustainable Growth.

· Slide 10:  The Relative Value and Projected Relative Value cells have been moved to Section 3.

· Slide 11: Version 6.2.  The Price Variance Quotient option for Low Price selection is now calculated properly.
· Choose to use average Price/Earnings Ratios from the last five or ten years by default whenever you are developing a valuation model for a stock.  (In Preferences)

· Navigate more easily through the program using an improved, cleaner graphical toolbar.  The 6.2 version has expanded this feature more.

· A new "Smart Data Updater" notifies users at startup if newer data is available for companies in the library and saved portfolios.
· Miniature "Quick View" Stock Study graphs appear when right-clicking on a company in the Library or on the Comparison header row.
· The Stock Study no longer displays potentially misleading simple averages, instead always using compound annualized values.
· Installs and runs in 32-bit Windows Vista® without annoying User Access Control alerts.
· Version 6.2 additional features:

· Column headers in the Portfolio Review Report have been re-aligned to make them more meaningful.
· The Data Entry screen now allows for entering the company's Sector, Quality, and Target Return.
1. Smart Updater
2. Home Page
a. Two navigation aids
i. Requires Attention
ii. What do I do now?
b. Portfolio Report Card
3. Tool Bar

a. Enhanced graphically

i. Refresh often.  Remember BI’s S&P data is preliminary.  The possibility exist that when a company files final data with the SEC that there could be changes from the preliminary data.  
4. Rogue Keys and Mouse Clicks
a.  In previous versions of Toolkit there are a number of advanced options that were not displayed and were activated by special key sequences (i.e., Alt +R). Many of these advanced options, collectively known as ‘Rogue Keys’ are no longer hidden, and can now be seen as additional options on the relevant pages. Some have even been enabled by default or through the preferences screens, like showing section 2c, Debt/Equity, on the back page of the Stock Study which was an Alt + D.
i. Rogue keys, still functional:
1. Alt + B – A buy price that will both satisfy a 3.1 usds ratio and 15% total return.
2. Alt + C – Rational price.
a. Rational Price = Current price / Relative Value.  The hypothetical price of a share of stock were it to be selling for its “signature multiple” or historical average PE.  At its rational price, it would have a Relative Value of 100%.  Its intent is to show what the current price would be if the Current PE is equal to the Average PE.  It assumes PE outliers have been eliminated.
3. Alt + Q - Short cut that automatically adds the TTM eps $ amount in 4Ba.  
4. Alt + S – Sustainable or Implied Growth.
a. This now an automatic feature that is part of the Estimate Sales and Earnings Growth Screen.

5. Ctrl + F – Flips between front and back side.
ii. Mouse clicks

1. A Right Click on any page opens a quick navigation window.

2. A Left Click in any green or magenta box opens various graphs or data boxes.

3. A Left Click on any cell within a yellow box causes that cell to become an outlier.
5. Preferences

a. Data Feed Tab
i. StockCentral

ii. BetterInvesting

b. General Tab
i. Enable Editing of Portfolio EPS

1. Turns on an option that allows you to enter your own earnings estimate rather than use the computer-generated estimate while in the Portfolio Review (PERT) report.
a. An Edit EPS button is displayed in PERT tool bar.
ii. Check for Data Update when Toolkit starts,
iii. Ticker Retrieve Default Data Source

1. Library First

2. Always Subscribed

a. Either is a matter of personal preference.
c. Stock Study Tab
i. Show Trend Line Options

a. By selecting one of the choices in the Stock Study Preferences screen, you may set the default position of the projection starting points for any new stock study you do.
i. Last Annual Data

ii. Last Quarterly Data

iii. End of Trend Line

ii. Select Ranges

1. 33-33-33

2. 25-50-25

iii. Initially place lines
1. Scaled (Will place lines on graph based on the scale of the graph)
2. On Values (Will place lines on graph based on the exact value which may not allow for the lines to display properly).
iv. Display Projected Average Return on Back of Stock Study
v. Enable Pre-Tax Profit and Tax Entry in Quarterly Data Screen for Quarterly Trend Analysis
1. Adds Pre-Tax Profit and Taxes to the data entry fields in the Company Data Screen (at Quarterly Data tab).
vi. Display Grid Scales only if all lines are on scale
1. Displays the numbers on the side of the stock study if the lines on the graph correspond with the scales upon opening the company.
vii. Use Previous Year Equity instead of Current Year Equity
1. Chooses to calculate Return on Equity using beginning-of-year equity instead of end-of-year data to better reflect management's performance.  Now in Version 6.2 there is an option to use Average Equity.
a. See Using ROE to Analyze Stocks by Ellis Traub. www.stockcentral.com/desktopmodules/ntforums/viewer.aspx?portalid=1&moduleid=450&attachid=168 
i. You may have to copy and paste to URL window.
viii. Use 10 Year PE averages for Section 3 (Instead of 5 year)
ix. Display Revenue Based EPS Estimate (Preferred Procedure) on page one
d. File Locations Tab
e. Internet Tab
f. Thresholds Tab
g. Help Button on all tabs
Explanation of the added graph lines to the front side.

Book Value: 
The book value of a stock is the actual worth of the stock as in company books. That is the net asset of a company after deducting all liabilities divided by the number of Stocks of the company.   It is a Balance Sheet item and is nothing more than equity per share, equity being the difference between assets and liabilities, and has no direct bearing on EPS.

You can couple Book Value and EPS to arrive at a fair price of a stock.

· Take for example, a stock has a book value of 100 and its EPS is 12. Also the company EPS is growing at a rate of 15% per year. This will mean that the company book value will be on rise in future too. So at the end of year 1 we are very sure that the book value will stand at 115, 2nd year 132.25 and so on. So you approximately know that by 4 years the book value will be around 200. Thus when your other investments may be at say 120, your BV will be 200. Thus you may discount the current book value by a fair factor.
· The ratio, or comparison of EPS vs. BV, means that they will trend together so long as the change in EPS mirrors the change in BV.  If EPS grows more quickly than BV, ROE increases.  If BV increases relative to EPS, the ROE declines.


Net Income:
 Net income is calculated by starting with a company's total revenue. From this, the cost of sales, along with any other expenses that the company incurred during the period, is removed to reach earnings before tax. Tax is deducted from this amount to reach the net income number. Net income, like other accounting measures, is susceptible to manipulation through such things as aggressive revenue recognition or by hiding expenses. When basing an investment decision on net income numbers, it is important to review the quality of the numbers that were used to arrive at this value. 
 For example, suppose that your gross income is $50,000 and you have $20,000 in deductions and credits. This leaves you with a taxable income of $30,000. Then, suppose that another $5,000 of income tax is subtracted; the remaining $25,000 will be your net income.

Cash Flow per Share:  
Cash Flow is directly related to EPS. The Cash Flow statement shows where the money came from and where it went. On the chart it is desirable to see the trend line of Cash Flow follow the slope of EPS. The Cash Flow statement is a more reliable report than the traditional Income Statement.

Below is a link to a BI article about Implied or Sustainable Growth.

http://www.betterinvesting.org/NR/rdonlyres/D5CC0AAD-8EDD-4018-A312-C1E98CE5624D/0/Implied_Growth_Tutorial.pdf                                                                                                                          Section 2B is part of the "management report card" component of the Stock Selection Guide.  The intent
is to measure profitability over time (years) and support comparison versus competitors and peers.

Is it redundant to Section 2A?  No.  2A is pure *pre-tax* profit margin measured "against" revenues/sales.  2B is *after-tax* profitability measured versus shareholder equity, or book value.

A quick look at the math reveals that Return-On-Equity (ROE) is earnings per share (EPS) divided by book value (BV).


The notion of comparing the current profitability (relative to shareholder equity) versus a 5-year trailing average is a quick indicator only.  Is there any reason to continue study if either 2A or 2B are down?  Absolutely!  We've documented cases in the past where a slight downtrend for a certain company was massively better than all of their peers and competitors caught in a recessionary correction. 

Toolkit Calculations

Bank Sales 

Net Interest Income + Non Interest Income - Loan Loss Provision 

Debt Ratio as a Percent of Capitalization 
Debt ÷ (Debt + Equity) 

Pre Tax Profit 

Net Profit divided by (1 - Tax Rate) 

Percent Pre Tax Profit on Sales 

(Net Profit/ 1 - tax rate) ÷ (Sales in dollars) 

P/E Ratio as a Percent to Growth Rate 

Current P/E ÷ Projected Growth Rate of Earnings 

Projected Earnings One Year into the Future 

Last Four Quarters of Earnings X (1+ The Growth Rate) 

P/E Ratio on Pert 

Current Price ÷ Earnings One Year into the Future 

Return on Equity 

EPS ÷ Book Value 

Preferred Procedure 

Sales: Projection of last FY sales for 5 years at your estimated growth rate. Expenses: Subtract product of Sales x 5-yr. average profit margin (SSG 2A) Taxes: Subtract result x Tax rate last FY Pref. Dividends:Subtract dollar value of Preferred Dividends (data entry) Shares Outs: Divide result by common shares outstanding. Equals: E/S by Preferred Procedure. 
Relative Value in Pert vs. PMG 

The Relative Value in PERT is calculated using the Projected Future Earnings. The PMG calculates the Relative Value using Trailing (Historical) Earnings. In the PMG, the user has the option of changing from the Historical Earnings to the Project Future Earnings, and the Relative Value figures will then be the same in both the PERT and PMG. 

Pert Quarterly PTP 

Using Value Line, multiply the Quarterly E/S times the # shares outstanding. Then divide this product by 1 - Tax Rate, which gives you the quarterly Pre-Tax Profit. Then do the same using the year-ago figures from Value Line. i.e., (Qtrly E/S x # Shares Outstanding) ÷ (1 - Tax Rate) = Qtrly PTP 
P/E Split: P/E is not affected by a split since the same split number divides both the Price and Earnings; their split numbers cancel each other out leaving the original P/E ratio. 
Total Return is the Compounded Annual Rate of Return (%) on your investment if you purchased the stock at the current price, earned the Average Yield, and sold the stock at the Forecast High Price. The Forecast High Price is found in Section 4A of the Stock Selection Guide.
The Average Yield is calculated by dividing the Average % Payout (5B), by the Average High P/E (4A). 

The Annual Appreciation portion of the Compounded Total Return is calculated based on the time frame that is left, between the current date as entered in the Basic Data screen, and the projected five year EPS that was projected from the last completed fiscal year entered on the Stock Selection Guide.

Total Return (PERT) The Total Return that is displayed in the PERT uses the same calculation as that in the Stock Selection Guide, except, the time element it uses is a full 5 years rather than the time period remaining, as used in the SSG. PERT then adds the "%Yield" (Column D) to produce the Total Return.
What is P.A.R., in SSG Section 5? PAR (Projected Average Return) is the Compounded Annual Rate of Return (growth rate)which is calculated in the same manner as Total Return, except, the projected high price is derived at using the Projected Average P/E rather than the Projected High P/E. The average PAR yield is then added to arrive at the Projected Average Return (PAR). The Average Yield for P.A.R. is calculated by dividing the % Payout (3G7) by the Forecast Average P/E (average of 4Aand 4B(a)). Since it is rare to sell a stock at its high, it is more realistic to use a forecast Average Price. While we might hope to sell at a high P/E, we should feel comfortable with a return that assumes a sale at the average P/E. 

P.A.R. (Portfolio Trend Report) This calculation uses the same calculation as Total Return (PERT) except it uses a full 5 years rather than the time period remaining. It is the same calculation that is used in P.A.R., in SSG Section 5. 

Relative Value: Current P/E divided by Five Year Average P/E 
Projected Relative Value is calculated using the Projected P/E, divided by the Five Year Average P/E. 
The Projected P/E is the result of the (Current Price)(Last FY Earnings per Share * 1 + Projected Growth Rate) 
I discovered A New Method of Saving and Archiving SSG files that allows quick recognition of archived SSGs by date.
1. Export an SSG to your desktop or a place of preference.

2. Rename the exported file with a date code. E.g.  WAG 090620.itk or ssg. 

3. If you open the renamed file it can (if you wish) replace the existing file without the date addition.
· Be careful not to save if you prefer to retain the present ssg file.

Questions direct to bmeckerle@comcast.net
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