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GUIDELINES FOR RESEARCHING STOCKS…THE OTHER 20%
The following information is meant to be a guideline for researching a company.
It assumes that you have already found a company that interests you.

STEP 1:

Complete Preliminary Stock Selection Guide (SSG)
Make sure the quality criteria are met

STEP 2:

Cursory Review of Company
Use one of the financial websites to take a quick tour of the company’s
description, key developments, key ratios and competitors.

STEP 3:

Order Investor's Packet
Email Investor Relations through their corporate website

STEP 4:

Company Review
Read the 10K Business, Legal & Management sections
Read the Annual Report and Proxy Statement
Read the Management section of all 10Qs since the last 10k
Be prepared to provide a review of the company's overall business

STEP 5:

Business Outlook
Look at the competitive landscape. What are the primary drivers of
growth for the company and its industry? What are the positive and
negative influences that could affect future growth?

STEP 6:

Ratio Analysis - Competitors
Who are the company's primary competitors? Where does the company
rank among them? How does the company compare on debt, profit
margins, P/E, and future growth, etc?

STEP 7:

Growth Projections and other Relevant News
Search news sites, online financial magazine archives, the company's
hometown newspaper, and message boards to find any articles that may
provide helpful insight.

STEP 8:

Back to the SSG
Now that you are better informed, reconsider your original SSG
judgments.
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STEP 1:

Complete Preliminary SSG

After finding an interesting company, complete a preliminary SSG. There's no sense in performing an in-depth
study on a stock that doesn't meet our basic quality criteria, such as:
•
•
•
•
•
•

Section 1 - Are the lines on the graph fairly straight and growing upward?
Section 1 - Does the company's 10-year history show it has grown sales & earnings in double digits?
Section 1 - Did the company grow in double digits in the quarter-over-quarter box (still in growth mode)?
Is the company's debt/capital reasonable? (preferably 33% or less for manufacturers/retailers)
Is insider ownership excessively low or high? Will their decisions be aligned with the shareholders?
Section 2 - Is pre-tax profit stable or trending up?

STEP 2:

Cursory Review of Company

If the SSG looks good, we will want to do a cursory check of the company to make sure it's worthy of an in-depth
study. Most of this can be done on one of the following websites, among others:
•
•
•

Reuters www.investor.reuters.com
MSN Money Central www.moneycentral.msn.com/investor/
Yahoo Finance http://finance.yahoo.com

Using Reuters as our default checkpoint, try to gain some quick insights by entering your ticker symbol and
moving through their entire list of company tabs. Here are some things to look for:
•
•
•
•

•
•
•

News & Key Developments - These two tabs will alert you to any recent news that may change your mind
about whether or not you wish to pursue your study.
Company Profile or Overview - You will find a good description of the company's business, their sector
and industry, and links to their website, investor relations department, financials, history/profile, and
products and services.
Officers & Directors - This tab will give you a biography of the people who run the company. Look to see
if several board members share the same last name, the ages of the members and whether the board is
well diversified with members from other business sectors.
Ratio Comparison - It's important to make a rough determination of where the company ranks in its
industry. This tab will provide that information. We are looking for companies that have equal or better
numbers as compared to their peers. Skim all the ratios to see where the company stands, but make a
special note of the following:
o P/E ratio - is the stock more or less expensive?
o Beta - Is the stock volatile? 1.00 means it moves with the whole market
o Sales & Earnings - Are they ahead of the pack?
o Debt to Capital - Is their debt more or less than the industry average?
o Pre-Tax Profit Margins - Are they making more money compared to the others?
o Net Profit Margins - Is there anything left for shareholders at the end of the day?
o All Management Effectiveness Ratios - Are they better managed than their peers?
o Efficiency - Are they doing a better job of turning over their products or services?
Earnings Estimates - In the first box, look for LT (long-term) growth estimates. The “mean” is the middle
for all analysts following the stock. LT means 2-3 years. Look at Yahoo Finance or MSN for 5-year rates.
Insider Trading (advanced) - Skim recent trading by officers and directors. Check for any trades that are
out of the ordinary. Match up options that are vested and sold, and analyze what’s left.
Cash Flow (advanced) - Check the Cash from Operations (first sub-total). We want positive cash flow!
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•

•

Check for problems with Inventory (advanced) - Inventory shouldn't be growing faster than sales. It's a
sign that the company has gotten sloppy with its product delivery. To determine the growth of inventory,
divide the current year's inventory figure (balance sheet) by last year's inventory figure and subtract 1.00.
Compare it to the % of sales growth for the same period of time (do the same calculation for sales). It
should be growing slower. These figures can easily be found on the Value Line, too. (The easy
calculation is “this year minus last year divided by last year” to get the rate increase from one year to the
next.)
Check for problems with Accounts Receivable (advanced) - A/R should not be outpacing sales. If so, it's
a sign that the company's customers are not paying their bills. A/R is found on the balance sheet. It's also
located in the Current Position Box on Value Line. Calculate it the same as you did with inventory.

Problems with Inventory and Accounts Receivable can actually be seen before they show up in the % PreTax Profit column on the Pert Report—giving you an opportunity to get out before it hits the bottom line. Two
excellent articles on the subject can be found by going to the NAIC website, www.better-investing.org, and in
the search box, look for “Regina; Cleaning Up or Cleaning Out?” by Phil Keating, and “True Confessions of a
Safeskin Buyer” by Laura Berkowitz. You must be a member, or know one, to get these articles.

STEP 3:

Order Investor's Packet

This is pretty easy! Most of the websites' profile tabs will have a link to the company's website. Once there, you
will be looking for their Investor's Relations link, or their Contact Us link. Most companies actually have a form
you can fill out to request materials. You can also make your request by phone. The number can be found at the
end of the Value Line Business Section. Investor Packets should arrive in 3-7 days. Make sure you request an
Annual Report, 10K, the latest 10Q, the Proxy Statement and any analyst reports available. A packet that arrives
later than 14 days, or that never arrives at all, is a sign of the company's commitment to shareholders. Make note
of it.

STEP 4:

Company Review

The following questions are not to be answered individually. They are meant to give you an idea of what you
should be paying attention to while reading through the company and SEC documents. Use a highlighter as you
read, highlighting anything you think is important for your report. You can condense it later into a much smaller
and more defined set of paragraphs or bullets. Consider the following:
•
•
•
•
•
•
•
•
•
•
•
•
•
•
•

Who are they? What do they do?
Exactly how do they make money? Explain their business model.
Is the company's history interesting and/or relevant?
Describe their products and/or services?
Do they dominate in certain markets? Do they plan to dominate?
Do they have an international presence? What percentage? Is it growing?
Do they have a wide range of products? Or only a small handful?
Do they sell their products to a vast number or customers? Or only a select few?
Do their products or services have high visibility to the public?
Does the company produce a high ratio of repeat business?
Does the company have promising new products in development?
Are new products successful in garnering market share?
What are they spending on Research & Development? (7%-9% of sales is good)
Who is managing the company? What do we know about them?
How is management keeping up with the changes in markets, technology and global markets?
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•
•
•
•

Has management accomplished what it set out to do over the last few years? (Read the last 3 or 4
Annual Report Letters to the Shareholders or past 10Ks for the truth on management's performance.)
Is the company buying new businesses, or selling existing ones, in keeping with their overall strategic
plan?
How is the company increasing overall productivity and efficiency?
Is this company capital-intensive? Are they required to continually retool or upgrade plant equipment?

After reading the annual report and 10K, it would be wise to read the Management's Discussion section of every
10Q (quarterly SEC filing) since the last 10K (Don't worry! The 10Q is much shorter!). This will alert you to any
new developments that may cause you to abort the study.)

STEP 5:

Business Outlook

After reading the annual report, 10K and 10Qs, you probably highlighted some information that would shed some
light on the industry and what drives the companies in it. Try to list any opportunities or threats that would affect
your SSG judgments and, ultimately, your decision to buy. Consider these items:
Industry:
•
•
•
•
•
•

What do we know about the industry?
Is it fragmented? Is it consolidating? Crowded? Fairly new?
Is price competition within the industry intense, moderate or minor?
What are the positive and negative aspects of the industry?
What is the outlook for this industry?
What is the industry's future growth rate?

Finding Industry Information: My favorite place is Section 1 of the SEC 10K. But be sure to read the Value Line
Company Report, the Value Line Industry Page, the S&P Report, and Annual Report, to gain some insights into
the company's industry. Also check out industry-related sites such as http://finance.yahoo.com, www.about.com,
www.dogpile.com and www.google.com. You might find news on a competitor that could cause some temporary
problems for the whole industry. This could create a buying opportunity.
Positive and Negative Influences on the Company:
•
•
•
•
•
•
•
•
•
•
•
•
•
•

What are the positive aspects of the company?
Are they buying back shares on a regular basis?
Have they implemented a cost-reduction program?
Do they have strong brand-name recognition? Low debt? A broad client base?
Does their manufacturing process have large barriers to entry?
Are their products in demand?
What are the negative aspects of the company?
Do they have pending lawsuits that could materially impact future cash flow?
Do they have environmental problems? Are they involved in a Super Fund clean up site?
Are they heavily regulated by the government?
Is their business adversely affected by the whims of the economy? By other industries?
Do the company's products have a high rate of defect, returns, or recalls?
Do foreign exchange rates substantially affect earnings?
Do they have large customers that account for a significant percentage of sales? Or too few Customers?
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All this information can be gleaned from the company and SEC documents and from online news and magazine
articles (see Step 7)
Primary Drivers of Future Growth:
•
•
•
•
•

How will the company make money in the future?
New products? New markets? More market share? Acquisitions? New store openings?
Will it grow through expanding margins? Price increases?
Is international expansion possible for its products or services?
What is the estimated sales and earnings growth for the company? Double digit?

These details have to be mined from the Letter to the Shareholders (annual report), the 10K, 10Q, conference
calls with the CEO and CFO, press releases from the company website, and newspaper or magazine articles.
Conference calls are a simple way to gain information. You can find them on the company's website or at
www.earnings.com or www.seekingalpha.com.
Combine the above information into a couple of paragraphs that clearly states where the company is going, how
it's going to get there, and what stumbling blocks may get in the way.

STEP 6:
•
•
•

Ratio Analysis - Competitors

Is the company a predominant player in its industry?
Who are the primary competitors and where does the company rank among them?
Make sure to do a ratio comparison on pertinent items like Debt, Profit Margins, P/Es, etc.

Find competitors: Check out Hoover's Snapshot at www.hoovers.com, Value Line’s Ratings & Reports cover
page, or any of the financial websites listed in Step 2 for a list of competitors. Most of them have Industry sections
with industry ratios. In particular, if you bring up a company in Yahoo Finance, it will automatically give you 3
companies on the ratio comparison screen, as well as the industry averages.

STEP 7:

Finding Growth Projections and Relevant News

First, we want to scour as many publications as we can to find relevant pieces of news that will affect our
judgments. There are literally 100s of websites that report financial news off the news wires. MSN, Yahoo,
Motley Fool, and Reuters are club favorites. And most financial magazines have an online presence, such as
Money, Smart Money, Forbes, Fortune...the list goes on and on. Message boards are also an interesting place to
gather information or ask questions of investor's who already follow the stock. Just remember to take the boards
with a grain of salt, and always try to verify that information.
Next, we need to use the information we’ve gleaned thus far to make our own future growth estimates. However,
we still like to have the company and/or analyst projections available as a baseline to gauge whether or not our
own estimates are appropriate. The worst place to find these numbers are financial TV programs like CNN and
CNBC. There are better sources, such as:
•
•
•
•

Analyst Reports: Value Line and S&P Stock Reports (free at libraries or from online brokers)
Financial Websites: Many provide consensus earnings, like Yahoo, MSN, or Reuters.
Annual Reports: There’s no better place than directly from the company.
Company Press Releases: Ditto
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•
•

Conference Calls: www.earnings.com and www.seekingalpha.com are excellent sources for finding
conference calls or transcripts. So are company websites. Also, look for slide show presentations on
company websites. These are loaded with information.
Finally, if you cannot find projections anywhere else, write or call Investor Relations. Be sure to ask
where you can find any future guidance that has already been made available to the Public. Otherwise,
they will not respond. Regulation FD prohibits them from giving you any insight that has not already been
made public.

And to keep abreast of any stock you own or are watching, use Yahoo Finance, Seeking Alpha, or the company
website to sign up for email alerts.

STEP 8:

Back to the SSG

After all this, we will have a much better understanding of the company and its future prospects. Now is the time
to revisit the SSG. Does our new-found knowledge change our original judgments?

Tying it all together:
1.
2.
3.
4.
5.
6.

Have a plan before you begin. Try to use the same system for every stock study. That way, you will be
honing your mental radar system.
Use a highlighter when reading printed or electronics documents.
Copy all highlighted information into a Word Document. Also, copy and paste any tidbits you pick up from
online documents, articles and websites. This includes any pictures or graphs of interest.
Make headings for each section of information. Sort and condense the information into something
simple. Items with conflicting information should be researched further.
Always make sure your reports have a final paragraph that contains an explanation of the judgments you
chose for your final SSG…AND WHY.
Save your report and original SSG, either physically or electronically.

Finalizing for a Club Report:
If you are presenting this report to a club—
•
•
•
•

Make sure the report is condensed into no more than 3 pages. Use bullets if you have to.
Add the Value Line Page company report; print the Value Line industry page on the back.
Include any really good articles you find. Remember! You are trying to sell this stock to your club!
Provide a completed SSG; and a Stock Comparison Guide with at least 2 direct competitors.

Would you like some samples of a finished in-depth report? Go to the Crow River Investment Club website click
on Miscellaneous Folders, then on Stock Presentations. Look for Affiliated Computer Services, Coach, Home
Depot Report, Corinthian Colleges Report (Bullet style report), and Jack Henry & Associates, to name a few.
Questions? Please contact Lynn Ostrem garbagecop@gmail.com
Vice President & Founder, Crow River Investment Club www.bivio.com/crowriver
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