Good Company/Bad Company:
Below, you will find rows of data taken directly from a ValueLine report which pulls info from financial statements. The goal is to review the data and see if you can draw conclusions. Is this a Good Company or a Bad Company, and why? If Good, do you want to do more analysis?

1) Assess Revenues, Cash Flow and Earnings. Are they increasing with great consistency? They can pull back in a few years, but should show a steady trend of increasing.
2) What are the growth rates (annual and total) for Revenues, Cash Flow and Earnings? Are they relatively similar? It is quite difficult to have revenues grow at 7%, but Earnings growing at 20%. Conversely, if Revenues are growing at 20%, but Earnings are only growing at 7% it may indicate a lack of efficiency.
3) Are Dividends Paid? If yes, are they consistent? Are they higher than earnings or cash flow?
4) Assess Capital Spending relative to Revenues, Cash Flow and Earnings…especially over a ten year cycle. All things being equal, you want less capital spending…but if it is used wisely it can be a good thing.
a. Is Capital Spending on an annual and cumulative basis increasing with similar rates to Revs, Cash Flow and Earnings? If not, why?
b. If Capital Spending is increasing faster than Revenues, Cash Flow and Earnings, it may indicate that management is rapidly acquiring businesses, but it may not be able to integrate them efficiently. 
5) Although Book Value is often more of an accounting metric, it can still be helpful to see if it is growing consistently. If there are steps forward and backward it can indicate that further research is necessary.
6) Are Common Shares increasing, decreasing or stable? 
a. All things being equal, think of the earnings of a company as a pizza. 
b. If the number of slices of the pizza go down, you get more of the pizza itself. 
c. If the number of slices increases…it is still the same pizza…but you are getting less of it. 
d. There can many reasons why a company may increase/decrease shares outstanding….but it should make you ask more questions. 
7) Revenues In Dollars: Compare this to Revenues per share. See if there are any discrepancies. If a company is rapidly buying back shares, a deterioration in the Revenue, Cash Flow or Earnings per share can be hidden behind the buybacks. 
8) Is the Operating Margin consistent or improving? If not, why?
9) Is Depreciation increasing? If yes, it indicates an increase in Capital Assets that are added to the depreciation schedules. This is not necessarily a bad thing….but more Depreciation generally means more assets that will need to be repaired/replaced in the future
a) Normally, Capital Intensive assets are replaced in the future at rates that are higher than what is allowed by Depreciation schedules. 
b) All things being equal, you want businesses that have less Depreciation and/or Capital Intensity. 
c) Compare Depreciation schedules to Capital Spending….are they similar? If not, why?
10) Net Profit in Dollars: Compare to Earnings per Share…differences are generally due to changes in shares outstanding. Are the earnings sustainable? Why/why not? When you get growth rates above 30% they are mathematically unsustainable.
11) Income Tax Rates: Do tax rates make sense relative to Net Profits or Earnings Per Share? If Net Profits are positive, but no taxes are paid, must ask why. 
12) Net Profit Margin: Obviously, you want stability or an increase. If you have an organization that is growing rapidly, but Net Profit is not improving they may be growing too fast and cannot implement efficiencies. 
13) Working Capital: This is Current Asset – Current Liabilities. Normally you are looking for consistency. As Sales increase, do you need more cash in the check book to handle daily expenditures…or, are you deriving efficiencies. This can be quite deceptive. Companies that have negative Working Capital are either extremely good…or quite bad. If a company is so good and consistent with its Sales and Cash Flow, it can consistently have negative Working Capital simply because it knows tomorrow it will keep getting more cash flow. 
14) Long Term Debt: Debt and Obligations are the single largest reason we see companies stumble. To analyze this properly, you must add in all obligations.
As such, we want to add the following:
1) Long Term Debt +		($10,258)+
2) Preferred Stock+		($1,116)+
3) Pension Funding Shortfall+	($0)+
4) (Annual Leases X 7) (-)	($266 X 7 = $1,862)-
5) Cash Assets			$847
= NET OBLIGATIONS	($12,389)
Divide Net Obligations by Net Profits: ($12,389 / $1,266) = 9.79
This Ratio Should Be 5 or less….meaning all long-term obligations can be paid off with Five Years of Earnings. Otherwise, you care constantly dependent upon the kindness of bankers to keep lending you money. Bankers are notorious for lending money when you don’t need it…and when you really need it they are never available. 
15) Return on Equity: This should consistently be 15 or higher. The formula for ROE is Net Income divided by Shareholders Equity. It is Buffetts favorite ratio to measure managerial efficiency. If management is allowed to keep net profits to redeploy into new projects, it measures the return for each dollar reinvested into the business. 
16) Return on Capital: This should also be 15 or higher. Although Return on Equity is useful, it does not factor debt injected into the capital structure. To measure the impact of debt in the capital structure, use ROC. The formula for ROC is Net Income / (Shareholders Equity + Long Term Debt). The difference between ROE and ROC is the return produced by using debt. 
17) Dividends To Net Profits: You want this ratio to be 60 or less. If companies consistently pay more than 60% of profits out in the form of a dividend they tend to deprive the business of capital necessary to grow. You also don’t want dividends to be increasing, but not funded by profits. IE: some companies have stubbornly/stupidly borrowed money (increasing risk) so they could fund their dividend payments. 
18) Footnotes: Look at the footnotes for a constant habit of excluding “one-time” write-offs. When companies consistently hide behind saying “ignore this, it was a one-time event” it becomes a slippery slope. 
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