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What is NAIC?

F National Association of Investors Corporation

E NAIC teaches individuals how to become successful
strategic long-term investors

E NAIC investors use fundamental analysis to study
common stocks

B Websites:
B www.better-investing.orqg
B www.naicdc.org




NAIC DC Chapter October 11, 2005

NAIC Principles

Invest a fixed amount regularly for the long term
Reinvest all of your earnings

Invest only in good quality growth companies
Diversify (by size and industry)

Carnival Corp. & PLC MCarnival

The Fun Ships.

E Carnival Corp. is the largest cruise company in the
world with 12 brands which include Carnival Cruise
Lines, Princess Cruises, Holland America Line,
Costa Cruises, P&O Cruises, Cunard Line, Windstar
Cruises, Seabourn Cruise Line, Ocean Village, Swan
Hellenic, AIDA, and P&O Cruises Australia.

E Operates 78 ships with over 134,000 lower berths.

F Also operates tour companies in Alaska and the
Canadian Yukon, Holland America Tours, and
Princess Tours.
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American Depositary Receipts

E American Depositary Receipts were created in 1927

to aid US investor who wished to purchase shares of
non-US corporations.

An American Depositary Receipt (ADR) is a share of
stock of an investment in shares of a non-US
corporation. The shares of the non-US corporation
trade on a non-US exchange, while the ADRs trade
on a US exchange.

E Two banks are involved in maintaining an ADR:

E Investment bank purchases the foreign shares and offers
them for sale in the US.

E Depositary bank handles the issuance and cancellation of
ADRs.

NAIC Stock Selection Guide

Section 1 — Visual Analysis (sales, EPS and net profit
by year, also, high and low price)

Section 2 — Evaluating Management
Section 3 — Price-Earnings History
Section 4 — Evaluating Risk and Reward
Section 5 — Five-Year Potential
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‘ Visualizing the Data

CARNIVAL CORP. wse.cc.
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Projecting Earnings Growth

Stock i
g, ; -

F First Call — 15%
F Visual Analysis — 13-15%

E Value Line — 10.5% Sales,
13.5% Earnings

ANNUAL RATES Past Past Est'd ‘02-'04

of thange (persn) 10 ¥rs. 5¥rs, 1o '08-10
Sales 125% 135% 10.5%
“Cash Flow” 13.5% 9.0% 13.0%
Eamings 12.5% 6.0% 13.3%
Dividends 12.5% 85% 120%
Book Value 19.0%  165% 125%
Tt For SSG:
’ 13.5% EPS Growth

Projected 5-Year EPS

E EPS growthis
projected at 13.5%
E $2.24 for last FY
E $2.49for TTM
]
4,901, /’xm“l r Proj. 5-yr EPS =
A= A T e (2.49)*(1.135)"5
= /AE' 8 7374
(4.5
il | N B S sl Projected
T LT 5-year EPS
2.24 -
2001 2002 2003 2004 2005 2006 2007 2008 2009
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Sec. 2: Evaluating Management

E Key indicators of management:
E Pre-tax profit margin
E Return on equity
B Compare company’s ratios with its industry
B Caution: The worse a company performs, the better
value it may appear to be.

B Trailing and forward PE drops
B Projection at historic growth shows high projected return

Evaluating Management

I SSG Section 2

2 EVALUATING MANAGEMENT

y CARNIVAL CORP

(CCL)

10/10/05
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F  Pre-tax profit over the past five years of 21.4% with
a slight downward trend
E  Return on equity over the past five years is 13.1%
with a downward trend
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Industry Comparisons

M t Effecti Profitability Ratios
I Effecti (%) Company Industry Sector S&P 500 Profitability Ratios (%) Company Industry Sector S&P 500
Return On Assets (TTM) 793 604 545 759 Gross Margin (TTM) 55.27 5221 4193 45.74
Return On Assets - 6 Y1 Avg. 828 557 476 6.34 Gross Margin - 5 Y. Avg. 5423 5169 4175 4507
Return On Investment (TTM) 9.66 725 789 1145 EBITD Margin (TTM) 31.81 2945 2012 2157
Return On Investment - 5 Y1 Avg. 9.76 610 7.02 10.02 EBITD - 5 Yr. Avg. 3078 2845 2092 20.05
Return On Equity (TTM) 13.71 1281 |14 RoE 36 Qperating Margin (TTM} 2358 2098 12.02 2071
Return On Equity - 5 Yr Avg. 1391 1199 i i 1739 Operating Margin - 5 Yr_ Avg. 2247 1982 11725 17 98
B Pre-Tax Margin (TTM) 2073 1717 |10 Bretax
= = Pre-Tax Margin - 5 Y1 Avg. 21.06 1727 |10 N i i
Financial Strength Margm
Financial Strength Company Industry Sector S&P 500 Net Profit Margin (TTM) 2042 16.33 6.69 13.47
Quick Ratio (MRQ) 037 050 0.88 125 Net Profit Margin - 5 Yr. Avg. 2118 16.28 6.78 11.07
Current Ratio (MRQ) 0.50 0.67 1 Debt 1] Effective Tax Rate (TTM) 148 6.56 31.39 30.50
LT Debt to Equity (MRQ) 0.37 0.54 4 it} Effective Tax Rate - 5 Yr. Avg. 1.65 778 3371 3317
Total Debt to Equity (MRQ) 0.44 062 0.89 073
Interest Coverage (TTM) 7.86 6.57 8.56 13.00
Industry comparisons:
http://www.investor.reuters.com
aT.0%
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E Pre-tax profit margin sometimes signals a problem
before it is reflected in the EPS. No problem here.
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Trailing EPS and Revenue Growth

Value Line Quality Indicators

B Earnings Predictability—measure of the reliability of
an earnings forecast. The most reliable forecasts
tend to be those with the highest rating (100); the
least reliable (5).

F Financial Strength Rating—relative measure of
financial strength of the companies reviewed by
Value Line. The relative ratings range from A++
(strongest) down to C (weakest), in nine steps.
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Value Line Quality Indicators
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CIRMAL CORP s

E Financial Strength
(B++ or better)

B Earnings Predictability
(85 or better)

Company's Financial Strength B+

Stock's Price Stability Q?E)
i : Price Growth Persistence

o e : o Eamings Predictability 30

Summary of Quality Metrics

2 EVALUATING MANAGEMENT Company CARNIVAL CORP (CCL) 10/10/05
1995 | 1996 | 1997 | 1998 | 1999 2000 | 2001 | 2002 | 2003 | 2004 } S TRE“ECW“
A 23.0|26.0|27.5|27.7|29.9 25.9|20.8|22.6(18.1(19.5 DOWN
B 19.1|18.8|18.4|19.2|17.3 16.3|14.3 |13.9| 9.5 [ 11.4 13.1 DOWN
Value Line Data RQR — Manifest Investing
Company's Financial Strength B+ Quality
Stock's Brice Stability - e N —
Price Growth Persistence Financial Strength 50 12.5
Eamings Predictability C 80 }——> EPS Predictability 80 20.0
Industry Sales Growth Rate 5.7% 12.1
Industry Met Profit Margin 8.8% 25.0
Calculated Quality Rating 69.6
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Sec. 3: Price-Earnings History

Accept or amend High and Low avg. PEs
Find 5-yr. high PE, low PE and avg. PE
Look for “signature PE” or range

Relative Value
B Current PE/ Trailing PE
E Current PE/ Projected PE

‘ Price Earnings History

3 PRICE-EARNINGS HISTORY as an indicator of the future

PRESENT PRICE 47.490 HIGH THIS YEAR 58.980  LOWTHIS YEAR

46.760
‘ o A price B - Phee Exrrings Fsti- e bt e
HIGH Low s Fe ] F-CXi0 FEXI0
1| 2000 51.3 18.3 1.64 I3 [Tt 0.420 25.6 3
2 2001 34.9 17.0 1.61 21.7 10.6 0.420 26.1
3| 2002 34.6 22.1 1.76 19.7 12.6 0.420 23.9
4] 2003 36.0 20.3 1.64 22.0 12.4 0.440 26.8
5| 2004 53.7 35.0 2.24 24.0 15.6 0.525 23.4
8| TOTAL \ | 1127 | | 87.4 | 5512 | 125.8 |
7 AGE | = | G=.5) | 252 |
a ABE PRICE EARNINGS RATIO Gr.3) [ 8| CURRENT PRICE EARNINGS RATI 19.1
~——

F High PE of 21.9 and Low PE of 12.8
F Average PE of 17.3
Steady growth often commands a higher PE

10
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Selecting High and Low PE with
10-years of Data

&

:‘ Judgment - Average High/Low P/E

Clear Outliers

E Toolkit 5 allows you to look
back 10 years in calculating
high and low PE

E [Alt + M] automatically
eliminates the five highest
of “High PE” and “Low PE”

E Using this approach:

B High PE of 19.4 Use Section 3 Averages
E Low PE of 11..6 . Use Average From Above

B Average PE of 15.5

E More conservative than
using only last 5 years

‘ Questions to Ask About PEs

Is there a “signature” PE?
How does company’s PE compare to industry PE?
Is EPS growth likely to increase or decrease?

Is PE expansion or contraction likely?
E We have higher return with PE expansion —why?
F How does PE compare to projected growth?
(*PEG” ratio)
E Do the quality of earnings (consistency and financial
strength) justify a higher PE?

11
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Sec. 4: Risk and Reward

E Calculate high price in five years
E (Avg. High PE) x (Est. 5-yr. EPS)

E Calculate low price in five years
F (Avg. Low PE) x (Est. 5-yr. low EPS)
E Can use current EPS for 5-yr. Low

B Find buy, hold & sell zones
E Determine upside-downside ratio
E Relative value (Current PE / 5-yr avg PE)

Risk and Reward

Proj. P/E [16.80] Based on Next 4 gtr. EPS [2.83] Current P/E Based on Last 4 gtr. EPS [2.49]

EVALUATING KISK and KEWAKD over the next 5 vears PEG—141
AHIGH PRICE — NEXT 5 YEARS
Avg. High P/E timate Hi 4.69 F. t High Price 5 -
B LOW PRICE - NEXT SYEAHV :
(a) A _ o4 2.49 31.9
32.4
=ie 31.9
LA
C ZONING
__1o2 Low Forscast Price Equals __T0.8__ Range. 1/30f Range= 17.7
e 49.6 (Buy) Note: Ranges changed to 25%/50%/25%
" 85.0
! 102.7

s in the Boy___ Range
) 102.7 [

— — - 55.2 = @T:

- 47.490 51 9 15.6 -

E PRICE TARGET (Note: This shows the potential market price appreciation over the next five years in simple interest terms
H 102.7
= 2,163 x100= [ 216.3 116.3 % Appreciation
Pr het Prics — — — = = T

e _ A47.490_

Upside / Downside

12
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Buy - Hold - Sell Range

— 102,70 — Farcasted High Price
Sell
25%
3
Hald —
50%
i 4745 7 Current Price
Buy 1
28%
- .90 - Select Low Price

Sec. 5: Five-Year Potential

B Average Total Annual Return
E Assumes stock reaches projected high PE in year 5
E Easy to calculate
E Compound Total Annual Return*
B Assumes stock reaches projected high PE in year 5
E More complex calculation
F Projected Average Return*
B Assumes stock reaches projected average PE in year 5
B Also a complex calculation

* Both Toolkit and Stock Analyst compute these

13



NAIC DC Chapter

October 11, 2005

Five-Year Potential

Relative Valume: 110.4% Proj. Relative Value: 97.1%

5-YEAR POTENTIAL This combines price appreciation with dividend

3T GXprEzEel 58 3 SITR (32, Uss M R0 Ca

end 5 0.800

X100 = 1.7 Present Yiek or % Retumed on Purchase Price

5 47.430 T — o
B AVERAGE YIELD OVER NEXT 5 YEARS
Avg. Eamings Fer Share Next 5 Years 3.64 ¥ Aug % Fayout g 95 0 =
9 g e S e 56 . = 91.7 = 1.9
Present Price § =8
C ESTIMATED AVERAGE ANNUAL RETURN OVER NEXT FIVE YEARS L
Fotential (45 116.3 P.A.R. Tot. Ret.
__23.3_ % Average Yield 1.5% 1.2%
Annnal Appreciation 11.4% 16.7%

- _25.2__ = % Compd Ann Rate of Ret (12.8% 17.8%

Return includes 1.5% dividend
B Projected Average Return of 12.8% is based on average PE
B Total Return of 17.8% is based on average high PE

12 Month Price History

CARMIYAL CORP as of 7-0ct-2005
T T T
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Copyright 2005 Yahoo! Inc. http://Finance .yahoo.com/
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Carnival Corp. Conclusions

F Carnival is a quality stock.

E Value Line financial strength is B+ and earnings predictability
is 80, and RQR is 69.6

E More likely to go up than down
E Upside/Downside ratio of 3.5
E Fully priced
E Relative value =110
F Return:
E Total Return of 17.8%
E Projected Average Return of 12.8% (using average PE of 17.4)

Conclusion

F Email: tyhughes@gmail.com

F This presentation and SSG can be found at:
www.tyhughes.net/moosepond

Better Investing!

15
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Creative Commons License

E You are free to copy, distribute and display this work and to make
derivative works,

E Under the following conditions:
E Attribution. You must attribute the source of this work.
E Noncommercial. You may not use this work for commercial purposes.

E Share Alike. If you alter, transform, or build upon this work, you may
distribute the resulting work only under a license identical to this one.

E For any reuse or distribution, you must make clear to others the
license terms of this work.

E Any of these conditions can be waived if you get permission from the
copyright holder.

B Your fair use and other rights are in no way affected by the above.

B For full text the the Creative Commons license, see:
http://creativecommons.org/licenses/by-nc-sa/1.0/legalcode
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