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There are different calculations that can help you determine the value (and help determine the attractiveness) of a specific stock.

If you want to ‘catch’ a good stock, here is the list of ‘The Catch-22’: twenty-two terms and the calculations that go along with them (look for the underlined term):

1. Operating Income = Operating revenues - Operating costs 

2. Operating income + Extraordinary, nonrecurring item = Earning Before Interest and Taxes (EBIT)
3. EBIT - Net interest costs = Taxable income 

4. Taxable income - Taxes = Net income (Bottom line) 

5. Assets = Liabilities + Net worth (Stockholders' equity)
6. Current assets = Cash + Deposits + Accounts receivable + Inventory current assets+ Long term assets = Total Assets Liabilities 

7. Current (short term) liabilities = Accounts payable + Accrued taxes + Debts + Long term debt and other liabilities = Total liabilities
8. Total assets - Total liabilities = Book value 

9. Stockholders' equity = Par value of stock + Capital surplus + Retained surplus 

10. Return on equity (ROE) = Net Profits / Equity 

11. Return on assets (ROA) = EBIT / Assets 

12. ROE = (1-Tax rate) [ROA + (ROA - Interest rate) × Debt / Equity] 

13. Fixed asset turnover = Sales / Fixed assets 

14. Inventory turnover ratio = Cost of goods sold / Inventory 

15. Average collection period (Days receivables) = Accounts receivables / Sales × 365 

16. Current ratio = Current assets / Current liabilities 

17. Quick ratio = (Cash + Receivables) / Current liabilities is the Acid test ratio 

18. Interest coverage ratio (Times interest earned) = EBIT / Interest expense 

19. P / B ratio = Market price / Book value 

20. P / E ratio = Market price / Net earnings per share (EPS) 

21. ROE = E / B = P/B / P/E 

22. Earnings yield = E / P = ROE / P/B 

Comparing the Numbers by Company

(in $1,000)

	 Calculation
	DRI:

Olive Garden*
	Advantage
	AT&T**
	Advantage

	Operating Income
	$390,345
	
	$4,361,000
	X

	Net Income (loss)
	$232,260
	X
	($13,189,000)
	

	ROA
	8.89%
	X
	1.05%
	

	Quick Ratio
	1.70:1
	X
	1.31:1
	

	Market Price
	$21.68
	Y
	$21.94
	Y

	P/B
	3.00
	X
	1.30
	

	P/E
	16.63
	X
	18.17
	

	ROE
	19.62%
	X
	3.95%
	

	Earnings Yield
	0.37%
	
	3.41%
	X

	 OVERALL ADVANTAGE
	
	XXX
	
	


(* May 2003; ** December 2002)   X: Advantage  Y: tie in advantage

What are “good” numbers?

Operating Income:  This should be used as a reference to determine what kind of business the company is doing.  

Net Income: This is Operating Income with various adjustments for Tax Expenses and discontinued operations. The larger the number, the stronger a company is producing. 

ROA: The ROA ratio reveals how much income management has been able to Squeeze from each dollar's worth of a company's assets. Investors and potential investors use this ratio to evaluate a company's leadership. The larger the number, the more money the company is leveraging from its assets.
Quick Ratio: The Quick Ratio is an indicator of a company's ability to meet its short-term financial obligations. A quick ratio of 1.0:1 means you have a dollar's worth of easily convertible assets for each dollar of your current liabilities. Though acceptable ratios can vary from industry to industry, a ratio of 1.0:1 is generally acceptable to most creditors.
P/B: The Book Value is linked with return on equity (ROE).  As companies become more efficient at using their equity to produce profit, return on equity (ROE) rises with the P/B ratio.
ROE: Return on Equity identifies the earnings from the existing assets.  A ROE of 10% indicates that $0.10 of new value is created from the original assets. Larger ROE indicate that the company is creating more wealth from its assets.
P/E:  The ratio of market value per share to earnings per share indicates the projected earnings of the company. A high P/E means high projected earnings in the future, however a P/E that is very high might indicate that the stock is over-priced. An attractive range of P/E is considered between 10 and 15. 

Earnings Yield: The earnings per share of stock.  
Which Stocks will take my team to the Top?


(Which stocks do we buy?)








