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Analyzing the Annual Report
the easy way

-- a Structured Approach

Company discussed is for educational purposes 
only -- no recommendation is intended

Copyright Bob Adams 2001-2009

“The cheaper the paper, the more valuable the information.”
-- Peter Lynch

“I never read an analyst’s report -- unless the 
Sunday funnies aren’t available.”

-- Warren Buffett
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www.bob-adams.net
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Analyzing the Annual Report
-- a Structured Approach

(Manufacturers/Retailers)

1.  What to read

2.  What to analyze

-- for manufacturing/retail companies

*
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Analyzing the Annual Report
-- a Structured Approach

(Manufacturers/Retailers)

• What Do These Authors Look For?
• Peter Lynch
•Warren Buffett 
•Benjamin Graham 

*
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Analyzing the Annual Report

• Read: 
– “To Our Stockholders” letter and/or

President/CEO letter

•Are Earnings or Sales down?

•Is the Market down?

•Look for Alibis and Excuses

*

Read between the lines...What’s your “gut” feeling?
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Analyzing the Annual Report

•• Look for “fog” Look for “fog” (circle them in red)(circle them in red)

*

“Talented people”
“Global presence”
“Market knowledge”

“Financial Strength”
“Leverage competitive advantage”
“Create value for shareholders”

•• Read the letter again...Read the letter again...
UnderlineUnderline those things that make sense to youthose things that make sense to you
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Analyzing the Annual Report

• Read the Management’s Discussion & 
Analysis (MD&A section)

• SEC Required Discussions in MD&A
• How is business

• (Reasons sales are up or down)

• Ability to pay debt

• (Changes in profitability)

• Financial commitments

• (Trends on financial resources)
*
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Analyzing the Annual Report
– Read the Auditor’s Statement

• Read enough to recognize “normal” 
verbiage

• Look for exceptions -- References to 
footnotes should be investigated

• Look for softening of the language used 
in prior years reports

• Warning Words:  

– “subject to. . .” “except for. . .”
*
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Analyzing the Annual Report

– Beware of “pro forma”

• “pro forma” means “perhaps”

– Look at footnotes on the Annual Report  

• If too many -- Stay away (count the pages)

– Industry sensitive

*
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Analyzing the Annual Report

–Use online data (Yahoo – MSN – etc.)

–Annual Report – “Sales Tool”

Observe the “Performance Chart” in the

ANNUAL REPORT or 10-K (Section 5)
• Compare the company Total Return with --

–S&P 500
–Industry Averages (Peer Group)

*
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Starbucks comparison chart

*

SYK

Peer
Group

S&P

Search for S&P Search for S&P 
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Analyzing the Proxy 
Statement

*

• Do Directors own shares?
üMinimum is the value of their salary

• What are qualifications of Audit Committee?
üWho is on it?

• Look at “Certain” or “Related” Transactions

üLists any conflicts of interest
üAre they buying products from Uncle Joe?

12

WORLDCOM INC 10-K 2002:
ITEM 13. CERTAIN RELATIONSHIPS AND RELATED 

TRANSACTIONS

• Commencing in 2000 and continuing through April 2002, Mr. 
Ebbers requested from time to time that we loan funds to him 
and/or guarantee loans he had received from other institutions 
in response to margin calls being made by such institutions 
following declines in the value of our common stock. In 
response to his requests, the Compensation and Stock Option 
Committee of our former Board of Directors approved direct 
loans to Mr. Ebbers for a total of $165 million. 

• The Compensation Committee also approved a guarantee by 
us of a $150 million loan from Bank of America to Mr. Ebbers 
and the $45.6 million Bank of America letter of credit noted 
above. The Compensation Committee approved these loans 
and guarantees following a determination that it was in the best 
interest of WorldCom and its shareholders to avoid forced sales 
by Mr. Ebbers of his common stock. 
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Washington Mutual
2007 – 10-K

• WaMu’s $1,325 an hour consultant…
• In an agreement with retired Chief Legal Officer Fay Chapman, 

Washington Mutual requires a payment of $2.65 million in 
consulting fees  to Chapman over the next two years. And 
because the agreement clearly states that Chapman’s 
consulting duties “would not exceed 1,000 hours per year”, that 
works out to $1,325 per hour. If Chapman exceeds those 1,000 
hours, “the additional time will be paid on an hourly basis 
mutually agreed by the parties”. And if Chapman dies during 
the two-year term, Washington Mutual is still on the hook for the 
full consulting fee.

www.footnoted.org

Kinder Morgan (KMR) 10Kinder Morgan (KMR) 10--KK

• “Our executives are eligible for the same Our executives are eligible for the same 
severance policy as our workforce, which severance policy as our workforce, which 
caps severance payments to ancaps severance payments to an
amount equal to six months of salary. We amount equal to six months of salary. We 
have no executive company cars or have no executive company cars or 
executive car allowances nor do we offer executive car allowances nor do we offer 
or pay for financial planning services. or pay for financial planning services. 
Additionally, we do not own any corporate Additionally, we do not own any corporate 
aircraft and we do not pay for executives aircraft and we do not pay for executives 
to fly first class.”to fly first class.”
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Analyzing The Data

• That’s the warm-up –

– getting a “feel” for the company

– getting a “feel” for management

• Now, the specifics

– analyze the reported data
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Analyzing The Data

• The data originates from three reports

– Income Statement

– Balance Sheet

– Cash Flow Statement

• How do they relate to each other?
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The Cash Flow Statement is a “Bridge”
Income Income 

StatementStatement Balance SheetBalance SheetCash FlowCash Flow
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The Analysis Tools

1.  Manual form
– Requires a pencil – or can be filled in using the 

computer

2.  Spreadsheet manual entry form
– Requires:

• Excel (MS Office) or OpenOffice
• www.openoffice.org
• OR – see my Website
• (Purchase MS Office from Amazon.com—student version

3.  Spreadsheet automatic data entry
– Requires Excel 2000 or newer 
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The Data Analysis

• Spreadsheet is available at:
www.bob-adams.net

– Other helps and tools are available as well

• (Don’t have Internet access?  Use your library)

• Spreadsheet is to be used as a guide only.
No guarantees are intended nor implied.
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*

Any Mac users?Any Mac users?
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• StockCentral.com

Fee siteFee site
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• StockCentral.comRatioRatio AnalyzerAnalyzer
ToolsTools

*
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• StockCentral.com Ticker SymbolTicker Symbol

*
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Automatic data fill…

• Newest spreadsheet retrieves data—and graphs 
key data
– a live example

Automatic data fill

Refer to the last page of your handout
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*

Automatic data form—
with added features

26

27

Analyzing the Annual Report

• The Final Step. . .

The Analysis
We’ll look at several years of analysis

*






