Computing Total Return in Toolkit

AKA “When is Five Years Not Five Years?”

Many are familiar with total return. It means that if we buy a stock at the present
price and sell at the forecast high price in five years, total return will be our
average annualized [compounded] return from a combination of price
appreciation and yield [if any].

Did you know that in Toolkit, five years is not always five years? In the example
below, the forecast high price in five years is $34.60 [not shown.] The present
price is $21.30 [not shown.] If you use the Toolkit calculator to find total return,
you get an answer of 10.2%, not 12.0% shown in Part 5 of this SSG. Why the
difference? See next page.
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Computing Total Return in Toolkit

The SSG, Part 5 is programmed to compute total return for a period that
runs from the current price date to the end of the company’s current fiscal
year, plus four additional fiscal years. In the example, the price date is
August 8. The end of the company’s current fiscal year is Dec 31. The
number of days left in this fiscal year, ie., Aug 9 — Dec 31, is 145. This
represents 0.3973 [145/365] of the year. So, in the previous calculation,
substitute 4.3973 for N, instead of 5.0. You will get 11.7%. Add this to the
0.3% for dividends, and you have 12.0%.
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So how do you find out what the total return is for f|ve fuII flscal years without
having to use the calculator? Simple — go to the PERT entry for that com-
0.pany and read the figure under “ % Compounded Annual Rate of Return.”
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Total Return - Revisited

[Before proceeding through this tip, please go back and review Tip #12]

In Tip 12, we explained how Toolkit figures the time frame over which to-
tal return is calculated. We explain that this time frame is almost always
less than the "nominal" 5 years.

To find out what time frame is used for the TR calculation, go to part 5 of
the SSG and press CTRL+ ALT+ N

In the example below, the current price date is Dec 9 [not shown. | That
leaves 22 days in this company’s fiscal [ending on Dec 31.] The remain-
ing 22 days in this fiscal year, divided by a full year of 365 day = ~ .06
years. From Tip 11, we know that we add four full fiscal years to find the
time frame over which Toolkit computes TR. Therefore, the timeframe is
4.06 years.

Again, if we want to know what the TR would be for five full fiscal years,
we can use the Toolkit calculator. [Tip # 12 . Remember that the TR fig-
ure for five full years will be less than the TR calculated for 4+ years.
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