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Disclaimer

• All stock references are meant to be used for educational 

purposes only.

• No recommendations for purchase or sale is intended or 

implied.

• Please perform your own due diligence and analysis.
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Preferred Procedure

• It allows the user to be the analyst

• Keeps EPS to a reasonable growth rate

• Connects Future Sales to Future Earnings

• Creates an income statement 5 years into the future

• A beginner’s approach to using the Preferred Procedure

• Learning how to enter data into the calculations

• Lots of visuals for understanding the process
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Understanding the Income Statement

• Sales – Expenses = Net Profit

• Sales- how a company makes money

• Expenses- the cost of doing business

• Net Profit
• Rewards shareholder
• Rewards customers
• Allows for expansion
• Provides opportunities for Research & Development
• EPS (Earning Per Share)
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Using Preferred Procedure to Calculate EPS
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Click 
Box

Determine EPS 5 Year Forecast

Sections

1. EPS Estimates 

2. Preferred Procedure 
Calculation

3. Historical Data

4. Data Points
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1. Preferred Calculation 2. Historical Data (Legend) 
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Enter “Sales Growth Trend” into
“Projected 5 Year Sales Growth” 
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Enter “Pre-Tax Profit Margin” into 
“Less Expenses (Pre-Tax Profit Margin)”
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Enter “Taxes” into “Less Taxes”
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Bank of AmericaSprouts

Preferred Dividends can be found in the SSG by going to 
Morningstar Financials (Income Statement)
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No Preferred Dividends to enter for this Company 
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Morningstar Report
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Enter “Diluted Shares Outs” into
“Shares Outstanding”
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5 Year Forecasted Income Statement.
5 Year EPS Annual Growth Rate of 2.1%
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Conclusion

• A starting point to begin using the SSG Preferred Procedure

• More information can be found on the BI website

• Build your knowledge to get more accurate data estimates
• By understanding the company

• By understanding the industry

• By understanding the current market 
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References

From the BI site:

• StockUp: Estimate EPS Using the Preferred Procedure 

The Preferred Procedure is broken down into easy-to-understand concepts and guidelines are provided to help 
you make better earnings per share (EPS) growth forecasts.
• https://www.betterinvesting.org/members/learning-center/video-learning-library/stockup/estimate-eps-

using-preferred-procedure/estimate-eps-using-preferred-procedure

• Estimating EPS Using the Preferred Procedure 

In this video the Preferred Procedure is broken down into easy-to-understand concepts and guidelines are 
provided to help you make better EPS growth forecasts.

• https://www.betterinvesting.org/members/learning-center/video-learning-library/special-
programs/estimating-eps-using-the-preferred-procedure/estimating-eps-using-the-preferred-procedure
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