
Session 2: 
How a business makes money
Understanding a business
How to read an annual report
Extracting key metrics



How a business makes $$$

1. Selling goods and services

2. Transaction fees (take a cut of every transaction)

3. Recurring revenue (SaaS, memberships, razor blade model)

4. Asset light vs Asset heavy 



1. Selling goods and services

Coca cola

Supermarket (whole foods)

Education and classes

Consulting and coaching



2. Transaction Fees

Paypal

Stock brokerages

App or android store charges on developers



3. Recurring revenues/ subscriptions

By contract: 

● Zoom video subscription
● Gym memberships
● Netflix/ spotify

By nature:

● Razor blades
● Printer and ink cartridges
● Elevator installation and maintenance



4. Asset light vs Asset heavy

Asset light:

● Ebay
● Taobao
● Airbnb
● Uber/ Grab

Asset heavy:

● Amazon shipping
● Tesla
● Manufacturing



Reading annual report (10K)

Why do we read an annual report for?

To understand the business and how it makes money

You cannot think and act like an OWNER if you don’t know the business

Don’t let the document length scare you. Know what to zoom in and 
what to ignore!

Duration: can usually be completed in 1 hour





Reading annual report (10K)

Business section: Understand the business, what products it sells, how 
it makes $$$, who are its customers

Risks: understand their potential risks and threats they face



Extract key metrics 

Taken from the quarterly earnings press release

Pop Quiz: Why press release and NOT the 10-Q?

Extract the data for last 8 quarters at least. Why?

We’ll share the template with you in the next session



Extract key metrics 

Revenue
Gross profits
Operating profit or Adjusted EBITDA (for loss making business)
Operating cash flow
Free cash flow
Diluted share count
Other key metrics and KPIs (eg. customers, daily active users)
Cash and debt position



Quick DEMO + Week 2 Homework: 
Extract key metrics



Week 2 Homework: Extract key metrics
Last 8 Quarters: 2020 Q1-Q4 ; 2021 Q1-Q4

Revenue 
Gross profit
Non GAAP operating profit
Net dollar retention for customers with >10 users
Number of paid enterprise customers with more than $50k ARR
Diluted share count
Operating cash flow
Free cash flow
Cash and debt position



Week 2 Homework: Extract key metrics
Click here to access the spreadsheet

https://docs.google.com/spreadsheets/d/1SZJ6Z1zro2CCRnt8iof2sOEhoZ2h-LhUk7HWsuAq4Tw/edit?usp=sharing


Session 2: How to understand a business, key 
metrics to watch, how companies make 
money
Trainers: Max Koh and Thomas Chua



Disclaimer
This is neither a recommendation to purchase or sell any of the shares, securities or other 
instruments mentioned in this document or referred to; nor can this presentation material and/or 
document be treated as professional advice to buy, sell or take a position in any shares, securities or 
other instruments. The information contained herein is based on the study and research of the Zen 
Investing (“the Authors”)’ and are merely the written opinions and ideas of the Authors, and is as 
such strictly for educational purposes and/or for study or research only.

This information should not and cannot be construed as or relied on and (for all intents and 
purposes) does not constitute financial, investment or any other form of advice. Any investment 
involves the taking of substantial risks, including (but not limited to) complete loss of capital. Every 
investor has different strategies, risk tolerances and time frames. You are advised to perform your 
independent checks, research or study; and you should contact a licensed professional before 
making any investment decisions.

The Authors make it unequivocally clear that there are no warranties, express or implied, as to the 
accuracy, completeness, or results obtained from any statement, information and/or data set forth 
herein. The Authors, its related and affiliate companies and/or their directors, executives and 
employees shall in no event be held liable to any party for any direct, indirect, punitive, special, 
incidental, or consequential damages arising directly or indirectly from the use of any of this 
material.
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Who Offers The Best Prices?

Gross Margins: 11.1% Gross Margins: 24.3% Gross Margins: 28.3%? ? ?



Costco

192,052 − 170,684
192,052

= 11.1%



Walmart

555,233 − 420,315
555,233

= 24.3%



Target

104,611 − 74,963
104,611

= 28.3%



Which Company Made Most Money for 
its Shareholders?

Gross Margins: 11.1% Gross Margins: 24.3% Gross Margins: 28.3%





Three Types of Financial Statements

How much money made?

Income Statement Cash Flow Statement Balance Sheet

How much cash came in? What do I own and owe?



Balance Sheet

• The balance sheet shows  a company’s total assets, liabilities 
and shareholders’ equity at a specific point in time. 

• It shows you what the company owns (assets), owes 
(liabilities) and the amount invested by shareholders (equity).

Question: Any guess why it is called the balance sheet? 



ASSETS

LIABILITIES

EQUITY



House (Asset) Mortgage (Liabilities)

Down Payment (Equity)



Assets

• Assets are what the company owns.

• Classified into:
• Current assets are assets that are expected to be converted 

into cash within one year.

E.g. Cash and inventories

• Non-current assets are long-term assets that a company 
expects to hold for more than a year.

E.g. Plant property and equipment



Current Assets

Cash and cash equivalents
• Most liquid form of assets



Current Assets

Cash and cash equivalents
• Rising cash and cash equivalents (CCE) is generally good 

because it makes a company anti-fragile during difficult times.

• But excessive cash may suggest that management has no idea 
how to deploy the cash for growth and investments.

• This is an opportunity cost for investors. If management are 
unable to invest the excess cash they should return the capital 
to shareholders.



Current Assets

Accounts receivables
• A/R are what your customers owe you. Usually businesses 

extends credit terms that allows customer to pay the amount 
after a number of days.



Current Assets

Accounts receivables
• Receivables (or trade debtors) are important for a company’s 

liquidity.

• If a company is unable to collect its receivables, they may have 
problems having enough cash to pay for their business 
operations. The faster they can collect, the better.

Question: If a company sales increase, would AR increase or 
decrease?



Red Flag: Sharp Increase in AR



Red Flag: Sharp Increase in AR

361 Degrees 2006 2007 2008 2009 2010 2011 2012

Revenue
(millions) 262.92 373.35 1,317.07 3,446.59 4,330.80 2,382.80 4,950.58

AR
(millions) 68.69 83.72 537.18 1,413.51 895.7 2,354.81 2,111.51

AR/Revenue 26.13% 22.42% 40.79% 41.01% 20.68% 98.83% 42.65%



Red Flag: Sharp Increase in AR



Red Flag: Sharp Increase in AR



Current Assets

Inventory
• Inventory refers to raw materials, work in progress (WIP) goods 

and finished goods that the business holds for production or 
sale to customers.

• Rising inventory without a proportionate rise in sales is a red 
flag!



Red Flag: Sharp Increase in Inventories



Red Flag: Sharp Increase in Inventories

H&M 2011 2012 2013 2014 2015 2016 2017
Revenue
(millions) 109,999 120,799 128,562 151,419 180,861 192,267 200,004
Inventory
(millions) 13,819 15,213 16,695 19,403 24,833 31,732 33,712

Inventory/
Revenue 12.56% 12.59% 12.99% 12.81% 13.73% 16.50% 16.86%







Non-Current Assets

Property, Plant & Equipment (PPE)
• PPE consists of long-term fixed assets such as land, vehicles, 

buildings, machinery, and equipment — which are used to 
manufacture products or to help provide the company’s 
services to customers.

• PPE are capitalized on the balance sheet rather than expensed, 
meaning that the cost of the asset is spread over a number of 
years it is used (known as depreciation). 



How Depreciation Works

28

Year 1 Year 2 Year 3 Year 4 Year 5

Cost

20% 20% 20% 20% 20%

Equipment



Non-Current Assets

Intangible Assets
• Intangible assets are non-physical assets like patents, 

trademarks, copyrights, and intellectual property (IP) — the 
values of intangibles are recorded post-acquisition.

Long-Term Investments
• Investments such as bonds, notes, or equity that the company 

intends to hold for more than a year.



Non-Current Assets



Liability

• Liability is what the company owes to fund the purchase and 
maintenance of assets.

• Classified into:
• Current liabilities are obligations or debts owed by the company 

to suppliers and banks that are repayable within a year.

E.g. Account payables, short term debts

• Non-current liabilities are obligations or debts owed by the 
company to suppliers and banks that are repayable beyond a year.

•
E.g. Long term loans



Current Liability

• Accounts payable is the total unpaid bills owed to suppliers and 
vendors for products/services already received.

• Accrued expenses often refers to employee wages or utilities yet 
to be paid off in cash.

• Deferred Revenue is created when a company receives cash 
payment in advance for goods or services not yet delivered to the 
customer.

E.g. Starbucks prepaid card.





Current Liability



Non-Current Liability

• Long-term loans, debentures

• Long-term lease obligations



Non-Current Liability



Shareholders’ Equity

• Shareholders’ equity is the value of all assets after all liabilities 
are paid.

• Generally, the higher the more valuable a company is.



Shareholders’ Equity





Stress-Testing a Company

1. Are they in a net cash position?

Net Cash = Cash & Cash Equivalents – Debt





Stress-Testing a Company

2. What is their Debt-to-Equity ratio?

Debt/Equity Ratio = Total Debt / Total Shareholder’s Equity

Rule of thumb, look for companies with a ratio below 0.5. 

Above 1 indicates that company is highly leveraged & aggressive with 
using debt to finance business.

Exception for companies with highly predictable cash flows.





Stress-Testing a Company

3. Interest Coverage Ratio

𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅𝑅 =
𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂𝑂 𝐶𝐶𝐶𝐶𝐶𝐶𝐶 𝐹𝐹𝐹𝐹𝐹𝐹𝐹𝐹
𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼𝐼 𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸𝐸

Measures a company’s ability to pay its interest on outstanding debt. The 
higher the ratio, the better it is able to pay its interest.

Red flag: ICR below 1.5 is considered extremely risky. 
Above 3 is considered safe.
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