Reading a Company

Patterns, Not Pages. The Al-Native Investor’'s Guide to Financial Statements.
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STRUCTURAL LENS
LAYER 1: INCOME STATEMENT ANALYSIS
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The Enron Anomaly

In 2000, Enron published a 308-page 10-K.
Thousands of professional analysts read it.
Only a handful of pattern-matchers caught the fraud.

Off-balance-sheet
debt structures

Related-party
transactions

Upfront revenue
recognition

The numbers were technically disclosed. The fraud wasn’t hidden
in the text;it was hidden in the shapes the numbers made.

&1 NotebookLM



The Bottleneck Has Changed

The Old Way (© 8 Hours The New Way (¥ 8 Seconds

___~

Absorbing noise. The footnote about pensions The agent extracts the data. You look for
competes with boilerplate risk factors. structural shapes and contradictions.
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Three Windows, One Room

A company can look profitable while bleeding cash, or solvent while hiding toxic debt.
The discipline is looking through all three lenses and noticing where they disagree.

Income Statement

Answers: What does this
business do, and how
efficiently?

The
Structural
Truth

Balance Sheet
Answers: How fragile is

this business if something
goes wrong?

Cash Flow

Answers: Is the profit an accounting
construction or real cash?
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Lens 1: Business Structure

Revenue Composition

Geographic
Recurring EPrEga d P
. Vs, One-time

Customer
Concentration

The Moat Indicator

7@9... suggests brand power

“0 or network effects.

1l 5:,, suggests commodity
“Q pricing.

Expanding margin over 5

years Is the ultimate signal

of pricing power.

The Discipline Test

Reveals how much of the competitive
advantage is consumed by corporate
bloat, sales, and R&D.
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Lens 2: System Fragility

The balance sheet is a single-moment snapshot, valuing assets at historical cost.
The patterns that matter are subtler than the total debt number.
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Debt Trajectory

Debt rising while
earnings are flat

is a red flag. Debt
relative to

servicing ability Goodwill Bloat
matters more than

the raw number. Hidden Liabilities - Goodwill >40% of

0 ti 1 : assets suggests
S MR GRS AR e T L an empire-builder
obligations, and contingent over : f
e, N, . paying for
legal liabilities often live Pt
3 : quisitions.
entirely in footnotes.




The Maturity Wall

iy A company with $5B due in
ten years is safe. A company
with $5B due next year during
a seized credit market fails—
not because the business is
Hiiﬁg bad, but because it cannot
Rt roll its debt.

Year 1 Year 2 Year 3 Year 4 Year b Year 6 Year 7 Year 8 Year 9 Year 10
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- Lens 3: Ground Truth |

If the income statement is what the company says happened, the cash flow
statement is what the bank account confirms.

Operating Cash Flow —

Cash generated by the core business.
(The metric that matters most).

Raw Cash Flow Data { ' % |

T g ll ll %] Investing Cash Flow :I

Cash spent on long-term assets and growth.
Atk (Usually negative for healthy growing companies).

L T-{ll-{ Financing Cash Flow { e

: Cash from borrowing, stock issuance, and buybacks. i




The Truth Ratio

Net Income

ﬁﬁﬁccnunting Rules

Truth Ratio

L

Operating Cash Flow

Net Income

'] Working Capital }ﬁx”

_\I Delayed Payments

| Stock-Based Comp

N

Operating Cash Flow .

F Takeaway: Healthy companies consistently stay >=1.0. A persistent ratio W
below 1.0 means the company is reporting profits it has not collected.
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- The Diagnostic Matrix

A high-density, color-coded editorial matrix for rapid financial health assessment.

e e e e e e — - -

B . Lohae St 1
Green (Structural Strength) | VYellow (Investigate Further) Red (Extreme Skepticism)
- Margins stable/expanding. - Margins declining slowly. i gﬁEUEgISiSte”tly < Net
| | :
- OCF > Net Income. ' - Debt increasing but - Debt rising while earnings i
~earnings increasing faster. decline. 1|
- Positive Free Cash Flow. | |
s Rising Goodwill. - Related-party transactions.
| - Debt declining. | = :
i ' *Yellow signals are questions, not | | - RELKLIER DR ICECRCDNpE Ay i
~ warnings. Don't panic-sell;
~Investigate context.*

l l | |

|
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Enron’s Fatal Contradictions

The Income Shape The Truth Shape

Revenue: Tripling to $101B 2000 Reported Net Income: $979M

The shape of a fragile
trading firm, not a platform.

g

f———
Operating Margin: 2% Operating Cash Flow: -$90M

, Takeaway: All three lenses disagreed. The company reported record W

_ profit while bleeding cash to fund day-to-day operations.
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Walmart

- Surface Metrics vs. Structural Shapes

Walmart and Costco teach what different strategic choices look like through the three lenses.

Costco

i

Revenue: 4x Costco

Revenue: 1x

Gross Margin: ~24%

Gross Margin: ~13%

i Strategic Model: Buy goods, sell
~at a markup.

Strategic Model: Sell goods at
near-cost, charge for access.

{ A surface-level reading says Walmart is vastly more profitable.

| Astructural reading reveals Costco’s deliberate, self-reinforcing moat. |
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Vulnerable to anyone
with lower prices.

Product

Markup
Profit

The Membership Moat

Membership

Fee Revenue
($4.8B)

- Product Profit

Costco caps product markup at |
14-15%. There is almost zero -
incremental cost to collecting
a membership fee, meaning
that revenue operates at
near-100% margin with a
>90% renewal rate.
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The Inventory Turnover Loop

__ ’ ~__ High Inventory Turns (12x/yr)

R (Goods sit for 3@ days)

Negative ”f\ Supplier Leverage
Working Capital NN/ Gastaiis o o=

High Retention (>90%)

(Drives higher volume)

' - Costco collects cash from customers

e at checkout, but doesn't pay
suppliers for 30-60 days. They are
| effectively borrowing from suppliers

Lower Shelf Prices at 0% interest to self-fund expansion.

(Savings passed to members) |/
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The Tech Earnings lllusion

Stock-based compensation (SBC) is a real cost via dilution, but it does
not require cash. Accounting rules subtract it from income but add it
back to cash flow, systematically flattering tech companies.

Revenue: S$25B
Net Income: S6B

Operating Cash Flow: S9B | Strong Generation! |
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Extracting the Ghost Money

I B S R P e S9B Reported OCF -------/ --------

770777,

___________________________________________________________

ﬂ

-

! overvaluation. Knowing to demand this adjustment is the human's job.

il The unadjusted S9B ignores dilution. The adjusted $5B protects you from "

e
L7 -
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The Division of Labor Stack

The Human Domain

Judging Context
(Strategic vs. Competitive?)

Narrative Consistency

]

(Do the 3 statements agree?)

— — || Agents compute
o |dent|fy|ng _ | arithmetic.
: - Fatal Risks _< - Humans judge
The Al Domain reality.
0 3 omeems Ty

Data Extraction

Cross-Company
Normalization
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The 5-Step Validation Protocol

Request
Structure

177

Ask the agent
for 5-yr trends,
margins,

Truth Ratio,
and SBC.

Read Trends
First

o4

Look at
direction
before specific
numbers.

Identify
the Fear

_________

What single
risk, if realized,
destroys this
business?

Cross-Check |

Pit the agent'’s
strongest
positive claim
against the
weakest
financial lens.

Establish
Falsifiability

_____________

Write down
exactly what
metric would
change your
mind.
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The Boundaries of Pattern Recognition

Industry Accounting CyclePosition
(Banks use Net Interest Income; -':-; (Cyclical companies look healthiest |
REITs use FFO). :;m* right before they collapse). ~

- = Ml =L =,

7 |y il
Competitive Dynamics | Management Quality
(Moat erosion takes 2-3 years to ' {; (Capital allocation skill 1is
hit the income statement). = 4 visible over decades, not 2 years).
24

& Tl

The framework catches obvious structural advantages and traps.
It does not replace deep sector expertise.
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Pick a company you use. Pick its closest competitor.

. Ask your AI agent to run the 3-lens analysis on both.

Compare them lens by lens, applying the Green/Yellow/Red signal matrix.
. Answer: Which company’s financial shape scares you more? If you had to
own one for a decade, which would it be?

The answer is always a story. And the story is yours.
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