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Identifying and monitoring
critical factors helps
stock picking
by improving
time management

AnalystSajutions
Make the Alpha-Generating
Time Matter
Total Work Time Research Time Alpha-Generating

Time

Alpha-generating Researching
Activities critical factors

Non-research ANESEEURITIE
Activities

Researching
non-critical
factor:
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Is It a Critical Factor? Is It a Critical Factor?
(Scenario 1) (Scenario 2)

» The government just

awarded a contract to — ¢ All unionized truckers

Yellow Mobile Corp who serve the largest
(YMC), a mobile telephone g L ! portin the area are
company, to exclusively calling for a two-day
provide service for all strike.

government employees in ¢ |s it a critical factor for

the country. Tortoise Trucking?
 Is it a critical factor for
YMC?
AnalystSgjutions AnalystSgjutions
Scenario 1: YMC Telecom B&S Scenario 2: Tortoise Trucking
LN
. . ) . New information... Is it a critical factor?
New information... Is it a critical factor? . ) ]
The government just Potentially yes, if the All unionized truckers who Potentially yes, if the...
awarded a contract to company... serve the largest portinthe . Strike will have an impact

area are calling for a two- beyond two days; and
¢ Priced the service at day strike « TT's employees are

reasonable margins unionized (part of the
¢ Has capacity to strike); and

accommodate the « TT has significant
additional demand exposure to the port

Yellow Mobile Corp (YMC),
a mobile telephone
company, to exclusively
provide service for all
government employees in
the country
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EPIC™ Stock Calls RGQUire Critical Exceeds Mate”a“ty Threshold’)
Factors Meet All Four Criteria -

» Material changes in earnings
or cash flow growth

» Material changes in returns CRIT'CAL

Probably going .
Exceedsmy [ B0 HO Material changes in the
il g p
i P probability: FACTO RS
L — The company makes an 2 L )

Critical acquisition T f
Factor — The company is purchased

I'm good at Consensus is by another entity ? I)

ey poor gt — There is a change in senior [ :

factor and forecasting or t -

catalyst spotting factor managemen

» Material change in the
volatility profile of the stock

AnalystSgjutions AnalystSgjutions
Exceeds Materiality Threshold? Probably Going to Occur?
“Materiality” can mean different things to « Will likely occur
different people: during your
¢ Ahedge fund that turns over investment time
its portfolio every month may horizon

need only a 5% relative move
in a stock to make a trade
A large long-only fund that
builds large positions may q 3
need at least a 15% relative 3 .'
'll' 'H 'll "

move to invest in a stock
i {

e What is your
investment time
horizon?
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Materiality vs. Probability

AnalystSgjutions

I’'m Good at Forecasting?

Materiality s :
e It's not just
Low HIGH “® H 1 ”
guesstimating
Potential Time Drain Potential Critical Factor
. ] ¢ Can we forecast most
© Jompany may enter New g e subscriber growth likely to .
> A 'é‘:,',:‘;;ﬂf“s‘ﬁ,g;y‘j’"a" e 10% versus 6% historica al pha-genera’ﬂ ng
2 y ren
£ digeninte s Ot e yrrgy et o0 events?
s profit or losses realizes Svstematic vs
: . o
'« Company could lose e Company could win away major - UnsySIemat|C
frivolous lawsuit contract from competitor that
« Dissident shareholder doesn't expire for 3 years « \What other element
LOow | proposal has been made to | Non-union employees of well-run
limit the company's ability to | company may decide to unionize
spend on political activities | at some point in the future needs tOI be fo_recast,
beyond financial
Easy to Avoid Evaluate if Monitoring Required y
estimates?
AnalystSgjutions AnalystSgjutions

High Quality Catalyst(s)

* Why does a great stock call need a
catalyst?

« Some of the more common places to
expect catalysts include:

Company-sponsored analyst meetings and
calls

Earnings releases

The company’s annual pricing, volume, or
earnings guidance or projection

Deadlines for new legislation, regulations, or
court case outcomes

Prescheduled announcements by the
company’s customers, competitors, or
suppliers

New product releases or significant product
extensions

Interim sales data, for the company or the
sector

Non-deal investor roadshows

An Analyst’s Goal...

ldentify where
consensus is wrong

Slide Booklet
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Consensus is Poor at Forecasting?

e Tough to generate
alpha when others
have done work in the
same area

 Does consensus have
the answer already...

« If not, why not?

1-4 Critical Factors

AnalystSalutions AnalystSalutions
What Will Your Day Look Like? EPIC™ Stock Calls Require Critical
N B Factors Meet All Four Criteria
Critical Factors Critical Factors
Not Defined Defined

Probably going
Exceeds my B i
materiality to occur during

my time

Hreshioid horizon
Critical
Factor

I'm good at Consensus is

forecasting poor at

factor and forecasting or
catalyst spotting factor
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Test Your Knowledge

AnalystSgjutions

Examples of Critical Factors

Market share shift from traditional retailers
New car pricing in North America
Probably going

Growth of competing content providers such as
o oceur during

=
Netflix, Amazon and HBO my materiality
my time
iiod Harizon

Time Warner Cable
Interpublic Group Changes in ad spending for traditional channels

(advert ng) (e.g. TV, print) Critical
Top line growth rate keeping up with historical trends Factor

Freight railroad customer pricing

I'm good at Consensus is

SolarCity Growth of renewable energy revenue Torecasting = poorat

The Gap Apparel pricing deflation factor and forecasn;'lg or
catalyst spotting factor

Growth of Open Source software vs. traditional
vendors
Competitive pricing among the wireless carriers

Generic drug price inflation

VMware (software)

AnalystSgjutions AnalystSgjutions

Follow the 4 Steps to Identify
Critical Factors

1. Identify when 2. ldentify why 3. Identify current
historical anomalies historical anomalies investment
occurred occurred controversies

4. Using the information above, communicate with industry and market
participants to answer these questions (the EPIC™ framework):

»Would changes in consensus expectations Exceed my materiality threshold

if this factor were to occur during my investment time horizon?
+Is there a high Probability this factor will become much more certain to
occur (or deviate materially from the expected trend) during my investment
time horizon?
+Am | good at forecasting this factor and its catalyst?
+ Will Consensus be poor at accurately forecasting (or spotting) this factor?
When the answer is “yes” to all, it is likely a critical factor that can add alpha

Review QRC: Identify and
Monitor a Stock’s Critical Factors

Quick Reference Card (QRC)

Identify and Monitor a Stock's Critical Factors
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AnalystSgjutions
Module 1:
Step 1 of the 4-Step Process
1. Identify when

historical anomalies
occurred

AnalystSgjutions

yoseasay Assnpu| pue Auedwo)

* Work backwards
based on factors
most likely to move
stocks

¢ May need to “un-
learn” existing
processes

AnalystSgjutions

Agree or Disagree?

“Most of the factors
that drive stock
prices in the current
market place are
similar to factors in

AnalystSgjutions

Tomorrow’s Critical Factors May
Resemble Critical Factors of the Past

* Most applicable for companies
in an industry with a long
trading history

* Review relative performance
for at least the past 10 years

¢ Go back even further (20-30

the past” years) to explore how the stock
performs at the trough and peak :
of multiple cycles
Slide Booklet

Free Preview Version
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. . FDX DJT FDX-DJT  SP500 DJT-SP500
The Goal Is To |dent|fy SpeCIfIC Jan1990  §$1125 1,046 329
. . % Juiy2013  $10600 6462 1686
Periods of Time When... 7oo% Treum s 1% 2 4% 105
600% -

R P 500% - —Performance of FDX Relative to DJT
* An individual stock

materially outperforms or
underperforms its peers
» A sector index materially
outperforms or
underperforms a broader

index m“ 0%
-100%

400%

300%

200%

100%

OSSN VDO VYO ON DOV OO OANDDIO NNV D
D DD NDADND DD DO OO LSS NSNS
FEIITITITITHTLTLLTLTLT SR
AnalystSgjutions AnalystSgjutions
FDX DJT  FDX-DJT SP500  DJT-SP500
FDX DJT  FDX-DJT SP500 DJT-SP500 Jan 1990 $11.25 1,046 329
Jan 1990 $11.25 1,046 329 July 2013 $106.00 6,462 1686
700% July 2013 $106.00 6,462 1686 Return 842% 518% 324 412% 105
Return 842% 518% 324 412% 105 700% $8.00
600% -
—Performance of FDX Relative to DJT 600% - ——Performance of FDX Relative to DJT . $7.00
500% X —pPerformance of DJT Relative to S&P 500 ’
——Performance of DJT Relative to S&P 500 500% .
400% —Performance of FDX Relative to S&P 500 - $6.00
400% | —FDX NTM EPS /
300%
3 200% | $5.00
200%
200% $4.00
100%
0 100% $3.00
o
0% 0%
$2.00
-100% -100%

-200% 200% - $1.00
-SOO%QNWOJV%Q'\%O)QNf\/*”JV-‘O‘o'\ﬁbch‘\/") ~300% $0.00
DD OO DD DO DD D SO OO SO OO N~ N OIN VOO ONDOION VOO OANDD2ONAD
FIITEITITIFITINTTIIRONEN T ST TS TTRSSS
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FedEx — UPS Performance

Spread Simulation, Part A

1,200%

1,000%

800% Simulation, Part A
600% |_ A Instructions for the Simulation, Part A:
{ ® As pre-work you may have brought @ chartis) showing the performance of
your siock poing back at least 10 years (i the siock has traded that long)

400%

200%

AnalystSgjutions AnalystSgjutions

Simulation, Part A
Answer Key

Simulation, Part A

~==FDX Month end price relative to SPAL Month end price (right axis)

> o N VD N S P P A O N 00 > O A VD N D H & A & 0 N a0
SR R P e S U S SR SRS P e S e S P e
FEFFE TSI E S WG PR E ¢GRS $ S s
-200% -200%
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AnalystSalutions AnalystSalutions
Module 2: Data to Uncover Critical Factors
Step 2 of the 4-Step Process e
2. Identify why Sales/volume
historical anomalies Company- Average selling price (ASP)
occurred level Capacity factors
Operating margins
ROE or ROIC
Sales/volume
Sector-level Average selling price (ASP)
Capacity factors
Unemployment
Macro Inflation
GDP
Interest rates
AnalystSalutions AnalystSalutions
FDX Relative Performance and FDX Relative Performance,
Consensus EPS Consensus EPS and Industrial Production
$10.00 —=FDX Next 12-month consensus EPS (left axis) 700% 1o MACRO Industrial Production Index (left axis) $10.00
$9.00 600% «==FDX Next 12-month consensus EPS (right axis)
FDX Month end price relative to SPAL Month end price (right axis) / 105 FDX Month end price relative to SPAL Month end price $8.00
$8.00 )+ 500%
$7.00 / /N L 400% - $6.00
%600 J 4 - 300%
$5.00 J $4.00
/ \ ‘/ - 200%
$4.00 ‘
- 100% - $2.00
$3.00
A o
$2.00 ™ 0% 000
$1.00 - -100%
$0.00 T T T T T T T -200% 70 T T T -$2.00
\W@@@z@@@@%@@l”@Q&@\@@%@h@&@@&&\'»&&‘”@Q&@\@&@”& w@:ﬁ Zw\@@@z‘*@zfz?@;«'@@@”@;'”@Lﬁi\ﬁi%’&i\%@%@i&i@%@@
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AnalystSgjutions AnalystSgjutions
FDX Relative Performance and FDX Relative Performance and
Consensus EPS Growth Rate Gasoline Prices
40% - =—FDXNTM EPS vs Avg of Prior 12 Months (leftaxis) . ~ 700% $4.50 MACRO US Regular Conventional Gas Price (left axis) 700%
~=FDX Month end price relative to SPAL Month end price (right axis) i . X i X
35% 600% $4.00 ==FDX Month end price relative to SPAL Month end price (right axis) 600%
Upward revisions 0
0% o so0% 550 oo
$3.00 400%
25% 400% ’
20% ) $2.50 300%
15% | 300% $200 | - 200%
10% 200% $150 L 100%
550 100% $1.00 0%
0% 0 0% $0.50 -100%
_5%@* \cgbb @q‘b -100% $0.00 T T T T T T T T T T T - -200%
¥ & & | $ LSS SO
-10% P -200% O @ @ @ P G G P P PP
revisions due to
recession
AnalystSgjutions AnalystSgjutions
See Correlation Matrix in Your FedEx - S&P 500 and
Learner Workbook Daily Volumes
~—FDX - SP500 Relative Spread
490 —Express Total US Domestic Average Daily Volume (right axis) 4,500
= International Priority Average Daily Volume (right axis)
300 | Ground Package Average Daily Package Volume (right axis; 4,000
- 3,500
290 3,000
2,500
ABT 494%) 231%| 111% 20%| -351%] ® 18%]  -102%|  -318%) 190
i ot a7 T07%| 764%] 2|  154%) 2,000
= 0. 803%|  -188%
48.3%] 11 65. 65.1%| E0.2%| 1.7%! 90 1,500
AR [ Tarel sl sl 1,000
-10
500
. -110 to
Uses Excel's PEARSON function &P P P S & @@’ & @@, r&@g’%\\

NTANT AN ONT ONT INT O 0 (A A (A L
F X F X PR XX
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FedEx - S&P 500 and FedEx Operating Income by
FedEx Margins Division

——FDX - SP500 Relative Spread $4,000
500 —Express Operating Margin (right axis) 20.0%

—Fedex Ground Operating Margin (right axis)

—Total FedEx Operating Margin (right axis)

$3,500
u Other

15.0% $3,000 = FedEx Freight Operating Income

E o = FedEx Ground Operating Income

m FedEx Express Operating Income

10.0% $2,000

$1,500
5.0%

$1,000

L 0.0% $500 I I I I
B . . . . .

5.0% 1994 1995 1996 1887 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2 2011 2012
-5.0%

8

-$500

-$1,000

AnalystSgjutions AnalystSgjutions

Research If Corporate Actions Food Chain Analysis

Unionized
employees

P Chemical
oalmines B producers

Diesel fuel
Railroads transport products
(BNI and UNP in West, CSX and NSC in East)

Equipment
and materials

m ——

“Third party
labor

Slide Booklet
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Food Chain Analysis

P ; - —
Vo AP ==
Wk ST mow B2

~

Gagr | o
pepmco MARS | 2

AnalystSalutions
Earnings Surprises
Announcement Fi Period Reporfed Adjusted
date Quarter Ending
03/22/2012 Q312 0212 $1.55 $1.55 $1.35
121152011 Q212 1111 $1.57 $1.57 $153 3%
09/22/2011 Q112 08/11 $1.46 $1.46 $1.44 1%
062201 1 0511 $1.75 $1.75 $1.72 %
03/17/2011 Q311 02/11 $0.85 $0.81 $0.82 -1%
1211672010 21 1110 $1.30 $1.16 $1.31 I -11%
09/16/2010 Q111 08/10 $1.20 $1.20 $1.21 -1%
06/1622010 Q410 0510 $132 $1.37 $132 %
03/18/2010 Q310 02/10 $0.76 $0.76 $0.73 5%
1211772009 Qz 10 1109 $1.10 $1.10 $1.10 0%
09/17/2009 Q110 08/09 $0.58 $0.58 $0.58 0%
06/172009 409 0509 -$030 3064 $0.51 2%
03/19/2009 Q309 02/09 $0.31 $0.31 $046 [ -33%
121182008 Q209 11408 $158 $158 $158 0%
Source: Bloomberg (SURP function)

Self-Assess
Your Historical Tool Kit

Instnechons for Assessing Your Historcal Knowledge
® Evakustn each em on a scale of 110§ wih 5 a5 “srongly agros

B M o v covering B socted Bl has ol been in sxistence fer ot least 10
¥oars, reckcn T Bme poriod % whan ha sectos formaty developed

Y pacion ¥
unSar-priorm, my becader banchmark for ot least B past 10 years.
| have incdustry.kreed dats Thal provices 3 geod Gaugs of suppiyicapacty and
demand uritsevorum gorg back 3t leas! 10 yaars
T v bt of Eousd quickly bl 8 comprahemare 1sod chain analyas foi sy
ok,

Whan foracasting revenue for my indhidal Compans. | ensars e combned
Favenus gerowth o witin 8 tealkase idustry growth tate baed on heorical
trends.

! high, o
inch of ry stocks o 32 beast the past 10 years I

T
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AnalystSgjutions

What's “Material” To You?

Ticker Revenue from Revenue from Expenses
volume pricing
$3.6 million (or
1.ABC $24 million 0.5% change in | $3.6 million

overall pricing)

2.

3

AnalystSgjutions

Create Tool to Compute Materiality

Create a template to help conceptualize “materiality” for
the companies in your sector. It generally comes from 3
places:

= Change in revenue
from volume
(simplistically
assuming margins
remain constant)

= Change in revenue
from pricing

= Change in expenses
(without a
corresponding change
in revenues)

AnalystSgjutions

Your “Materiality” Threshold

To illustrate the concept, we
use 5% as a starting point

» Earnings per share (EPS)
or cash flow per share
(CFPS) need to change
by more than 5 percent

AnalystSalutions
Example: Computing Materiality

Example Company To cause EPS to move by

5%, what will need to occur

Revenlles $698  5n'each of these line items
Expenses $593 (in isolation):
EBIT margin 15% « Change in revenue from:
EBIT $105 — Volume
Int Exp, net (MM) $33 — Pricing
Pre-tax income $72 « Change in expenses

0, .
taxdrate 34% " start by computing how much
Tax expense $24  EBIT will need to change to
Net Income $48 cause a 5% change to EPS
EPS $0.88
Share count 53.9

Slide Booklet
Free Preview Version
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AnalystSgjutions

Example:

Example Company
Revenues
Expenses

EBIT margin
EBIT

Int Exp, net (MM)
Pre-tax income
Tax rate

Tax expense

Net Income

EPS

Share count

Computing Materiality

1. Compute backwards, starting
$698 with 5% change to EPS:

$593 $0.88 x 5% = $0.04
2. Compute net income impact:
$0.04 x 53.9 = $2.4 million

15%

$105
$33 3. Convert after-tax to pre-tax:
$72 $2.4 + (1 - 0.34) = $3.6 million
34%

$24 $3.6 million is our threshold
EBIT value that equates to a
$48 5% change to EPS
$0.88

53.9

AnalystSgjutions

Example: Computing Materiality

Example Company
Revenues
Expenses

EBIT margin
EBIT

Int Exp, net (MM)
Pre-tax income
Tax rate

Tax expense

Net Income

EPS

Share count

$698
$593
15%
$105
$33
$72
34%
$24
$48
$0.88
53.9

1. Compute required change in
revenue from volume (assumes
no change in margins):

$3.6MM + 0.15 = $24MM
2. Compute required change in
revenue from pricing:

$3.6MM + $698MM = 0.5%
3. Compute required change in
expenses:

$3.6MM

AnalystSgjutions

Is It Worth Your Time?

SRS
SR

Compute level of
materiality to
determine if it's
worth spending any
more research time
on this factor

AnalystSgjutions

FDX Relative Performance and
Consensus EPS Growth Rate

40% - =—FDXNTM EPS vs Avg of Prior 12 Months (left axis) ~700%
~=FDX Month end price relative to SPAL Month end price (right axis)

35%
30%
25%
20%
15%
10%

600%
500%
400%
300%
200%
100%
0%
-100%
= -200%

Slide Booklet
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AnalystSgjutions

Simulation, Part B

Instructions for Simulation, Par B:

(step 2 of the d-step process)

company of interest:

In this step, you are going 1o “identify why histoncal anomalies occurmed”

As pre-work you may have prepared by obtaining the following for a

AnalystSgjutions
Answer Key to Part B
(found in your workbook)

FDX 10-K For the fiscal year ended May 31, 2006

Management’s Discussion and Analysis

Operating income ir during 2006 p Iyl g hand

margins across all our Yield and cost activities,
combined with productivity gains across all transportation segments, contributed to our
margin growth. Operating incormne improverment was partially offset by higher costs at FedEx

Express to support international volurme growth, expansicn costs at FedEx Ground and
reduced operating prafit at FedEx Kinko's.

While fuel costs in 2006, fuel ges mare than offset the effect
of higher fuel costs on our operating results

Revenue growth during 2005 was atributable to volume and yield improvements across all
transportation segments and the inclusion of FedEx Kinko's for the full year. Combined

Module 3:

:

Step 3 of the 4-Step Process

3. Identify current
investment
controversies

wolume growth in our package 8%. Yields imp: during 2005
primarily due to fuel pes and base rate 8
AnalystSgjutions AnalystSgjutions

Critical Factors Often Are Embedded in
Current Market Expectations

Seek to understand “what'’s in
the stock” in terms of the
market’s current expectations

* Monitor trading data
* Know consensus
Rk ] ° Survey market sentiment

LBl d o Monitor technical
4% 1% indicators

Slide Booklet

Free Preview Version
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Identify and Monitor
a Stock’s Critical Factors

AnalystSaju

U

f

tions

nderstand the Comp Table and
Consensus Expectations

* Review a valuation comp table to:
— Identify where there are discrepancies between

each company’s current valuation and its historical
valuation

— Understand why companies are trading at a

significant premium or discount to their peers

» Review a full range of sell-side earnings
estimates to identify where earnings or cash

low expectations are the widest

AnalystSgjutions

Why Premiums or Discounts?

Mitsubishi Motors

Suzuki Motor

Toyota Motor

Isuzu Motors

Volvo

Honda Motor
BMW

Nissan Motor  ————
Mazda Motor | ——
Ford Motor Company e —
Daimler  E——
——
——
——
—

General Motors Company
FIAT
Porsche

Renault |

$20.00
$18.00
$16.00
$14.00 -
$12.00 -
$10.00
$8.00
$6.00
$4.00 -
$2.00
$0.00

NN

R G R
P & F
&P PP P S

AnalystSgjutions

FDX and UPS Absolute P/E;
Rolling Forward Consensus Estimates

—FDX Consensus Next 12-month (NTM) EPS
—UPS Consensus Next 12-month (NTM) EPS
—FDX Absolute P.E.(right axis}
=—UPS Absolute P.E (right axis)

5
2

N DD > S
S oS S S S S
NAENAEN S AN AN CAN M SN AN SRR AN\ NS

30

25

20

15

10

AnalystSgjutions

FDX and UPS Relative P/E;
Rolling Forward Consensus Estimates

—FDX Consensus Next 12-month (NTM) EPS
—UPS Consensus Next 12-month (NTM) EPS 200%
—FDX Relative P.E. (right axis)
—UPS Relative B,E. (right axis)

180%
160%
140%
120%
100%
80%

- 60%
40%
20%
0%
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AnalystSgjutions

Start with the Most Recent
Version of These...

e The MD&A and risks sections
of company regulatory filings

« Transcripts and related
material from recent company
presentations

« Trade journals/websites

* Notes from colleague(s) who
have participated in recent
company calls and meetings

« Sell-side reports (for buy-side
analysts)

AnalystSgjutions

Simulation, Part C

may explain why a stock will substantially out- or under-perform ring
ep 3 of the 4-step process)
using the FedEx matenals we
the fallowing:

Instructions for the Simulation, Part C:
8§ i this slep. you are going compile a list of new or emerging factors that

your upcoming investment time harizon
W if you brought your own materials or wil
ng on the next page
ary's most recant regulaion
Transcript from the mast recent company call

AnalystSgjutions

Answer Key to Part C
(found in your workbook)

4 The answer key below includes many of the potential factors that could be
\ on your list

Materials for FadEx
B Assume the materials that follow ane the most current available (the time is late 2013)

Excerpt From a “Cument” Regulatory Filing (Flscal 2014 - Dec 2013)

FedEx Ground average daily volume grew 8% in the second quarter, as growth in both
business-to-business and FedEx Home Defivery services was driven by market share gains
Revenue per package increased 2% due to rate increases and higher residential surcharges,
partially offset by lower fued surcharges. FedEx SmartPos! average daily volume increased
&% primaniy due 1o growth in e-commerce. FedEx SmartPost net revenue per package was
down 3% due to higher postage rates and lower fusl surcharges. partially offset by rale
increases

AnalystSalutions
Module 4:
Step 4 of the 4-Step Process

4. Using the information above, communicate with industry and market

participants to answer these questions (the EPIC™ framework):

*Would changes in consensus expectations Exceed my materiality threshold
if this factor were to occur during my investment time horizon?

«|s there a high Probability this factor will become much more certain to

occur (or deviate materially from the expected trend) during my investment
time horizon?
+Am | good at forecasting this factor and its catalyst?
« Will Consensus be poor at accurately forecasting (or spotting) this factor?
When the answer is “yes” to all, it is likely a critical factor that can add alpha
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Expectations

How do investors think the foBowing faciors will aflect Nat Aust Bank stock over the nest 17 months?
fros

Lisvvar UK CHE Inan nsses. and
1 rocnveny o (3 profit sty
7 Potential st S th UK
1 Erapeersn groeby, inchidisg delivery of —
“Iramuinmmatisn” cout vavigs
4 D fianking rmessses grossth - e
-
-
——

AnalystSajutions AnalystSajutions
How Do You Measure . .
Speak with Live Sources
These Four Elements? P
Be prepared by reviewing
published materials
e Goals: .
Exceeds my gg‘;ﬂﬁ'}’d%?;gg —  Confirm or refute
materiality my time conclusions from research
o horizon conducted to identify
historical critical factors
Critical — Assess new or emerging
(e critical factors
. — Assess materiality and
I'm good at Consensus is 1 .
?ore?:asting - poor at probal_)lllty _Sl_JI‘I‘OUndIng
factor and forecasting or potential critical factors
catalyst spotting factor — Assess current market
psychology in terms of
assumptions for critical
factors
AnalystSajutions AnalystSajutions
Example of Consensus

Speak with Live Sources
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Review QRC

Quick Reference Card (QRC)

Information Sources Pros and Cons

Individual Conversation

Buy-sde malyst of portfobo

manage (1 sorcn Kr by o P S oLl liiregisatnk

AnalystSgjutions
“Get to the Critical Factors”
Exercise
! . r
PN

g -

Please do not turn to this in your Learner Workbook
until after you have received instructions

AnalystSgjutions

Review DRC: Identify a Stock’s
Critical Factors

Detailed Reference Card (DRC)

Identify a Stock's Critical Factors

Seek Factors That Meet All Four Criterla Below

AnalystSgjutions
Key Frameworks Useful for

Developing Live Sources of Insight

Identify parameters.

PRACTICE™
Influgncing

Calm their concems Framework

Entice thorough response

Communicate persuasively

Ensure naeds are met ‘

[Evaluate benefit
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Transformation Action Plan Transformation Action Plan (TAP):
(TAP): Section 1 Section 2, Simulation Part D

Transformation Action Plan (TAP) Transformation Action Plan (TAP)

" Instructions for the Transformation Action Plan (TAP): T
Instructions for the Transformation Action Plan (TAPL:
u Throughout this workshop complete the TAP balow "
{ u Throughoat this workshop complets the TAP below
m Apply the key paints after the workshop to help you improve your
pedarmance. = Apply the key points after the workshop to holp you improve your

perfarmance.

This will not be cobected and so wiite in a manner that will help you utikze
the concepts baing laamed

= This will not be cobected and so wiite in a manner that will help you utilze
the concepts baing kamed.

AnalystSalutions AnalystSaiution
Answer Key to Part D
(found in your workbook)

Total: With

Cost management/productivitylmproved network eficiency 29

Lusrrar Workbask Madule & Appendix Level of fuel surcharge collected 17 130 28
Transformation Action Plan (TAP) L L 2

Ground package volume growth 15 110 20

Domesic Express package i 14 105 19

ANSWER KEY FOR FEDEX Ground package prici 14 105 19

PLEASE DO NOT REVIEW UNTIL TOLD TO DO S0: i y package prici I 105 19

Factors for: FedEx in the 2005-2008 t riod, ranked by =Total” column International Priority package volume growth 14 100 16
T Senvice levels other than during the holiday season 14 95 15

Change in senior 13 100 16

Electronic documents reducing need for overnight envelopes 13 95 15

GDP growth 13 105 20

Labor cost trends 13 9.5 16

Domestic Express package volume growth 12 85 13

Senvice levels at holiday season 12 8.0 12

Asia-Pacific volume growth 11 8.0 12

Change in level of tech shippers vs. non-tech shippers 11 85 13

Purchase of new aircraft 11 75 10

Level of major weather disruptions 10 70 9
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Section 3

Transformation Action Plan (TAP)
I \ Instructions for the Transformation Action Plan (TAP):
| { » Throughout this workshop complete the TAP below
= Apply the key paints after the warkshop to help you imprave your
performance.

= This will not be cobected and so write in a manner that will help you utilze
the concepts being leatmed

Transformation Action Plan (TAP):

AnalystSgjutions

Test Your Knowledge

P
E s
= going to oceur
my materiality during my time
threshold horizon

Critical
Factor

1__good at

is poor at
factor and forecasting or
catalyst spotting factor

AnalystSalutions

Module 5:
Monitoring
Critical Factors

AnalystSalutions

Digesting Inbound Information is
Like Drinking From a Fire Hose

» Information flow never
stops

Take command with a
process

“He who processes
information efficiently
will be a happier
analyst”
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New Information Starts the Process

¢ You are exposed to a new piece of information
that could impact a stock within your assigned
universe

¢ What do you do next?

AnalystSajutions AnalystSajutions

Examples Test Real-life Examples

Company or sector: FedEx/express Yes, it initially caused
parcel industry the stock to sell off
and then led to multi-
The factor: FedEx purchased = year out-performance . .
Caliber Sy,yte/wv(/)/o\ﬁ997 » Change in ability to
collect fuel surcharge
e Major weather
Company or sector: FedEx/expresy disruptions
0, because the size pawrcel industry p
of the announced
customer rate increase ' The factor: FedEw announced one
isn't material — it's the of ity largest customer rate
amount the company increases last November
can successfully
collect
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Set Up Networks to
Monitor Critical Factors
Catalysts
Price of western Supply and Publicized Bill Smith, industry ~ Monthly
region coal demand discussions from consultant N
upcoming industry M Od U I e 6 .
conference
Salary and wage Inflation level for Outcome from Jenny Thompson,  Monthly I H d &A
expenses upcoming labor upcoming union union officer CO n C u S I O n an Q
contract negotiations
Size of fall grain Impact from Release of monthly Dawn Johnson, Weekly, from
harvest weather it crop i early June to
during growing condition reports consultant early
season September
Financial Is it priced into the  Upcoming sell-side  Ken Lee, sell-side  Monthly
community stock that the CEO  hosted dinner with  analyst
sentiment abouta  will leave soon? CEO
potential change in
management
AnalystSalutions AnalystSalutions

Your Information Gathering Strategy Should . ™
Revolve Around Collecting Critical Factors Utilize the EPIC Framework

Dedicate a Portion of Your Note-taking System to

factors and their catalysts Exceeds my ggggg‘ydggigg
materiality n time‘ 9
+ Company . Do st
factors/catalysts =
Critical
¢ Sector Factor
factors/catalysts i good at a

forecasting poor at
factor and forecasting or
catalyst spotting factor

@ OneNote @ Word

0% outlook gEvERNDTE =
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Test Your Knowledge Follow the 4 Steps to Identify
Critical Factors

1. Identify when 2. ldentify why 3. Identify current
historical anomalies historical anomalies investment
occurred occurred controversies
= S -
1y materality going to occur

during my time
threshold horizon

4. Using the information above, communicate with industry and market

participants to answer these questions (the EPIC™ framework):

*Would changes in consensus expectations Exceed my materiality threshold
if this factor were to occur during my investment time horizon?

+ s there a high Probability this factor will become much more certain to

occur (or deviate materially from the expected trend) during my investment
time horizon?

+Am | good at forecasting this factor and its catalyst?
Wil Consensus be poor at accurately forecasting (or spotting) this factor?
When the answer is “yes” to all, it is likely a critical factor that can add alpha

Critical
Factor

1. good at ©
is poor at
factor and forecasting or
catalyst spotting factor

AnalystSgjutions

Identifying and monitoring critical
factors helps
stock picking
by improving
time management
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What Will Your Day Look Like?
e e — Critical Factors Critical Factors
Not Defined Defined

30 companies Critical Factors
30 companies
x

x

3 per compan’
10-20 per company P = sop v

= 300-600

Critical factors

where analyst
differs materially _ 3 55
from consensus
accurate than

consensus

After eliminating
overlap of critical
factors common to
more than one
stock

AnalystSgjutions

Identifying & Monitoring Critical Factors Will Give You
More Resources Than Your Competitors

Individual Characteristics
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“CR!T[C'A'U
FACTORS

i Generate Differentiated Insights Through Better Discovery, Questioning
and Influencing
v
" \‘ Apply Practical Valuation Techniques For More Accurate Price Targets

Workshops that Address
Universal Analyst Needs

Identify & Monitor a Stock’s Critical Factors

(6

‘m Communicate Unique Stock Calls Successfully So Others Take Action
WS

n -
‘m’ Maximize Your Time for Alpha Generation

‘ Master the Stock Call Techniques of Highly Experienced Analysts

AnalystSautions AnalystSautions
Follow through by continually our Tool
practicing these three steps... ur 100IS
& i 13—
/
__ Lo
Workshops One-on-one Assessments
coaching
Train to Employ an Reinforce Lo D o6 -@
Retain Action Plan | Knowledge H G’) e
}l \
< )
Consulting Keynote/offsite
presentations
AnalystSautions AnalystSautions

Best Practices Bulletins

10 Steps for Equity Research Analysts to Perform Better

h |

Slide Booklet

Free Preview Version

28



AnalystS@lutions

Identify and Monitor
a Stock’s Critical Factors

AnalystSalutions

L

=

Info@AnalystSolutions.com

Questions and Feedback

ified S :
CE 0::1:{@‘: ;—%\% CFA Institute

AnalystSgjutions

AnalystS@lutions
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