
Appendix	Learner Workbook
Learner Workbook	Appendix
	[bookmark: _GoBack]

		[image: ]




	

	Apply Practical Valuation Techniques For More Accurate Price Targets

	Learner Workbook

	NOTE: Please ensure you can interact with this document during the workshop in one of these methods:
· With a keyboard (as a Word document);or
· With pen (as a hard copy)


	

	This document has been created for registered participants of AnalystSolutions’ workshops and should not be copied or re-distributed







Apply Practical Valuation Techniques For More Accurate Price Targets

	
	Acknowledgements
Some of the content for this workshop comes from Best Practices for Equity Research Analysts authored by James J. Valentine, CFA and published by McGraw-Hill.


	
	Trademarks & Copyright Acknowledgements
None of the material in this document can be reproduced or distributed without the written consent of:

AnalystSolutions, LLC
244 Fifth Avenue, Suite 200
New York, NY 10001
USA
+1-203-321-9400
AnalystSolutions.com















Table of Contents

Overview	1
Purpose & Learning Objectives	1
Introduction	2
Opening Case	2
Step 2: Historical & Current Data Review	7
Exercise: Cyclically- or Secularly-Moving Valuation?	7
Exercise: Is There a Variable That Explains Valuation Fluctuations?	14
Exercise: Is Relative Valuation Currently On-trend?	17
Sector Correlation Coefficient Matrix	20
Exercise: "Stock or Sector Influences?"	21
Exercise "Is Secularly-Moving Valuation On-trend?"	26
Step 3: Adjust for Future Time Period	31
Stock Correlation Coefficient Matrix	31
Step 5: Evaluate as Circumstances Change	32
Periods When Valuation Methods Changed	32
Exercise: "How Is the Valuation Method Likely to Change?"	33
Appendix	36
Transformation Action Plan (TAP)	36
Table A: Three Scenarios Answer Key	62
Notes	65

[bookmark: ModuleSection]DO NOT DELETE THIS SECTION BREAK

	Learner Workbook
Learner Workbook	Apply Practical Valuation Techniques For More Accurate Price Targets

	Apply Practical Valuation Techniques For More Accurate Price Targets
	Page 54
	[image: ]



	[image: ]
	Page 55
	Learner Workbook, APVTFMAPT, v7.7.docx




[bookmark: _Toc270515338]
[bookmark: _Toc411858183]Overview
	[bookmark: _Toc270515339][bookmark: _Toc411858184]Purpose & Learning Objectives

	[image: Description: Welcome%201]
	Why a Apply Practical Valuation Techniques For More Accurate Price Targets program?
When generating price targets, analysts too often spend all of their effort on the financial forecast while leaving the valuation multiple as an afterthought, which can lead to bad stock calls.  Analysts sometimes knowingly, and often unknowingly, manipulate valuation multiples and methods to reverse engineer their desired price target. In addition, they miss opportunities to utilize valuation for assessing the all-important market psychology surrounding a stock of interest. 

Analysts can derive more reliable price targets by consistently using key practical valuation techniques. Valuation doesn’t need to be overly complicated, but it should employ the best method for the specific stock call and include a thorough review of the past and present to understand the market’s psychology surrounding the stock’s current valuation.  As discussed in the best-selling book Best Practices for Equity Research Analysts, valuation is sometimes an afterthought used to help reverse engineer a pre-determined price target.  In this workshop, AnalystSolutions provides a highly innovative approach to expose the benefits and limitations of the most widely-used valuation methods as well as our unique SHARE™ framework for generating the most reliable and defendable price targets.

	[image: Description: Purpose%201]
	Learning Objectives
After completing this program, participants will be able to:
Recognize the most common causes that lead to unreliable price targets and learn best practices to improve them
Understand why valuation is not about discovering one flawless number, but rather correctly assessing market psychology surrounding a stock
Derive the optimal valuation multiple for a future price target by making appropriate adjustments to the stock’s current valuation multiple
Identify the benefits and limitations to the most commonly-used valuation methods through our tailored decision tree and decision matrix
Identify if a stock’s current valuation multiple is: 1) on trend compared to the past; and 2) in-line with other stocks that have similar characteristics
Set a range of upside, downside and base-case price targets using a range of valuation multiples and assumptions towards the stock’s most important 1-3 critical factors
Identify and monitor the catalysts that would warrant changing the valuation method or future valuation multiple(s)
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Opening Case
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	Instructions for the exercise Open Case; “Is the Upgrade Justified?”:
The purpose of the opening case is to illustrate some of the best and worst practices for selecting the optimal valuation method and multiple.  We will refer back to it throughout the workshop.
Lucas Moretti, who covers the restaurant sector for Golden Bull Securities calls you as a buy-side client, to discuss his upgrade of McDonald’s (MCD)
It is currently late December 2011 and therefore “next year” is referring to 2012
Read the entire case
Then review the case and note any “best practices” (something you would do or advocate other analysts to do) and “bad practices” (those things you would recommend an analyst not do)
Use underlining, bolding (if using electronic version) or the right column for notes so that you can keep track of the best and bad practices




	z
	Upgrade of McDonald’s (MCD) Justified?
The left column in the table below is Lucas’ dialogue and the center is yours. Read one entire row before proceeding to the next (you will not likely need to put notes in every available box in the “Notes” column)
Recall it is December 2011 and therefore “next year” is referring to 2012

	Lucas
	You
	Your Notes

	[Lucas is making a phone call to you]
Hello, this is Lucas Moretti from Golden Bull Securities
	Hi Lucas
	

	I’m upgrading McDonald’s from a neutral to buy. Do you have interest in the stock?
	Sure, what do you have?
	

	I’ve just raised my 2012 estimate from $5.75 to $6.25 and my 2013 estimate from $6.30 to $6.60.
	How do your estimates compare to the consensus?
	

	I think I’m a bit higher
	Why is that?
	

	I’m expecting good volume growth in the U.S. and Europe due to market share gains at the expense of other quick service restaurants. Also, the company should benefit from adding more stores in the U.S. and overseas. I expect the company’s operating margin to expand by 100 basis points each of the next two years, putting it at 32.5% for 2012 and 33.5% for 2013.
	But aren’t the company’s margins already near all-time highs?
	

	Yes, but they can go higher
	How high can they go?  Put another way, what puts a constraint on their margins expanding?
	

	Their operating margin has risen from 20% in 2005 to a run rate of 31.5% for full-year 2011, and so there’s no reason they can’t expand further
	Let’s assume your financial forecast is correct. Walk me through your valuation.
	

	When I apply the stock’s current 17.5x multiple on my 2013 estimate, I get a one-year price target in early 2013 of $115 which is 15% higher than yesterday’s close. The stock has averaged a P/E ratio of 17.5 over the past 5 years
	How do you come up with an average of 17.5x?
	

	I get it from our data vendor, BloomSet
	I’ve seen this problem in the past…it looks like your 17.5x “historical” average P/E is derived by using the company’s actual trailing earnings as the “E” which inflates the P/E ratio compared to using a forward-looking “E” because trailing earnings tend to be lower than forward earnings. 
	

	I don’t quite follow you
	Your price target is based on forward estimates which isn’t how BloomSet computes the historical P/E ratio, which you are using for comparisons. Using the next-12-month forward estimates, the stock’s average P/E ratio for the prior 5 years has only been 15.8x, well below the 17.5x you’re using for your one-year price target.
	

	That’s not important because I’m looking at the stock on an absolute basis.
	Well, I think it does matter because it’s my job to pick stocks relative to other equities.  Where has MCD traded in the past relative to its peers and the market?
	

	I’m only looking at absolute P/E ratios and so the level of the S&P’s P/E ratio isn’t a concern.
	How do you account for fluctuations in the broader market impacting the movement of the stock? The P/E for the S&P 500 was 14x forward earnings at the beginning of 2011 and is now down to 12x forward earnings. It would be helpful to know how the stock is valued relative to a broad index
	

	Ok, I’m looking at a screen right now that shows the stock was trading at 160% of the S&P 500 multiple (60% premium) at the end of 2008. If we take the S&P 500’s current forward multiple of 12.3x and apply this 160%, MCD’s P/E ratio would be 19.6x forward earnings.
	I appreciate that you’re using a relative P/E ratio, but I have a problem with that math because the stock was trading at 160% of the market in late 2008 because the financial market collapse was driving a huge flight to quality so that all stable high quality companies were getting excessively high relative valuations. Do you expect a similar collapse to the market to justify a flight to quality in your one-year price target?
	

	No.
	What macro factors have the strongest correlation to MCD?
	

	I think consumer sentiment.
	So as consumer sentiment goes up, so does the stock’s relative P/E ratio?
	

	I think so.
	Has MCD’s relative valuation been moving cyclically over the past 5 to 10 years or has there been a secular movement?
	

	It’s not a cyclical stock.
	I understand that, but is MCD’s relative valuation hitting new highs or lows each year or do they tend to trade in a range over a 5 to 10 year period?
	

	I’ll have to do some work on this and get back to you.
	When I look at a screen I use, the restaurant stocks are currently trading at 146% of the S&P 500’s multiple, which is a 36% premium above their 10-year historical relative average of only 111% of the market multiple. What’s causing this and is it sustainable?
	

	Aside from Starbucks, MCD is larger than all of the other publicly-traded restaurant stocks combined and so I don’t think it’s useful to compare it to the smaller players in the market
	Okay, then how does it compare to large cap stocks in other sectors that have similar financial characteristics?
	

	I’m not sure it would be a useful exercise to compare a restaurant stock to one in another sector because it would be like comparing apples to oranges
	What other valuation methods have you explored?
	

	My junior associate did some work looking at the stock on a price to sales and EV/EBITDA basis and it looks relatively cheap.
	But those methods don’t take into account free cash flow. How do you measure MCD’s ability to generate free cash flow?
	

	I’m just sticking with P/E ratios because they’re the most commonly used. When a company’s EPS goes up, so does its free cash flows.
	Really?

What is the downside to your call?
	

	I suspect the stock could be dead money from here and trade sideways.
	Would that be due to a drop in the valuation multiple or financial forecast?
	

	Probably a little of both.
	So I know your upside price target is $115. How far would the stock need to drop before you seriously reconsider your rating?
	

	I haven’t given that much thought because I’m very confident about my calls.  As a general rule I don’t change my price targets from the time I make the call until the stock hits my target or I change the rating.
	But over the course of a 6-12 month period shouldn’t you be adjusting for passage of time as the forward-P/E multiple moves further into future forecasts?  Also, how do you handle changes that occur to the overall market’s or sector’s valuation level?  Shouldn’t that influence the price target you have for a stock?
	

	That’s more complicated than my clients want me to be.  They tell me to keep it simple.
	Thanks for the call.  Unfortunately, I need to get ready for an upcoming call I have.
	

	Okay, take care
	Thanks…goodbye
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If this workshop is being led by a facilitator, alert him/her after you have noted any “best practices” and “bad practices above, then continue onto the answer key 
If you are taking this workshop without a facilitator, continue to the answer key





	z
	Answer Key
All of the answers below will be discussed throughout the workshop’s five-step SHARE™ framework and so do not be concerned if you do not have time to read through or fully understand before moving onto the next module.
STEP 1: Select Valuation Method
Lucas…
Doesn’t understand the shortcomings of each valuation method
He doesn’t grasp the absolute P/E ratio doesn’t account for fluctuations in the broader market, which is important when selecting stocks relative to the market
Doesn’t understand that some valuation methods are better proxies for cash flow than others
He doesn’t appreciate that the P/E ratio, price-to-sales and EV/EBITDA do not measure a company’s ability to generate free cash flow, specifically they do not account for the reinvestment of cash in the business
STEP 2: Historical and Current Data Review
Lucas…
Doesn’t know these historical: elements for MCD
Range of MCD’s valuation levels in absolute terms
Range of MCD’s valuation levels relative to peers and broad index
Whether MCD’s valuation has been moving cyclically or secularly
Is using absolute valuation levels rather than relative
When asked about using relative P/E ratios, he doesn’t understand the importance of using forward-looking estimates for the “e” rather than historical actuals
Doesn’t know how the stock’s current valuation compares to:
All of its peers
Stocks of companies in other sectors with similar characteristics
STEP 3: Adjust for Future Time Period
Lucas…
In computing a future valuation multiple, he doesn’t account for the current anomalies that will likely disappear:
Lucas cannot explain why MCD’s current 17.5x P/E multiple (on trailing earnings) is likely to be sustainable when compared to a 15.8x P/E multiple (on forward earnings) the stock has averaged over the past 5 years
Lucas doesn’t understand there is a negative (not positive) relationship between consumer sentiment and the stock’s relative valuation multiple (this can’t be deciphered from reading the case but we will explore in the workshop)
STEP 4: Range of Multiples and Price Targets
Lucas…
Doesn’t see the benefit of:
Creating a range of multiples or price targets (he’s convinced his thought process is the only one he needs to know)
Developing exit thresholds before making the stock call (nothing can go wrong)
STEP 5: Evaluate as Circumstances Change
Lucas…
Doesn’t fully appreciate that price targets should be changed when:
Assumptions change in his earnings or cash flow projections
Time passes, leading to new forecast periods (e.g. each month that passed will likely cause the next 12-month forward estimate to increase)
Valuation multiples of comparable companies or the market change
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Exercise: Cyclically- or Secularly-Moving Valuation?
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	Instructions for the exercise Cyclically- or Secularly-Moving Valuation?:
The purpose of this exercise is to determine if a stock’s or sector’s relative valuation is moving on a secular basis, because the type of movement impacts the manner in which the historical and future multiples are evaluated
In the charts that follow:
There will be the relative P/E ratio for a stock or sector depicted as a light blue bar chart using the left axis
For this exercise, ignore the variable depicted as a tan line as it will be used in a later exercise
Using the table immediately below, determine if the chart shows the stock as having a secularly-moving valuation:
Be mindful that just because a stock’s relative valuation has been expanding since the 2008 recession does not necessarily mean it’s moving on a secular basis because it may just be due to economic expansion. For a trend to be secular, it should continue to reach new highs or lows through an economic trough or peak.
If a stock’s or sector’s valuation appears to be moving on a secular basis, it means something other than economic cycles is likely a factor to the new highs or lows
If you discover a period when the stock’s valuation has been moving on a secular basis, identify the wrong conclusion that would be reached if an analyst computed a future price target by simply taking the “historical average” of the multiple during the secular trend
Remember to ignore the tan lines for this exercise as they should have no influence on your answers for this exercise
For this exercise and the others that follow, be mindful they are not intended to test your knowledge on a specific stock or sector or to help you become an expert on a specific stock or sector. Instead, they are intended to help you learn a process so that you can apply it to your stocks and sectors (so all you overachievers, please try to resist getting frustrated if you don’t have all of the stock- or sector-specific answers).


	z
	Cyclically- or Secularly-Moving Valuation?
Complete the table below by reviewing the charts that follow
If you are using an electronic version in Word, split your screen so this table is in the top panel and the charts you will review are on the bottom panel
	Stock or Sector Chart
	Clear Secular Trend? (Y/N)
	For charts with secular trends, if a future price target were derived by taking the “historical average” of the multiple over the entire secular trend period, would it be: too high or too low

	EXAMPLE:
1. Internet sector
	Y
	Too high

	2. Pharmaceutical sector
	
	

	3. CVS
	
	

	4. Railroad sector
	
	

	5. Restaurant sector
	
	

	6. Air Freight
	
	

	7. Campbell Soup
	
	



After completing the table above, review the answer key, which can be found after the last chart below


	z
	Internet Sector

“EPS growth FY2 vs. FY1” is the growth between the consensus EPS estimate for the next fiscal year compared to the consensus EPS estimate for this year

	z
	Pharmaceutical Sector


	z
	CVS

“NTM EPS vs. Avg. of Prior 12 Months” is the next-twelve-month consensus EPS at that point in time divided by the average consensus EPS estimate over the prior 12 months

	z
	Railroad Sector



	z
	Restaurant Sector


	z
	Air Freight Sector
Note We have reversed right axis (the lowest number on the top and the highest number on the bottom), which can be helpful in identifying negative correlations/relationships between two data series.


	z
	Campbell Soup


Stop here because this is the last chart for the exercise. After you have provided your answer in your version of the table, review the corresponding answer key


	z
	Answer Key to “Cyclically- or Secularly-Moving Valuation?”
	Stock or Sector
	Clear Secular Trend? (Y/N)
	For charts with secular trends, if a future price target were derived by taking the “historical average” of the multiple over the entire secular trend period, would it be: TOO HIGH or TOO LOW

	1. Internet sector
	Y
	Too high

	2. Pharmaceutical sector
	N
	

	3. CVS
	Y
	Too high

	4. Railroad sector
	Y
	Too low

	5. Restaurant sector
	Y
	Too low

	6. Air Freight
	N
	

	7. Campbell Soup
	Maybe
	Too high
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	Instructions for the exercise “Is There a Variable That Explains Valuation Fluctuations?”:
The purpose of this exercise is to identify if there is a variable that can explain the market’s psychology in terms of fluctuations of a sector’s or stock’s relative valuation multiple (relative P/E ratio in our examples)
You will be using the charts from the prior exercise, but for this exercise you will be also reviewing an independent variable depicted as a tan line, using the right axis
The definition of the variable will be below the chart if not a conventional industry term
A variable that begins with “MACRO” is a macroeconomic factor
In the table below, rate the variable (tan line) in each chart in terms of its relationship to the relative P/E bar chart (blue bars using left axis), by using one of the following:
1 = Appears to have strong relationship (denote positive or negative)
2 = Appears to have good relationship at times
3 = Appears to be a weak or no relationship


	z
	Table for Exercise: “Is There a Variable That Explains Valuation Fluctuations?”
	Stock or Sector
	Variable (tan line)
	Relationship between relative P/E ratio and tan line variable:
1=Strong
2=Good
3=Weak/None
	If strong relationship exists, Positive or Negative? (P or N)

	EXAMPLE:
1. Internet sector
	Sector’s EPS growth rate FY2 vs. FY1
	1 or 2 would be acceptable answers
	P

	2. Pharmaceutical sector
	Sector’s payout ratio
	
	

	3. CVS
	Stock’s EPS growth vs. prior 12 month average
	
	

	4. Railroad sector
	ROE
	
	

	5. Restaurant sector
	Gasoline prices
	
	

	6. Air Freight
	Industrial production
	
	

	7. Campbell Soup
	Stock’s EPS growth rate FY2 vs. FY1
	
	



After you have completed the table above, go to the next page to see the answer key

	z
	Answer Key for Exercise: “Is There a Variable That Explains Valuation Fluctuations?”
We’ve provided the correlation coefficients in the table below, which were purposely not in the content above, but allow you to see precisely how strong of a relationship exists
	Stock or Sector
	Variable (tan line)
	Relationship between relative P/E ratio and tan line variable:
1=Strong
2=Good
3=Weak/None
	If strong relationship exists, Positive or Negative? (P or N)

	1. Internet sector
	Sector’s EPS growth rate FY2 vs. FY1
	1 or 2 would be acceptable answers
Corr. Coefficient: 65%
	P

	2. Pharmaceutical sector
	Sector’s payout ratio
	1 or 2
Corr. Coefficient: 71%
	P

	3. CVS
	Stock’s EPS growth vs. prior 12 month average
	1 or 2
Corr. Coefficient: 71%
	P

	4. Railroad sector
	ROE
	1 or 2
Corr. Coefficient: 76%
	P

	5. Restaurant sector
	Gasoline prices
	1 or 2
Corr. Coefficient: 72%
	P

	6. Air Freight
	Industrial production
	1 or 2
Corr. Coefficient: ‑72%
	N

	7. Campbell Soup
	Stock’s EPS growth rate FY2 vs. FY1
	3
Corr. Coefficient: 12%
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Exercise: Is Relative Valuation Currently On-trend?
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	Instructions for the exercise “Is Relative Valuation Currently On-trend?”:
The purpose of this exercise is to determine if a stock’s or sector’s current relative valuation appears to be currently on-trend with the past
Review the charts used in the prior two exercises and then in the table below record if the relative P/E ratio is currently on-trend (assume the right-most point on the chart is “current” day)
If the relative P/E ratio does not appear to be on-trend, determine if it is high or low compared to the trend you see
Note we have removed Campbell Soup from this exercise because no relationship existed between the variable (tan line) and valuation (blue bars)

	z
	Table for “Is Relative Valuation Currently On-trend?”
	Stock or Sector
	Variable
	Currently on-trend? (Y or N)
	If “No”, does the stock or sector appear over-(“O”) or under-valued (“U”)?

	1. Internet sector
	Sector’s EPS growth rate FY2 vs. FY1
	
	

	2. Pharmaceutical sector
	Sector’s payout ratio
	
	

	3. CVS
	Stock’s EPS growth vs. prior 12 month average
	
	

	4. Railroad sector
	ROE
	
	

	5. Restaurant sector
	Gasoline prices
	
	

	6. Air Freight
	Industrial production
	
	

	7. Campbell Soup
	Stock’s EPS growth rate FY2 vs. FY1
	Not evaluated due to weak relationship
	


After you have completed the table above, go to the next page to see the answer key


	z
	Answer Key for “Is Relative Valuation Currently On-trend?”
	Stock or Sector
	Variable
	Currently on-trend? (Y or N)
	If “No”, does the stock or sector appear over-(“O”) or under-valued (“U”)?

	1. Internet sector
	Sector’s EPS growth rate FY2 vs. FY1
	Y
	

	2. Pharmaceutical sector
	Sector’s payout ratio
	N
	O

	3. CVS
	Stock’s EPS growth vs. prior 12 month average
	Y
	

	4. Railroad sector
	ROE
	N
	U

	5. Restaurant sector
	Gasoline prices
	Y
	

	6. Air Freight
	Industrial production
	N
	O

	7. Campbell Soup
	Stock’s EPS growth rate FY2 vs. FY1
	Not evaluated due to weak relationship
	



NOTE: When you are done, read the text below titled:
“Regression Analysis Helps Fend Off Guesswork”


	z
	Regression Analysis Helps Fend Off Guesswork
Why conduct regression analysis to see if company or macro trends are linked to a company’s relative P/E ratio?

“A firm may have a P/E ratio of 22 in a sector where the average P/E is only 15, but the analyst may conclude that this difference can be justified because the firm has higher growth potential than the average firm in the industry.

If, in the judgment of the analyst, the difference on the multiple cannot be explained by the fundamentals, the firm will be viewed as overvalued (if its multiple is higher than the average) or undervalued (if its multiple is lower than the average).

The weakness in this approach is not that analysts are called upon to make subjective judgments, but that the judgments are often based on little more than guesswork. All too often, these judgments confirm analysts' biases about companies.”

-- Aswath Damodaran

Damodaran on Valuation: Security Analysis for Investment and Corporate Finance. Hoboken, NJ: John Wiley & Sons, 2006. 248. Print. 
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Sector Correlation Coefficient Matrix

	z
	Sector Correlation Coefficient Matrix
[image: ]
December 2003 to December 2013
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Exercise: "Stock or Sector Influences?"
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	Instructions for the exercise “Stock or Sector Influences?”:
For this exercise, recall this equation:
	Stock’s P/E relative to index
	=
	Stock’s P/E relative to sector’s
	x
	Sector’s P/E relative to index’s


The purpose of this exercise is to determine if a stock’s relative valuation to an index (e.g. S&P 500) is being more heavily influenced by:
The stock’s relative valuation to its sector; or
The sector’s relative valuation to a broad index
In the charts that follow, each will have:
The stock’s P/E ratio relative to a broad index (S&P 500) as a tan line, (this is the variable that needs to be analyzed)
The stock’s P/E ratio relative to its sector’s P/E ratio as a light blue area chart
The sector’s P/E ratio relative to the broad indexes’ as a dark blue area chart
Answer the question below each chart
There will not be an answer that holds true over the entire time period and so look for the broader trends to answer the question
The goal is to identify periods when the stock or sector are clearly driving the stock’s P/E ratio relative to an index

 

	z
	Oracle (ORCL)
[image: ]

During most of the time period above, which is the greater influence on ORCL’s P/E relative to the index (circle or bold one of the right terms below):

	ORCL’s P/E relative to index
(tan line)
	=
	Stock’s P/E relative to sector’s
(light blue area chart)
	x
	Sector’s P/E relative to index’s
(dark blue area chart)




	z
	Pfizer (PFE)
[image: ]

During most of the time period above, which is the greater influence on PFE’s P/E relative to the index (circle or bold one of the right terms below):
	PFE’s P/E relative to index
(tan line)
	=
	Stock’s P/E relative to sector’s
(light blue area chart)
	x
	Sector’s P/E relative to index’s
(dark blue area chart)




	z
	Bed Bath & Beyond (BBBY)
[image: ]

During most of the time period above, which is the greater influence on BBBY’s P/E relative to the index (circle or bold one of the right terms below):
	BBBY’s P/E relative to index
(tan line)
	=
	Stock’s P/E relative to sector’s
(light blue area chart)
	x
	Sector’s P/E relative to index’s
(dark blue area chart)




	z
	Walmart (WMT)
[image: ]

During most of the time period above, which is the greater influence on WMT’s P/E relative to the index (circle or bold one of the right terms below):
	WMT’s P/E relative to index
(tan line)
	=
	Stock’s P/E relative to sector’s
(light blue area chart)
	x
	Sector’s P/E relative to index’s
(dark blue area chart)




	z
	Answer Key to “Stock or Sector Influences?”

	Stock
	Which Is the Influencer of the stock vs. Index (tan line)

	ORCL
	Stock vs. sector is bigger component

	PFE
	Sector vs. index is bigger component

	BBBY
	Stock vs. sector is bigger component

	WMT
	Stock vs. sector is bigger component



Yes you made it past the answer key, but we still have one important question to ask:
How would the answers above influence how you approach researching valuation for PFE vs. the other stocks?
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Exercise "Is Secularly-Moving Valuation On-trend?"
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	Instructions for the exercise “Is Secularly-Moving Valuation On-trend?”:
Part 1 of 4:
Baidu (BIDU) is an internet search service company offering a Chinese language search platform that went public in 2005 and is traded on NASDAQ.
Using only the waterfall chart below, answer the questions below:
Is the internet sector’s relative P/E ratio trading at a premium, discount or on-trend with ten-year averages?
	


Is BIDU’s relative P/E ratio trading at a premium, discount or on-trend with ten-year averages?
	


After answering the questions above, continue to Part 2 of this exercise
 

	z
	Baidu (BIDU)
Historical averages from December 31, 2005 to June 30, 2013:
.
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	Part 2 of 4:
Review the two charts below that show P/E ratios relative to the S&P 500 for:
The Internet sector
BIDU
What additional dimension(s) do these charts show not found in the prior waterfall chart? Does the sector or stock appear to be as far off historical trends as the conclusion from the waterfall chart?
	


After answering the question above, continue to Part 3 of this exercise


	z
	Chart 1: Internet Sector



	z
	Chart 2: Baidu
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	Part 3 of 4:
Directly below is the regression output from Excel when comparing:
BIDU’s P/E ratio relative to the S&P 500 index (which we want to predict); and
Two predictor variables (those we use for predicting):
Growth in BIDU’s future EPS (consensus FY2 vs. FY1)
BIDU’s beta
Using the regression output, create the regression equation that will show if BIDU’s relative valuation is currently on-trend


	z
	Baidu Regression Output
[image: ]

Derive the regression equation for predicting BIDU’s relative P/E ratio based on output above
Use the terms “BIDU EPS growth” and “BIDU Beta” to create the formula below – we will provide the actual numbers for these in the next step
If you’re not sure how to build the regression equation, which you will need for the next step, look at the answer key that follows Part 4 of the exercise
	BIDU' s relative PE Ratio
	=
	__________
	+
	____________ x ____________
	+
	____________ x ____________
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	Part 4 of 4:
In June 2013, the consensus EPS growth rate for BIDU over the next 12 months was 23.9% and its beta was 1.59. To use the formula derived from the Excel output above, the growth rate must first be converted to a decimal by moving the decimal two places to the left (e.g. 23.9% = 0.239).
Based on this information and your regression equation above, what is the predicted relative P/E ratio for BIDU’s stock as of June 2013?
	


The stock’s P/E ratio at the time was 121% of the S&P 500. Based on your analysis directly above, was BIDU’s stock on-trend?
	




	z
	Answer Key for Exercise “Is Secularly-Moving Valuation On-trend?”
Part 1:
Based on the waterfall chart alone, the internet sector and BIDU both appear to be trading at significant discounts to their historical average (internet sector at 61% discount and BIDU at 186% discount)
Part 2:
These two charts shows the internet sector and BIDU have been experiencing contracting (declining) P/E ratios relative to the S&P 500. Mathematically, the current relative P/E ratios appear low by historical standards but this does not make them “off trend” when considering they are declining on a secular basis.
Part 3:
Based on the Excel output, the regression equation is

Part 4:
Based on the regression equation and BIDU”s variables in June 2013, its predicted relative P/E ratio is 122% which compares to its actual relative P/E ratio at the time of 121%. Therefore BIDU’s relative valuation was on-trend.
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	z
	Stock Correlation Coefficient Matrix*
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*Correlation with the stock’s monthly relative P/E ratio between December 2001 to June 2014
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	z
	Periods When Valuation Methods Changed
Economic Cycles:
For some cyclical stocks, during periods when the market believes a peak in the economic cycle is near, analysts will value the stocks on “normalized earnings” because they know the next 12-month estimate is not likely sustainable
The U.S. banks were predominantly valued using P/B pre-2008 to being valued on their ability to get financing during the financial meltdown of 2008
During the 2008 downturn, North American telecom analysts were split on valuation methods, with some valuing stocks on EBITDA, while others were defensively using dividend yields. However, the real valuation differentiator should have been focused on their financial forecasts, specifically, each  company’s ability to refinance its debt
Unique Company- and Sector-Specific:
As Blackberry went from boom to bust, it was valued from P/E to P/S and then to P/tangible book
Investors shifted from P/E to FCF for Dillard’s, due in part to its strong FCF and possibly due to owning 75% of its own real-estate (which is unusual for a retailer)
Going back at least 20 years, when airlines are earning a profit they are valued on a P/E basis but when they overbuild capacity (which occurs more often than the typical business cycle), they are valued on a P/S basis
When Liz Claiborne was at $4 it was being valued on price/sales and then as the market realized it could be turned around, valuation shifted to EV/EBITDA and the stock went to $10 (at which point it changed its name to Fifth & Pacific). The company then sold several divisions, and became Kate Spade, where the valuation method shifted to P/E. Because of the substantial ramp up in sales and margins in its new form, valuation changed again, to PEG.
When a company is being considered as a take-out candidate, the market may shift from a traditional valuation method such as P/E to using EV/EBITDA because the target company’s debt level becomes less important
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	Instructions for the exercise “How Is the Valuation Method Likely to Change?”:
Recall from the workshop discussion, using “change in valuation method” as the basis for a stock call is often not successful and so it should be used sparingly. Therefore, the purpose of this exercise is to reinforce those relatively infrequent times when changing the valuation method is justifiable and may allow the analysts to have a unique stock call that generates alpha
The table that follows contains scenarios when the valuation method is potentially going to change for a sector
Read Column #1 and then estimate in:
Column #2: How is the valuation method likely to change? To help, we have provided the current valuation method
Columns #3: How is the market’s overall philosophy towards valuation likely to change?
You may want to use the flow chart from earlier to review the most common valuation methods
The scenarios include sector-specific dynamics and get progressively more difficult and so do not become frustrated if you cannot respond to all of the scenarios
When you have completed the table, continue to the next page that contains our “ideal” answer key. If you have an answer not in the answer key, check with the workshop facilitator because there may be additional valid answers
 

	z
	“How Is the Valuation Method Likely to Change?”
	Scenario
	How is the valuation method likely to change?
	How is the market’s philosophy towards valuation changing or likely to change?

	EXAMPLE:

The auto sector has experienced six years of steady earnings growth
	The typical emphasis of applying an average P/E multiple on forward earnings will likely shift to applying the same P/E multiple on “normalized” earnings, which will likely lower than current levels (due to being near the end of a business cycle)
	The market is likely becoming concerned that current earnings levels/growth are unsustainable and therefore investors do not want to be paying an average P/E multiple on peak earnings as there is minimal upside from there

	Based on two privately-held food retailer chains merging, some market participants believe a wave of M&A is about to take place
	Prior emphasis on forward earnings or cash flows will likely shift to:

	

	The fate of some technology companies is shifting from growth to maturity based on the potential secular shift away from PCs to tablets
	Prior emphasis of using PEG ratios, will likely shift to:

	

	The government, concerned about lack of safety standards at nuclear plants, is considering revamping regulations that would require large capital outlays by the utilities
	Prior emphasis on dividend yields, will likely shift to:
	

	Energy companies are not replenishing their oil and gas reserves at historical levels
	Prior emphasis on free cash flow will likely shift to:
	

	The shift to reading news online is causing print-based publishers to fail
	Prior emphasis on P/E likely to shift to:
	



After completing the table above, check your answers with the table that follows


	z
	“Ideal” Answer Key to “How Is the Valuation Method Likely to Change?” (there may be other valid answers not included below)
	Scenario
	How is the valuation method likely to change?
	How is the market’s philosophy towards valuation changing or likely to change?

	
	
	

	Based on two privately-held food retailer chains merging, some market participants believe a wave of M&A is about to take place
	Prior emphasis on forward earnings or cash flows will likely shift to take-out multiples for target companies.
	Traditionally looking at stocks relative to one another or their past will likely shift to one that includes control premiums.  Also, industry consolidation could lead to better returns and cash flows.

	The fate of some technology companies is shifting from growth to maturity based on the potential secular shift away from PCs to tablets
	Prior emphasis of using PEG ratios, will likely shift to normalized P/E or FCF
	Slower growth rates likely shift focus from growth to identify the company’s free cash flow available for shareholders

	The government, concerned about lack of safety standards at nuclear plants, is considering revamping regulations that would require large capital outlays by the utilities
	Prior emphasis on dividend yields, will likely shift to free cash flows, especially if capital expenditures rise enough to cause the companies to cut their dividends (or reduce their payout ratio)
	Larger uses of cash to comply with regulations will likely hurt dividends

	Energy companies are not replenishing their oil and gas reserves at historical levels
	Prior emphasis on free cash flow will likely shift to NAV (net asset value)
	The market will likely become more concerned with the companies’ ability to generate future free cash flows (beyond the current or next period) based on the net asset value of their reserves

	The shift to reading news online is causing print-based publishers to fail
	Prior emphasis on P/E likely to shift to company’s ability to repay interest such as a minimum coverage ratio
	A concern about insolvency is going to shift the focus from P/E to a company’s ability to get financing or merge
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	Instructions for the Transformation Action Plan (TAP):
Throughout this workshop complete the TAP below
Apply the key points after the workshop to help you improve your performance
This will not be collected and so write in a manner that will help you utilize the concepts being learned
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	TAP Section  Reflect on “S” in SHARE™ Framework (Select valuation method)
Review these QRCs:
Considerations for Identifying the Optimal Valuation Method (flowchart)
Benefits and Limitations of Popular Valuation Methods
Rank the questions in the table below in terms of how well these best practices are part of your process for identifying and using valuation methods (1=strongly disagree and 5=strongly agree):
	For my universe of stocks, I…
	1=strongly disagree
5=strongly agree

	Include a valuation method that includes an element of free cash flows (i.e. going as far as possible through the QRC flow chart)?
	

	Am aware of all the limitations to the valuation method(s) I currently use
	



If you responded to either question above with a 1, 2 or 3, put in the box below, steps you intend to take to adopt best practices to improve the valuation method(s) you use:
	In intend to do the following:
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	TAP Section  Part 1A & 1B of MCD Simulation
In order to ensure you have mastered the best practices covered in this workshop, you will work through the primary steps of the SHARE™ framework in order to forecast the future valuation multiple for a stock, specifically, McDonald’s (MCD).
In this section of your TAP, you will:
Classify if MCD’s historical relative valuation has been primarily moving cyclically or secularly
Identify the cause of the historical premium or discount in MCD’s P/E ratio relative to peers and a broad index
Use the data below to answer the questions, as though it is currently late December 2011
 

	z
	Part 1A of MCD Simulation: Cyclical, Secular or Both
Reviewing the light blue area in the first chart below, determine if MCD’s P/E ratio relative to the sector over this 8-year time period was primarily cyclically-moving or secularly-moving (ignore the tan line and dark blue area chart for this question):
	Answer:
	



Reviewing the dark blue area chart below, determine if the restaurant sector’s valuation relative to the index (S&P 500) over this 8-year time period was primarily cyclically-moving or secularly-moving (ignore the tan line and light blue area chart for this question):
	Answer:
	



After answering the questions above, continue to the next page to complete Part 1 of the MCD simulation
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	z
	Part 1B of MCD Simulation: Cause of the Premium or Discount 
Review each of the charts below and evaluate the variable (tan line) in terms of being:
Helpful in evaluating the level of the sector’s or stock’s relative P/E ratio
Not helpful in evaluating the level of the sector’s or stock’s relative P/E ratio

Note the light blue bars are measuring one of these two elements in each chart:
The restaurant sector’s P/E ratio relative to a broad index (S&P 500); or
MCD’s P/E ratio relative to the restaurant sector

Chart 1: Restaurant Sector

Circle or bold your answer below regarding the chart above:
	Appears Helpful
	Does Not Appear Helpful




	z
	Chart 2: Restaurant Sector

Circle or bold your answer below regarding the chart above:
	Appears Helpful
	Does Not Appear Helpful


 

	z
	Chart 3: McDonald’s Stock Specific

Circle or bold your answer below regarding the chart above:
	Appears Helpful
	Does Not Appear Helpful




	z
	Chart 4: McDonald’s Stock Specific

Circle or bold your answer below regarding the chart above:
	Appears Helpful
	Does Not Appear Helpful





	z
	Answer Key for the MCD Simulation Part 1A: “Cyclical, Secular or Both”
MCD’s P/E ratio relative to the restaurant sector appears to be cyclical because it’s not reaching new highs or new lows over more than one economic cycle
The restaurant sector’s P/E ratio relative to the index appears to be predominantly cyclical, but given that it achieves an all-time high in late 2011, higher than any point of the prior economic cycle suggests there may be a slight secular element at work here as well
Answer Key for the MCD Simulation Part 1B: “Cause of the Premium or Discount”
The answer is all four charts help explain some of the fluctuation of MCD’s P/E relative to the index, explained in part by sector issues as well as stock-specific issues. In the table below, the right-most column shows the correlation coefficient between each of the two data series. The ones with the highest correlation presumably would be the most helpful.

	Chart #
	Variable Being Predicted
	Variable explaining relative valuation
	“Helpful”
	Correlation Coefficient

	1
	Restaurant Sector P/E Relative to Index
	Restaurant Sector’s Change in NTM EPS FY2 vs FY1
	Yes, see correlation coefficient 
	(47%)

	2
	Restaurant Sector P/E Relative to Index
	Restaurant Sector’s ROE
	Yes, see correlation coefficient 
	(58%)

	3
	MCD’s P/E Relative to Restaurant Sector
	MCD’s NTM EPS vs. 12 Month Average
	Yes, see correlation coefficient 
	(40%)

	4
	MCD’s P/E Relative to Restaurant Sector
	MCD’s NTM EPS vs. Private Construction Spending
	Yes, see correlation coefficient 
	(56%)



Hopefully it’s becoming clear that there is value in finding a strong correlation between data and a sector’s or stock’s relative P/E ratio. Because:
If the current figure is not on-trend, it forces the all-important research to better understand why, specifically why has the market psychology towards this stock changed from the past trends; and
By accurately forecasting the company-specific data and having an understanding of the macro data trend, provides the foundation for a much more accurate future price target than simply using today’s valuation levels
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	TAP Section  Reinforce Best Practices of Step 2 of SHARE™ Framework
Recall Step 2 of the SHARE™ framework is to determine if a stock’s current relative valuation is on-trend with the past, which was divided into a process for stocks with cyclically-moving valuations and another for stocks with secularly-moving valuations
To ensure you can utilize this step in your role, take a minute and reflect on the key elements you will use from this best practice in the future (including data you’ll need to gather, time specified for this type of analysis, etc.). You may want to review the TAP section above where you were using elements of Step 2 (in the space below tell yourself what you need to do to replicate these best practices when you get back to your daily routine).
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	TAP Section  Part 2 of MCD Simulation, Comparing to Stocks in Other Sectors (Shotgun Approach)
The purpose of this exercise is to determine if a stock’s current valuation is in line with stocks that have similar characteristics in other sectors. This exercise uses the “shotgun” approach which relies on a regression of many stocks
The regression analysis seeks to identify if there is a relationship between a stock’s EPS growth rate and the premium/discount paid by investors
If a relationship is found (which is often the case), the regression output can be used to quantify the amount of premium being paid for each incremental level of growth
The analysis that follows was conducted in Excel, using actual market data as of January 2012
Our analysis started with approximately 700 U.S.-based stocks which were screened down to 40 stocks that had similar characteristics as McDonalds based on this criteria:
P/E ratio greater than 3 (this eliminated stocks with negative P/E ratios)
Projected EPS growth rates between 3% and 50%
Stocks in sectors that rely on consumer spending, including the following:
Beverages
Consumer products
Drugs
Food
Food/drug-retail/wholesale
Home furnishing-appliance
Leisure services
Media
Answer the questions to determine if MCD is trading in-line with stocks in other sectors:

	z
	Using the Excel output below, derive the regression equation that predicts a stock’s current relative P/E ratio based on the stock’s EPS growth rate (which is based on relationships of the 40 stocks in the analysis)
Use the term “EPS growth” to create the formula below – we will provide MCD’s actual expected EPS growth in the next step
Unlike an earlier exercise, we are only looking at one variable, EPS growth, and so do not be concerned the other variables are not in the output or the equation

	Predicted stock’s relative PE Ratio
	=
	_________
	+
	____________ x ____________



Using the equation above and the consensus expectations at the time, which was for MCD to grow EPS 10.5% between 2012 and 2013, compute the predicted relative P/E ratio for MCD as of January 2012. If you are not sure if you correctly derived the regression above, go ahead and peek at the answer key that follows the regression table. Remember you will need to multiply the answer from your regression by 100 to format as a percentage:
	%



Using the predicted relative P/E for MCD (based on 40 other stocks), does MCD’s actual relative P/E ratio at the time (143% at January 1, 2012) appear to be justified based on company’s expected EPS growth?
	



Recall that the computation above is to determine if MCD’s relative valuation is currently in-line with stocks in other sectors that have similar characteristics (as of January 1, 2012). While you are working with this regression equation, prepare for the next module, which is to forecast MCD’s relative P/E ratio one year in the future (the point of your price target)
According to the analyst’s financial model, MCD is most likely to grow its EPS 5% from 2013 to 2014
Notice we are using 2014 for the first time, because we want to forecast where MCD’s relative P/E ratio should be in one year based on the next 12 months EPS at that time
Also notice we are using the analyst’s estimate rather than consensus because, in forecasting a one-year price target, we are no longer attempting to assess the current market psychology but rather where the stock will be in the future (this presumes the analyst’s forecast is more accurate than consensus)
Using the equation above and the analyst’s expectations at the time, which was for MCD to grow EPS 5% between 2013 and 2014, compute the predicted relative P/E ratio for MCD for January 2013 (one year in the future from the time of this analysis)
If you are not sure if you correctly derived the regression above, go ahead and peek at the answer key that follows the regression table
Remember you will need to multiply the answer from your regression equation by 100 to format as a percentage:
	%




	z
	Regression Output for 40 Stocks that Rely on Discretionary Spending (December 2011)
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	z
	Answer Key for Part 2 of MCD Simulation, Comparing to Stocks in Other Sectors (Shotgun Approach)
Using the Excel output from above, this is the equation that predicts the implied relative P/E ratio for stocks that rely on consumer spending:

	Stock’s relative PE Ratio
	=
	0.60
	+
	(4.43 x EPS Growth FY2 vs FY1)



Using the equation and the consensus expectations at the time, which was for MCD to grow EPS 10.5% between 2012 and 2013, compute the predicted relative P/E ratio for MCD
Computation of MCD’s implied relative P/E ratio:
	107%



Using the predicted relative P/E for MCD (based on 40 other stocks), does MCD’s actual relative P/E ratio at the time (143% at end of December 2011) appear to be justified based on company’s expected EPS growth?
	No, based on the 40 other stocks, it appears MCD’s relative valuation is high given the 10.5% consensus EPS growth expectations. This suggests the market expects; 1) MCD’s EPS to be revised up (driving down its 143% relative P/E ratio), and/or, 2) MCD’s stock price to drop (which also has the effect of driving down its relative P/E ratio), and/or 3) there is another element beyond EPS growth between FY1 and FY2 that is influencing the market’s view towards the stock (such as EPS growth rate beyond FY2 or company’s ability to withstand a downturn)



Using the equation above and the analyst’s expectations at the time, which was for MCD to grow EPS 5% between 2013 and 2014, compute the predicted relative P/E ratio for MCD for January 2013 (one year in the future from the time of this analysis):
	82%


As a preview to the next module, by conducting this analysis, it helps analysts to think beyond the current consensus view. After all, if MCD’s EPS growth slows to only 5% and the stock is afforded a multiple similar to other companies currently growing EPS at only 5%, the stock’s relative P/E ratio would drop to 82% (18% discount to the S&P 500) which is not likely understood by the market. Portfolio managers greatly appreciate this type of analysis because it helps to understand what could occur while still remaining in the realm of reasonableness.


	[image: ]
	TAP Section  Part 3 of MCD Simulation, Comparing to Stocks in Other Sectors (Rifle Approach)
The purpose of this exercise is similar to the prior exercise (to determine if a stock’s current valuation is in line with stocks that have similar characteristics in other sectors), but it uses a screening process (rifle) rather than a regression analysis (shotgun)
This analysis began with a universe of 700 possible stocks and was screened down to just those found in the table that follows
Using the table, does MCD’s actual relative P/E ratio at the time of the analysis appear to be justified based on company’s expected EPS growth? (MCD is the bottom row of the table)
	



When you have completed your answer, review the answer key after the table below


	z
	700 Stocks Screened With This Criteria (based on January 2012 data):
U.S. based
Over $3 billion market capitalization
Consensus EPS growth from FY1 to FY2 greater than 9.5% and less than 11.5%
Beta of greater than 0.3 and less than 1.0
Payout ratio between 10% and 65%

	Company
	Industry
	Relative P/E
	EPS Growth FY2 vs. FY1
	Beta 12/2011
	Payout Ratio

	Raytheon Co
	Aerospace-defense
	78%
	11.2%
	0.7
	34%

	M&T Bank Corp
	Banks-major
	93%
	10.8%
	0.8
	42%

	Bank Of NY Mellon
	Banks-major
	71%
	9.6%
	0.8
	23%

	Coca Cola Co
	Beverages
	139%
	10.2%
	0.6
	46%

	Total Sys Svc
	Business service
	126%
	10.2%
	1.0
	31%

	Becton Dickinson
	Medical products
	105%
	10.0%
	0.6
	31%

	Intl Bus Mach
	Computer-office equip
	101%
	10.0%
	0.7
	20%

	Bemis
	Containers & glass
	116%
	10.4%
	0.7
	45%

	Amgen Inc
	Drugs
	88%
	10.2%
	0.5
	19%

	Mondelez Intl
	Food
	121%
	9.9%
	0.6
	46%

	Brown & Brown
	Insurance
	145%
	11.0%
	0.8
	27%

	Erie Indemnity
	Insurance
	191%
	9.6%
	0.8
	62%

	Qualcomm Inc
	Telecom equipment
	139%
	10.6%
	0.9
	27%

	Walgreen Co
	Food/drug-retail/whlsl
	100%
	10.4%
	1.0
	33%

	WellPoint Inc
	Medical care
	70%
	10.5%
	1.0
	13%

	Newmont Mining
	Metals-non ferrous
	92%
	10.5%
	0.3
	26%

	Diamond Offshore
	Oil machinery
	96%
	9.6%
	0.9
	11%

	Mattel Inc
	Other consumer discre
	96%
	11.1%
	0.9
	39%

	Lorillard Co
	Tobacco
	108%
	9.8%
	0.4
	60%

	Philip Morris
	Tobacco
	124%
	10.6%
	0.9
	59%

	Amer Water Work
	Utility-water supply
	134%
	10.8%
	0.3
	47%

	Minimum w/o MCD
	
	70%
	9.6%
	0.30
	11%

	Average w/o MCD
	
	111%
	10.3%
	0.72
	35%

	Maximum w/o MCD
	
	191%
	11.2%
	1.00
	62%

	Standard Deviation
	
	28%
	0.5%
	0.21
	14%

	McDonalds Corp
	Food/drug-retail/whlsl
	143%
	10.5%
	0.50
	49%




	z
	Answer Key for Part 3 of MCD Simulation, Comparing to Stocks in Other Sectors (Rifle Approach)
Using the table, does MCD’s actual relative P/E ratio at the time appear to be justified based on company’s expected EPS growth?

	No, at 143%, MCD’s relative valuation is high compared to stocks in other sectors that have a similar growth rate, beta and payout ratio. This suggests the market expects; 1) MCD’s EPS to be revised up (driving down its 143% relative P/E ratio), and/or, 2) MCD’s stock price to drop (which also has the effect of driving down its relative P/E ratio), and/or 3) there is another element beyond the three in the table that is influencing the market’s view towards the stock (such as EPS growth rate in outer years or company’s ability to withstand a downturn)





	z
	700 Stocks Screened With This Criteria (based on January 2012 data):
Same as earlier, but consensus EPS growth from FY1 to FY2 greater than 3% and less than 7% (instead of 9.5% to 11.5%)

	Company
	Industry
	Relative P/E
	EPS Growth FY2 vs. FY1
	Beta 12/2011
	Payout Ratio

	Genuine Parts
	Autos-tires-trucks
	126%
	5%
	0.8
	46%

	Bok Finl Corp
	Banks & thrifts
	104%
	6%
	0.8
	31%

	Commerce Bancsh
	Banks & thrifts
	111%
	5%
	0.5
	33%

	Cullen Frost Bk
	Banks & thrifts
	118%
	3%
	0.6
	50%

	Keycorp New
	Banks-major
	80%
	5%
	0.8
	15%

	Molson Coors-B
	Beverages
	98%
	6%
	0.8
	35%

	Intl F & F
	Chemicals
	105%
	6%
	0.9
	31%

	Johnson & Johns
	Drugs
	105%
	6%
	0.6
	45%

	Pfizer Inc
	Drugs
	78%
	4%
	0.7
	35%

	Chubb Corp
	Insurance
	99%
	4%
	0.5
	27%

	Bard C R Inc
	Medical products
	105%
	6%
	0.3
	11%

	Spectra Energy
	Oil & gas prod & pipeline
	132%
	6%
	1.0
	59%

	Chevron Corp
	Oil-integrated
	68%
	4%
	0.8
	25%

	Public Storage
	Real estate
	172%
	7%
	0.9
	60%

	Minimum w/o MCD
	
	68%
	3.3%
	0.3
	11%

	Average w/o MCD
	
	107%
	5.3%
	0.7
	36%

	Maximum w/o MCD
	
	172%
	6.8%
	1.0
	60%

	Standard Deviation
	
	25%
	1.0%
	0.2
	14%
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	TAP Section  Part 4 of MCD Simulation, Assess Company-Specific & Macro Variables:
The purpose of this exercise is to adjust MCD’s current (January 1, 2012) valuation multiple (143% of the S&P 500) in order to derive a realistic valuation for a one-year price target
On the following pages there are four sets of data, each containing:
Chart showing MCD’s relative P/E ratio (blue shaded bars using left axis) and the variable (tan line using right axis)
Regression output for the variable and MCD’s relative P/E ratio
Tables for you to complete that will be used later to generate your future price targets for MCD
To help expedite this exercise some cells of each table have already been completed
We have provided answers to the entire table for Variable #1 directly below so you can see how it should look when completed (there is nothing to enter for the first example below, but review it in preparation for Variable #2)


	z
	Variable #1: MCD’s NTM EPS Growth*

Your forecast for MCD’s EPS growth rate (the tan line) is to be 5% from 2012 to 2013.

	Regression Statistics
	
	

	Multiple R
	0.55
	

	
	Coefficients
	P-value

	Intercept
	0.91
	0.00

	NTMEPS12MTHGRTH
	1.55
	0.00



For this variable (NTM EPS), we have completed the table below for you:
	Variable #1: EPS Growth rate (NTM EPS vs. avg. of past 12 months*)
	

	Current/recent levels (tan line)
	7.0%

	Your forecast at time when price target should be achieved
	5.0%

	Correlation coefficient of regression
	55%

	Regression coefficient (multiplier from regression output)
	1.55 

	Point change (not %) to current relative valuation
	-3.1%



* “NTM EPS” is measured as the NTM EPS at any point in time divided by the average NTM EPS over the prior 12 months
Note this is a different calculation than EPS derived from FY2 vs. FY1 which has also been used in the MCD simulation


	z
	Variable #2: MCD’s ROE

Your forecast is for MCD’s ROE to drop to 36% for 2013

	Regression Statistics
	
	

	Multiple R
	0.63
	

	
	Coefficients
	P-value

	Intercept
	0.65
	0.00

	ROE
	1.51
	0.00



Use the data from the chart and regression output above to complete the table below (which will be used later to derive a future price target for MCD).
	Variable #2: ROE
	

	Current/recent levels (tan line)
	37.5%

	Your forecast at time when price target should be achieved (1 yr from now)
	36.0%

	Correlation coefficient
	

	Regression coefficient (multiplier from regression output)
	

	Point change (not %) to current relative valuation
	-2.3%




	z
	Variable #3: Consumer Sentiment (RIGHT AXIS REVERSED)

The consensus forecast is for consumer sentiment to rise from 70 in December 2011 to 82 in 2013
Recall if the coefficient (in first column, last row in table below) is negative, when the variable increases (e.g. consumer sentiment), the relative valuation will decline (similarly, the axis for the tan line above is reversed so the negative relationship is more visible)

	Regression Statistics
	
	

	Multiple R
	0.63
	

	
	Coefficients
	P-value

	Intercept
	1.77
	0.00

	UMCSENT
	-0.00933
	0.00



Use the data from the chart and regression output above to complete the table below (which will be used later to derive a future price target for MCD).
	Variable #3: Consumer Sentiment
	

	Current/recent levels (tan line)
	70.0 

	Your forecast at time when price target should be achieved
	82.0

	Correlation coefficient
	

	Regression coefficient (multiplier from regression output)
	

	Point change (not %) to current relative valuation
	





	z
	Variable #4: Existing Home Sales (RIGHT AXIS REVERSED)

The consensus forecast is for existing home sales to increase from their current rate of 4.4 million to 5.3 million for 2013
Recall if the coefficient (in first column, last row in table below) is negative, when the variable increases (e.g. consumer sentiment), the relative valuation will decline (similarly, the axis for the tan line above is reversed so the negative relationship is more visible)

	Regression Statistics
	
	

	Multiple R
	0.59
	

	
	Coefficients
	P-value

	Intercept
	1.53
	0.00

	Existing home sales
	-0.09640
	0.00



Use the data from the chart and regression output above to complete the table below (which will be used later to derive a future price target for MCD).
	Variable #4: Existing Home Sales
	

	Current/recent levels (millions) (tan line)
	

	Your forecast at time when price target should be achieved
	

	Correlation coefficient
	

	Regression coefficient (multiplier from regression output)
	

	Point change (not %) to current relative valuation
	



THE ANSWERS CAN BE FOUND NEAR THE END OF YOUR LEARNER WORKBOOK IN A SECTION TITLED
“TABLE A: Three Scenarios Answer Key”
Go to the second table (Part 2 of 3) and look at the “Base” column for the answer key
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	TAP Section  EPS Impact from Changes to Critical Factor Assumptions
Every price target needs an accurate financial forecast and realistic valuation multiple. Due to the scope of this workshop (focusing on the valuation multiple) we will not have time to cover the all-important step of generating an accurate forecast
But we need a forecast to generate our price target. Therefore, in the material below, we provide the three critical factors that the analyst (not Lucas in this case) believes will drive MCD’s performance over the next year, including the impact on EPS
Read the information below and review the table that follows in order to become familiar with the process of creating financial scenarios. Answer the questions below the table on the next page simply to ensure you are familiar with this process


	z
	Analyst’s Critical Factors that Drive the EPS Forecast
It is January 1, 2012 and the analyst draws the following conclusions about MCD from data he has collected, including proprietary work he has conducted:
Critical Factor #1: International growth slowing
European sales (37% of profits) were up 6.5% in 3Q11 (the most recently-reported quarter), which appears due to easy comps and the analyst forecasts those comparisons will become much tougher in 2012
There has been excitement in the financial media about MCD growing +14% in China during 3Q11, but the analyst notes it’s only 3% of MCD’s profits and so market psychology is probably getting too far ahead of reality
The strengthening U.S. dollar is hurting non-U.S. profits and unless it weakens, the company will have difficult year-over-year comparisons in 2012
Critical Factor #2: Margins
For the most recent quarter, operating margins were at all-time highs and the analyst believes they can grow no more because the company has no new cost-cutting initiatives. He confirmed this with two industry consultants who are very familiar with MCD’s margins.
Making matters worse, the company is likely to incur a higher tax rate and interest expense in 2012 vs. 2011.
Critical Factor #3: Food inflation
Food inflation has begun to accelerate and based on the analyst’s work, it will be difficult to pass along all of it to the consumer in the current environment

The analyst is especially concerned about the consensus estimate for 2012 which has gone from $5.60 only a few months ago to $5.72 at present. 

Review how the information above has been incorporated into the base-case, downside and upside scenario table below and then answer the questions that follow.


	z
	Table for “EPS Impact from Changes to Critical Factor Assumptions”
	
	Downside
	Base
	Upside

	Part 1: EPS Impact from Changes to Critical Factors
	
	
	

	Critical Factor #1. Impact from slowing international growth
	Non-U.S. growth of ‑1%
	Non-U.S. growth of 2%
	Non-U.S. growth of 5%

	EPS Impact vs. Base-case
	-$0.25
	$0.00
	$0.25

	Probability (must equal 100%)
	20%
	60%
	20%

	EPS Impact, Weighted for Probability
	-$0.05
	$0.00
	$0.05

	Critical Factor #2. Operating margins stop improving
	O.M. decline 200 bps
	O.M. decline 100 bps
	O.M. rise 50 bps

	EPS Impact vs. Base-case
	-$0.18
	$0.00
	$0.27

	Probability (must equal 100%)
	35%
	50%
	15%

	Weighted probability
	-$0.06
	$0.00
	$0.04

	Critical Factor #3. Food inflation (not passed along to customer)
	6% inflation
	3.5% inflation
	1% inflation

	EPS Impact vs. Base-case
	-$0.10
	$0.00
	$0.10

	Probability (must equal 100%)
	15%
	75%
	10%

	Weighted probability
	-$0.02
	$0.00
	$0.01

	
	
	
	

	EPS Impact Summary of Critical Factors Above
	
	
	

	Total Impact of 3 factors above (un-weighted)
	-$0.53
	$0.00
	$0.62

	EPS forecast for next 12 months ("NTM")
	$4.87
	$5.40
	$6.02

	Analyst's expected growth of EPS between NTM and following 12-month period
	-8%
	3%
	10%

	Analyst's EPS forecast for months #13-#24 (i.e. NTM one year from now)
	$4.48
	$5.55
	$6.62

	Analyst's Estimates vs. Consensus
	
	
	

	  Current consensus EPS for NTM
	N/A
	$5.72
	N/A

	  Analyst's estimate vs. consensus
	-15%
	-6%
	5%

	  Current consensus EPS for NTM One Year From Now
	N/A
	$6.32
	N/A

	  Analyst's estimates vs. consensus
	-29%
	-12%
	5%




	z
	Questions for “EPS Impact from Changes to Critical Factor Assumptions”

Which critical factor has the greatest EPS impact in the downside scenario (un-weighted)?
	



Which critical factor has the greatest probability of occurring under the base-case?
	



How much are EPS expected to grow for the analyst’s base-case estimates between the upcoming year (2012) and next (2013)?
	



How much does the analyst’s 2013 downside EPS estimate differ from the consensus 2013 EPS estimate?
	







	z
	Answer Key for “EPS Impact from Changes to Critical Factor Assumptions”
	Question
	Answer

	Which critical factor has the greatest EPS impact in the downside scenario (un-weighted)?
	#1 (-$0.25)

	Which critical factor has the greatest probability of occurring under the base-case?
	#3 (75%)

	How much are EPS expected to grow for the analyst’s base-case estimates between the upcoming year (2012) and next (2013)?
	3% ($5.55 divided by $5.40)

	How much does the analyst’s 2013 downside EPS estimate differ from the consensus 2013 EPS estimate?
	-29% ($4.48 divided by $6.32)
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	TAP Section  Review of Step 4 of SHARE™ (Range of Multiples And Price Targets)
Reflecting on the final product of your work found in Table A, respond to the questions below in terms of how well these best practices are currently part of your process for setting price targets (1=strongly disagree and 5=strongly agree):

	z
	Review of Step 4 of SHARE™ (Range of Multiples And Price Targets)
	For stocks I’m recommending…
	1=strongly disagree
5=strongly agree

	I forecast multiple EPS (or cash flow) scenarios based on changes to assumptions for my critical factors
	

	I analyze the stock’s historical valuation trends and current levels in order to create an accurate range of likely valuation multiples that I expect the stock to command at the time my price target should be achieved
	

	I know which of my stocks trade on peak multiples on peak earnings (or cash flow) and those that trade on peak multiples on trough earnings (or cash flow)
	

	I apply my multiple valuation scenarios to my multiple EPS (or cash flow) forecasts to derive a range of price targets, which helps me think outside my comfort zone
	



If you rated any item above as a 1, 2 or 3, what are you committed to do to adopt best practices? (start with the item you rated with the lowest score)
	In intend to do the following:

	



.

	z
	Postscript
The first waterfall chart below is from December 2011, at the time of the exercises involving MCD in this workshop, while the second is from a year later. Notice the sector’s relative P/E ratio declined only slightly (from 146% to 143%) while MCD’s relative P/E ratio dropped significantly, from 143% to 116%.

Ten-year Averages Waterfall Chart at Time One-Year Price Target is Set (December 2011)

Ten-year Averages Waterfall Chart at Time One-Year Price Target is To Be Achieved (December 2012)
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	z
	Three Scenarios Answer Key, Part 1 of 3 (financial forecast scenarios)
	Part 1: EPS Impact from Changes to Critical Factors
	Downside
	Base
	Upside

	Critical Factor #1. Impact from slowing international growth
	Non-U.S. growth of ‑1%
	Non-U.S. growth of 2%
	Non-U.S. growth of 5%

	EPS Impact vs. Base-case
	-$0.25
	$0.00
	$0.25

	Probability (must equal 100%)
	20%
	60%
	20%

	EPS Impact, Weighted for Probability
	-$0.05
	$0.00
	$0.05

	Critical Factor #2. Operating margins stop improving
	O.M. decline 200 bps
	O.M. decline 100 bps
	O.M. rise 50 bps

	EPS Impact vs. Base-case
	-$0.18
	$0.00
	$0.27

	Probability (must equal 100%)
	35%
	50%
	15%

	Weighted probability
	-$0.06
	$0.00
	$0.04

	Critical Factor #3. Food inflation (not passed along to customer)
	6% inflation
	3.5% inflation
	1% inflation

	EPS Impact vs. Base-case
	-$0.10
	$0.00
	$0.10

	Probability (must equal 100%)
	15%
	75%
	10%

	Weighted probability
	-$0.02
	$0.00
	$0.01

	
	
	
	

	EPS Impact Summary of Critical Factors Above
	
	
	

	Total Impact of 3 factors above (un-weighted)
	-$0.53
	$0.00
	$0.62

	EPS forecast for next 12 months ("NTM")
	$4.87
	$5.40
	$6.02

	Analyst's expected growth of EPS between NTM and following 12-month period
	-8%
	3%
	10%

	Analyst's EPS forecast for months #13-#24 (i.e. NTM one year from now)
	$4.48
	$5.55
	$6.62

	Analyst's Estimates vs. Consensus
	
	
	

	  Current consensus EPS for NTM
	N/A
	$5.72
	N/A

	  Analyst's estimate vs. consensus
	-15%
	-6%
	5%

	  Current consensus EPS for NTM One Year From Now
	N/A
	$6.32
	N/A

	  Analyst's estimates vs. consensus
	-29%
	-12%
	5%




	z
	Three Scenarios Answer Key, Part 2 of 3 (valuation scenarios)
	Part 2: Relative Valuation Multiple Adjustments
	Downside
	Base
	Upside

	Current relative valuation multiple
	N/A
	143%
	N/A

	Variable #1: EPS Growth rate (NTM EPS vs. avg. of past 12 months)
	
	
	

	  Current/recent levels
	N/A
	7.0%
	N/A

	  Your forecast at time when price target should be achieved (2013 to 2014)
	0.0%
	5.0%
	10.0%

	  Correlation coefficient of regression
	N/A
	55%
	N/A

	  Regression coefficient (multiplier from regression output)
	N/A
	1.55
	N/A

	  Point change (not %) to current relative valuation
	-10.9%
	-3.1%
	4.7%

	Variable #2: ROE
	
	
	

	  Current/recent levels
	N/A
	37.5%
	N/A

	  Your forecast at time when price target should be achieved (Jan 2013)
	34.0%
	36.0%
	38.0%

	  Correlation coefficient
	N/A
	63%
	N/A

	  Regression coefficient (multiplier from regression output)
	N/A
	1.51
	N/A

	  Point change (not %) to current relative valuation
	-5.3%
	-2.3%
	0.8%

	Variable #3: Consumer Sentiment
	
	
	

	  Current/recent levels
	N/A
	70.0
	N/A

	  Your forecast at time when price target should be achieved (Jan 2013)
	85.0
	82.0
	70.0

	  Correlation coefficient
	N/A
	63%
	N/A

	  Regression coefficient (multiplier from regression output)
	N/A
	-0.00933
	N/A

	  Point change (not %) to current relative valuation
	-14.0%
	-11.2%
	0.0%

	Variable #4: Existing Home Sales
	
	
	

	  Current/recent levels (millions)
	N/A
	4.4
	N/A

	  Your forecast at time when price target should be achieved
	6.0
	5.3
	4.4

	  Correlation coefficient
	N/A
	59%
	N/A

	  Regression coefficient (multiplier from regression output)
	N/A
	-0.09640
	N/A

	  Point change (not %) to current relative valuation
	-15.4%
	-8.7%
	0.0%

	"Shotgun" (regression) comparison to stocks in other sectors
	
	
	

	  Correlation coefficient
	N/A
	79%
	N/A

	  Standard error
	N/A
	17%
	N/A

	  Forecast relative valuation using regression formula
	N/A
	82%
	N/A

	  Relative valuation using standard error
	68%
	82%
	96%

	  Point change (not %) to current relative valuation
	-75%
	-61%
	-47%

	"Rifle" (screening) comparison to stocks in other sectors
	
	
	

	  Standard deviation
	N/A
	25%
	N/A

	  Average relative valuation of screened stocks
	N/A
	107%
	N/A

	  Relative valuation using standard deviation
	80%
	107%
	134%

	  Point change (not %) to current relative valuation
	-63%
	-36%
	-9%
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	Three Scenarios Answer Key, Part 3 of 3 (price targets)
	Part 3: Computation of Price Targets (Part 1 x Part 2)
	Downside
	Base
	Upside

	Option #1: Applying trough valuation multiple to downside scenario and peak valuation multiple to upside scenario
	Trough Multiple
	Average Multiple
	Peak Multiple

	Stock’s current P/E ratio (using consensus EPS) relative to index
	N/A
	143%
	N/A

	Adjustment to multiple for the future price target
	-0.30
	-0.15
	0.00

	Stock’s relative P/E multiple one year from now
	113%
	128%
	143%

	Analyst's forecast of market (or sector) multiple one year from now
	12.3
	12.3
	12.3

	Analyst's forecast of stock’s P/E multiple one year from now
	13.9
	15.7
	17.6

	Price Target
	$62.27
	$87.40
	$116.47

	Current stock price
	$100.00
	$100.00
	$100.00

	One Year Change
	-38%
	-13%
	16%

	Option #2: Applying peak valuation multiple to downside scenario and trough valuation multiple to upside scenario
	Peak Multiple
	Average Multiple
	Trough Multiple

	Stock’s current P/E ratio (using consensus EPS) relative to index
	N/A
	143%
	N/A

	Adjustment to multiple for the future price target (from above)
	0.00
	-0.15
	-0.30

	Stock’s relative P/E multiple one year from now
	143%
	128%
	113%

	Analyst's forecast of market (or sector) multiple one year from now
	12.3
	12.3
	12.3

	Analyst's forecast of stock’s P/E multiple one year from now
	17.6
	15.7
	13.9

	Price Target
	$78.81
	$87.40
	$92.04

	Current stock price
	$100.00
	$100.00
	$100.00

	One Year Change
	-21%
	-13%
	-8%
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Pharma P/E ratio relative to an index (left axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	0.98577070017020318	0.98388577021085588	0.98872084003463578	0.93622264710682901	1.0154316098897047	1.0139982870367028	0.9776780505761995	0.9645934069203469	0.98965494405281285	0.92983042296535112	0.95454754210582171	0.90450828246397563	0.97310101333067778	0.93979756044980134	0.97263862775345478	1.0054674014051042	1.1023730471219106	1.0637115542557578	1.0397377756849913	0.98835394631824713	0.98862382193518183	0.95985821842294738	0.95513964977557619	0.92235086832964308	0.99091580310318039	1.017918376560502	1.0222890002327965	1.0281765477241542	1.0199803648043804	1.0323276357048494	1.0678781811440075	1.1099302841703751	1.1187263373800576	1.1463683029395548	1.0985419448158527	1.063691547807095	1.0665284903887231	1.0903580092508203	1.0750608739785503	1.0897447612024513	1.0734222679735501	1.0497243516968606	1.0498631785243604	1.0095693736832978	1.0210866386304338	0.99995561868643612	0.99999158643539476	1.0515650460553161	0.99329679128320703	0.9143994297786896	0.88768910475166296	0.9118260009659982	0.85383915573134617	0.85530451054167556	0.8867498904778629	0.88934445780167848	0.87732918250405167	0.92286458458949183	0.99926302657409372	1.0342614673989183	0.77938225706583086	0.81799143649044326	0.78061910119783784	0.788404729231024	0.67814906560105381	0.66968308323979919	0.67985136722637962	0.62345187558171755	0.60653285474312679	0.6256128694402241	0.63764637783379219	0.70452518955660781	0.70462597972064223	0.76398151609866871	0.72650082627053802	0.74183526950034795	0.72367676487287458	0.73845172144108562	0.7899999721892782	0.75688389361151975	0.80523789267711687	0.80396506121782363	0.76600214150958057	0.73152897216487733	0.72800572975434164	0.70900591288889225	0.71328228189640219	0.72710023282808323	0.77797850619739739	0.80395293416451863	0.82626223704009705	0.82922624794468358	0.89218030534291037	0.96482205833737644	0.89709335431575477	0.92739207973577675	0.97925408040275197	0.93836729447820955	0.90735862150960556	0.91927246879707347	0.9372478292515608	0.97070596535818066	1.0019931788198237	1.0255346522908471	0.96432682640323097	0.97909164750324329	1.0073031870930778	0.99797140950788377	1.032448634649294	1.061233545902768	1.065929790658934	1.0824760242250324	1.0903412484119241	1.0932431362689434	1.0908716045674298	1.0928979921872923	1.0868242077513228	1.0942106779525151	1.12822827668616	1.1306363693452155	1.1373542130512913	Pharma Payout ratio (right axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	50.876801059555568	49.11042425092203	50.368491718869173	49.853429201678402	50.713069763967518	51.252006313837775	51.421906147770869	50.797477212181995	51.356720260870539	51.820474833122738	53.101401219969546	53.435169422244421	54.051397099175638	55.628237274099064	57.046856455713403	57.504513650794003	58.820036568170103	58.589254409668058	58.141451929686582	57.435552631782606	57.554377454908632	57.460232131499311	57.447678042193047	57.443426575421761	57.235784609779842	58.530591158197176	60.573874759365765	60.962576237392057	61.295584464739875	61.549533909679695	61.470903845121448	61.304659015699009	62.338848762990182	55.537126508968697	55.646831100938492	55.281331435061887	55.133512132993395	59.004748218344012	60.295316586968482	59.662655675975337	58.577031722695985	58.179984554877649	57.873508001101776	56.996283804885081	57.291610849140916	58.006923104689896	57.165787821132277	57.635950459892804	57.45652187465253	53.175921865726082	54.545431152548019	55.076420339704335	55.978716371739189	56.0769293703298	55.837151704729827	56.419876260913554	56.725036735371511	56.538538997860314	54.49576066311834	54.006633400462505	54.175186595108265	53.079702323497848	52.764772622867532	53.500180861222674	54.1195768578011	49.06031275584629	49.343649856321726	49.427834892808711	49.284384628645846	49.350170287548671	48.441339110223346	49.012932495545691	50.33210156548958	46.307445149016537	47.136764818787753	47.581454828974501	48.628593223904595	47.709798349555534	47.865492116889804	47.544191985599262	47.250172655882032	48.142121038944964	47.992379939985028	47.585313986481843	47.636584056562775	46.671793197148823	47.899196362082257	47.510011605853407	49.043596419526352	49.328428203404918	49.151165633741847	48.436437798902205	48.544809927407151	48.144963485741123	48.036611911805323	47.975949812042678	48.818374984549081	53.107945291490033	53.594581425365526	53.787879682808949	53.741624197388411	53.300464771062337	54.315441126554155	54.554543272832696	54.287532217767819	54.516436937238552	54.744313746359808	54.667483480591521	54.898409085869126	53.822728021865395	54.241780557985329	55.218308068439661	56.15496322297988	56.27817641936479	56.676622957474081	58.272376398224317	56.999182569945269	57.048300540220303	58.028634155889073	49.861366917559188	58.369371408662836	


CVS P/E ratio relative to an index (left axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	0.90290423992870872	0.86949740347943549	0.8947388494728874	0.86342475265924112	0.96820198424205817	1.0283940909248415	1.0113070261964974	1.0387039873843493	0.9790116442077943	1.0079397676767108	1.0626135953689775	1.0473584091909951	1.0027317316208686	1.0551299415897741	1.0964416755328941	1.1616221679031868	1.1678386176722195	1.1956351295405079	1.238185047113042	1.2682161691332072	1.2161514697649898	1.1823732721990872	1.0254975767251835	1.1034690850017193	1.0805730917857812	1.120880045365916	1.1362183625144351	1.1894433411415577	1.1654116658254001	1.1180164515391062	1.2183516882895675	1.292103584090037	1.2961714664669757	1.191567096159768	1.1107659037096509	0.98719461212364379	1.0493334392000679	1.1236741471864913	1.0650933388878645	1.1468832767405452	1.1614029621193167	1.1594096312578601	1.1276288177473615	1.1105269638922008	1.1610662257574402	1.1630921688128941	1.1960351032334759	1.1860582736418266	1.1501025358780337	1.1059252567307034	1.1084325211061534	1.1574544458625142	1.0976616345152379	1.110921932446465	1.120725519862535	1.01457209244346	0.98079215063601155	0.98616946790516802	1.0828354733193573	1.1083733259301438	0.75505165885236714	0.80094175472126572	0.85537990839819356	0.84169444117074743	0.8954145003303462	0.76377016208996429	0.80990289727101861	0.75606485732653461	0.80278145566026538	0.77550436945413848	0.78997061668461299	0.73864293257028579	0.77250493100087703	0.8583695345841974	0.84300112740871902	0.91100837235399124	0.90977112432162721	0.92902366184640939	0.82748068403280151	0.83491249308114579	0.77414173788133478	0.8460581417920684	0.78519217275966036	0.82662232655505508	0.88694964673790666	0.84982361332731282	0.82524646366865617	0.85301790796700794	0.89665457423358919	0.9562402797423839	0.95763086533955655	0.94442900254500306	0.9858783877522308	0.99584803363300123	0.95482339573290365	1.0053282921341766	1.0268334094886369	0.99772330061510639	1.0291234165629346	0.98749123267103922	0.99408435327572753	1.0433929860899283	1.0397724466611398	0.99766300696292609	0.95592824361524975	0.98725445963767611	0.96363760377999064	0.9461185061260653	0.93859765490724845	0.94689334621109778	0.92869518716577537	0.94759549981430358	0.98151890996105939	0.94149344343836683	0.9453697722143789	0.96375715526009109	0.94287396915026467	0.89452704233566682	0.93473674178662869	0.9704653245804723	1.0108388392691736	CVS NTM EPS vs Avg of Prior 12 Months (right axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	6.8903830732218729E-2	8.0163624152878921E-2	8.4358205350133719E-2	8.0155229029154951E-2	7.4659772437958294E-2	8.7538459541211644E-2	8.9922868299063152E-2	9.0059812019367635E-2	9.4828932979222236E-2	9.9914308084014802E-2	9.5177911724674491E-2	0.10677935623089341	0.11845485957295998	9.8896501229015277E-2	0.1056999982815805	0.12227633650682601	0.11715871254162047	0.12081078722290095	0.13276386274793683	0.12786491652055787	0.13283633017277907	0.12811665973229958	0.114243870363544	9.973283227151275E-2	9.1917499566699368E-2	7.1091126415845807E-2	6.620785742003954E-2	6.4864740204331195E-2	6.619523219362855E-2	7.1270409908369192E-2	6.8912315647662092E-2	7.4641834441077304E-2	8.7401619338081105E-2	0.1011509584149044	0.11095427993231688	0.11813719320327265	0.11886862672125043	0.11412020629139863	0.11383798822213587	0.11619433677311997	0.11221123391651888	0.13770825471967796	0.12740232687726505	0.12665284327577675	0.12572512954207471	0.12338963641568879	0.12180441732357283	0.12532353051502287	0.12097541367990861	0.12378570488350671	0.1558567842686247	0.14930315076420952	0.13717656895991093	0.15311729172292243	0.14829292944306549	0.13769459883597368	0.12246499430720559	0.10720075258069639	6.9390246920709941E-2	5.81800153340577E-2	4.9128452381588916E-2	-6.8129165721161344E-3	-4.2917555872687974E-3	2.4207396675586246E-3	8.5801732634744887E-3	1.9372960469246747E-2	2.8184962529852697E-2	3.6142475877643188E-2	5.2584168449498758E-2	5.8451027379799347E-2	6.3203217027498981E-2	3.8395753762630047E-3	6.8890125916540867E-3	1.3556031176356065E-3	1.8834763319905745E-2	2.1708224924996244E-2	2.934242070017623E-2	3.7220208070618099E-2	3.8534465441468324E-2	8.5803432137285807E-3	1.3309071624748148E-2	1.8388419208328344E-2	6.9518469865215149E-3	1.8688136557056811E-3	5.277620273040684E-3	1.4914988911597149E-2	-2.0263266125831847E-2	-9.4634341082850959E-3	2.9595828214368236E-3	1.7014168459255297E-2	2.7847383556805827E-2	3.8772604949622647E-2	4.6587713088564353E-2	5.4814095053013601E-2	5.9946240382290572E-2	7.4953366118365228E-2	8.9760264136756973E-2	9.2386894538158071E-2	9.8518830443618421E-2	9.4937766079917774E-2	9.0595740417051651E-2	9.6210758046124889E-2	9.2776624468550839E-2	8.7126960581045854E-2	9.3175246904597442E-2	8.9958598375126764E-2	8.4175774601677134E-2	9.1310626008663798E-2	0.12207419226166749	0.1150705154380125	0.11337264930501201	0.10847877688461161	0.10324245997304327	0.10402986259440516	9.7534631176605213E-2	9.2531153038630354E-2	8.3928350833847976E-2	8.1306840132396418E-2	7.760262759593517E-2	7.6432129514321101E-2	7.545383979768161E-2	


Railroads P/E ratio relative to an index (left axis)	36889	36922	36950	36980	37011	37042	37071	37103	37134	37162	37195	37225	37256	37287	37315	37344	37376	37407	37435	37468	37498	37529	37560	37589	37621	37652	37680	37711	37741	37771	37802	37833	37862	37894	37925	37953	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	0.53871276564851744	0.61092247290899737	0.71416760885938935	0.73950526795825855	0.71884367325768805	0.6768928219994309	0.64379446254342665	0.70854134526176826	0.6868810100023387	0.63542672343761353	0.68682238178767263	0.6235533013355995	0.60258790389136485	0.63445197172220358	0.65733359536229674	0.64419018872814016	0.68059332436379427	0.69412129641753018	0.82018876120839002	0.83197763188092433	0.79286673885942915	0.79678234690149397	0.74821488664510383	0.69429543295038432	0.73764096105858834	0.77402046429488947	0.78218241759291129	0.77691033339090643	0.76932926347436792	0.73827992938840059	0.69834708984977589	0.75980869474684154	0.76002644867671243	0.72968075658867637	0.80309596254461779	0.81933630411323521	0.84459317373449183	0.7217398282091918	0.8194992203705036	0.82053543258063066	0.81350349653263021	0.80668966062205116	0.88223465178282423	0.90454590159996173	0.90386390724833809	0.90857564010669922	0.90836540173518232	0.90379128657243812	0.90420819222978899	0.90286502808863822	0.91581971797128592	1.0333438160095174	0.94819375607996492	0.95049103032237814	0.91584880586554862	0.85806318180310204	0.95897257788605139	0.91187932561526419	0.90925933761275335	0.94851667325501765	0.95667839912219665	1.0069537115009117	1.0236488036152551	1.0211081852337176	0.9841577748637258	0.9938442977855394	0.98469463310847749	0.86741741126228211	0.99586482128235609	0.87556371877701078	0.90800455069508856	0.97215102150545973	0.96129127912244572	0.97530439824607862	0.96968419944845263	1.029210906431727	1.0708126401471065	1.0060898155647733	1.0652805079789185	1.094891810244454	0.99060418527394567	1.0014281518176578	1.0329563768570069	1.0033799712838818	0.97807737576253917	1.0144853841325019	1.0244598660409998	1.0646037643922965	1.1186624756377714	1.1949942096223101	1.1744480125566881	1.2591748183388198	1.1728472856111847	1.1056219662976605	1.1572490331798104	0.99893157208293915	0.70054671930871115	0.7452049555152882	0.76869417110378913	0.76283092413087428	0.89041595747196189	0.93620550394321855	0.97240826739954545	0.91409357049801787	0.91635866519644293	0.9045429717194835	0.98962975814783705	0.99894769594599642	1.0311001259426009	1.1232423075245808	1.1588307609991286	1.2132501147313601	1.1610055218120063	1.1709333756828062	1.1580157261816253	1.1063501431641591	1.1049728075770362	1.1102508839040202	1.1053893262549801	1.1118203320923492	1.0872333027732368	1.067907005246904	1.0764849108966261	1.1062602947882965	1.1295503130850546	1.1187923921589185	1.1603309806415274	1.1382734429405597	1.1008576265261505	1.0668079129542203	1.1737450143994959	1.1836499131827407	1.180083565168403	1.1436392550183621	1.0898237574552696	1.0630393553944715	1.1160866344940628	1.0872985134200295	1.0975669266412089	1.1290698933632033	1.0985298392666931	1.0347716117702122	1.0976457119170442	1.080523547170599	1.1179180055663114	1.1467789684040544	1.1982169022373141	1.0767497596944657	1.1532993040527126	1.1491506650504137	1.1005219324969213	1.0673940620493911	1.0680132318872604	1.08407599683439	1.1025367573080973	1.1002253094036285	1.1035265267123491	Railroads ROE (right axis)	36889	36922	36950	36980	37011	37042	37071	37103	37134	37162	37195	37225	37256	37287	37315	37344	37376	37407	37435	37468	37498	37529	37560	37589	37621	37652	37680	37711	37741	37771	37802	37833	37862	37894	37925	37953	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	10.857166666666664	8.9106666666666658	8.9106666666666658	8.9106666666666658	9.1214999999999993	9.1214999999999993	9.1214999999999993	6.5695999999999994	6.5695999999999994	6.5695999999999994	7.0263999999999998	7.0263999999999998	7.0263999999999998	7.4032	7.4032	7.4032	7.8994	7.8994	7.8994	8.2866000000000017	8.2866000000000017	8.2866000000000017	9.3496666666666677	9.3496666666666677	9.3496666666666677	8.413666666666666	8.413666666666666	8.413666666666666	7.6853333333333351	7.6853333333333351	7.6853333333333351	7.5949999999999998	7.5949999999999998	7.5949999999999998	7.4871666666666661	7.4871666666666661	7.4871666666666661	7.9931666666666672	7.9931666666666672	7.9931666666666672	7.9033333333333324	7.9033333333333324	7.9033333333333324	8.0163333333333338	8.0163333333333338	8.0163333333333338	8.3126666666666669	8.3126666666666669	8.3126666666666669	8.7465000000000011	8.7465000000000011	8.7465000000000011	9.589833333333333	9.589833333333333	9.589833333333333	11.531999999999998	11.531999999999998	11.531999999999998	11.797833333333335	11.797833333333335	11.797833333333335	12.284166666666666	12.284166666666666	12.284166666666666	11.992833333333332	11.992833333333332	11.992833333333332	12.958166666666665	12.958166666666665	12.958166666666665	13.331166666666666	13.331166666666666	13.331166666666666	13.209666666666669	13.209666666666669	13.209666666666669	12.902833333333334	12.902833333333334	12.902833333333334	13.192500000000001	13.192500000000001	13.192500000000001	13.669333333333332	13.669333333333332	13.669333333333332	13.884666666666666	13.884666666666666	13.884666666666666	14.083	14.083	14.083	14.544000000000002	14.544000000000002	14.544000000000002	14.461000000000004	14.461000000000004	14.461000000000004	13.383166666666668	13.383166666666668	13.383166666666668	11.973833333333333	11.973833333333333	11.973833333333333	10.609	10.609	10.609	9.9126666666666665	9.9126666666666665	9.9126666666666665	10.818499999999998	10.818499999999998	10.818499999999998	12.279666666666666	12.279666666666666	12.279666666666666	13.572666666666665	13.572666666666665	13.572666666666665	14.560666666666668	14.560666666666668	14.560666666666668	14.7035	14.7035	14.7035	15.095833333333333	15.095833333333333	15.095833333333333	15.627833333333335	15.627833333333335	15.627833333333335	16.256	16.256	16.256	17.425000000000001	17.425000000000001	17.425000000000001	17.959	17.959	17.959	17.919333333333334	17.919333333333334	17.919333333333334	17.855833333333333	17.855833333333333	17.855833333333333	17.89916666666667	17.89916666666667	17.89916666666667	18.108833333333333	18.108833333333333	18.108833333333333	18.618166666666667	18.618166666666667	18.618166666666667	18.418666666666667	18.418666666666667	18.418666666666667	



Restaurants P/E ratio relative to an index (left axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	0.93190811426324471	0.9430294956429609	0.96496896248558828	0.98642289190851318	0.99290941483470008	0.92356109002079512	0.89661332000334715	0.96201020632063416	0.9131691367647663	0.95627515571816801	0.99996238745214661	1.0433509416335627	1.041736705367704	1.122819495398649	1.1073637909242557	1.1723511358585756	1.117331545200213	1.0289022348178907	1.1995487938604485	1.1616470259567011	1.2686714555544276	1.220710148273864	1.1600336880759254	1.2111656352066711	1.2125038710010894	1.2421251809826725	1.2533186044661244	1.0730795230340344	1.2306786047384066	1.1752482773721895	1.1798729552745308	1.0573447947716048	1.299193436460879	1.193750958948927	1.2326853944857692	1.189624179348187	1.1818691392678617	1.1849539459936456	1.3582377390283276	1.3528224787853615	1.2904368623960305	1.2785559595291351	1.2346092871300847	1.2236723122527275	1.2228322540487895	1.1714692885237936	1.2035936796029276	1.1699686989434339	1.0389733182612675	1.0311938924902788	1.1953363084351849	1.1120815627505891	1.3204054761835613	1.2623169818708888	1.2319434065471828	1.1876383739003531	1.1822740314853271	1.2043980378393644	1.2736905357485193	1.2645312043439307	1.061403332474486	0.99718330358661877	1.1344644770917767	1.2453849919897459	1.2215274585356357	1.1233507223861368	1.0607338422450525	0.98966146469567318	0.9308107966051905	1.0001421378649287	0.94252036611892809	1.001596747458082	1.0496322586622211	1.1405696998780013	1.1239422230349951	1.2010137683880442	1.2129811022828147	1.3180682925675606	1.2788935410729139	1.245398223990084	1.3244230889169646	1.3576727576723886	1.3578901941892381	1.2738542513034476	1.3625847202028563	1.3168474716632363	1.355307987436646	1.2542356182636663	1.2123036939103122	1.2650053330669933	1.3188149354846233	1.3104207359358662	1.3583911880771669	1.3742266201143614	1.367072958093059	1.4402651580697059	1.4635051313619531	1.4203364310299433	1.4208494192599981	1.4276639094571371	1.4396682109668233	1.4787639937682751	1.3975332942370498	1.4930922595253739	1.44208074610395	1.4857284156332857	1.4008254175721382	1.4089366293034185	1.4280940867379635	1.3997255025114244	1.4211936300739749	1.4343413152254931	1.4550003520222357	1.4355987975991025	1.4675792822060183	1.430816042492119	1.4369557302125231	1.4349248147917049	1.29553781797121	1.3442543782949301	1.3246308150220045	MACRO US Regular Conventional Gas Price (right axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	1.448	1.5549999999999999	1.615	1.6890000000000001	1.756	1.9450000000000001	1.91	1.863	1.8420000000000001	1.841	1.954	1.9319999999999999	1.8	1.8109999999999999	1.8859999999999999	2.0630000000000002	2.2109999999999999	2.1139999999999999	2.1230000000000002	2.2469999999999999	2.4489999999999998	2.8620000000000001	2.6890000000000001	2.222	2.1739999999999999	2.2999999999999998	2.2490000000000001	2.4129999999999998	2.7189999999999999	2.831	2.8079999999999998	2.923	2.91	2.5009999999999999	2.214	2.2109999999999999	2.2839999999999998	2.1909999999999998	2.2349999999999999	2.5030000000000001	2.7869999999999999	3.1190000000000002	3.024	2.9470000000000001	2.7770000000000001	2.8170000000000002	2.7909999999999999	3.0640000000000001	2.984	3.0179999999999998	3.016	3.2149999999999999	3.4209999999999998	3.7349999999999999	3.9889999999999999	4.0019999999999998	3.74	3.7090000000000001	3.01	2.0990000000000002	1.669	1.772	1.8919999999999999	1.9370000000000001	2.0209999999999999	2.2400000000000002	2.597	2.4780000000000002	2.5619999999999998	2.48	2.5	2.6139999999999999	2.5680000000000001	2.6779999999999999	2.6030000000000002	2.742	2.8180000000000001	2.7949999999999999	2.6840000000000002	2.6789999999999998	2.6829999999999998	2.6779999999999999	2.766	2.8149999999999999	2.9510000000000001	3.0579999999999998	3.1680000000000001	3.5089999999999999	3.746	3.8490000000000002	3.6280000000000001	3.6139999999999999	3.6120000000000001	3.573	3.4	3.33	3.22	3.33	3.5169999999999999	3.774	3.8370000000000002	3.6429999999999998	3.4649999999999999	3.379	3.6680000000000001	3.8010000000000002	3.653	3.38	3.2559999999999998	3.2549999999999999	3.605	3.6480000000000001	3.5009999999999999	3.5649999999999999	3.5760000000000001	3.5150000000000001	3.5150000000000001	3.4740000000000002	3.2850000000000001	3.1859999999999999	3.2090000000000001	SPAL Next 12-month PE (right axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	18.469179276780228	18.576171719964197	18.671667957760835	18.078134719184543	17.540459909707739	17.416935938198137	17.598556079199675	16.851943204806101	16.790766750977003	16.867688675676085	16.337878860887585	16.891598571500527	17.09019629963899	16.725009999185907	16.951515791697474	16.400695980745922	15.796516973608748	16.074939935398934	16.004030226700252	16.44777611194403	15.870724411496942	15.890802460953539	15.323870705634407	15.688876007236514	15.523802417549618	15.793126208681223	15.744214397672442	15.663550610458698	15.693365104833978	15.096739301622769	15.093128954638624	14.925908245082471	14.912956283694648	15.167308194524871	15.568025609641278	15.746691800612357	15.676846724364712	15.767489283325844	15.288811606803236	15.143142609738229	15.661857151409929	16.036530796666476	15.440394817253225	14.863460531859209	15.00391893404994	15.436840442338072	15.519866444073456	14.74954356846473	14.871831228414882	14.835846300230566	14.661855045315553	13.867941590456946	14.422816696159051	14.59366937238225	13.162156742777523	13.257657315256399	13.660808417136712	12.428607961810588	10.481509265203373	9.6228998044082417	13.963177096215681	12.839159425884924	11.395566349731295	12.225456997073382	13.143541246272925	14.229384854747696	14.182878476989771	15.792878533644844	16.362761864044462	15.984093022552523	15.364540857935085	15.192664367058986	15.020002424536306	13.639120232928081	14.166855501066737	14.08241233866913	14.059926779853798	12.746005173360219	12.035615238651294	12.792926883320865	12.048225050234427	12.781041231513578	13.32465017116089	13.099232660427967	13.607002585936399	13.793880111972715	14.161583468193701	14.066470385400917	13.943595721618914	13.7691141736817	13.208575672256089	12.808629611427955	11.985643580582781	10.966445912905252	12.253777262120481	12.189350365623492	12.253726980415083	12.751548520302823	13.147111203812154	13.46815834767642	13.196450486170113	12.430607711220562	12.833388289603844	12.841448654687644	13.237342367777149	13.473930324994155	13.11417560477318	13.118327711178184	13.184801701026164	13.708089642603875	13.761242845461979	14.349923412816352	14.503419475882104	14.726258833091261	14.430220545299376	15.064904114690002	14.434295816146141	14.702513661202184	15.273913043478261	15.61772972972973	15.825342465753426	


Air_Freight P/E ratio relative to an index (left axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	1.221124290910458	1.1553966553180097	1.1394003273719477	1.181639343155628	1.1656430207472965	1.1845926549081336	1.2141749464374465	1.2122068028316928	1.2015948088409405	1.2286690799198161	1.3111372727834689	1.3115916964295045	1.2925826982555768	1.2116692997198377	1.2195109264509609	1.175030804980687	1.1333980239687835	1.1430729470069065	1.0690530574042163	1.0739124814474708	1.067464594972815	1.0588743232508402	1.1367608648698944	1.1687031018343499	1.1568422039553941	1.1120436439155916	1.129929389042476	1.1720317997749756	1.1734626820749665	1.1746029814746297	1.2137667867987867	1.0632679002793237	1.0511381268535447	1.076407121531304	1.0935220086511266	1.0935681823451584	1.0357838504376253	1.0213070648966056	1.0446811964539524	1.0250224133339692	0.98266702457586852	0.98957449068121328	1.0340500627999178	1.0825209463968832	1.0566975744588107	1.0099336740250446	0.99584183543263205	1.0391724288801985	0.96728141002907764	1.0058326951760548	0.96045617473954592	1.1077365550273905	1.1042768603982551	1.0749149061851027	1.1859880559781772	1.1933858198268108	1.1812103993213519	1.2228997238428208	1.2596054631206832	1.4852597739988576	1.0900915759590153	0.93320766555352686	1.0399255259014553	1.1940465013703305	1.3975659534471572	1.2678294888689745	1.342590121418167	1.4405583382857328	1.3622179436459756	1.3556413560875136	1.3052739749007367	1.4343414498329874	1.3482638475021134	1.3886214229957787	1.3513628327961018	1.4194358684953292	1.3428403371325326	1.3378415669640586	1.2283422931395365	1.2707261973941608	1.2807608484218758	1.2697501357053385	1.2104514852773358	1.261247728027324	1.2305783805371402	1.1641238620472281	1.1252411811079819	1.1330827906346572	1.1324735688533596	1.102881109530915	1.1253412926541564	1.0685816726174804	1.0706673203625763	1.0768122374528597	1.1029696142505898	1.1157768024762778	1.1076155362294837	1.109107160619865	1.0634460837193052	1.0617871649515811	1.03695656130283	1.0677872042130523	1.0702095126261655	1.0585925414668644	0.99219130535869493	0.9831806931929834	1.0529398561411163	1.0279891346719201	1.0284781710241357	1.0747453160113141	1.0987221834313887	1.0417995007793701	1.0023595589540992	0.99475675411941678	1.0397734202083249	1.0422970477993134	1.0699412572068401	1.1016004270760813	1.1550064000123932	1.1662591391044246	1.1667904085036234	MACRO Industrial Production Index (right axis)	37986	38016	38044	38077	38107	38138	38168	38198	38230	38260	38289	38321	38352	38383	38411	38442	38471	38503	38533	38562	38595	38625	38656	38686	38716	38748	38776	38807	38835	38868	38898	38929	38960	38989	39021	39051	39080	39113	39141	39171	39202	39233	39262	39294	39325	39353	39386	39416	39447	39478	39507	39538	39568	39598	39629	39660	39689	39721	39752	39780	39813	39843	39871	39903	39933	39962	39994	40025	40056	40086	40116	40147	40178	40207	40235	40268	40298	40329	40359	40389	40421	40451	40480	40512	40543	40574	40602	40633	40662	40694	40724	40753	40786	40816	40847	40877	40907	40939	40968	40998	41029	41060	41089	41121	41152	41180	41213	41243	41274	41305	41333	41362	41394	41425	41453	41486	41516	41547	41577	41608	41639	91.201400000000007	91.443100000000001	91.924499999999995	91.449600000000004	91.7958	92.494299999999996	91.749300000000005	92.454899999999995	92.483199999999997	92.547600000000003	93.437100000000001	93.630600000000001	94.270300000000006	94.7136	95.3245	95.240200000000002	95.368099999999998	95.533100000000005	95.912000000000006	95.724199999999996	95.870800000000003	93.966099999999997	95.180599999999998	96.117699999999999	96.668999999999997	96.785600000000002	96.826099999999997	97.074200000000005	97.44	97.300200000000004	97.675200000000004	97.686999999999998	98.013800000000003	97.842299999999994	97.805999999999997	97.681100000000001	98.634699999999995	98.169600000000003	99.235399999999998	99.370599999999996	100.092	100.1357	100.12949999999999	100.17570000000001	100.3027	100.68680000000001	100.1968	100.7645	100.7407	100.49209999999999	100.2213	99.954099999999997	99.234499999999997	98.7761	98.578999999999994	98.096400000000003	96.593400000000003	92.528899999999993	93.314800000000005	92.120999999999995	89.507499999999993	87.538200000000003	86.911699999999996	85.615700000000004	84.948300000000003	84.049700000000001	83.731999999999999	84.566999999999993	85.373500000000007	85.998800000000003	86.307500000000005	86.640299999999996	86.93	87.99	88.223200000000006	88.892300000000006	89.242900000000006	90.635099999999994	90.840699999999998	91.413200000000003	91.673000000000002	91.914599999999993	91.629599999999996	91.8108	92.589299999999994	92.612399999999994	92.101500000000001	93.019400000000005	92.581599999999995	92.875399999999999	93.093900000000005	93.689700000000002	94.146500000000003	94.242599999999996	94.727900000000005	94.832400000000007	95.199700000000007	96.015000000000001	96.375	96.006699999999995	96.796599999999998	97.112300000000005	97.161799999999999	97.706100000000006	97.114599999999996	97.386499999999998	97.311099999999996	98.259699999999995	98.357100000000003	98.4084	99.043800000000005	99.488	99.311199999999999	99.416200000000003	99.6083	99.443200000000004	99.998699999999999	100.71769999999999	100.819	101.375	101.55719999999999	
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Series1	Sector's average historical forward P/E multiple relative to index	Sector's current relative premium/discount compared to sector's past	Sector's current NTM forward multiple relative to index	Stock's historical relative premium/discount to sector's	Stock's implied current relative valuation based on historical sector relationship	Stock's current relative premium/discount to index not explained by sector relationship	Stock's current NTM forward multiple relative to index	2.0866768190524221	2.0866768190524221	1.2124699385940376	Series2	

Sector's average historical forward P/E multiple relative to index	Sector's current relative premium/discount compared to sector's past	Sector's current NTM forward multiple relative to index	Stock's historical relative premium/discount to sector's	Stock's implied current relative valuation based on historical sector relationship	Stock's current relative premium/discount to index not explained by sector relationship	Stock's current NTM forward multiple relative to index	0.61246498817032302	0.9811120088643599	1.8553188893227444	Series3	

Sector's average historical forward P/E multiple relative to index	Sector's current relative premium/discount compared to sector's past	Sector's current NTM forward multiple relative to index	Stock's historical relative premium/discount to sector's	Stock's implied current relative valuation based on historical sector relationship	Stock's current relative premium/discount to index not explained by sector relationship	Stock's current NTM forward multiple relative to index	2.6991418072227451	2.0866768190524221	3.067788827916782	1.2124699385940376	Tan: historical averages, Blue: actual, Gray: derived
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Correlation coefficients for relationship between sector's 

relative P/E ratio (based on NTM EPS) and variable 

below (December 2003 to December 2013)

Aerospace 

Defense

Air Freight Food Pharma Restaurants

Retailers 

Food and 

Drug

Change in FY2 vs. FY1 NTM EPS 52.7% 50.4% 9.0% 8.2% 66.0% 11.9%

Payout Ratio 22.6% 31.2% 18.9% 71.2% 62.3% 5.8%

BETA -17.0% -10.1% 9.7% -10.1% 36.6% -16.9%

Existing Home Sales 61.0% -4.3% -16.5% 52.0% -39.3% 39.9%

US Regular Conventional Gas Price -32.5% -36.2% 54.8% 3.6% 72.6% 0.5%

US Regular Conventional Gas Price (Chg) 57.2% -1.9% 7.9% 8.0% -6.5% 29.2%

New One Family Houses Sold 67.7% -5.3% -20.5% 48.4% -52.8% 39.8%

Industrial Production Index 31.5% -72.3% 60.9% 79.8% 46.2% 55.0%

ISM Manufacturing: PMI Composite Index 57.4% 17.4% -30.6% 3.5% -12.4% 25.4%

Mnfctrs New Orders: Nondefense CapGds Excl.Aircraft 7.1% -64.7% 71.6% 58.0% 65.2% 41.8%

Mnfctrs New Orders: Nondefense CapGds Excl.Aircraft (Chg) 60.5% -16.5% 26.8% 32.9% 24.1% 53.6%

All Employees: Total nonfarm  12.8% -64.4% 56.4% 68.4% 27.5% 35.3%

Personal Consumption Expenditures  -57.7% -27.6% 47.5% -5.2% 80.2% -14.8%

Personal Consumption Expenditures (Chg) 75.8% -31.9% 16.1% 55.9% -0.2% 62.6%

Real Personal Consumption Expenditures (Chg) 67.7% -27.3% 2.3% 52.8% 0.9% 56.9%

Personal Income  -59.1% -29.6% 48.7% -3.8% 80.2% -15.2%

Personal Income (Chg) 62.5% -44.4% 33.1% 55.6% 14.4% 63.7%

Total Private Construction Spending: Non-residential -31.4% -21.6% 27.5% 1.8% 8.0% -16.2%

Total Private Construction Spending: Nonresidential (Chg) 28.6% -67.8% 40.4% 68.8% 15.6% 53.9%

Total Private Construction Spending: Residential 68.4% -20.2% -2.6% 61.9% -37.8% 47.4%

Total Private Construction Spending: Residential (Chg) 24.7% -14.5% 7.4% 45.4% 17.8% 27.2%

Real Retail and Food Services Sales  32.5% -71.5% 52.3% 80.0% 47.4% 55.9%

Real Retail and Food Services Sales (Chg) 50.8% -20.1% 4.7% 29.2% 25.1% 43.8%

S&P/Case-Shiller 20-City Composite Home Price Index 63.3% -30.3% 12.8% 58.8% -21.5% 47.3%

Total Vehicle Sales  62.1% -42.7% 9.4% 76.5% -11.2% 56.5%

Total Construction Spending 48.5% -27.9% 11.6% 55.1% -30.4% 34.9%

Total Construction Spending (Chg) 39.4% -40.6% 17.1% 71.3% 7.7% 47.9%

University of Michigan: Consumer Sentiment 63.7% -15.2% -21.0% 52.9% -31.4% 42.2%
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Regression Statistics

Multiple R 75%

R Square 56%

Adjusted R Square 55%

Standard Error 87%

Observations 84

ANOVA

df SS MS F

Regression 2 79.1839.59 52.22

Residual 81 61.41 0.76

Total 83 140.59

Coefficients

Standard 

Error t Stat P-value

Intercept -1.41 0.55 -2.55 0.01

BIDU EPS growth 7.47 0.01 9.59 0.00

BIDU Beta 0.53 0.13 4.12 0.00


image11.emf
Ticker

EPS 

Growth 

FY2 vs. 

FY1

NTM EPS 

Grwth vs. 

Trail 12 

MTH

Payout 

ratio Beta

US 

Regular 

Gas Price

New One 

Family 

Houses 

Sold

Mnfctrs 

New 

Orders

Real Retail 

& Food 

Services 

Sales 

Case-

Shiller 20-

City Price 

Index

Total 

Vehicle 

Sales 

U. of 

Michigan: 

Cons. 

Sent.

ABT 23.3% -23.2% -0.2% 5.2% -3.9% 27.8% 30.7% 33.7% 45.1% 39.1% 15.3%

ADBE 87.1% -44.7%-14.0%-34.5% 22.8% -6.4% 39.8% 50.8% 22.3% 25.7% 16.7%

ADSK 10.7% -29.8%-39.4% 30.3% 34.8% -34.0% 25.8% 27.4% 17.5%-26.2% -24.7%

AEO 33.4% 10.4% 59.7%-39.5% 36.2% -39.4% 19.0% 16.7% 1.8%-40.3% -21.2%

ALB 8.3% 61.9%-25.1% 2.4% 24.1% 4.0% 26.7% 31.1% 48.5% 0.0% 9.2%

ANF 67.8% 15.2% 72.5% 3.0% 35.3% -48.7% 6.0% -6.5% -6.6%-57.9% -41.3%

ASH -38.1% 10.5% -6.1% -1.0% 51.0% 1.4% 64.0% 64.1% 76.5% 7.6% 0.2%

BA 20.5% 56.1% 17.9%-15.8% 18.9% 33.1% 35.0% 54.7% 55.6% 37.1% 37.3%

BBBY 82.3% 32.7% 32.3% -79.2% 50.5%-79.6% -70.9% -46.1% 24.0% 34.0%

BBY 56.5% 50.0%-28.6% 54.5% -55.8% 68.1%-25.7% -8.0% 48.9% 40.6% 45.2%

BMY -16.1% -8.2% 47.9% -4.2% 48.4% -11.7% 73.7% 82.7% 38.3% 33.0% 13.1%

CA 58.1% -43.0% 38.1% 62.8% -55.9% 65.0%-36.6% -20.7% 12.1% 49.0% 47.4%

CAG -11.0% -9.3% 0.0% 2.6% 41.0% 3.9% 59.3% 55.9% 61.2% 11.7% -0.9%

CNI 5.6% -11.4% 85.3% 41.0% 85.7% -71.0% 66.2% 47.4% 7.3%-48.0% -58.4%

COST 5.2% 24.9% 64.7%-63.9% 82.0% -72.7% 66.4% 43.2% -11.0%-40.8% -58.7%

CP 57.9% 44.0% 58.5% 81.3% 85.9% -67.2% 68.4% 55.1% 11.3%-37.2% -47.8%

CPB 8.5% -0.9% 3.9% 11.0% 45.2% -17.4% 65.2% 50.0% 51.2% -2.5% -21.4%

CSX -35.0% 55.8% 11.2% 50.5% 69.5% -41.9% 64.5% 43.4% 36.6%-26.6% -40.0%

CTXS -18.0% 39.7% -49.2% 66.2% -69.1% 39.2% 17.5% -15.2%-57.7% -57.8%

CVS 61.8% 63.5%-13.9% 45.0% 32.5% 28.1% 60.5% 69.3% 80.5% 40.4% 17.8%

DD 71.0% 10.9% 62.5%-51.7% -68.5% 36.5%-66.8% -56.2% -36.9% 20.0% 40.5%

DOW 83.4% -20.1% 71.9% 27.7% -17.0% -28.7%-49.5% -54.6% -60.4%-36.3% -16.5%

DRI -6.1% -6.8% 51.2% 7.8% 41.4% -14.3% 55.6% 63.5% 36.5% 13.6% 8.1%

EAT 14.7% 37.5% 17.4%-11.9% 43.5% -5.6% 56.9% 63.9% 33.3% 21.6% 10.8%

EMN 50.7% -17.5% 59.3%-21.9% -35.8% 14.6%-41.1% -37.1% -20.0% 2.0% 24.6%

FDX 44.6% -2.0% 12.9% 4.4% -10.6% -17.2%-36.9% -48.4% -18.5%-47.0% -26.5%

FL 20.9% -9.3% 80.3% 27.5% 54.2% -65.1% 27.9% 0.5% 3.2%-74.5% -66.7%

FMC -4.6% 57.9% 64.9%-17.9% 88.0% -66.0% 74.3% 58.4% 4.5%-30.8% -46.8%

GD 71.8% 72.5%-34.3%-42.5% -4.6% 54.6% 33.4% 46.9% 73.7% 61.1% 45.8%

GIS -33.4% -12.3% 20.3% 37.1% 64.1% -47.6% 66.1% 40.8% 24.4%-30.7% -52.8%

GPS 72.9% -34.3% 40.1% 19.3% -43.5% 24.8%-30.2% -26.5% -25.9% 34.2% 34.4%

HD 19.6% 15.2% 46.2%-71.8% 25.1% -61.3% 0.3% -15.3% -64.8%-43.4% -37.9%

HRL -42.5% 35.6% 48.7% 48.8% 82.3% -57.4% 77.9% 64.6% 19.8%-26.3% -45.7%

HSY 0.0% -0.6% 24.8% 44.7% 63.8% -38.2% 61.2% 51.5% 17.4%-17.0% -38.2%

INTU 69.3% 58.5% 5.9% 32.3% -17.3% 7.5% -9.0% -10.4% -33.9% 25.3% 14.5%

JACK 42.8% 43.1% 14.6% 32.0% 67.6% -34.9% 82.3% 83.9% 37.0% 8.5% -4.0%

JNJ 52.4% 64.0% 8.9%-20.7% -37.8% 43.9%-14.9% -9.9% -5.6% 47.4% 28.3%
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Regression Statistics

Multiple R 0.79

R Square 0.62

Adjusted R Square 0.61

Standard Error 0.17

Observations 40.00

ANOVA

df SS MS F

Regression 1.00 1.80 1.80 63.21

Residual 38.00 1.08 0.03

Total 39.00 2.88

CoefficientsStandard Error t Stat P-value

Intercept 0.60 0.07 9.03 0.00

EPS Growth FY2 vs. FY1 4.43 0.56 7.95 0.00
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