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Target Realistic 
Price(s)

(SHARE

Identify & 
Forecast 

Catalyst(s)
Ensure Ideal 
Entry Point

Review 
Performance 
and Thesis
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Target Realistic 
Price(s)

SHARE

Pre-step: Create an accurate financial 
forecast(s)

Step 1: Select valuation method(s)

Step 2: Historical & current sentiment

Step 3: Adjust for future time period

Step 4: Range of multiples and price targets

Step 5: Evaluate as circumstances change
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*Firm Value = Enterprise Value = (Value of equity + Value of debt + Minority interest - Cash and investments)
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4.4

4.4

1.8

1.5

1.3

1.1

0.7

0.0 1.0 2.0 3.0 4.0 5.0 6.0

Price/earnings (P/E) or Price/earnings growth
(PEG) model

Cash flow model

Dividend discount model

A model based on earnings momentum or
earnings surprises

Economic value added (EVA) model

Residual income model

A model based on stock price and volume
patterns

6=greatest frequency
Brown, Lawrence D., Andrew C. Call, Michael B. Clement, and Nathan Y. Sharp. 2015. “Inside the ‘Black Box’ of Sell-Side Financial 
Analysts.” Journal of Accounting Research 53 (1):1–47. https://doi.org/10.1111/1475-679X.12067. (Table 2)For registered AnalystSolutions partcipants -- not to be re-distributed
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4.0

3.4

1.4

1.4

0.8

0.0 1.0 2.0 3.0 4.0 5.0 6.0

Intrinsic  value  model  (e.g. cash  ow model, 
dividend discount model, residual income model)

A proprietary model

Price/earnings (P/E) or price/earnings growth
(PEG) model

A model  based  on earnings  momentum or
earnings  surprises

Economic value added (EVA) model

A model  based  on stock price or  volume
patterns

6=greatest frequency
Brown, Lawrence D., Andrew C. Call, Michael B. Clement, and Nathan Y. Sharp. 2016. “The Activities of Buy-Side Analysts and the Determinants of 
Their Stock Recommendations.” Journal of Accounting and Economics 62 (1):139–56. https://doi.org/10.1016/j.jacceco.2016.06.002. (Table 5)
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150%
Vendor's Relative P/E Ratio
Relative P/E Ratio Based on NTM EPS
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Index includes McDonald's Corp, Yum! Brands Inc, Chipotle Mexican Grill Inc, Starbucks Corp, Darden Restaurants Inc.
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Flavor Time Period

Forward 12 Months Next 4 quarters

Blended Forward 12 months (Percent of the year remaining x the year’s EPS) + 
(Percent of the year completed x next year’s EPS)

Fiscal Annual Takes the closest fiscal year for each company in S&P 
500

Consistent 
with our 
“NTM” for 
the 
individual 
stocks 
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Bloomberg: TNI STRATEGY TABLE<GO>
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- The Use of Valuation Models by UK 
Investment Analysts
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Benefit Relevance* P/E PEG P/FCF EV/
EBITDA DCF P/B P/S Dividend 

Yield
Good proxy for free cash flow to 
shareholders 3

Captures multi-period growth 2
Relatively simple and quick to perform 
(low risk of mistake) 2

Can be utilized when comparing 
companies not in the same sector 1

Captures risk/volatility 1
Eliminates effects of management using 
aggressive accounting tactics (not fraud) 1

Not overly-sensitive to minor changes to 
inputs (e.g equity risk premium, growth 
rate)

1

Allows for accurate valuation of 
company's assets at current market prices 0

Helpful in identifying attractively valued 
stocks in an overheated market 0

In general, computation is consistent by all 
market participants 0

Useful if there are no earnings or cash 
flow during the forecast period 0

Total, weighted

* Relevance in accurately measuring long-term free cash flow on a regular basis for multiple stocks
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Foundations and Trends® in Finance
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STEP 2: Historical & current sentiment

STEP 3: Adjust for future time period

Target Realistic Price(s)
(SHARE

Create an accurate financial forecast(s)

STEP 1: Select valuation method(s)

STEP 4: Range of multiples and price targets

STEP 5: Evaluate as circumstances change
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STEP 2: Historical & current sentiment

STEP 3: Adjust for future time period

Target Realistic Price(s)
(SHARE

Create an accurate financial forecast(s)

STEP 1: Select valuation method(s)

STEP 4: Range of multiples and price targets

STEP 5: Evaluate as circumstances change
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= $1.00 = 14x = $14.00

$1.50 12x $18.00
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= $1.00 = 14x = Market multiple (100%) $14.00 

= $1.50 = 14x = 10% discount (90%) $18.90 
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* For more information on "outside view" and "inside view" see: https://en.wikipedia.org/wiki/Reference_class_forecasting
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1,000 global companies by market capitalization
Source: The Base Rate Book, Credit Suisse 2016: https://bit.ly/2B8B0Td

1,000 global companies by market capitalization
Source: The Base Rate Book, Credit Suisse 2016: https://bit.ly/2B8B0TdFor registered AnalystSolutions partcipants -- not to be re-distributed



Source: The Base Rate Book, Credit Suisse 2016: https://bit.ly/2B8B0Td

1,000 global companies by market capitalization
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Source: The Base Rate Book, Credit Suisse 2016: https://bit.ly/2B8B0Td
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Source: Measuring the Moat, Credit Suisse 2016: 
https://bit.ly/2KPylNz For registered AnalystSolutions partcipants -- not to be re-distributed



Source: Measuring the Moat, Credit Suisse 2016: 
https://bit.ly/2KPylNz

Source: Measuring the Moat, Credit Suisse 2016: https://bit.ly/2KPylNz

For registered AnalystSolutions partcipants -- not to be re-distributed



Source: Measuring the Moat, Credit Suisse 2016: https://bit.ly/2KPylNz

Source: Measuring the Moat, Credit Suisse 2016: https://bit.ly/2KPylNz
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Source: http://aswathdamodaran.blogspot.com/2013/09/decline-and-denial-requiem-for.htmlb

S&P 500 stocks excluding financials and energy sectors
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University of Michigan:
Consumer Sentiment©

US Regular Conventional Gas
Price

Personal Income

Personal Consumption
Expenditures

Jan 2000 to July 2013
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350% GOOGL P/E ratio relative to the S&P 500
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historical forward
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relative to index

Sector's current
relative
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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

Tan: historical averages, Blue: actual, Gray: derived
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210% BBBY P/E ratio relative to an index (left axis)
BBBY P/E ratio relative to sector (left axis)
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current
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Target Realistic 
Price(s)

SHARE

Pre-step: Create an accurate financial 
forecast(s)

Step 1: Select valuation method(s)

Step 2: Historical & current sentiment

Step 3: Adjust for future time period

Step 4: Range of multiples and price targets

Step 5: Evaluate as circumstances change
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stocks that have similar characteristics

For registered AnalystSolutions partcipants -- not to be re-distributed



For registered AnalystSolutions partcipants -- not to be re-distributed



-15.0

-10.0

-5.0

0.0

5.0

10.0

15.0

20.0

25.0

30.0

0%

20%

40%

60%

80%

100%

120%

140%

160%

180% BBY P/E ratio relative to an index (left axis)
BBY P/E ratio relative to sector (left axis)
BBY EPS growth FY2 vs. FY1 (right axis)

For registered AnalystSolutions partcipants -- not to be re-distributed



For registered AnalystSolutions partcipants -- not to be re-distributed



For registered AnalystSolutions partcipants -- not to be re-distributed



50

60

70

80

90

100

110

120

40%

60%

80%

100%

120%

140%

FDX P/E ratio relative to an index (left axis)
MACRO University of Michigan: Consumer Sentiment (right axis)

For registered AnalystSolutions partcipants -- not to be re-distributed



50

60

70

80

90

100

110

12040%

60%

80%

100%

120%

140%

FDX P/E ratio relative to an index (left axis)
MACRO University of Michigan: Consumer Sentiment (right axis)

$100

$120

$140

$160

$180

$200

$22060%

80%

100%

120%

140%

160%

180%
HD P/E ratio relative to an index (left axis)

MACRO S&P/Case-Shiller 20-City Composite Home Price Index (right axis)

For registered AnalystSolutions partcipants -- not to be re-distributed



 3,000,000
 3,500,000
 4,000,000
 4,500,000
 5,000,000
 5,500,000
 6,000,000
 6,500,000
 7,000,000
 7,500,000

55%

105%

155%

205%

255%

305%

355%
SBUX P/E ratio relative to an index (left axis)
MACRO Existing Home Sales (right axis)

$0.00
$0.50
$1.00
$1.50
$2.00
$2.50
$3.00
$3.50
$4.00
$4.50

30%

50%

70%

90%

110%

130%

150%

170%
YUM P/E ratio relative to an index (left axis)
MACRO US Regular Conventional Gas Price (right axis)

For registered AnalystSolutions partcipants -- not to be re-distributed



0.0%

20.0%

40.0%

60.0%

80.0%

100.0%

120.0%

140.0%

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

Tan: historical averages, Blue: actual, Gray: derived
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negative

Target Realistic 
Price(s)

SHARE

Pre-step: Create an accurate financial 
forecast(s)

Step 1: Select valuation method(s)

Step 2: Historical & current sentiment

Step 3: Adjust for future time period

Step 4: Range of multiples and price targets

Step 5: Evaluate as circumstances change
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Target Realistic 
Price(s)

SHARE

Pre-step: Create an accurate financial 
forecast(s)

Step 1: Select valuation method(s)

Step 2: Historical & current sentiment

Step 3: Adjust for future time period

Step 4: Range of multiples and price targets

Step 5: Evaluate as circumstances change
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Target Realistic 
Price(s)

(SHARE™ 
Framework)

Create an 
accurate financial 

forecast(s)

Select valuation 
method(s)

Historical & 
current sentiment

Adjust for future 
time period

Range of 
multiples and 
price targets

Evaluate as 
circumstances 

change

Identify & 
Forecast 

Catalyst(s)

Identify & forecast 
potential 

catalyst(s)

Focus on 
catalysts meeting 

optimal criteria

Proactively 
prepare for next 

catalyst

Ensure Ideal Entry Point

Avoid costly 
psychological 

shortcuts

Ensure call is 
differentiated 
(FaVeS™)

Avoid 
Pollyannaish or 
hopeful thinking

Weigh risk as well 
a return

Ensure no 
imminent danger

Document thesis

Sleep on it

Monitor trading 
data

Know consensus

Survey market 
sentiment

Avoid following 
the herd

Monitor technical 
indicators

Influence the 
market

Review 
Performance 
and Thesis

Dynamically rank 
and review

Avoid "fear or 
failure"

Review original 
documentation 

Review unbiased 
comparisons

Re-think 
recommendation 
if thesis wanes

Re-think 
recommendation 

if catalyst is 
ineffective

Avoid placing 
blame or  denying 

responsibility
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Variable to Correlate, Chart and Regress Company Sector Index

Beta X X
Closing price X X
Dividend Yield X X
EPS growth FY2 vs. FY1 (or FY3 vs. FY2) X X X
NTM consensus EPS X X
NTM EPS vs Avg. NTM EPS of Prior 12 Months X X
P/E ratio on NTM EPS X X X
P/E ratio relative to an index X X
P/E ratio relative to sector X
Payout ratio X X X
ROE X X X
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Identify & Monitor a Stock’s Critical Factors

Generate Differentiated Insights Through Better Discovery, Questioning 
and Influencing

Apply Practical Valuation Techniques For More Accurate Price Targets

Master the Stock Call Techniques of Highly Experienced Analysts

Communicate Unique Stock Calls Successfully So Others Take Action

Maximize Your Time for Alpha Generation
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Damodaran on Valuation: Security Analysis for Investment and Corporate 
Finance

Investment Fables: Exposing the Myths of "can't Miss" Investment 
Strategies

Journal of 
Accounting Research
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