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Dividend at risk?



Notes

Risk

We use the terms such as defensives, speculative and risk in a relative sense to categorize a stock’s risk profile relative to other stocks in this report.  So, for example, 
“dividend at risk” does not mean that we expect that dividends will be cut.  Rather it indicates that the stock has the unhealthiest relative outlook for dividend fundamentals.

Reading table remarks

In using tables, we think that it is important to give you information and insights - not just data.  Every table is presented not as a riddle of numbers but as information, by 
giving it meaning, through labels such as high, low, strong or weak.   This places each stock in a clear position, based on percentiles, relative to its peers so that comparisons 
and insights can be drawn effortlessly. The alternative is verbose text!

Who are the peers?

Peers refers to the constituents of the sector or theme covered in this report.  Reports based on “proper” industry peer analysis defines as operating in similar industries 
can be found in our GICS Industry reports, or in our ERI Thematic and Industry reports where we differentiate business activities to a finer degree.

Valuations

Readers will note the absence of a valuation table or any attempt to arrive at a “correct” valuation.  The application of valuation multiples or exercises in arriving at an 
intrinsic value are an art-form where subjective inputs become decisive factors and we can add little to what is generally available through the thousands of free, or priced, 
research services.  Our clear differentiation is to marginalize any art-form approach to stock selection through revealing insights based on objective measures.

Sector coverage

Financial stocks are excluded from our coverage.  

Style: growth vs value - what we mean

Most investors who base their analysis on fundamental research can be slotted into a value or growth style camp. Value investors take pride in their ability to correctly value 
an unrecognized investing opportunity, while growth investors pride themselves on spotting companies with extraordinary above-normal profitability.  In practice, there 
can be considerable overlaps in their stock selection processes and distinctions can be fuzzy.

Our focus on incremental value creation (I-EVA) helps to integrates the best of both styles.  Growth stocks are those where we expect sustained expansion of I-EVA.  Value 
stocks are those where we expect a pronounced turnaround in I-EVA.  This approach accomodates the Buffett dictum that value and growth and two sides of the same coin.  
The emphasis on “sustained” vs “turnaround” investment opportunities distils the essence of equity investing that lies at the heart of each investor style.

Quarterly reporting

Quarterly reporting of financials may or may not reveal material changes to the fundamental outlook of companies, but predicting these is not our strength and our reports 
are therefore unsuitable for investors looking to trade into the quarter.  Our focus is on the economic performance of a company, where the success or failure of a strategy 
is judged over a couple of years.  However, with our reports, investors can judge, objectively, whether a company’s strategy need to change when faced with any new 
datapoint in a quarterly report suggesting material change in conditions.

Data

Our calculations for key metrics such as I-EVA and I-CAP are based on standardized data.  Text data such as high, low strong are weak are calculated based on percentile 
rankings.  

A caveat

Please read the legal stuff on page 24.  Every outlook or investment thesis discussed is at acute risk when faced with exogenous shocks such as wars, pandemics etc. 
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A unique framework for stock selection

Bridging knowledge 
gaps

proprietary techniques capture 
the key metrics that matter in 
equity evaluation - especially the 
critical “unknowns”-  to provide 
unique insights

Our unique investment framework is a structured and numerically based process for investment evaluation.  Based on core 
principles, it uses proprietary, forward-looking metrics to help investors make objective stock selection decisions.  

Incremental shareholder value creation

Central to the framework is our conviction that it is the outlook for incremental shareholder value creation that is the key driver 
of equity valuations.  Our proprietary calculation of incremental economic value added (I-EVA) captures this all-important metric.  
Forecasts for I-EVA tell you which stocks are likely to enjoy solid valuation multiples.

Capital allocation

Management strategy and capital allocation decisions are the sources of value creation (or destruction).    Are they pursuing 
an expansionary capital allocation policy, or has it been contractionary?  Grasping this “known”  is important, as value creation 
is better understood when viewed as a cause-and-effect phenomenon.  Using proprietary techniques we calibrate key capital 
allocation metrics.

Implied competitive advantage

It is also important to grasp whether the trends in I-EVA are underpinned by sustainable competitive advantage - an “unknown”, 
and, also difficult to quantify.  It is always a relative concept and our proprietary calculation of implied competitive advantage 
(I-CAP) calibrates the length of competitive advantage enjoyed by each company.

Understanding “known” and “unknown” risks

Risk and reward are two sides of the same coin.  Whilst the success of capital allocation decisions and the strength of competitive 
advantage drives the outlook for shareholder value creation, conversely, they are also strong proxies for understanding the level 
of “known” and “unknown” risks in a stock.  

Capital allocation decisions can become a significant risk and destroy shareholder value if management blunders.  The perceived 
competitive advantage is one bedrock of the valuation and any excessive optimism poses valuation or duration risk.

It is also important to ask what of the outlook Mr. Market has priced-in already.  Our proprietary estimate of embedded 
expectations captures the extent of exuberance or depression in the stock price and can indicate the level of margin-of-safety.

Together, our core principles and proprietary metrics give investors - whether long, short, income, contrarian, growth or value 
-  unique insights to help in their stock selection process.  
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Value creation, valuation & stock selection

See also Appendix (p 22) for a similar analysis of the US equity market

Chart 1:   I-EVA drives equity valuations  Chart 2:   EPS growth does not drive valuations 

Why I-EVA  is a superior metric to EPSWhat the regression charts reveal
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Our twin focus is 
on operating assets 
(how well they are 
utilized to create 
shareholder value), 
and on enterprise 
value (how the 
market values the 
productive powers of 
those assets).  Hence, 
the use of enterprise 
value to invested 
capital (EV/IC) as a 
preferred valuation 
multiple. 

A p-value < .05 is generally accepted as significant. In other words, the relationship between 
the variables is not due to chance. The R-squared value indicates the percent of the variability 
explained by the model.  Considering the nature of the variables (not trending, but stationary) 
lower values are acceptable.

In Chart 1, where the I-EVA forecast is regressed against EV/IC, the p-value at < .0001 indicates a 
significant relationship, which is not a fluke.  The R-squared value of 0.32 is a “good” value to support 
our view that the outlook for I-EVA should be a key part of the stock selection process in the sector.

In contrast, in Chart 2, the p-value at 0.85 and R-squared value at 0.0003, suggest to us that the 
outlook for EPS growth forecasts should not play an important role in the stock selection process.

* Note the contrasting positions many stocks hold in terms of profitability-attractiveness in the two 
charts.  For instance, PM (Philip Morris), at a glance, looks more unattractive within an EPS growth 
framework, but it appears quite attractive from an I-EVA perspective relative to its peers.

It’s a better predictor

I-EVA (incremental economic value added) is a better “predictor” of the variability in valuations as 
measured by EV to IC (enterprise value to invested capital) than EPS.  

Inter sector comparability

As with the traditional EVA inter-sector comparisons using EPS metrics requires complicated 
adjustments to financial line items, that may yet remain contentious, such as, for instance, with 
treatment of goodwill.  Since I-EVA calculations are based on the rate of change in “economic” profit 
vs. invested capital base, inter-sector comparisons are valid.

Manipulation

With an EPS focus every quarter, earnings management is carried out through manipulating accruals 
to “deliver the numbers”.  In some cases, they can be manipulated in the extreme to distort the true 
results.  In, both, the traditional EVA and I-EVA there is little scope for such manipulation.

What drive valuations at the Top 150 US companies?
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Managing risks in stock selection

Understanding “known” and “unknown” risks

Risk and reward are two sides of the same coin.  Whilst the success of capital allocation decisions and 
the strength of competitive advantage drives the outlook for shareholder value creation, conversely, 
they are also strong proxies for risks in a stock.  These, combined with a grasp of “what of the good 
news in priced-in to the share”, we get a better understanding of the level of “known” and “unknown” 
risks.

Excessive optimism about a company’s competitive advantage poses valuation or duration risk 

Implied competitive advantage represents the future value (the “known unknown”) component of a 
stock’s valuation as implied in management guidance/consensus forecasts.  

On the one hand companies with a high implied competitive advantage are expected to have better 
visibility and predictability in cash flow generation, which is likely to persist over a longer duration.  
The longer this number, and the supposed visibility in the future cash flows, the higher the multiple.  

On the other hand, since it is impossible to ascertain what will happen in the future, as exogenous 
factors such as wars, pandemics, competitive challenges and even company-specific factors can 
undermine fundamentals, the longer the implied CAP, the higher the risks attached to the stock - the 
duration risk for stocks.  

Long competitive advantage periods and weak I-EVA outlook indicate especially high duration risks, 
and such risks could be magnified by various unpredictable exogenous factors.  Companies with 
short competitive advantage periods are more likely to be more impacted by company-specific 
factors as, opposed to exogenous factors, and hence carry a lower risk profile.

Capital allocation decisions present risks due to management execution going wrong and destroying 
shareholder value

Management tries to maximize shareholder value creation through an optimal allocation of 
invested capital, but it can be value destroying.  In allocating capital, there are four main options 
for management teams: (1) invest in the business and grow organically through capex, usually by 
expanding capacity (2) invest in other businesses and grow inorganically through acquisitions (M&A) 
(3) pay down debt (4) reward shareholders.  

Management can make serious errors in capital allocation decisions that can destroy value, 
particularly with the deployment of capital into M&A, capital expenditures, R&D, and the use of net 
working capital that are not efficient.  Repaying debt holders and returning capital to shareholders 
will not destroy value, but it could put the company in harm’s way if it is done with little regard to a 
future cash position.

Are management capital allocations putting a company’s shareholder value creation prospects at 
risk?  The outlook for I-EVA gives a basis for comparison of the risks.  For instance, heavy expansion 
of capital base and high reinvestment rates, and weak I-EVA outlook indicate higher risks.  

Companies	pursuing	highly	contractionary	strategies,	on	the	other	hand,	are	less	likely	to	suffer	
from capital allocation risks.  However, it may be damaging if that strategy leads to a decline in 
competitiveness in the future.

Embedded expectations captures the extent of exuberance or depression in the stock price - an 
indicator of margin-of-safety

Intelligent investing is about identifying the gaps which may exist between expectations and forecast 
fundamentals that could be wrong.  In doing this, it is common for investors to pose the question 
- “what’s baked into a stock price”?   In other words, to what extent are the forecast fundamentals 
accepted by the Mr. Market as an inevitability, and to what extent is that certainty embedded into 
the share price?  The risk to investors is overpaying for a stock when the price has already run up to 
reflect	the	“good	news”.

To capture this, we estimate the embedded expectations, a ratio of recent momentum in share price 
compared to the forecast incremental value creation (I-EVA).  This ratio highlights stock price bubbles 
or the stocks trading on distressed valuations.  By bringing I-EVA into focus in this framework, we 
can sift the “rationally-exuberant” from the “irrationally-exuberant” stocks (and the “rationally-
depressed” to the “irrationally-depressed”).  

The high risk stocks are to be found in the “irrationally exuberant” section, where the share price 
momentum has vastly outstripped the outlook for value creation.  The “rationally depressed” are 
stocks where the outlook for value creation looks poor and this is clearly indicated by the depressed 
momentum in the share price.   

For as long as the thesis of value creation and the length of competitive advantage holds strong, low-
risk stocks can also be found in the “rationally exuberant” section.  However, these stocks also carry 
significant	duration	risk	due	to	exogenous	factors	such	as	war,	pandemic	etc.	

 Another low-risk section is the “irrationally depressed” areas where Mr Market is, perhaps, giving 
much credence to an improving value creation story.

The	“indifferent”	may	be	seen	as	the	“fairly	priced”	-	i.e.,	the	share	price	momentum	corresponds	to	
the momentum in the outlook for fundamentals (I-EVA).

Managing risks: I-CAP, invested capital, embedded expectations & the importance of I-EVA
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Managing risks: some key metrics and definitions

Key capital allocation metrics: a guide to interpreting the charts on following pages

I-EVA trends & forecast
The	methodology	behind	our	I-EVA	measure,	unlike	traditional	EVA	measures,	is	quite	different	as	it	targets	the	equity	investor	who	needs	to	determine	whether	management	has	delivered,	and	can	deliver	
into the future.  Our emphasis is not on absolute economic value creation but on the forecast rate of change - the “incremental future outlook” in value creation (as measured by I-EVA).  In our methodology, 
even companies with low, or even negative, returns on capital can be attractive investments if the forecast incremental returns are set to improve, and for that reason, we address marginal economic 
profits.	Finally,	a	significant	advantage	of	using	the	I-EVA	measure	is	that	it	allows	an	investor	to	justly	compare	stocks	across	sectors	due	to	its	focus	on	the	rate	of	change,	especially	for	invested	capital.		
Such	comparisons	are	nearly	impossible	in	the	traditional	EVA	approach	due	to	the	need	for	complicated	adjustments	to	invested	capital.

Competitive advantage
Competitive	advantage	has	been	called	the	“moat”,	or	the	length	of	time	it	will	take	for	competitive	forces	to	erase	the	company’s	excess	returns	to	zero.		It	estimates	the	duration	over	which	the	company	
is	expected	to	generate	above-average	cash	flow	growth.	Competitive	advantage	may	be	influenced	by	multiple	factors	including	changing	business	models,	outdated	products;	responsiveness	to	customer	
spending	patterns;	changes	in	technologies;	erosion	in	the	balance	of	power	with	customers	(customer);	and	acquisitions	that	simply	do	not	work.		Competitive	advantage	is	hard	to	measure	and	is	mostly	
explained qualitatively - which is not of great value in equity analysis when a reference point is required at a stock level and for comparative purposes.  Our proprietary measure of implied competitive 
advantage provides a useful proxy measure.  For stock selection, the analyst merely needs to take a view on whether the metric appears sensible, whether it will expand/contract in the future.    

Capital allocation

In allocating capital, to enhance shareholder value, the two main options for management teams are to grow organically through deploying capital into R&D, increased capital expenditure, or through an 
expansion of the invested capital base.  It could also grow inorganically through acquisitions (M&A).  There are two other options for management: pay down debt – which might be high on the agenda for 
companies	with	too	much	leverage;	or	reward	shareholders	–	either	through	ordinary	or	special	dividends	or	share	repurchases.	While	these	two	dividend	&	buyback	options	reward	shareholders,	they	do	
not create value for the company, and hence it does not play any part in this report.  Investors interested in dividend & buybacks may wish to look at our companion report Dividend & buyback champions.

Invested capital deployed

Invested	Capital	=	Total	short-term	debt	+	total	long-term	debt	+	total	lease	obligations	+	total	equity	+	non-operating	cash.		Invested	capital	is	deployed	to	implement	strategic	and	financing	decisions	to	
create	incremental	shareholder	value.		The	capital	structure	and	the	exact	mix	of	debt	and	equity	may	vary	and	will	depend	on	various	factors	such	as	the	maturity	of	the	industry,	the	size	of	the	company,	
and	the	stage	of	growth	of	the	company.		Causing	significant	influence	on	the	invested	capital	base	is	M&A	activity,	which	can	cause	a	material	impact	on	cash	and	debt	levels.		Invested	capital	deployment	
may be aggressive or defensive, but either approach can create (or destroy) shareholder value. 

Reinvestment rate

Our	definition	of	reinvestment	rate	is	a	broad	one	and	includes	capex,	R&D,	depreciation,	and	changes	in	working	capital.		On	the	one	hand,	reinvesting	in	the	business	is	necessary	simply	to	maintain	
the	competitive	edge.		On	the	other,	reinvestment	can	also	improve	a	company’s	strategic	positioning	and,	hence,	the	possibility	of	significantly	higher	shareholder	value	creation.		However,	even	
reducing	reinvestment	rates	can	create	shareholder	value,	for	example,	if	resources	are	pulled	from	inefficient	projects	of	production	facilities.		But,	in	general,	companies	cannot	indefinitely	scale	back	
reinvestments, especially critical ones that are necessary to maintain or increase competitive advantage. 

Dividends to free cash flow
This	payout	ratio	measure	provides	and	indication	of	management	confidence	in	the	extent	to	which	cash	generated	after	routine	business	operations	can	sustain	dividends.	

Free cash flow to operating cash flow
A	cash	flow	based	health	indicator,	shows	the	resilience	enjoyed	by	a	company	when	it	makes	choices	about	Dividend	&	buybacks,	organic	growth	or		acquisitions.

Net debt to EBITDA
Average rates vary across industries and this is one measure that gives an indication of cash available to cover debt repayments.  

Free cash flow
Cash	flows	from	operations	are	that	which	a	company	can	distributed	to	shareholders	or	debt	holders	after	investing	in	working	capital	and	fixed	assets	-	after	maintaining	and	expanding	its	asset	base.		
Free	cash	flows	can	be	used	to	pay	dividends,	finance	debt	reductions,	share	buybacks,	invest	in	organic	growth	opportunities,	or	to	make	acquisitions.	Free	cash	flow	is	defined	as	the	cash	flow	from	
operations	less	capex	(capex	includes	PP&E	but	also	Intangibles	and	software	development	costs).	However,	free	cash	flows	can	be	manipulated	through,	for	example,	factoring	of	receivables,	and	large	
acquisition goodwill and intangibles booked in order to increase tax deductions
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Section 1: Best defensives 
Stocks with the best (lowest) overall risk profile

 Positive I-EVA outlook + short I-CAP +  Depressed expectations + contractionary capital allocation
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Section 1:  Best defensives: stocks with the best (lowest) overall risk profile

Table 1:  Long list of best defensives: :  short I-CAP + depressed expectations + contracting invested capital base

Table 2:  Short list of best defensives: short I-CAP + depressed expectations + contracting invested capital base
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Section 1: Key risk metrics

Best defensives: stocks with the best (lowest) overall risk profile
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Section 2: Most speculative
Stocks with the worst (highest) risk profile

 Weak I-EVA outlook + long I-CAP +  High expectations + expanding invested capital base
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Section 2:  Most speculative: stocks with the worst (highest) risk profile

Table 3:  The long list: long I-CAP +  high expectations + expanding invested capital base

Table 4:  The short list: long I-CAP +  high expectations + expanding invested capital base
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Section 2: Key risk metrics

Most speculative: stocks with the worst (highest) risk profile
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Section 3: Dividend at risk
Stocks with the worst dividend risk profile

Weak I-EVA outlook + weak dividend cover
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Section 3:  Dividend at risk: stocks with the worst dividend risk profile

Chart 3:   Dividend payouts & stock buybacks
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A strategy for dividend & buyback investing

Dividend cover

 ■ Dividend	cover	strength	gives	an	indication	of	whether	future	dividends	are	sufficiently	
covered	against	future	cash	flow	generation.		In	this	table	we	consider	those	stock	showing	
weak dividend cover relative to peers. 

I-EVA

 ■ We further identify those facing weak I-EVA forecast rates and momentum in forecast I-EVA.  
These indicate a likelihood of deterioration in shareholder value creation - asking questions 
about the sustainability of dividend payments

Capital allocation & dividends

 ■ Companies use a variety of capital allocation strategies to create shareholder value which 
is necessary for a consistent dividend stream and regular buybacks.  Companies pursuing 
an aggressive approach to invested capital deployment, and reinvesting in the business, 
are arguably riskier from the point of view of posing a threat to dividends, particularly if 
forecast I-EVA trends are not healthy.

Financial leverage & dividends

 ■ When	interest	rates	are	low	and	benign,	companies	may	choose	to	use	increase	financial	
leverage	through	borrowings.		The	column,	Dividend	Yield	(adj	for	debt)	adjusts	the	
dividend	&	buyback	yield	for	Net	Debt	issuance.		An	adjusted	value	that	is	lower	than	a	plain	
dividend	yield	indicates	that	financial	leverage	has	been	adopted	to	fund	dividends

Payout ratios 

 ■ High dividend yield and high dividend payout ratios can be warning signs if I-EVA trends 
continue to deteriorate and the company is faced with shareholder value erosion which 
can weaken the balance sheet. The “acceptable” dividend payout ratios can vary across 
industries, with utilities seen as safe at even upto 80%.

Dividend & SB yield (adj for debt) = (Dividends	+	net	buybacks	-	Net	debt	issued)	/	market	capitalization
Shows how much financial leverage has been adopted to fund dividends + buybacks

Div Cover = (Forecast FCF [2yr+]) / Dividends paid
Typically used by brokers, this ratio it shows the strength of (forecast) future cash flow 

Table 5:  The short list: weak dividend cover, high payout ratio, high dividend yield, weak I-EVA outlook
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Section 3: Key risk metrics

Dividend at risk: stocks with the worst dividend risk profile
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Section 4
The risk management framework

 Implied competitive advantage, management strategy & embedded expectations as proxies
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Valuation risk: understanding implied competitive advantage to manage risks

Implied competitive advantage represents the future value (the “known unknown”) component of a stock’s valuation as implied in 
management guidance/consensus forecasts.  

On the one hand companies with a high implied competitive advantage are expected to have better visibility and predictability in 
cash flow generation, which is likely to persist over a longer duration.  The longer this number, and the supposed visibility in the 
future cash flows, the higher the multiple.  

On the other hand, since it is impossible to ascertain what will happen in the future, as exogenous factors such as wars, 
pandemics, competitive challenges and even company-specific factors can undermine fundamentals, the longer the implied CAP, 
the higher the risks attached to the stock - the duration risk for stocks.  

Long competitive advantage periods and weak I-EVA outlook indicate especially high duration risks, and such risks could be 
magnified by various unpredictable exogenous factors.  Companies with short competitive advantage periods (not considered in 
this table) are more likely to be more impacted by company-specific factors as, opposed to exogenous factors, and hence carry a 
lower risk profile.

Table 6:   Stocks with the longest implied competitive advantage - Top 150 US 

Chart 4:  Implied competitive advantage and WACC - Top 150 US companies

 ... continued
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Valuation risk:  understanding implied competitive advantage to manage risks

Table 7:   Stocks with the longest competitive advantage - Top 150 US companies (... continued)
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Management execution risk:  understanding capital allocation to manage risks

Management tries to maximize shareholder value creation through an optimal allocation of invested capital, but they can 
be value destroyers.  In allocating capital, there are four main options for management teams: (1) invest in the business and 
grow organically through capex, usually by expanding capacity (2) invest in other businesses and grow inorganically through 
acquisitions (M&A) (3) pay down debt (4) reward shareholders.  

Management can make serious errors in capital allocation decisions that can destroy value, particularly with the deployment of 
capital into M&A, capital expenditures, R&D, and the use of net working capital that are not efficient.  (Repaying debt holders and 
returning capital to shareholders will not destroy value, but it could put the company in harm’s way if it is done with little regard to 
a future cash position.)

Are management capital allocations putting a company’s shareholder value creation prospects at risk?  The outlook for I-EVA gives 
a basis for comparison of the risks.  For instance, heavy expansion of capital base and high reinvestment rates, and weak I-EVA 
outlook indicate higher risks.  

Companies pursuing highly contractionary strategies (not considered in this table), on the other hand, are less likely to suffer from 
capital allocation risks.

Table 8:   Stocks where management has pursued expansionary strategies  - Top 150 US companies

 ... continued

Chart 5:  Management capital allocation strategy - Top 150 US companies
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Management execution risk:  understanding capital allocation to manage risks

Table 9:   Stocks where management has pursued expansionary strategies  - Top 150 US companies (... continued)
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Managing margin of safety risk: using estimating embedded expectations

Intelligent investing is about identifying the gaps which may exist between expectations and forecast fundamentals that could be 
wrong.  In doing this, it is common for investors to pose the question - “what’s baked into a stock price”?   In other words, to what 
extent are the forecast fundamentals accepted by the Mr. Market as an inevitability, and to what extent is that certainty embedded 
into the share price?  The risk to investors is overpaying for a stock when the price has already run up to reflect the “good news”.

To capture this, we estimate the embedded expectations, a ratio of recent momentum in share price compared to the forecast 
incremental value creation (I-EVA).  This ratio highlights stock price bubbles or the stocks trading on distressed valuations.  By 
bringing I-EVA into focus in this framework, we can sift the “rationally-exuberant” from the “irrationally-exuberant” stocks (and the 
“rationally-depressed” to the “irrationally-depressed”).  

The high risk stocks are to be found in the “irrationally exuberant” section, where the share price momentum has vastly 
outstripped the outlook for value creation.  The “rationally depressed” are stocks where the outlook for value creation looks poor 
and this is clearly indicated by the depressed momentum in the share price.   

For as long as the story of value creation and the length of competitive advantage holds strong, low-risk stocks can be found in the 
“rationally exuberant” section.  These stocks also carry significant duration risk due to exogenous factors such as war, pandemic 
etc.  Another low-risk section is the “irrationally depressed” areas where Mr Market is, perhaps, giving much credence to an 
improving value creation story.

The “indifferent” may be seen as the “fairly priced” - i.e., the share price momentum corresponds to the momentum in the outlook 
for fundamentals (I-EVA).

Chart 6:  Is the good news priced-in? - Top 150 US companies

Table 10:   Stocks where the margin-of-safety risks may be high  - Top 150 US companies

 ... continued
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Managing margin of safety risk: using estimating embedded expectations

Table 11:   Stocks where the margin-of-safety risks may be high  - Top 150 US companiess (... continued)
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Appendix
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The importance of forecast I-EVA in stock selection - US equities

Chart 7:  I-EVA drives equity valuations

Bubble EV to Sales

Chart 8:  EPS growth is not a reliable indicator of  equity valuations 

Why I-EVA  is a superior metric to EPSWhat the regression charts reveal

A p-value < .05 is generally accepted as significant. In other words, the relationship between 
the variables is not due to chance. The R-squared value indicates the percent of the variability 
explained by the model.  Considering the nature the variables (not trending, but stationary) 
lower values are acceptable.

In Chart 7, where I-EVA forecast are regressed against EV/IC, the p-value at < .0001 indicates a 
significant relationship, which is not a fluke.  The R-squared value of 0.13 is a “good” value to support 
to our view that the outlook for I-EVA should be a key part the stock selection process on the sector.

In contrast, in Chart 8, the p-value at 0.05 and R-squared value at 0.004, suggests to us that the 
outlook for EPS growth forecasts should not play an important role in the stock selection process in 
the Top 150 related stocks

It’s a better predictor

I-EVA (incremental economic value added) is a better “predictor” of the variability in valuations as 
measured by EV to IC (enterprise value to invested capital) than EPS.  

Inter sector comparability

As with traditional EVA inter-sector comparisons using EPS metrics requires complicated 
adjustments to financial line items, that may yet remain contentious, such as, for instance, with 
treatment of goodwill.  Since I-EVA calculations are based on the rate of change in “economic” profit 
vs. invested capital base, inter-sector comparisons are valid.

Manipulation

With an EPS focus every quarter, earnings management is carried out through manipulating accruals 
to “deliver the numbers”.  In some cases they can be manipulated in the extreme to distort the true 
results.  In, both, the traditional EVA and I-EVA there is little scope for such manipulation.
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Pricing, valuation table

Ticker Company Price Ticker Company Price Ticker Company Price

AAPL Apple Inc 138.4 22.67 21.48 5.45 5.20 2,201 EMR Emerson Electric Co 85.1 15.32 14.30 3.12 2.97 46 NKE Nike Inc 142.5 29.44 23.18 2.75 2.54 137

ABBV AbbVie Inc 142.9 10.31 12.12 5.36 5.73 253 EOG EOG Resources Inc 60.2 7.94 7.57 2.73 2.54 71 NOC Northrop Grumman Corp 303.6 18.78 17.49 2.28 2.17 72

ABNB Airbnb Inc 211.7 49.10 42.66 7.52 6.52 70 EPD Enterprise Products Partners LP 21.4 9.97 9.56 1.51 1.44 54 NOW ServiceNow Inc 589.4 46.83 37.02 9.14 7.41 69

ABT Abbott Laboratories 125.3 19.94 21.76 4.31 4.56 176 EW Edwards Lifesciences Corp 86.4 32.80 30.61 9.17 8.27 51 NSC Norfolk Southern Corp 245.3 15.75 14.97 5.03 4.99 49

ADBE Adobe Inc 492.7 21.14 18.54 7.51 6.67 134 F Ford Motor Company 11.8 5.80 6.18 0.31 0.28 48 NVDA NVIDIA Corporation 147.6 33.45 25.62 10.11 8.90 280

ADI Analog Devices, Inc. 153.2 14.45 14.18 6.29 6.19 70 FDX FedEx Corporation 257.5 10.83 8.68 0.57 0.56 41 ORCL Oracle Corporation 63.3 13.01 11.44 5.14 4.81 173

ADM Archer-Daniels-Midland Co 54.5 12.08 13.52 0.59 0.59 47 FIS Fidelity National Information Servcs In 133.4 10.81 9.94 4.27 4.01 46 ORLY O'Reilly Automotive Inc 456.5 22.99 20.61 3.56 3.37 46

ADP Automatic Data Processing Inc 166.9 28.17 25.28 5.33 4.97 94 FISV Fiserv Inc 109.4 14.53 12.74 4.73 4.42 60 OXY Occidental Petroleum Corporation 25.6 6.27 8.20 2.41 2.60 61

ADSK Autodesk Inc 301.7 28.64 24.38 8.38 7.42 41 GD General Dynamics Corporation 163.1 18.18 15.71 1.78 1.65 61 PANW Palo Alto Networks Inc 130.7 48.87 40.80 6.77 5.59 47

AEP American Electric Power Company Inc 80.0 16.73 15.80 4.47 4.42 43 GE General Electric Company 91.2 25.52 15.04 1.17 1.09 74 PEP PepsiCo, Inc. 137.7 25.17 23.59 3.15 3.05 234

AMAT Applied Materials, Inc. 105.9 9.99 10.68 2.60 2.71 64 GILD Gilead Sciences, Inc. 67.3 10.03 10.27 4.05 4.14 83 PFE Pfizer Inc. 34.7 6.68 8.21 2.48 3.13 241

AMD Advanced Micro Devices, Inc. 92.4 15.50 14.41 3.65 3.38 90 GIS General Mills, Inc. 58.1 18.93 17.88 2.94 2.87 46 PG Procter & Gamble Co 128.2 21.39 19.94 4.02 3.87 296

AMGN Amgen, Inc. 238.5 14.38 13.45 6.25 5.99 134 GM General Motors Company 54.9 4.84 5.27 0.87 0.82 47 PM Philip Morris International Inc. 85.9 15.37 14.92 5.22 5.26 132

AMZN Amazon.com, Inc. 164.3 2607.32 46.58 2.13 1.85 1,090 GOOGL Alphabet Inc 104.3 18.93 16.43 3.87 3.47 1,256 PSX Phillips 66 76.7 5.48 7.86 0.32 0.35 44

APD Air Products & Chemicals, Inc. 253.6 22.62 20.47 4.58 4.35 52 HCA HCA Healthcare Inc 174.8 11.75 10.70 1.62 1.55 57 PXD Pioneer Natural Resources Co 132.4 7.32 8.54 3.52 3.73 57

APH Amphenol Corporation 65.7 22.89 22.09 3.53 3.45 40 HD Home Depot Inc 278.7 16.68 15.94 2.06 2.01 283 PYPL PayPal Holdings Inc 283.2 20.48 16.83 3.37 2.95 92

ATVI Activision Blizzard Inc 102.8 25.72 19.12 6.19 5.17 56 HON Honeywell International Inc 202.2 20.10 18.41 3.60 3.44 117 QCOM Qualcomm Inc 145.5 8.76 8.53 2.99 2.82 123

AVGO Broadcom Inc 470.1 11.41 10.54 6.35 6.01 181 HSY Hershey Co 150.0 27.22 25.12 4.94 4.65 46 REGN Regeneron Pharmaceuticals Inc 491.2 17.91 17.04 5.81 5.49 80

AZO Autozone Inc 1212.7 18.16 15.73 2.89 2.75 43 HUM Humana Inc 378.0 19.98 17.88 0.77 0.71 63 RSG Republic Services, Inc. 90.5 26.67 24.00 3.89 3.57 40

BA Boeing Co 211.9 -60.52 32.42 1.79 1.45 79 IBM International Business Machines Corp 116.8 12.95 12.00 2.53 2.47 109 RTX Raytheon Technologies Corp 72.5 17.63 15.00 2.21 2.04 121

BDX Becton Dickinson and Co 252.9 19.83 18.41 4.14 4.02 64 INTC Intel Corporation 58.9 11.91 10.52 1.76 1.73 107 SBUX Starbucks Corporation 105.9 30.04 25.74 3.45 3.09 99

BKNG Booking Holdings Inc 2141.8 17.22 13.66 3.74 3.30 65 INTU Intuit Inc. 397.3 27.66 23.92 7.61 6.71 107 SHW Sherwin-Williams Co 237.4 23.47 19.58 2.86 2.72 52

BMY Bristol-Myers Squibb Co 60.0 9.41 8.86 3.89 3.77 150 ISRG Intuitive Surgical, Inc. 262.7 39.53 33.64 9.70 8.63 65 SLB Schlumberger NV 26.6 20.83 15.04 2.61 2.28 60

BSX Boston Scientific Corporation 38.9 22.73 20.32 5.18 4.84 57 ITW Illinois Tool Works Inc. 204.9 20.55 19.67 4.06 4.02 57 SNOW Snowflake Inc 305.9 912.46 349.50 21.61 14.38 49

CAT Caterpillar Inc. 197.7 14.25 12.43 2.14 2.03 93 JNJ Johnson & Johnson 166.8 16.40 15.60 4.54 4.38 430 SNPS Synopsys, Inc. 276.9 31.40 27.70 8.07 7.23 42

CDNS Cadence Design Systems Inc 137.9 35.81 32.05 11.38 10.35 40 KDP Keurig Dr Pepper Inc 32.0 22.14 20.26 4.61 4.42 53 SO Southern Co 60.9 17.69 16.74 5.00 4.94 69

CHTR Charter Communications Inc 611.6 9.80 8.70 2.76 2.70 50 KHC Kraft Heinz Co 33.9 13.40 13.03 2.44 2.43 44 SRE Sempra Energy 126.9 16.38 15.66 5.09 4.93 44

CI Cigna Corp 211.2 12.84 11.66 0.66 0.63 90 KO Coca-Cola Co 49.6 22.33 21.50 6.40 6.20 238 STZ Constellation Brands, Inc. 240.3 20.34 17.60 5.62 5.27 42

CL Colgate-Palmolive Company 79.1 23.71 21.98 3.75 3.68 60 LHX L3Harris Technologies Inc 187.5 16.29 15.30 2.80 2.66 42 SYK Stryker Corporation 243.0 22.31 20.32 4.99 4.68 79

CMCSA Comcast Corporation 52.8 8.36 7.82 1.84 1.83 130 LLY Eli Lilly And Co 204.4 41.66 35.35 11.43 10.87 315 T AT&T Inc. 21.6 5.85 5.98 2.00 2.10 107

CMG Chipotle Mexican Grill, Inc. 1544.7 45.84 35.21 4.70 4.13 42 LMT Lockheed Martin Corp 342.2 17.97 14.01 1.71 1.67 102 TEAM Atlassian Corp 252.5 112.10 78.88 13.27 10.24 48

CNC Centene Corp 61.1 13.01 11.74 0.33 0.34 42 LNG Cheniere Energy, Inc. 67.5 15.25 8.82 2.37 2.83 43 TGT Target Corporation 192.4 18.12 12.27 0.74 0.71 67

COP ConocoPhillips 47.3 7.95 8.70 1.95 2.19 147 LOW Lowe's Companies Inc 177.2 14.01 13.05 1.49 1.48 117 TJX TJX Companies Inc 68.6 20.53 18.17 1.48 1.40 74

COST Costco Wholesale Corporation 356.1 31.09 28.03 0.80 0.75 201 LRCX Lam Research Corporation 532.5 8.78 9.82 2.39 2.61 43 TMO Thermo Fisher Scientific Inc. 484.9 21.89 20.70 5.23 5.09 197

CRM Salesforce Inc 236.7 30.01 25.05 4.49 3.92 142 MA Mastercard Inc 334.2 27.30 22.97 12.88 11.14 278 TMUS T-Mobile Us Inc 124.5 69.59 20.22 2.96 2.86 164

CSCO Cisco Systems Inc 47.2 11.38 10.57 2.87 2.76 165 MAR Marriott International Inc 126.8 22.13 18.93 2.69 2.46 47 TSLA Tesla Inc 268.3 49.82 34.69 7.55 5.22 647

CSX CSX Corporation 29.4 14.69 14.28 4.95 4.95 57 MCD McDonald's Corp 214.4 24.77 23.18 9.29 9.03 178 TXN Texas Instruments Incorporated 174.4 15.69 16.57 6.62 6.80 135

CTVA Corteva Inc 43.0 22.86 19.02 2.40 2.27 42 MCK McKesson Corp 184.0 14.40 13.56 0.20 0.19 50 UBER Uber Technologies Inc 63.2 -5.43 -176.50 1.75 1.47 49

CVS CVS Health Corp 73.8 10.44 9.86 0.50 0.48 117 MDLZ Mondelez International Inc 55.3 19.51 18.36 3.14 3.03 78 UNH UnitedHealth Group Inc 333.4 23.40 20.64 1.54 1.42 480

CVX Chevron Corporation 92.5 8.59 9.39 1.38 1.48 310 META Meta Platforms Inc 271.9 12.96 11.80 2.48 2.27 338 UNP Union Pacific Corporation 203.5 16.68 15.79 6.03 5.90 119

D Dominion Energy Inc 73.1 15.62 14.74 6.09 5.73 54 MMM 3M Co 181.1 11.02 10.58 2.19 2.17 63 UPS United Parcel Service, Inc. 165.7 12.65 12.86 1.46 1.45 140

DE Deere & Company 313.6 15.54 13.66 1.64 1.52 108 MNST Monster Beverage Corp 90.5 37.72 29.06 6.69 6.04 46 V Visa Inc 206.4 24.60 21.80 13.33 12.01 378

DG Dollar General Corp 201.3 20.45 18.64 1.54 1.45 53 MO Altria Group Inc 43.6 9.32 8.98 5.09 5.02 81 VLO Valero Energy Corporation 65.1 4.48 6.82 0.30 0.34 45

DHR Danaher Corporation 237.5 24.35 23.66 6.63 6.44 185 MPC Marathon Petroleum Corp 49.8 4.44 8.11 0.42 0.50 52 VMW VMware, Inc. 120.2 16.36 14.59 3.92 3.66 45

DIS Walt Disney Co 189.6 24.73 17.53 2.65 2.38 172 MRK Merck & Co Inc 71.4 12.56 12.33 4.36 4.43 234 VRTX Vertex Pharmaceuticals Incorporated 212.5 20.67 18.95 7.58 7.09 75

DUK Duke Energy Corp 93.7 15.92 15.11 5.25 5.07 67 MRNA Moderna Inc 179.3 5.10 15.30 2.06 4.22 52 VZ Verizon Communications Inc. 55.0 7.01 6.93 2.21 2.18 153

DVN Devon Energy Corp 19.7 7.37 7.01 2.47 2.34 44 MSFT Microsoft Corp 242.8 22.69 19.25 7.58 6.65 1,704 WM Waste Management, Inc. 113.7 27.08 24.28 3.90 3.70 64

ECL Ecolab Inc 215.7 29.52 24.30 3.40 3.22 40 MU Micron Technology, Inc. 82.4 181.17 13.57 2.89 2.02 57 WMT Walmart Inc 144.1 22.20 19.90 0.67 0.65 354

EL Estee Lauder Companies Inc 284.4 28.04 24.21 4.42 4.07 78 NEE NextEra Energy Inc 83.9 25.00 23.23 10.02 8.81 143 XOM Exxon Mobil Corp 51.1 7.65 8.96 0.96 0.99 408

ELV Elevance Health Inc 298.2 16.32 14.47 0.84 0.80 112 NFLX Exxon Mobil Corp 51.1 7.65 8.96 0.96 0.99 102 ZTS Zoetis Inc 160.6 28.99 25.98 8.68 8.04 68
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Disclaimers

Plain English 
The	deep	desire	to	understand	cause	and	effect	is	hard-wired	into	a	curious	investor’s	head.	However,	investing	in	equities	is	extremely	complex	and	results	can	be	extremely	uncertain.	There	is	no	formula	and	there	are	
no	secrets	to	success	in	equity	investing.	Much	of	what	passes	in	the	investment	media	as	equity	research	can	be	flawed,	biased,	or	both.		However,	while	remaining	conscious	of	the	dangers,	equity	investing	for	the	long	
term can be a rewarding exercise for a skeptical investor who uses the mosaic of information available in an intelligent and disciplined manner.  

Our	reports,	we	believe,	offer	unique	insights	and	should	be	an	essential	part	of	an	investor’s	investment	evaluation	process.	It	is	based	on	data	freely	available	to	the	public,	which	we	believe	are	accurate.		We	apply	
proprietary analytical techniques to this sea of data to highlight to the investor a list of ideas that they may wish to consider as a broader part of their investment plans.   Our reports provide no recommendations to buy, 
sell or hold securities - that is the investor’s decision.  

Legalese
No	recommendation	or	advice	is	being	given	as	to	whether	any	investment	is	suitable	for	a	particular	investor.	It	should	not	be	assumed	that	any	investments	in	securities,	companies,	sectors,	or	markets	identified	and	
described	were	or	will	be	profitable.	Equity	Research	Insights	is	not	a	fiduciary	by	virtue	of	any	person’s	use	of	or	access	to	this	report.		Equity	Research	Insights	is	not	a	licensed	securities	dealer,	broker	or	US	investment	
adviser, or investment bank. 

The information in this report is being provided for information purposes only.  Investors should consider this report as only a single factor in making their investment decision. This report does not provide tax, legal, 
insurance,	or	investment	advice,	and	nothing	in	this	report	should	be	construed	as	an	offer	to	sell,	a	solicitation	of	an	offer	to	buy,	or	a	recommendation	for	any	security	by	Equity	Research	Insights	or	any	third	party.	

Any	statements,	opinions,	and	recommendations	herein	do	not	take	into	account	individual	client	circumstances,	objectives,	or	needs	and	are	not	intended	as	recommendations	of	particular	securities,	financial	
instruments, or strategies to particular clients.  The reader is solely responsible for determining whether any investment, security or strategy or any other product or service, is appropriate or suitable for them based on 
their	investment	objectives	and	personal	and	financial	situation	and	for	evaluating	the	merits	and	risks	associated	with	the	use	of	the	information	on	this	report	before	making	any	decisions	based	on	such	information	or	
other	content.		The	reader	should	seek	advice	from	such	independent	financial,	legal,	tax,	or	other	advisers	as	they	deem	necessary.	

Past	performance	is	no	guarantee	of	future	results.	Therefore,	you	should	not	assume	that	the	future	performance	of	any	specific	investment	or	investment	strategy	will	be	profitable	or	equal	to	corresponding	past	
performance levels.  Inherent in any investment is the potential for loss. Accordingly, investors may receive back less than originally invested. 

The	value	of,	or	income	from,	any	investments	referred	to	in	this	report	may	fluctuate	and/or	be	affected	by	changes	in	exchange	rates.	All	pricing	is	indicative	as	of	the	close	of	the	market	for	the	securities	discussed	
unless otherwise stated. 

Opinions,	forecasts,	or	projections	contained	in	this	report	represents	Equity	Research	Insights’	current	opinions	or	judgment	as	of	the	date	of	the	report	only	and	are	therefore	subject	to	change	without	notice.	Periodic	
updates	may	not	be	provided	on	companies/industries	based	on	company-specific	developments	or	announcements,	market	conditions,	or	any	other	publicly	available	information.	There	can	be	no	assurance	that	
future	results	or	events	will	be	consistent	with	any	such	opinions,	forecasts	or	projections,	which	represent	only	one	possible	outcome.	Furthermore,	such	opinions,	forecasts	or	projections	are	subject	to	certain	risks,	
uncertainties,	and	assumptions	that	have	not	been	verified,	and	future	actual	results	or	events	could	differ	materially.	

Equity	Research	Insights	or	its	officers	and	employees	may	engage	in	transactions	for	their	own	account	in	a	manner	inconsistent	with	the	views	taken	in	this	report,	and	Equity	Research	Insights	is	under	no	obligation	
to ensure that such other communication is brought to the attention of any recipient of this report. This report is not an advertisement for or marketing of any issuer, its products or services, or its securities in any 
jurisdiction.

The information in this report has been obtained from sources believed to be reliable. While all reasonable care has been taken to ensure that the facts stated in this report are accurate and that the forecasts, opinions, 
and expectations contained herein are fair and reasonable, Equity Research Insights makes no representations or warranties whatsoever to the completeness or accuracy of the report provided.   Accordingly, no reliance 
should	be	placed	on	the	accuracy,	fairness,	or	completeness	of	the	information	contained	in	this	report.	Any	data	discrepancies	in	this	report	could	be	the	result	of	different	calculations	and/or	adjustments.	

This	research	product	is	provided	“as	is”	and	without	representations	or	warranties	of	any	kind,	either	express	or	implied	to	the	fullest	extent	permitted	by	applicable	law.		Equity	Research	Insights,	its	officers,	directors,	
and	employees	disclaim	all	warranties,	express,	implied,	or	statutory,	including,	but	not	limited	to,	warranties	of	title	and	non-infringement,	implied	warranties	of	merchantability	and	fitness	for	a	particular	purpose,	and	
all	warranties	relating	to	the	originality,	adequacy,	accuracy,	timeliness,	merchantability	or	completeness	of	any	information	on	our	site.	Some	jurisdictions	do	not	allow	the	exclusion	of	implied	warranties,	so	the	above	
exclusions may not apply to you.

Equity	Research	Insights	nor	its	affiliates	and	their	respective	officers,	directors,	or	employees	are	liable	for	lost	profits,	lost	savings,	or	any	indirect,	incidental,	consequential,	special,	exemplary,	punitive,	or	other	
damages under any contract, negligence, strict liability, or other theory arising out of or relating in any way to the research products. Such limitation shall apply regardless of the form of action, even if Equity Research 
Insights, has been advised of or otherwise might have anticipated the possibility of such damages. Your sole remedy for dissatisfaction with the research product is to stop reading or subscribing to it. The sole and 
exclusive maximum liability to Equity Research Insights for all damages, losses and causes of action (whether in contract, tort (including, without limitation, negligence), or otherwise) shall not exceed the total amount 
paid	to	us	by	you,	if	any,	during	the	previous	six	(6)	months	prior	to	bringing	the	claim.	Some	jurisdictions	do	not	allow	the	limitation	or	exclusion	of	liability	for	incidental	or	consequential	damages,	so	the	above	
limitations may not apply to you.

This product and the content contained herein, as well as all copyrights, including without limitation, the text, documents, articles, products, graphics, photos, and any other content in the report and the trademarks, 
service marks, and logos contained therein are the property of Equity Research Insights. You may access and use the content and download and/or print out copies solely for your personal, non-commercial use. If you 
download or print a copy of the content for personal use, you must retain all copyright and other proprietary notices contained therein. You acknowledge that you do not acquire any ownership rights by receiving this 
report and Equity Research Insights reserves all rights not expressly stated.


