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Equity Research Report
RESEARCH DESIGN AND VALUATION PROCESS

1
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EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Research Snapshot (Executive Summary)

Investment recommendation

Three to four topics to justify the investment thesis

Be as concise as possible!!!

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Research Snapshot (Executive Summary)

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS

Recommen-
dation

•Buy / Sell / Hold / 
etc.

Level of RiskTime Horizon

Price Target
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Research Snapshot (Executive Summary)

Source: VB

Compare the upside with company’s WACC

May need to annualize: 25% from 2019Q2 to 2020YE is ~16%/annually

Other scales may be used

Compared to a benchmark: Underperform / Neutral / Outperform

Weight in a benchmark portfolio: Underweight / Neutral / Overweight

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Research Snapshot (Executive Summary)

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS

Time horizon

Price target

Recommendation

Level of risk

Main drivers for
the recommendation
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Research Snapshot (Executive Summary)

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS Four topics to 

justify the 
investment 

thesis

Segment:
LATAM

Segment:
Africa

Segment:
Europe 

Environment & 
Services

Deleveraging 
strategy
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Business Description (BD)

Detailed description of the company and its products/services
Who is?

What it does?

Short history

Explanation of the company’s operational segments/regions
Sales, production capacity, margins, etc.

Company economics: key drivers of profitability (revenues and expenses)

Company strategies

Shareholder structure
Activist shareholders

Active shareholders vs passive shareholders (ETF related/unrelated to indexes/sectors)

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Management & Corporate Governance (M&CG)

Who runs the company?

Management with experience in the industry?

Are the company’s strategies suitable with the current management?

Stock ownership by management?

Independent managers?

You should critique the company’s management and board!

Look to special cases (risk of entrenchment?):

Family firms

One shareholder with more than 50% of voting shares

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Summary

Brief description of the company

Significant recent developments

Earnings forecasts

Valuation summary

Investment recommendation

Clear and concise explanation of the rationale for your recommendation

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Summary

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS

Brief description of 
the company, recent 
developments, and 
earnings forecasts

Investment 
recommendation

Rationale for the 
recommendation
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Valuation

Thorough analysis of the subject company

Use both absolute and relative valuation models

More than one model should be used because model outputs can vary 

significantly.

Explain in detail (at least):
Your prospects for the main drivers of profitability (revenues and costs)

Detail the proxy for cost of capital

Identify the peer group for the relative valuation approach

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Financial Analysis (FA)

Examples of most common financial ratios:

Efficiency 
Ratios

• Asset Turnover

• Inventory 
Turnover

• Days Sales 
Outstanding 
(DSO)

• Days Payables 
Outstanding 
(DPO)

• Days Inventory 
Outstanding 
(DIO)

• Cash 
Conversion 
Cycle (CCC) = 
DSO + DIO -
DPO

Profitability 
Ratios

• Gross margin

• EBITDA margin

• EBIT margin

• Net Profit 
margin

• ROA

• ROE

• ROCE

• SG&A/Sales

Liquidity Ratios

• Current Ratio

• Quick Ratio

• Cash Ratio

Solvency Ratios

• D/E

• Equity Multiplier

• Interest 
Coverage Ratio

• Debt to EBITDA

Price Ratios

• P/E

• Price to Sales

• Price to Book

• Dividend Yield

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Financial Analysis (FA)

Check for industry-specific ratios:

Hotel Industry

RevPAR
(revenue per 

room)

ADR (average 
daily room 

rate)

Airline 
Industry

RPK (revenue 
passenger 
kilometers)

ASK (Available 
Seat 

Kilometers)

PLF
(passenger 
load factor)

Passenger 
Yield

Cargo Yield

Media

Power Ratio 
(advertising 
revenue ÷
audience 

share)

Banks

CAR (capital 
adequacy 

ratio)

LTD (loan-to-
deposit)

Retail Industry

Sales per 
square foot

Manufacturing 
Industry

Maintenance 
and repair 

costs to total 
expenses

Logistic

Revenue per 
kilometer

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Risks (IR)

Look to the downside!

Operational 
Risks

Decrease in demand

Rising price of raw material

Strikes

New player enters the market

Governance risks

Many others…

Market Risks

Increase in interest rates

Exchange rate effects

Increase in prices of 
commodities

Inflation / Deflation

Many others…

Regulatory and 
Legal Risks

Pollution regulations

Compliance costs

Taxation

Production restrictions

Many others…

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Risks (IR)

Look to the downside!

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Risks (IR)

Understand how these risks can 

jeopardize your recommendation

Stress the risks!

Sensitivity 
Analysis

Scenario 
Analysis

Monte Carlo 
Simulations

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS



Victor Barros | ISEG (U Lisbon) 20

Investment Risks (IR)

Sensitivity Analysis

Sensitivity Analyses are critical to assess the change in price target with variations in input

variables. Sensitivity Analysis with one, two or three inputs may well be performed in the

same Table.

Chosen inputs must be related to drivers of long-term growth and/or be highly volatile.

C
h

a
n
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n
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O

/
U

S
D

  Change in BHKP prices (USD)  
2016F  -10 - 10 

1.00 5.45 5.84 6.22 
1.03 4.57 4.96 5.34 
1.05 4.00 4.39 4.77 
1.06 3.72 4.10 4.48 
1.07 3.44 3.83 4.21 
1.09 2.89 3.27 3.65 
1.12 2.07 2.46 2.84 

 

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Risks (IR)

Scenario Analysis

Sensitivity Analysis for ALTRI Valuation 

Variables 
Low 

estimate 
Base 
case 

High 
estimate 

BHKP price 670 730 790 
Target Price* 1.69 4.10 6.32 
EUR/USD 1.00 1.06 1.12 
Target Price* 5.84 4.10 2.46 
Wood prices 62.15 68.78 75.91 
Target Price* 5.14 4.10 2.93 
WACC 6.0% 8.3% 11.0% 
Target Price* 5.86 4.10 3.08 
Terminal 
growth 

1.1% 1.5% 2.0% 

Target Price* 3.89 4.10 4.40 

 

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Investment Risks (IR)

Monte Carlo Simulations

 

Monte Carlos statistics 

No. of trials 100,000 

Mean 4.45 

Standard deviation 5.04 

10th percentile (1.74) 

90th percentile 11.02 

Upside potential 56% 

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS



Victor Barros | ISEG (U Lisbon) 23

All relevant information has to

be included in previous

sections, while all other

information (relevant but not-

critical for the investment

recommendation) should be

included in Appendices.

EQUITY RESEARCH REPORT:
RESEARCH DESIGN AND VALUATION PROCESS
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Building a Valuation Model with Excel
PRACTICAL TIPS

2



Aim to keep numbers in the US format 
when copy/paste Tables and Figures 

from Excel:

EUR12,623.2

EUR12.623,2

Victor Barros | ISEG (U Lisbon) 25

EQUITY RESEARCH REPORT: PRACTICAL TIPS

Set your Windows/Mac Region and Language settings to English (United States).
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EQUITY RESEARCH REPORT: PRACTICAL TIPS

Take a course (Online or at your University) on

Financial Modeling and Valuation with Excel

Excel’s keyboard shortcuts will save you weeks of work!
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Information embedded into an Excel file can be very complex to track. Thus, is

recommended creating an intuitive and coherent Excel file. The pieces of the

“puzzle” (i.e., sections of the Equity Research) must be built separately, although

easily combined to show up the “entire picture”.

For the purpose of the Master’s Final Work, the Excel file must 

to be delivered along with the written report. In the viva voce 

examination you might be challenged by the jury members 

(especially by the discussant), thus creating a strong           

valuation model with Excel is required for your                        

success in the Master.

EQUITY RESEARCH REPORT: PRACTICAL TIPS
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Figures and Tables are extremely important for an analyst to communicate its

analyses and conclusions. Thus, is recommended to:

Create templates for Figures and Tables;

Be consistent with formats, including colors;

Create self-explanatory Figures and Tables;

Don’t forget to include sources.

Here are some examples of good looking Figures…

EQUITY RESEARCH REPORT: PRACTICAL TIPS

Victor Barros | ISEG - U Lisbon 28
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Figures and Tables are an important component for an analyst to communicate its research.

Create high quality Figures and Tables and link them in the same Excel file, so they can be

automatically updated with changes in its inputs.

EQUITY RESEARCH REPORT: PRACTICAL TIPS
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STRUCTURING AN EXCEL FILE FOR VALUING A COMPANY

(…)

Historical and Forecasted Financial Statements

Assumptions for the Forecasts

Balance Sheet BS

Income Statement IS

Cash Flow Statement CF

Financial Ratios

Valuation (Absolute and Relative Valuation Methods)

Sensitivity and Simulation Analyses

It is highly recommended that 
all sheets, except Financials, are 
presented in a format ready to 

be copied to the report
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STRUCTURING AN EXCEL FILE FOR VALUING A COMPANY

Forecasts should be linked to Assumptions, which should indeed be linked with the Industry

Overview & Competitive Positioning.

Historical Data Forecasts
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ASSUMPTIONS (1/2)

The most difficult sheet to build???

The Assumptions sheet links all sections of the Equity Research.

Historical data are linked up with forecasts in this sheet.

It’s also here where the Business Structure and the Industry Overview &

Competitive Positioning is linked with the Forecasted Financial Statements, and

consequently with the Valuation section.

Main drivers of long-run free cash flow have to be linked to company’s

fundamentals and matched with industry outlook and with economic outlook in

countries where the company operates.
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ASSUMPTIONS (2/2)

In this sheet detail the Assumptions for all items in the BS and IS. In the Investment Summary

section must be provided a thorough explanation regarding the forecasts for the critical items in the

financial statements (e.g., revenues, major operational costs, CAPEX, etc.).

Each component of 

forecasted Financial 

Statements must 

have a sound 

assumption



Income Statement

• Sales Forecast

• Expenses

Cash Flow Statement

• Change in NWC

• Investing Activities

• Financing Activities

Balance Sheet

• Assets

• Liabilities
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HOW TO FORECAST FINANCIAL STATEMENTS? (1/4)

Most of the time, forecasting begins with estimates for all sources of revenue.

The company’s revenues forecast may depend on a trend relative to prior years,

although is recommended to link revenues with industry outlook and also

economic outlook for the countries where the company operates.

A top-down approach or a bottom-up approach on the Industry Overview will

influence how revenues are forecasted (we will return to this in Chp. 3)



Income Statement

• Sales Forecast

• Expenses

Cash Flow Statement

• Change in NWC

• Investing Activities

• Financing Activities

Balance Sheet

• Assets

• Liabilities
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HOW TO FORECAST FINANCIAL STATEMENTS? (1/4)

Match the forecasts in the Income Statement with changes in NWC in order to

obtain CFO.

CAPEX, Other Investments, and Disposals comprise major components of CFI.

CFF includes (but is not limited to) Dividends, Financial Expense/Revenue, and

Net Borrowing.

US GAAP and IFRS have several differences regarding the classification of items

in the Cash Flow Statement
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HOW TO FORECAST FINANCIAL STATEMENTS? (1/4)

Income Statement

• Sales Forecast

• Expenses

Cash Flow Statement

• Change in NWC

• Investing Activities

• Financing Activities

Balance Sheet

• Assets

• Liabilities

The amount of borrowing (or debt repayment) is a

function of cash flow requirements (in excess), which

requires circular interactions between the Cash Flow

Statement and the Balance Sheet. Such amount

considers both company´s strategy and CFO.

To obtain Changes in NWC, interactions with Balance

Sheet are critical (e.g., forecast the amount of

receivables considering either the amount of

receivables in prior periods or a target receivables

days ratio).
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HOW TO FORECAST FINANCIAL STATEMENTS? (1/4)

A circular interaction between the Cash Flow

Statement and the Income Statement may well

be required. For instance, income taxes are a

function of interest expense, which in turn is

dependent on Net Borrowing (BAL + CF).

Income taxes also considers the current tax

expense (IS) and deferred tax assets and

liabilities (BAL).

Income Statement

• Sales Forecast

• Expenses

Cash Flow Statement

• Change in NWC

• Investing Activities

• Financing Activities

Balance Sheet

• Assets

• Liabilities
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Understanding Equity Research Report Writing
STYLE AND ABBREVIATIONS

3



TP Buy rating of €37.5/sh TP (Buy, TP €37.5/sh)

2017YE / YE2017   Target price of €5.40 for 2017YE

2017HYE / HYE2017   Target price of €5.40 for 2017HYE (fiscal year ends in 

June – BHP Billiton, Football Clubs, etc.)

2017FY / FY2017 Increase in FY EPS forecast by 1.3% to €1.03

FY2017E   We trim EPS forecasts by 0.5% for FY17E-19E and FY17E sales by 0.3%.

2017E / 2017e   Revenues for 2017E are of €6.42bn

2017F Revenues for 2017F are +6% to €6.42bn

CY17 The Company trades on CY16 P/E of 28.6x.

CY17e EBITDA margin on CY17e of 22.5%

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING: 
ABBREVIATIONS



Q2 …company reported strong Q2 (Apr-Jun) results

Q2 results were almost exactly in line with our forecasts…

Very strong Q2

Net cash was EUR5.4bn in Q4 2016 versus EUR4.8bn in Q3 2016

Revenues have increased by 11.5% (vs. 1Q15) to €4.88bn

EBIT growth of 1.2% in Q1 to €705m confirms solid…

Disposals lead to Q2 EBIT up 90bps and Q2 EBT +7% to €955m

Q2 sales up 12% to €4.88bn with LFL up an estimated 11%

2Q2016 / 2Q16   Company’s 1Q16 financial expenses drop 85bps yoy

H1 / H2 …input costs are expected to equalize in H2.

Company H1 results on 21 August 2017.

Revenues have increased by 11.5% (vs. 1H15) to €4.88bn

2H2016 / 2H16   Company’s 1H16 financial expenses drop 120bps yoy

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING: 
ABBREVIATIONS



QoQ / quarter-on-quarter Revenues fell 6% QoQ

Like-for-like / LFL / LfL very strong LFL sales

LHA reports LFL sales growth of 5.2% to €12.4bn

We view 5% to 6% LFL sales growth as …

We forecast +4% LFL sales in H2

Strong LFL sales growth, but profits held back by 

currency impacts

(excludes effects from M&A and others)

YOY / yoy / YoY / Y/Y/ year-on-year   EBITDA was €955m +6.7% YOY 

with margins -80bps YOY

Operating cash flow allowed net cash 

balances to grow by €905m YoY

With net cash +22% YOY thanks to muted 

CAPEX requirements

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING: 
ABBREVIATIONS



Calendar 2016 18x calendar 2016 PE 

CAGR …growing at a CAGR of 2.7% during 2017-2021.

Estimated 11.4% EPS CAGR

We look for a +11.4% 2016-20E CAGR in EPS

RFR Risk Free Rate

ERP Equity Risk Premium

MRP Market Risk Premium

CRP Country Risk Premium

COGs Cost of Goods Sold

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING: 
ABBREVIATIONS



EUR1,420.2 million / EUR1.42bn / EUR1.42 billion / €1,420.2m / €1.42bn / 

€1.42 billion

USD1.42bn / US$1.42bn

Income Statement (EUR m) / (EUR ‘000,000) / (€ m)

P&L Profit and Loss

bps basis points → 1% = 100bps, one basis point is 1/100th of 1%

Gross margin reached 58.1%, down 130bps versus Q1 2015 (slightly 

better than expected)

FX FX (foreign exchange) 

FX sales growth of 2.3%

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING: 
ABBREVIATIONS



Avoid sentences without data to support your arguments:

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING:
STYLE

Through vertical integration of Suma and

EGF in the Portuguese Waste

Management business, ME is increasing

its operational diversification with a

modest forecasted CAGR of 1.8% for the

following 5 year period with profitability

expected to increase 525 bps as a result

of the integration to an average EBITDA

margin of 30%.

Through vertical integration of Suma and

EGF in the Portuguese Waste

Management business, ME is increasing

its operational diversification with a

modest forecasted growth for the

following 5 year period with profitability

expected to increase as a result of the

integration to an average EBITDA

margin of 30%.



Avoid sentences without data to support your arguments:

Outline
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UNDERSTANDING EQUITY RESEARCH REPORT WRITING:
STYLE

Taking off non-recurrent profits, 2016YE

EBIT was €1.04bn –4.7% YOY.

The usage of tax credits in 2016 led net

profit to increase in YOY 550 bps to

€985m, with margins above industry

average at +8.7%.

Taking off non-recurrent profits, 2016YE

EBIT margin decreased.

The usage of tax credits in 2016 led net

profit to increase comparing with 2015,

with margins above industry average.

(EUR bn) 2015 2016 D

Revenues 10.680 11.292 5.7%

EBIT (adjusted) 1.091 1.040 -4.7%

     EBIT margin 10.2% 9.2%

Net Profit 0.344 0.985

     Net Profit Margin 3.2% 8.7% 5.5%
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Exploring Sources of Information
COMPANY’S FINANCIALS, REUTERS, AND BLOOMBERG

4



Outline
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EXPLORING SOURCES OF INFORMATION

‘Mosaic 
Theory’

Company’s Annual 
Report

Industry 
Surveys/Research

Business Financial 
Databases 
(Reuters, 

Bloomberg, etc.)

Conference Calls 
(check for scripts)

Economic 
Research (OECD, 

WB, etc.)

Newspapers and 
Magazines

Others…

“The mosaic theory suggests that the analysis of a company form a mosaic; that is, by assembling small bits of

nonpublic information together, large and meaningful conclusions can be drawn. The idea behind the mosaic theory is

that each individual piece of information is nonmaterial by itself. Think of the mosaic theory as a way for analysts to do

their jobs and use nonpublic information without feeling like they are at risk for liability under insider trading law. “



Company's Disclosures may not tell the entire story

Analysts should look to non-recurring items, discrepancies and unclear 

disclosures

Managers are overconfident – often overestimate company’s prospects!

(Hribar and Yang, 2016)

Analyze conference calls to assess the accuracy of your predictions

Explanations

Sentences construction

Bloomberg records/transcripts several conference calls

Outline
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EXPLORING SOURCES OF INFORMATION

http://onlinelibrary.wiley.com/doi/10.1111/1911-3846.12144/full


Example:

EDP 2016 Results Presentation

Outline
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EXPLORING SOURCES OF INFORMATION

???



EDP 2016 Results Presentation

(…)

(…)

Outline
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EXPLORING SOURCES OF INFORMATION



Outline
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EXPLORING SOURCES OF INFORMATION

EDP 2016 Results Presentation



Another example….

MOTA ENGIL Q1 2016 Earnings Call

Outline
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EXPLORING SOURCES OF INFORMATION

Unclear figures???



Another example….

MOTA ENGIL Q1 2016 Earnings Call

What is the reason for Antonio’s question?

EBITDA was significantly lower – potential 

seasonality?

Burn rate: the amount of $ a company spends to finance overhead costs before 

generating positive CF

Outline
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EXPLORING SOURCES OF INFORMATION

???



Company Strategies: Do not rely entirely on company’s targets

Outline
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EXPLORING SOURCES OF INFORMATION

€4 bn  

EBITDA 15%

NPM 3%

Nominal 

net debt 

reduction

Accumulated 

FCF 2016-2020 

> 1 bn €

Accumulated 

FCFE 2016-2020 

> 450 M€

Analysts’ estimates

2019YE

Turnover €2,633m

EBITDA m 16.0%

NPM 2.8%

FCF €131m

2016-2019YE

Accm FCF €534.1m
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Communicating Valuation Results
PRESENTATION

5



Outline
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PRESENTATION

1:03:00

Global Final 2016, Chicago, US

https://www.youtube.com/watch?v=XIJx62NQDS0


Outline
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PRESENTATION

1:36:00

https://www.youtube.com/watch?v=UZB8_N2iYxA


Outline
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PRESENTATION

http://cfainstitute.gallery.video/rcfinals18/detail/videos/archive/video/5778839493001/university-of-lausanne-|-2018-research-challenge-global-final?autoStart=true&page=1


Outline
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PRESENTATION

ISEG in the EMEA Final 2018

https://www.facebook.com/iseg.pt/videos/2375893389103352/


Outline
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PRESENTATION

ISEG in the EMEA Final 2019

http://cfainstitute.gallery.video/rc19-apac/detail/videos/emea-regionals/video/6045313402001/emea-regional-2019---iseg-lisbon-school-of-economics-and-management?autoStart=true


Outline
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PRESENTATION

ISEG in the EMEA Final 2020

https://1drv.ms/v/s!Am9uZG_R8v4YhcVgQv5U-zxwrCFakQ?e=pODw8P

