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About Valuentum Securities

Valuentum (val∙u∙n∙tum) [val-yoo-en-tuh-m] Securities 
Inc. is an independent investment research provider, 
offering premium equity reports and dividend reports, as 
well as commentary across all sectors/companies, a Best 
Ideas Newsletter (spanning market caps, asset classes), 
a Dividend Growth Newsletter, modeling tools/products, 
and more. Independence and integrity remain our core, 
and we strive to be a champion of the investor. 
Valuentum is based in the Chicagoland area.

Valuentum serves money-management institutions, 
financial advisors, and individual investors.
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How Valuentum Fits Into the Financial Industry

Logos are trademarks of the respective companies.
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A Walk Through the Valuentum Equity Report

 Important Information: Valuentum Buying Index, Fair Value 
Range, Economic Castle

 Investment Considerations & Highlights 
 Stock Analyst Notes
 Economic Profit Analysis
 Growth & Cash Flow Analysis
 DCF Valuation & Relative Valuation
 Margin of Safety Analysis
 Technical & Momentum Analysis
 Financial Statements
 Methodology
 Archived Fair Values and Ratings
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Valuentum’s Investment Beliefs

 Invest for the long term, not long-term investing
 No stock is a perpetual “buy” and “hold”
 The price versus intrinsic value equation is paramount
 Stock prices are driven by the actions of other investors
 Other investors focus on valuation* and/or technicals
 Money managers create stock price momentum when 

accumulating shares over several trading sessions
 The best performing stocks are undervalued stocks that 

have good momentum
 We call these stocks “Valuentum” stocks
 Momentum investing is high turnover, but Valuentum 

investing is low turnover
* Growth is a component of valuation
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Data Strip
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The Valuentum Buying Index

 Our rating system has three components:
 An analyst-driven cash-flow assessment of whether 

shares are undervalued, fairly valued, or overvalued
 A systematic relative valuation assessment of 

whether shares are attractive, neutral, or 
unattractive on a relative valuation basis

 A systematic assessment of the attractiveness of a 
firm’s technical and momentum indicators

 The better the firm scores with respect to its DCF 
valuation, relative valuation, and technical/momentum 
indicators, the higher the Valuentum Buying Index 
rating
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The Valuentum Buying Index, continued

 A stock’s Valuentum Buying Index can change as a 
result of four reasons. Either:
 A firm’s stock price changes relative to intrinsic 

value
 A firm’s intrinsic value changes relative to its stock 

price
 A firm’s relative valuation changes compared to 

peers
 A firm’s technical and momentum indicators change



©2014 Valuentum Securities Inc. All rights reserved.

Fair Value Range

 We build detailed, company-specific models to estimate fair values
 We accept that the only thing precise about a fair value estimate is 

that it is precisely wrong. All value is based on the future, and 
the future is inherently unpredictable.

 As a result, we emphasize a fair value range, or a range of probable 
fair value outcomes
 A firm is fairly valued if its stock price is trading within the fair 

value range
 A firm is undervalued if its stock price is trading below the fair 

value range
 A firm is overvalued if its stock price is trading above the fair 

value range
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Economic Castles
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Economic Castles, continued

 Moaty firms are durable and sustainable businesses, 
but they may not be the best value-generators for 
shareholders

 Business owners want to maximize shareholder value 
– and a firm’s competitive advantage assessment may 
be independent of that view.

 Valuentum’s Economic Castle™ rating evaluates a firm 
on the basis of the magnitude of the economic profit 
that it will deliver to shareholders (as measured by its 
ROIC-less-WACC spread)
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Stock Analyst Notes*

* Stock analyst notes are found on www.valuentum.com.
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Investment Considerations, Investment 
Highlights, and Stock Analyst Notes
 Our analysis and commentary are separated into a 

variety of sections in the report and on the website at 
www.valuentum.com.
 Investment Considerations: Each firm has more 

than a dozen key analytical items from business 
quality to valuation and beyond.

 Investment Highlights: Firm-specific commentary is 
added to clarify modeling expectations and 
competitive profiles.

 Stock Analyst Notes: These are found on the 
website and include our take on recent quarterly 
earnings or on current news events.
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Economic Profit Analysis

 We seek to identify firms that are earning at least their 
cost of capital, have done so for years, and are 
expected to do so long into the future.

 Our ValueCreation™ and ValueTrend™ ratings focus on 
the gap between ROIC and WACC, and the trend in 
this gap over time, respectively.

 Our Business Quality matrix provides evidence of the 
strength and sustainability of the competitive 
advantages of firms – based on a cross section of their 
ValueCreation™ and ValueRisk™ ratings.
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Value-Creating Growth

 Stocks can often become cheap for good reason, and in 
many cases, it has to do with either worsening structural 
characteristics of the industry in which the firm operates or 
secular declines in demand for its products or services.

 We think finding undervalued stocks that generate high 
returns on incremental capital and are growing at a nice 
pace have the greatest potential for their value to be 
recognized by market participants. They’re less likely to be 
“cigar butts.”

 In other words, many of our ideas represent opportunities 
where the market is not giving sufficient credit for the firm’s 
future growth potential, as opposed to fallen angels that are 
struggling with an operational turnaround.



©2014 Valuentum Securities Inc. All rights reserved.

Valuation 
Assumptions

Valuation 
Build-Up

Relative 
Valuation



©2014 Valuentum Securities Inc. All rights reserved.

Why Use Discounted Cash Flow Analysis?

 The intrinsic value of any asset is based on the discounted future 
free cash flows generated by that asset.

 We believe an economic profit assessment is vital to 
understanding value creation. A DCF process allows us to 
compare historical and projected ROIC to a firm’s WACC.

 We care about what businesses are worth, so we have an 
understanding of what investors might pay for them.

 Certain industry groups may become overvalued or undervalued 
as a whole. Estimating intrinsic value helps to mitigate pitfalls 
caused by relative value assessments within industry groups.

 A DCF process is less about precision and the sensitivity of 
assumptions than it is about identifying and capitalizing on 
valuation outliers.
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Why Use DCF Analysis? -- continued

Intrinsic value represents the conclusion to any and all stock 
research: What is the company worth? DCF valuation captures the 
expectations of a firm’s competitive advantages, growth prospects, 
strategic endeavors, and any other qualitative factor. No other 
process does this. Putting to numbers a plethora of advanced 
fundamental items in arriving at a fair value estimate is the 
cornerstone--and the most critical component--of any stock research 
analysis. Without an in-depth intrinsic-value assessment, research is 
but a story that has no ending. 

-- Brian Nelson, President, Valuentum Securities, 2011

 We believe that only through the flexibility of a DCF process 
can advanced fundamental thoughts be appropriately 
incorporated into a fair value estimate and range.
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Why Is Relative Value Important?

 We assess a firm’s relative value on the basis of its forward 
price-to-earnings ratio and its price-earnings-to-growth (PEG) 
ratio. If both of these measures are attractive relative to 
hand-selected peers, we view the firm undervalued from a 
relative standpoint.

 By identifying firms that are trading at a significant discount 
based on our DCF process and are trading at a discount 
relative to its peer group, we gain conviction in our valuation 
analysis of the firm.

 We understand investors make decisions based on a relative-
value process, and these decisions move the market. We 
focus on identifying firms that are attractive to the entire 
value-investor community to capitalize on increased buyer 
interest.
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Why Use a Margin of Safety?

“If the future were known with certainty, we wouldn't see much 
volatility in the markets as stocks would trade precisely at their 
known fair values.”

-- Brian Nelson, President, Valuentum Securities, 2011

 We look for stocks that are trading at a discount to our 
estimate of their fair values and use our ValueRisk™ rating 
to set an appropriate margin of safety.

 The higher the volatility of key valuation drivers (like 
earnings and cash flow), the higher the ValueRisk™ rating 
and wider the margin of safety we assign to the stock.

 This ensures that we’re identifying stocks that are truly 
cheap--not only relative to their intrinsic value but also 
relative to the risks inherent to their business models.
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The Technical & Momentum Overlay

 Technical analysis is in part a self-fulfilling prophecy, but 
we embrace the incremental knowledge garnered by 
knowing what technicians may be anticipating.

 Momentum exists as a result of sustained buying by 
portfolio managers over several trading sessions in order 
to achieve a full allocation to a position.

 Adding a technical and momentum overlay increases the 
likelihood of price-to-fair value convergence, while 
minimizing downside risks and exposure to “falling 
knives.”

 Undervalued stocks that are going up are more likely to 
keep going up as investment managers continue to 
accumulate shares.
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Financial Statements & Methodology

 Financial Statements: We spend a lot of time in company-
specific Excel-based valuation models making forecasts, 
adjustments and arriving at informed outcomes. We 
disclose the proforma financial statements at the back of 
each report.

 Methodology: Having a repeatable, measurable process is 
vital to outperformance. We’re proud of our systematic 
approach to stock selection. A brief summary of the 
Valuentum Buying Index is included at the back of each 
16-page report. 
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Archived Fair Values & Ratings
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Competitive Advantages of Valuentum’s
Approach

 Independent - NO conflicts of interest
 Integrity and systematic application of analytical 

process
 Comprehensive equity research provider – from value 

through momentum investing
 Breadth and depth of coverage
 Commitment to expanding coverage
 Strong performance track record
 Fair value estimates for all firms under coverage
 Unique cash-flow based dividend growth process
 Valuation expertise
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Standard Disclaimer
The information contained in this slide deck (presentation) is not represented or warranted to be accurate, correct, complete, 
or timely. These slides are for informational purposes only and should not be considered a solicitation to buy or sell any 
security. The securities mentioned herein may not be suitable for all types of investors. The information contained in this 
document does not constitute any advice, and especially on the tax consequences of making any particular investment 
decision. This material is not intended for any specific type of investor and does not take into account an investor's particular 
investment objectives, financial situation or needs. This document is not intended as a recommendation of the securities 
highlighted or any particular investment strategy. Before acting on any information found in this document, readers should 
consider whether such an investment is suitable for their particular circumstances, perform their own due-diligence, and if 
necessary, seek professional advice. Assumptions, opinions, and estimates are based on our judgment as of the date of the 
presentation and are subject to change without notice. Valuentum is not responsible for any errors or omissions or for results 
obtained from the use of this document and accepts no liability for how readers may choose to utilize the content. In no event 
shall Valuentum be liable to any party for any direct, indirect, incidental, exemplary, compensatory, punitive, special or 
consequential damages, costs, expenses, legal fees, or losses (including, without limitation, lost income or lost profits and 
opportunity costs) in connection with any use of the information contained in this document. Investors should consider this 
document as only a single factor in making their investment decision. Redistribution is prohibited without written permission. 

For general information about Valuentum's products and services, please contact us at valuentum@valuentum.com.


