The financial checklist BEFORE buying a stock ...

INDUSTRY KNOWLEDGE SHOULD COME FIRST!

Economic Sensitivity

1. Where in the cycle does the industry excel?

2. How has it performed in previous cycles?

Competitive Forces

1. Barriers to Entry

a) Capital Requirements

b) Switching Costs

c) Access to Distribution

d) Government Policies

2. Pressure from Substitutes

a) Ceiling on Prices

b) Elasticity of Demand

c) Head to Head v. Industry

3. Powerful Buyers/Suppliers

a) Threaten backward/forward integration

4. Competitive Strategies

a) Low Cost Producer

b) Segmentation/Differentiation

c) Niche Producer

Demand Environment

1. Elasticity of Demand

2. Speed of Product Innovation

3. Rate of growth

Markets Served

Growth

1. Cyclical, Continuous

2. Industry Maturity

3. Effects of recession/slow recovery

Industry P&L

1. Key Sensitivity Points to Profit Growth

2. Revenues- Price or Unit

3. Manufacturing Costs

a) Commodity exposure

4. Fixed costs

5. Variable costs

Valuation

1. Historical for group

2. Variation in different economic 

COMPANY SPECIFIC RESEARCH QUESTIONS NEXT!

History: 5-yr numbers

1. 10K, Q and notes in detail

2. Mergers/Acquisitions - exact impacts

3. Off Balance sheet items - derivative use, retirement costs, employee options

Position in Industry

1. Biggest Competitor

2. Head to Head v Industry

3. Competitive Advantage

Markets Served

Growth

1. Cyclical, Continuous

2. Will it continue

3. Effects of recession/slow recovery

Supply/Demand

Outlook

1. 12 months/5 years

2. Why does the company want to be in this business?

Special situations/earnings interruptions

1. Mergers/Acq

2. Restructurings – effects/payback expectations

3. Discontinued operations

Where is the leverage

1. Operating: fixed v variable costs

2. Value Added

3. Costs

4. How to manage downturn

IRR

Pricing v Volume (elastic/inelastic)

Valuation

1. CF

2. P/E, P/E based on growth

3. Multiple of Book and/or ROE

4. Asset Value (potential break ups)

Price support/bottom level

What will make stock outperform (Catalyst)?

Why would someone short this stock?

What would make you change your outlook for this company?

1. What can the company do?

