SSG JUDGMENT

RULES OF THUMB

1. Eliminate any sales & earnings outliers on pg. 1 graph

2. Estimate future sales and earnings growth. (bottom of pg.1)

- Never predict future sales or earnings to grow at over 15%, 20% tops for sm. cos.

- Never estimate future earnings growth at a higher rate than that of sales

- Estimate future growth slightly below historical growth

- If your estimate is close to analyst’s estimate, lower it a little more.

- Compare to preferred procedure for a reality check, if you’re close that’s good. 

- Sales growth is more predictable than earnings growth, so be a little more conservative when projecting earnings.

3. Eliminate outliers in high/low PEs  (pg. 2, Section 3 D & E)

- Just eyeball the hi & lo PEs  in section 3 D & E

- Look for those that are obviously out of whack

4. Estimate future high and low PEs.  (Section 4 A & B)

- Don’t just use the historical 5 yr. Avg. (these PEs are often overly inflated from an extended bull market)
- Use alt-X function to see 10 yr. Avg. 

- Never estimate future high PE over 20-30

5. Select low earnings per share estimate.  (Section 4 B (a)

Use TTM EPS (most recent 4 quarters)  (found in lower rt. corner of Section 3)

6. Select high earnings estimate.  (Section 4 A)

This is automatically calculated based on your estimate of future earnings growth on pg. 1.  (Changing your high earnings estimate will change your earnings growth rate on pg. 1) 

7. Select low price.

Use calculated low price, or …

Look at 52 week low price, maybe use that.

Some people select a low price which is 20% below current price.

As you make your judgments on the SSG, write down the rationale used in the notes section.  This makes it a lot easier when referring back to SSGs you’ve done.  

