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Market Cap (USD Mil) 630,974

52-Week High (USD) 417,905.00

52-Week Low (USD) 250,926.02

52-Week Total Return % 46.4

YTD Total Return % 18.6

Last Fiscal Year End 31 Dec 2020

5-Yr Forward Revenue CAGR % 1.1

5-Yr Forward EPS CAGR % -0.7

Price/Fair Value 0.94

2019 2020 2021(E) 2022(E)

Price/Earnings 6.82 13.04 25.03 20.52
Price/Book 2.38 2.15 2.37 2.26
Price/Tangible Book 2.89 2.68 2.92 2.77
Price/Earned Premium 9.04 8.47 9.17 8.42
Dividend Yield % — — — —

2019 2020 2021(E) 2022(E)

Earned Premium 61,078 63,401 68,800 74,901

Earned Premium YoY % 6.4 3.8 8.5 8.9

Investment Income 6,615 5,960 6,750 7,500

Investment Income YoY % 19.9 -9.9 13.3 11.1

Net Income 61,153 39,287 15,588 12,941

Net Income YoY % NM -35.8 -60.3 -17.0

Diluted EPS, adjusted NM NM NM NM

Diluted EPS YoY %, adjusted 1,937.0 -46.5 -38.2 22.0

Dividends Per Share — — — —

Berkshire Naming Buffett's Successor Is a Net Positive for the
Company and Its Shares
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Analyst Note 03 May 2021

Berkshire Hathaway is a holding company with a wide array of subsidiaries
engaged in diverse activities. The firm's core business segment is insurance,
run primarily through Geico, Berkshire Hathaway Reinsurance Group and
Berkshire Hathaway Primary Group. Berkshire has used the excess cash
thrown off from these and its other operations over the years to acquire
Burlington Northern Santa Fe (railroad), Berkshire Hathaway Energy (utilities
and energy distributors), and the firms that make up its manufacturing,
service, and retailing operations (which include five of Berkshire's largest
noninsurance pretax earnings generators: Precision Castparts, Lubrizol,
Clayton Homes, Marmon and IMC/ISCAR). The conglomerate is unique in
that it is run on a completely decentralized basis.
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We were a little surprised to see wide-moat rated Berkshire
Hathaway actually announce today that Greg Abel would
be CEO Warren Buffett's successor once he departs the
scene. The surprise, though, was in the timing of the
announcement (which apparently was forced by a slip-up
on Charlie Munger's part during the annual meeting this
past weekend) as opposed to the announcement itself, both
of which have had a positive impact on the stock, as it
removes one of the major uncertainties hanging over the
company.

We have long believed that Abel was the most likely
successor to Buffett, given his age (59)--which satisfies
Buffett's criterion that the company's next "CEO should be
relatively young, so that he or she can have a long run in
the job"--and his combination of both operational and
capital allocation experience during his years at Berkshire
Hathaway Energy. With the company's next CEO expected
to fill the role of capital-allocator-in-chief, there were two
strong candidates in line to take the top job (at least from
the time they've spent with the company and their
understanding of what Buffett wants the next capital-
allocator-in-chief to do): Ajit Jain, who oversees all of
Berkshire's insurance operations, and Abel, who has
stewardship of the noninsurance businesses.

While we've always thought that Buffett and the board had
some deference toward Jain; he's closer to 70 and has not
shown much interest in following in Buffett's footsteps
(given the pressures of being in that spot once Buffet
departs). We've always thought that Berkshire would likely
be better served longer term by having Jain to continue to
oversee the insurance business (which is really where his
passion lies) and have Abel--who will work closely with
Jain, as well as Ted Weschler and Todd Combs--focus on
properly allocating Berkshire's capital. Buffett did note that
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while Abel would succeed him if he departed tomorrow that
Jain would succeed Abel if anything were to happen to him.

As we pointed out in our late November 2020 presentation,
"COVID-19 Will Stress Many of Berkshire Hathaway's
Operations," succession planning was not formally
addressed by Berkshire until the firm's 2005 annual letter
to shareholders, with Buffett noting that there were several
managers in the organization that were "reasonably young
and fully capable of being CEO," but that none of them had
the "crossover experience that (has) allow(ed) him to be
comfortable making decisions in either the business arena
or in investments." This laid the stage for Buffett to talk
about the importance of having his CEO role split into two
positions--a chief executive responsible for overseeing the
firm's operations and an investment specialist focused on
handling the company's marketable securities--similar to
the setup that had been in place for years at Geico, where
Tony Nicely oversaw the running of the auto insurance
operations, while Lou Simpson oversaw investments and
capital allocation decisions, for several decades.

Berkshire's own succession framework has evolved some
since the firm first addressed it, with Buffett clarifying the
company's plan during Berkshire's 2011 annual meeting,
noting that his three main jobs--chairman, chief executive,
and chief investment officer--highlighted in the firm's 2005
annual report would likely be handled by one nonexecutive
chairman, one CEO, and one or more external hires (reporting
directly to the CEO) who would be responsible for managing
the firm's investment portfolio. Following the departure of
David Sokol, who resigned under a cloud of suspicion in
March 2011 (after it was discovered that he had purchased
shares of Lubrizol prior to recommending the specialty
chemical company to Buffett as a potential acquisition for
Berkshire), Buffett became more focused on ensuring that
the principles and culture Berkshire had developed on his
watch would remain in place once he departed. He has

stated on several occasions since that the firm would be
better served longer term if someone with a vested interest
in the company were to take on the role of nonexecutive
chairman, believing this individual would act as a counter-
balance to whoever ends up in the CEO role.

While the Buffett family will not be directly involved in
managing the business once Warren departs the scene,
despite being involved in a handful of charitable foundations
that will be recipients of his fortune in planned annual
transfers (a process that is expected to continue for many
years after his death), he would like them to be involved in
helping to pick and oversee the managers who do end up
running the show after he is gone. This explains the
recommendation he has made that his son, Howard Buffett,
serve as nonexecutive chairman, ultimately acting a
guardian of the company's values and adding "one extra
layer of protection" for shareholders once he is gone. That
said, the decision ultimately rests with the board of
directors, which is unlikely to be the same as it was when
Buffett first floated this idea.

Looking more closely at the role of chief investment officer,
it looks like Buffett has settled on handing off this
responsibility to Todd Combs (hired on in late 2010) and Ted
Weschler (brought in during the back half of 2011) when he
departs. From what we can ascertain, Combs (who was
named Geico's CEO in late 2019) and Weschler came into
2021 managing investment portfolios worth around $15
billion each. While this was relatively small compared with
the nearly $300 billion in equity securities (including
Berkshire's stake in Kraft-Heinz and its $10 billion
investment in Occidental Petroleum--consisting of 8%
preferred stock and warrants to buy common stock), $20
billion in fixed maturity securities and $138 billion in cash
and cash equivalents ($90 billion of which was invested in
U.S. Treasuries) Berkshire had on its books at the end of
2020, it is about the amount that we had expected them to
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be managing at this point when they first joined the firm.

The last piece of the puzzle for Berkshire's succession plan
is arguably the most important, the role of chief executive.
We continue to envision the main role of the next CEO at
the firm to be one of capital-allocator-in-chief. With all of
Berkshire's operating businesses managed on a
decentralized basis, eliminating the need for layers of
management control and pushing responsibility for each
business down to the subsidiary level, Buffett has had (and
whoever follows him as CEO should have) the freedom to
focus on managing the investments in the firm's portfolio
and making capital allocation decisions. Buffett has,
however, noted that the job requires more than investing
prowess and that he would not want to put someone in
charge of Berkshire who only had investing experience, with
no operational experience to speak of, having noted in the
past that he would not have learned as much as he has
about operations through the years had he had stuck solely
with investments. He has also been vocal about the fact
that the next CEO will come from within the company's
ranks.

As such, we’ve been encouraged to see Buffett's two
lieutenants getting far more involved in the operating
subsidiaries (as opposed to just focusing on stocks in the
insurer's investment portfolio), and we have also liked the
fact that the two assumed front-runners for the CEO job--
Jain (who was added to Berkshire's board of directors at
the start of 2018 and gained the title of vice chairman-
insurance operations) and Abel (who also joined the board
in 2018 and was elevated to vice chairman-noninsurance
business operations)--have had plenty of capital-allocation
experience. It is still anybody's guess, though, as to when
a change of leadership will ultimately be required. Based
on the latest period life table provided by the U.S. Social
Security Administration (which is based on mortality rates
for 2016), Buffett's life expectancy should be around 4 years

right now, with the Oracle of Omaha having turned 90 at the
end of August 2020, with Munger's being just under 2.5
years, given that he turned 97 in January 2021.

While there are examples of others in the industry that have
outlived the statistics--such as Irving Kahn, who was still
investing well past 100--it is getting harder to ignore the
math. We would also argue that given Buffett and Munger's
current ages, mental acuity is almost as important of an
issue as longevity, especially with the major capital
allocation decisions at Berkshire concentrated in the hands
of so few people. Buffett actually addressed this issue in
Berkshire's 2005 annual letter to shareholders, noting that
"the Board will be prepared to make a change if that need
should arise not from my death but rather from my decay,
particularly if this decay is accompanied by my delusionally
thinking that I am reaching new peaks of managerial
brilliance." While we'd like to believe someone at the firm
would act before Buffet did something detrimental to the
business, the broader question has always been whether
anyone could legitimately challenge him on a matter related
to capital allocation if he doesn't show signs of mental decay
and pushes back against any challenge to a particular course
of action that he is pursuing.

As such, we view today's announcement that Abel is the
company's choice to take over from Buffett once he departs
the scene as being a big positive for the company and its
shares. The biggest selling point for us with Abel is that he
has had a lot of operational experience with a capital-
intensive firm and has also had his hands in just about every
kind of deal that BHE has done during the past 20-plus
years--from the purchase of publicly traded firms like
Nevada Energy and AltaLink to vulture investments in solar
capacity and pipelines. He's also got a slightly more
aggressive persona than either Buffett or Jain, which we
believe will be required as Berkshire's transitions not just
managers (which will come with its own pressures), but also
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its conversion from a reinvestment matching into one that
is far more focused on returning capital to shareholders. We
believe that long-standing shareholders, as well as future
investors, should be encouraged by this choice, as it not
only elevates a strong candidate into the role, but also
eliminates one of the biggest uncertainties surrounding the
company the past decade or so.
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Growth (% YoY)
3-Year

Hist. CAGR 2018 2019 2020 2021 2022
5-Year

Proj. CAGR

Earned Premium 1.5 -5.3 6.4 3.8 8.5 8.9 8.3
Investment Income 7.0 13.4 19.9 -9.9 13.3 11.1 9.2
Total Revenue 18.3 -38.8 240.4 -20.6 -19.7 3.4 1.1
Total Expenses -0.7 -13.2 9.5 3.2 9.9 8.0 8.1
Diluted EPS, adjusted -0.8 -91.1 NM -46.5 -38.2 22.0 -0.7
Operating Income 156.3 NM NM -39.0 -58.5 -12.5 -12.8
Net Income 21.3 NM NM -35.8 -60.3 -17.0 -13.5

Profitability
3-Year

Hist. Avg Dec 2018 Dec 2019 Dec 2020 Dec 2021 Dec 2022
5-Year

Proj. Avg

Loss Ratio % 79.6 79.4 81.0 78.5 81.5 81.2 81.4
Expense Ratio % 18.5 17.1 18.3 20.2 18.4 17.9 18.2
Combined Ratio % 98.1 96.5 99.3 98.7 99.9 99.1 99.6
Profit Margin % 17.8 -26.2 44.1 35.6 17.6 14.1 15.5
ROE % 13.6 -6.4 31.1 16.2 6.0 4.8 6.2
ROE, Without Goodwill % 16.8 -8.5 38.9 20.0 7.4 5.9 7.7
ROA % 6.8 -2.9 15.1 8.3 3.1 2.4 2.9

Leverage
3-Year

Hist. Avg 2018 2019 2020 2021 2022
5-Year

Proj. Avg

Debt/Capital % 8.5 9.3 8.0 8.2 8.3 8.4 8.5
Debt/Equity % 9.3 10.3 8.7 8.9 9.0 9.2 9.3
Equity/Assets % 49.3 45.5 51.0 51.4 50.8 49.6 46.2

2019 2020 2021(E) 2022(E)

Price/Fair Value 0.89 0.92 — —
Price/Earnings 6.8 13.0 25.0 20.5
Price/Book 2.4 2.1 2.4 2.3
Price/Tangible Book 2.9 2.7 2.9 2.8
Price/Earned Premium 9.0 8.5 9.2 8.4
Dividend Yield % — — — —

Cost of Equity % 9.0
Average Forward ROE %, 5 Yr % 6.2
Average Forward ROE %, 5 Yr, Excluding Goodwill % 7.7
Long-Run Tax Rate % 20.0
Stage 2 Net Income Growth Rate % 8.0
Stage 2 Incremental ROE % 9.0
Perpetuity Year 20

USD Mil
Firm Value

(%)
Per Share

Value

Present Value Stage I 69,445 10.3 44,978.74
Present Value Stage II 31,079 4.6 20,129.20
Present Value of the Perpetuity 209,619 31.2 135,767.43
Equity Value, Sub-Total 310,144 200,875.37

Other Adjustments 362,407 53.9 234,725.93
Total Equity Value 672,551 440,000.00

Projected Shares Outstanding 2

Fair Value per Share 440,000.00

Morningstar Analyst Forecasts

Forecast

Financial Summary and Forecasts

Valuation Summary and Forecasts

Key Valuation Drivers

Discounted Cash Flow Valuation

Additional estimates and scenarios available for download at http://select.morningstar.com.

(USD)
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2018 2019 2020 2021 2022
Earned Premium 57,418 61,078 63,401 68,800 74,901
Investment Income 5,518 6,615 5,960 6,750 7,500
Realized Gain (Loss) on Investments -22,155 71,123 40,905 13,001 9,137
Fee Income — — — — —
Other Revenue — — — — —
Total Revenue 40,781 138,816 110,266 88,551 91,538

Loss & Loss Adjustment Expense, or Interest & Dividends Credited
to Policyholders

45,605 49,442 49,763 56,089 60,809

Policy Acquisition Costs, or Policyholder Benefits & Claims 9,793 11,200 12,798 12,662 13,411
Administrative Expenses — — — — —
Total Expenses 55,398 60,642 62,561 68,751 74,220

Operating Income -14,617 78,174 47,705 19,800 17,318

Interest Expense 369 375 425 314 290
Other Income (Expense) — — — — —
Pre-Tax Income -14,986 77,799 47,280 19,485 17,028

Income Tax Expense -4,318 16,646 7,993 3,897 4,087
Income After Taxes -10,668 61,153 39,287 15,588 12,941

Minority Interest — — — — —
Preferred Dividends — — — — —
Extraordinary Items — — — — —

Net Income (Loss) -10,668 61,153 39,287 15,588 12,941

Diluted Shares Outstanding 2 2 2 2 2
    Diluted EPS (GAAP) -6,489.96 37,426.37 24,639.38 10,059.19 8,532.92
    Diluted EPS, adjusted 2,446.17 49,828.30 26,667.81 16,481.55 20,103.59

Dividends Per Share — — — — —

Morningstar Analyst Forecasts

Income Statement (USD Mil)
Forecast
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Assets 2018 2019 2020 2021 2022

Investment Portfolio 199,888 272,420 303,151 331,456 351,559
Cash & Equivalents 90,942 105,426 109,181 109,181 109,181
Premiums Receivable 12,452 13,379 14,025 14,937 15,953
Deferred Acquisition Costs — — — — —
Accrued Investment Income — — — — —
Prepaid Reinsurance Premiums — — — — —
Reinsurance Recoverables 3,060 4,470 4,805 5,214 5,677

Goodwill & Other Intangibles 38,998 40,584 50,269 50,269 50,269
Deferred Tax Assets — — — — —
Other Assets 15,054 14,727 13,431 14,634 15,995
Non-Operating Assets — — — — —
Total Assets 360,394 451,006 494,862 525,691 548,633

Loss Reserves, or Policyholders' Account Balances 136,599 143,338 151,106 163,726 178,168
Unearned Premiums, or Future Policy Benefits 18,093 19,782 21,395 23,217 25,276
Accounts Payable 6,107 5,220 5,469 6,217 7,077
Deferred Tax Liabilities 18,878 32,658 39,740 41,214 41,275
Other Liabilities — — — — —
Liabilities Sub-Total 179,677 200,998 217,710 234,374 251,795

Debt 16,871 19,903 22,665 24,130 24,899

Non-Operating Liabilities — — — — —
Total Liabilities 196,548 220,901 240,375 258,504 276,694

Preferred Stock — — — — —
Minority Interest — — — — —

Common Stock 4 4 4 4 4
Additional Paid-In Capital 17,854 17,829 17,813 17,813 17,813
Retained Earnings 148,496 214,894 238,792 254,380 267,321
Treasury Stock — — — -18,061 -32,564
Unrealized Gains (Losses) -2,508 -2,622 -2,122 13,051 19,365
Other Equity — — — — —
Total Shareholders' Equity 163,846 230,105 254,487 267,187 271,939
Total Liabilities and Shareholders' Equity 360,394 451,006 494,862 525,691 548,633

Separate Account Assets — — — — —

Morningstar Analyst Forecasts

Balance Sheet  (USD Mil)
Forecast

Liabilities

Shareholders' Equity
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Research Methodology for Valuing Companies 

 

Qualitative Equity Research Overview  

At the heart of our valuation system is a detailed projection 

of a company's future cash flows, resulting from our 

analysts' research. Analysts create custom industry and 

company assumptions to feed income statement, balance 

sheet, and capital investment assumptions into our globally 

standardized, proprietary discounted cash flow, or DCF, 

modeling templates. We use scenario analysis, in-depth 

competitive advantage analysis, and a variety of other 

analytical tools to augment this process. We believe this 

bottom-up, long-term, fundamentally based approach 

allows our analysts to focus on long-term business drivers, 

which have the greatest valuation impact, rather than short-

term market noise.  

 

Morningstar's equity research group (“we," "our") believes 

that a company's intrinsic worth results from the future 

cash flows it can generate. The Morningstar Rating for 

stocks identifies stocks trading at an uncertainty-adjusted 

discount or premium to their intrinsic worth—or fair value 

estimate, in Morningstar terminology. Five-star stocks sell 

for the biggest risk-adjusted discount to their fair values 

whereas 1-star stocks trade at premiums to their intrinsic 

worth. 

 

Four key components drive the Morningstar rating: (1) our 

assessment of the firm's economic moat, (2) our estimate of 

the stock's fair value, (3) our uncertainty around that fair 

value estimate and (4) the current market price. This 

process ultimately culminates in our single-point star rating. 

 

1. Economic Moat 

The concept of an economic moat plays a vital role not only 

in our qualitative assessment of a firm's long-term 

investment potential, but also in the actual calculation of 

our fair value estimates. An economic moat is a structural 

feature that allows a firm to sustain excess profits over a 

long period of time. We define economic profits as returns 

on invested capital (or ROIC) over and above our estimate of 

a firm's cost of capital, or weighted average cost of capital 

(or WACC). Without a moat, profits are more susceptible to 

competition. We have identified five sources of economic 

moats: intangible assets, switching costs, network effect, 

cost advantage, and efficient scale. 

 

Companies with a narrow moat are those we believe are 

more likely than not to achieve normalized excess returns 

for at least the next 10 years. Wide-moat companies are 

those in which we have very high confidence that excess 

returns will remain for 10 years, with excess returns more 

likely than not to remain for at least 20 years. The longer a 

firm generates economic profits, the higher its intrinsic 

value. We believe low-quality, no-moat companies will see 

their normalized returns gravitate toward the firm's cost of 

capital more quickly than companies with moats. 

 

When considering a company's moat, we also assess 

whether there is a substantial threat of value destruction, 

stemming from risks related to ESG, industry disruption, 

financial health, or other idiosyncratic issues. In this 

context, a risk is considered potentially value destructive if 

its occurrence would eliminate a firm’s economic profit on a 

cumulative or midcycle basis. If we deem the probability of 

occurrence sufficiently high, we would not characterize the 

company as possessing an economic moat. 

 

To assess the sustainability of excess profits, analysts 

perform ongoing assessments of the moat trend. A firm's 

moat trend is positive in cases where we think its sources of 

competitive advantage are growing stronger; stable where 

we don't anticipate changes to competitive advantages over 

the next several years; or negative when we see signs of 

deterioration. 

 

2. Estimated Fair Value 

Combining our analysts' financial forecasts with the 

firm's economic moat helps us assess how long returns 

on invested capital are likely to exceed the firm's cost of 

capital. Returns of firms with a wide economic moat 

rating are assumed to fade to the perpetuity period over 

a longer period of time than the returns of narrow-moat 

firms, and both will fade slower than no-moat firms, 

increasing our estimate of their intrinsic value.  

Our model is divided into three distinct stages: 

 

Stage I: Explicit Forecast  

In this stage, which can last five to 10 years, analysts 

make full financial statement forecasts, including items 

such as revenue, profit margins, tax rates, changes in 

working-capital accounts, and capital spending. Based 

on these projections, we calculate earnings before 

interest, after taxes, or EBI, and the net new 

investment, or NNI, to derive our annual free cash flow 

forecast.  

 

Stage II: Fade  

The second stage of our model is the period it will take 

the company's return on new invested capital—the 

return on capital of the next dollar invested ("RONIC")—

to decline (or rise) to its cost of capital. During the Stage 

II period, we use a formula to approximate cash flows in 

lieu of explicitly modeling the income statement, 

balance sheet, and cash flow statement as we do in 

Stage I. The length of the second stage depends on the 

strength of the company's economic moat. We forecast 

this period to last anywhere from one year (for 

companies with no economic moat) to 10–15 years or 

more (for wide-moat companies). During this period, 

cash flows are forecast using four assumptions: an 

average growth rate for EBI over the period, a 

normalized investment rate, average return on new 

invested capital, or RONIC, and the number of years 

until perpetuity, when excess returns cease. The 

investment rate and return on new invested capital 

decline until the perpetuity stage is reached. In the case 

of firms that do not earn their cost of capital, we 

assume marginal ROICs rise to the firm's cost of capital 

(usually attributable to less reinvestment), and we may 

truncate the second stage.  

 

Stage III: Perpetuity 

Once a company's marginal ROIC hits its cost of capital, 

we calculate a continuing value, using a standard 

perpetuity formula. At perpetuity, we assume that any 

growth or decline or investment in the business neither 

creates nor destroys value and that any new investment 

provides a return in line with estimated WACC. 

 

Because a dollar earned today is worth more than a 

dollar earned tomorrow, we discount our projections of 

cash flows in stages I, II, and III to arrive at a total 

present value of expected future cash flows. Because we 

are modeling free cash flow to the firm—representing cash 

available to provide a return to all capital providers—we 

discount future cash flows using the WACC, which is a 

weighted average of the costs of equity, debt, and preferred 

stock (and any other funding sources), using expected 

future proportionate long-term market-value weights. 

 

3. Uncertainty Around That Fair Value Estimate 

Morningstar's Uncertainty Rating captures a range of likely 

potential intrinsic values for a company and uses it to 

Morningstar Research Methodology for Valuing Companies 
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assign the margin of safety required before investing, which 

in turn explicitly drives our stock star rating system. The 

Uncertainty Rating represents the analysts' ability to bound 

the estimated value of the shares in a company around the 

Fair Value Estimate, based on the characteristics of the 

business underlying the stock, including operating and 

financial leverage, sales sensitivity to the overall economy, 

product concentration, pricing power, exposure to material 

ESG risks, and other company-specific factors. 

 

Analysts consider at least two scenarios in addition to their 

base case: a bull case and a bear case. Assumptions are 

chosen such that the analyst believes there is a 25% 

probability that the company will perform better than the 

bull case, and a 25% probability that the company will 

perform worse than the bear case. The distance between 

the bull and bear cases is an important indicator of the 

uncertainty underlying the fair value estimate. In cases 

where there is less than a 25% probability of an event, but 

where the event could result in a material decline in value, 

analysts may adjust the uncertainty rating to reflect the 

increased risk. Analysts may also make a fair value 

adjustment to reflect the impact of this event. 

 

Our recommended margin of safety widens as our 

uncertainty of the estimated value of the equity increases. 

The more uncertain we are about the estimated value of the 

equity, the greater the discount we require relative to our 

estimate of the value of the firm before we would 

recommend the purchase of the shares. In addition, the 

uncertainty rating provides guidance in portfolio 

construction based on risk tolerance. 

 

Our uncertainty ratings for our qualitative analysis are low, 

medium, high, very high, and extreme. 

 

× Low–margin of safety for 5-star rating is a 20% discount 

and for 1-star rating is 25% premium. 

× Medium–margin of safety for 5-star rating is a 30% 

discount and for 1-star rating is 35% premium. 

× High–margin of safety for 5-star rating is a 40% discount 

and for 1-star rating is 55% premium. 

× Very High–margin of safety for 5-star rating is a 50% 

discount and for 1-star rating is 75% premium. 

× Extreme–margin of safety for 5-star rating is a 75% 

discount and for 1-star rating is 300% premium. 

 

4. Market Price 

The market prices used in this analysis and noted in the 

report come from exchange on which the stock is listed, 

which we believe is a reliable source. 

 

For more details about our methodology, please go to 

https://shareholders.morningstar.com. 

 

 Morningstar Star Rating for Stocks 

Once we determine the fair value estimate of a stock, we 

compare it with the stock's current market price on a daily 

basis, and the star rating is automatically re-calculated at 

the market close on every day the market on which the 

stock is listed is open.  

Please note, there is no predefined distribution of stars. 

That is, the percentage of stocks that earn 5 stars can 

fluctuate daily, so the star ratings, in the aggregate, can 

serve as a gauge of the broader market's valuation. When 

there are many 5-star stocks, the stock market as a whole is 

more undervalued, in our opinion, than when very few 

companies garner our highest rating.  

 

We expect that if our base-case assumptions are true the 

market price will converge on our fair value estimate over 

time, generally within three years (although it is impossible 

to predict the exact time frame in which market prices may 

adjust).  

 

Our star ratings are guideposts to a broad audience and 

individuals must consider their own specific investment 

goals, risk tolerance, tax situation, time horizon, income 

needs, and complete investment portfolio, among other 

factors.  

 

The Morningstar Star Ratings for stocks are defined below: 

 

QQQQQ We believe appreciation beyond a fair risk-

adjusted return is highly likely over a multiyear time frame. 

The current market price represents an excessively 

pessimistic outlook, limiting downside risk and maximizing 

upside potential.  

 

QQQQ We believe appreciation beyond a fair risk-

adjusted return is likely.  

 

QQQ Indicates our belief that investors are likely to 

receive a fair risk-adjusted return (approximately cost of 

equity). 

 

QQ We believe investors are likely to receive a less than 

fair risk-adjusted return.  

 

Q Indicates a high probability of undesirable risk-adjusted 

returns from the current market price over a multiyear time 

frame, based on our analysis. The market is pricing in an 

excessively optimistic outlook, limiting upside potential and 

leaving the investor exposed to Capital loss.  

 Morningstar Equity Research Star Rating Methodology 
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Other Definitions 

 

Last Price: Price of the stock as of the close of the market 

of the last trading day before date of the report. 

 

Capital Allocation Rating: Our Capital Allocation (or 

Stewardship) Rating represents our assessment of the 

quality of management’s capital allocation, with particular 

emphasis on the firm’s balance sheet, investments, and 

shareholder distributions. Analysts consider companies’ 

investment strategy and valuation, balance sheet 

management, and dividend and share buyback policies. 

Corporate governance factors are only considered if they 

are likely to materially impact shareholder value, though 

either the balance sheet, investment, or shareholder 

distributions. Analysts assign one of three ratings: 

"Exemplary", "Standard", or "Poor". Analysts judge Capital 

Allocation from an equity holder’s perspective. Ratings are 

determined on a forward looking and absolute basis. The 

Standard rating is most common as most managers will 

exhibit neither exceptionally strong nor poor capital 

allocation. 

 

Capital Allocation (or Stewardship) analysis published prior 

to Dec. 9, 2020, was determined using a different process. 

Beyond investment strategy, financial leverage, and 

dividend and share buyback policies, analysts also 

considered execution, compensation, related party 

transactions, and accounting practices in the rating. 

 

Quantitative Valuation: Using the below terms, intended to 

denote the relationship between the security's Last Price 

and Morningstar's quantitative fair value estimate for that 

security. 

 

× Undervalued: Last Price is below Morningstar's 

quantitative fair value estimate. 

× Fairly Valued: Last Price is in line with Morningstar's 

quantitative fair value estimate. 

× Overvalued: Last Price is above Morningstar's 

quantitative fair value estimate. 

 

Risk Warning 

Please note that investments in securities are subject to 

market and other risks and there is no assurance or 

guarantee that the intended investment objectives will be 

achieved. Past performance of a security may or may not be 

sustained in future and is no indication of future 

performance. A security investment return and an investor's 

principal value will fluctuate so that, when redeemed, an 

investor's shares may be worth more or less than their 

original cost. A security's current investment performance 

may be lower or higher than the investment performance 

noted within the report. Morningstar's Uncertainty Rating 

serves as a useful data point with respect to sensitivity 

analysis of the assumptions used in our determining a fair 

value price.  
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General Disclosure
The analysis within this report is prepared by the person(s)
noted in their capacity as an analyst for Morningstar’s equity
research group. The equity research group consists of
various Morningstar, Inc. subsidiaries (“Equity Research
Group)”. In the United States, that subsidiary is Morningstar
Research Services LLC, which is registered with and
governed by the U.S. Securities and Exchange Commission.

The opinions expressed within the report are given in good
faith, are as of the date of the report and are subject to
change without notice. Neither the analyst nor Equity
Research Group commits themselves in advance to whether
and in which intervals updates to the report are expected
to be made. The written analysis and Morningstar Star
Rating for stocks are statements of opinions; they are not
statements of fact.

The Equity Research Group believes its analysts make a
reasonable effort to carefully research information
contained in the analysis. The information on which the
analysis is based has been obtained from sources believed
to be reliable such as, for example, the company’s financial
statements filed with a regulator, company website,
Bloomberg and any other the relevant press sources. Only
the information obtained from such sources is made

available to the issuer who is the subject of the analysis,
which is necessary to properly reconcile with the facts.
Should this sharing of information result in considerable
changes, a statement of that fact will be noted within the
report. While the Equity Research Group has obtained data,
statistics and information from sources it believes to be
reliable, neither the Equity Research Group nor Morningstar,
Inc.performs an audit or seeks independent verification of
any of the data, statistics, and information it receives.

Unless otherwise provided in a separate agreement,
recipients accessing this report may only use it in the country
in which the Morningstar distributor is based. Unless stated
otherwise, the original distributor of the report is
Morningstar Research Services LLC, a U.S.A. domiciled
financial institution.

This report is for informational purposes only and has no
regard to the specific investment objectives, financial
situation or particular needs of any specific recipient. This
publication is intended to provide information to assist
institutional investors in making their own investment
decisions, not to provide investment advice to any specific
investor. Therefore, investments discussed and recommendations
made herein may not be suitable for all investors:  recipients
must exercise their own independent judgment as to the
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suitability of such investments and recommendations in the
light of their own investment objectives, experience,
taxation status and financial position.

The information, data, analyses and opinions presented
herein are not warranted to be accurate, correct, complete
or timely. Unless otherwise provided in a separate
agreement, neither Morningstar, Inc. or the Equity Research
Group represents that the report contents meet all of the
presentation and/or disclosure standards applicable in the
jurisdiction the recipient is located.

Except as otherwise required by law or provided for in a
separate agreement, the analyst, Morningstar, Inc. and the
Equity Research Group and their officers, directors and
employees shall not be responsible or liable for any trading
decisions, damages or other losses resulting from, or related
to, the information, data, analyses or opinions within the
report. The Equity Research Group encourages recipients of
this report to read all relevant issue documents (e.g.,
prospectus) pertaining to the security concerned, including
without limitation, information relevant to its investment
objectives, risks, and costs before making an investment
decision and when deemed necessary, to seek the advice
of a legal, tax, and/or accounting professional.

The Report and its contents are not directed to, or intended
for distribution to or use by, any person or entity who is a
citizen or resident of or located in any locality, state, country
or other jurisdiction where such distribution, publication,
availability or use would be contrary to law or regulation or
which would subject Morningstar, Inc. or its affiliates to any
registration or licensing requirements in such jurisdiction.

Where this report is made available in a language other
than English and in the case of inconsistencies between the
English and translated versions of the report, the English
version will control and supersede any ambiguities
associated with any part or section of a report that has been

issued in a foreign language. Neither the analyst,
Morningstar, Inc., or the Equity Research Group guarantees
the accuracy of the translations.

This report may be distributed in certain localities, countries
and/or jurisdictions (“Territories”) by independent third
parties or independent intermediaries and/or distributors
(“Distributors”). Such Distributors are not acting as agents
or representatives of the analyst, Morningstar, Inc. or the
Equity Research Group. In Territories where a Distributor
distributes our report, the Distributor is solely responsible
for complying with all applicable regulations, laws, rules,
circulars, codes and guidelines established by local and/or
regional regulatory bodies, including laws in connection
with the distribution third-party research reports.

Conflicts of Interest:

• No interests are held by the analyst with respect to the
security subject of this investment research report.
– Morningstar, Inc. may hold a long position in the security
subject of this investment research report that exceeds
0.5% of the total issued share capital of the security. To
determine if such is the case, please click
http://msi.morningstar.com and http://mdi.morningstar.com.•
Analysts' compensation is derived from Morningstar, Inc.'s
overall earnings and consists of salary, bonus and in some
cases restricted stock.

• Neither Morningstar, Inc. or the Equity Research Group
receives commissions for providing research nor do they
charge companies to be rated.

• Neither Morningstar, Inc. or the Equity Research Group is
a market maker or a liquidity provider of the security noted
within this report.

• Neither Morningstar, Inc. or the Equity Research Group
has been a lead manager or co-lead manager over the
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previous 12-months of any publicly disclosed offer of
financial instruments of the issuer.

• Morningstar, Inc.’s investment management group does
have arrangements with financial institutions to provide
portfolio management/investment advice some of which an
analyst may issue investment research reports on. However,
analysts do not have authority over Morningstar's
investment management group's business arrangements
nor allow employees from the investment management
group to participate or influence the analysis or opinion
prepared by them.

• Morningstar, Inc. is a publicly traded company (Ticker
Symbol:  MORN) and thus a financial institution the security
of which is the subject of this report may own more than
5% of Morningstar, Inc.’s total outstanding shares. Please
access Morningstar, Inc.’s proxy statement, “Security
Ownership of Certain Beneficial Owners and Management”
section https: //shareholders.morningstar.com/investor-re
lations/financials/sec-filings/default.aspx

• Morningstar, Inc. may provide the product issuer or its
related entities with services or products for a fee and on
an arms’ length basis including software products and
licenses, research and consulting services, data services,
licenses to republish our ratings and research in their
promotional material, event sponsorship and website
advertising.

Further information on Morningstar, Inc.'s conflict of interest
policies is available from http://global.morningstar.com/e
quitydisclosures. Also, please note analysts are subject to
the CFA Institute’s Code of Ethics and Standards of
Professional Conduct.

For a list of securities which the Equity Research Group
currently covers and provides written analysis on please
contact your local Morningstar office. In addition, for

historical analysis of securities covered, including their fair
value estimate, please contact your local office.

For Recipients in Australia: This Report has been issued and
distributed in Australia by Morningstar Australasia Pty Ltd
(ABN:  95 090 665 544; ASFL:  240892). Morningstar
Australasia Pty Ltd is the provider of the general advice (‘the
Service’) and takes responsibility for the production of this
report. The Service is provided through the research of
investment products. To the extent the Report contains
general advice it has been prepared without reference to
an investor’s objectives, financial situation or needs.
Investors should consider the advice in light of these matters
and, if applicable, the relevant Product Disclosure
Statement before making any decision to invest. Refer to
our Financial Services Guide (FSG) for more information at
http://www.morningstar.com.au/fsg.pdf .

For Recipients in Hong Kong: The Report is distributed by
Morningstar Investment Management Asia Limited, which
is regulated by the Hong Kong Securities and Futures
Commission to provide services to professional investors
only. Neither Morningstar Investment Management Asia
Limited, nor its representatives, are acting or will be deemed
to be acting as an investment advisor to any recipients of
this information unless expressly agreed to by Morningstar
Investment Management Asia Limited. For enquiries
regarding this research, please contact a Morningstar
Investment Management Asia Limited Licensed Representative
at http://global.morningstar.com/equitydisclosures .

For Recipients in India: This Investment Research is issued
by Morningstar Investment Adviser India Private Limited.
Morningstar Investment Adviser India Private Limited is
registered with the Securities and Exchange Board of India
(Registration number INA000001357) and provides
investment advice and research. Morningstar Investment
Adviser India Private Limited has not been the subject of
any disciplinary action by SEBI or any other legal/regulatory
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body. Morningstar Investment Adviser India Private Limited
is a wholly owned subsidiary of Morningstar Investment
Management LLC. In India, Morningstar Investment Adviser
India Private Limited has one associate, Morningstar India
Private Limited, which provides data related services,
financial data analysis and software development.

The Research Analyst has not served as an officer, director
or employee of the fund company within the last 12 months,
nor has it or its associates engaged in market making activity
for the fund company.

*The Conflicts of Interest disclosure above also applies to
relatives and associates of Manager Research Analysts in
India # The Conflicts of Interest disclosure above also
applies to associates of Manager Research Analysts in
India. The terms and conditions on which Morningstar
Investment Adviser India Private Limited offers Investment
Research to clients, varies from client to client, and are
detailed in the respective client agreement.

For recipients in Japan: The Report is distributed by Ibbotson
Associates Japan, Inc., which is regulated by Financial
Services Agency. Neither Ibbotson Associates Japan, Inc.,
nor its representatives, are acting or will be deemed to be
acting as an investment advisor to any recipients of this
information.

For recipients in Singapore: This Report is distributed by
Morningstar Investment Adviser Singapore Pte Limited,
which is licensed by the Monetary Authority of Singapore
to provide financial advisory services in Singapore. Investors
should consult a financial adviser regarding the suitability
of any investment product, taking into account their specific
investment objectives, financial situation or particular
needs, before making any investment decisions.

Page 14


