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Company name: Date: Share price:                                                  
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Enter ten years of annual report data: 

  -9yrs -8yrs -7yrs -6yrs -5yrs -4yrs -3yrs -2yrs -1yr Latest 

A Financial year           

B 
Shareholder equity 
(£m) 

          

C 
Adjusted earnings 
per share (pence) 

          

D 
Dividend per share 
(pence) 

          

E 
Adjusted profit after 
tax (£m) 

          

F 
Return on equity 
(row E as a % of B) 

          

G 
5-Yrs of net earned 
premium (£m) 

          

H 
5-Yrs of intangible 
assets (£m) 

          

I 
Premium surplus 
(row B minus H) 

          

J 
Premium to surplus 
ratio (row G divided 
by row I) 

          

K 
5-Yrs of combined 
ratio 

          

 
Rule of thumb: Only invest in a company if it has a 10-year unbroken record of dividend payments 
 
Factor 1: Growth rate 

 Calculate the: Enter the answer here: 

1 Average shareholder equity for the oldest 3 years  

2 Average shareholder equity for the latest 3 years  

3 Equity growth percentage (row 2, minus row 1, divided by row 1)  % 

4 Average adjusted earnings per share for the oldest 3 years  

5 Average adjusted earnings per share for the latest 3 years  

6 Adjusted earnings growth percentage (row 5, minus row 4, divided by row 4)  % 

7 Average dividends per share for the oldest 3 years  

8 Average dividends per share for the latest 3 years  

9 Dividend growth percentage (row 8, minus row 7, divided by row 7)  % 

10 Overall growth (average of rows 3, 6, 9) % 

11 Growth rate (Overall growth annualised over 7 years)1 % 

 
Rule of thumb: Only invest in a company if its growth rate is above 2% (i.e. above Bank of England inflation target)  
 
Factor 2: Growth quality 

 Count the number of years in which: Enter the answer here: 

1 A loss was made (negative adjusted earnings per share) (out of 10) 

3 Shareholder equity went up (out of 9) 

4 Adjusted earnings per share went up (out of 9) 

5 Dividends per share went up (out of 9) 

6 Growth quality (add row 2, 3 and 4, subtract row 1.  Enter as % of maximum) % (as a % of 27) 

 
Rule of thumb: Only invest in a company if its growth quality is above 50% 
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Factor 3: Profitability 

 Calculate: Enter the answer here: 

1 10-Year median return on equity (middle value of row F) % 

 
Rule of thumb: Only invest in a company if its profitability is above 7% 
 
Factor 4: PE10 ratio 

 Calculate: Enter the answer here: 

1 10 year average adjusted earnings per share (average of row C)  

2 PE10 (share price divided by row 1)  

 
Rule of thumb: Only invest in a company if its PE10 ratio is below 30 
 
Factor 5: PD10 ratio 

 Calculate: Enter the answer here: 

1 10 year average dividend per share (average of row D)  

2 PD10 (share price divided by row 1)  

 
Rule of thumb: Only invest in a company if its PD10 ratio is below 60 
 
Debt and pension ratios 

 Calculate: Enter the answer here: 

1 Total borrowings (current + non-current) from latest balance sheet (£m)  

2 Total defined benefit pension liabilities from latest annual report  

3 5-year average profit after tax (average of latest 5 years in row E)  

4 Debt ratio (row 1 divided by row 3)   

5 Pension ratio (row 2 divided by row 3)   

6  Debt and pension ratio (row 4 + row 5)  

 
Rule of thumb: Only invest in a cyclical sector company if its debt ratio is below 4 (see sector definitions below) 
Rule of thumb: Only invest in a defensive sector company if its debt ratio is below 5 (see sector definitions below) 
Rule of thumb: Only invest in a company if its Debt and pension ratio is below 10 
 
Premium to surplus ratio 

 Calculate: Enter the answer here: 

1 5-Year average premium to surplus ratio (average of row J)  

 
Rule of thumb: Only invest in an insurance company if its 5-year average premium to surplus ratio is below 2 
 
Combined ratio 

 Calculate: Enter the answer here: 

1 5-Year average combined ratio (average of row K)  

 
Rule of thumb: Only invest in an insurance company if its 5-year average combined ratio is below 95% 
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Comparison against the market average 

 1: Growth rate 2: Growth quality 3. Profitability 4: PE10 5: PD10 

Better than the 
FTSE 100? 

Yes / no Yes / no Yes / no Yes / no Yes / no 

 
Rule of thumb: Only invest in a company if it beats the market average on at least three of the five defensive value factors 
(you can calculate the FTSE 100’s factors using the FTSE 100 Comparison Worksheet). 
 
If a company passes all of these rules of thumb then you may want to analyse it further using the value trap and competitive 
advantage questions. These are available in a separate worksheet. 
 

Relevant FTSE Sectors cyclical/defensive as defined by the Capita Dividend Monitor 

Defensive Cyclical     

Nonlife Insurance Life Insurance   

 
Notes 
1. There are two options for calculating the annual growth rate: 
 

Average growth rate = overall growth / 7 

Annual growth rate = (1 + overall growth)
1/7
 – 1 

 
The number 7 appears in the growth rate calculations because growth rate is measured over the seven-year period between the 
old three-year average and the new three-year average. The average growth rate is much easier to calculate by hand and is 
probably good enough as long as you use it consistently and don’t swap back and forth between the two versions. However, the 
annual growth rate is more accurate and can be calculated automatically if you use a spreadsheet. In my writings you should 
assume I’m talking about the annual growth rate.  
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