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Research Methodology for Valuing Companies

Overview

At the heart of our valuation system is a detailed 

-

sulting from our analysts’ research. Analysts cre-

ate custom industry and company assumptions 

-

-

-

-

-

lenges (including a potential proliferation of esti-

deep analysis and our long-term approach. 

-

-

our uncertainty around that fair value estimate 

culminates in our single-point star rating.

1. Economic Moat

of our fair value estimates.  An economic moat is a 

-

-

-

perform ongoing assessments of the moat trend. A 

-

-

-

2. Estimated Fair Value 

Margin of Safety

Market Pricing

Morningstar Fair Value Morningstar RatingTM For Stocks  

QQQQQ

Stewardship

Uncertainty

Economic Moat

Financial Health

Moat Trend

Morningstar Research Methodology for Valuing Companies

-

ing are assumed to fade to the perpetuity period over a 

-

creasing our estimate of their intrinsic value. 

 

Stage I: Explicit Forecast 

-

Stage II: Fade  

-

-

-

invested capital decline until a perpetuity value is calcu-

Stage III: Perpetuity  

-

-

-
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-

-

-

3. Uncertainty around that fair value estimate

company and uses it to assign the margin of safe-

-

-

-

-

case. Assumptions are chosen such that the ana-

-

-

-

dicator of the uncertainty underlying the fair 

value estimate. 

our uncertainty of the estimated value of the eq-

-

uncertainty rating provides guidance in portfolio 

 3Low:

Price/Fair Value

2.75

2.25

1.75

1.25

0.75

0.25

 * Occasionally a stock’s uncertainty will be too high for us to estimate, in which case we label it Extreme.

• 5 Star

• 4 Star

• 3 Star

• 2 Star

• 1 Star

Low

— 

 —

 —

— 

125%

105%
95%

80%

 —

 —

Medium

— 

— 

— 

135%

110%

90%

70%
— 

—

High

— 

 —

— 

—

—

155%

115%

85%

60% 

Very High*

 175%

 —

 —

 —

 —

125%

80%

50%
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3Medium:

 3High: 

 3Very High:

 3Extreme:

4. Market Price

Morningstar Star Rating for Stocks

-

 

 

other factors. 

Five Stars QQQQQ 

-

-

-

upside potential. 

Four Stars QQQQ

-

Three Stars QQQ
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Two Stars QQ

One Star Q

-

-

-

Last Price:

the report.

Stewardship Rating:

-

cation decisions. Analysts consider companies’ 

-

-

-

governance practices are only considered if 

they’ve had a demonstrated impact on share-

holder value. Analysts assign one of three rat-

-

-

 

 

 

 

allocation decisions.

Quantitative Valuation: -

Last Price and Morningstar’s quantitative fair value es-

timate for that security. 

 3Undervalued: -

tative fair value estimate.

 3Farily Valued:

quantitative fair value estimate.

 3Overvalued: -

tive fair value estimate.

Risk Warning

performance. A security investment return and an in-

-

less than their original cost.  A security’s current invest-

-

-

-

tions used in our determining a fair value price. 
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