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Value Investing
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Great businesses rarely trade for a great price
Awful businesses trade for a great price but rarely make good investments

So how can we target the cross section between quality businesses and attractive 
price? 

QUALITY

Growth
ROIC
Free Cash Flow

Conversion

VALUE

Low P/E
Low P/FCF
Low P/B



Answer: by buying quality businesses who are 
experiencing a temporary (cyclical) downturn, and 
whose shares are trading at a deeply compressed 
multiple to normalized earnings.
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This method requires two things to occur to be 
successful:

1. The company successfully navigates through 
the rough patch and returns to revenue & earnings 
growth

2. Time & patience
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We know ‘value investing’ means buying a 
business at a discount to intrinsic value, but the 
way we measure these factors differ widely.

The Zacks approach is unique, and we believe it 
offers superior approach than traditional P/E or 
P/FCF multiples which are traditionally at the 
center of any value-oriented equity strategy.
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Traditional Value Investing vs the Zacks Deep Value Approach
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Traditional Zacks Deep Value Proxy

Low P/E Deep multiple compression to normalized earnings

Low P/FCF Track record of consistently high ROIC

Low P/B Track record of long-term earnings growth

Low EV/EBITDA Industry leader

Low EV/Sales Consistently high free cash flow conversion



Rather than focusing on absolute price multiples, 
such as P/E < 15x, we select companies that have 
endured substantial multiple compression to 
normalized earnings using the Shiller P/E, also 
known as the Cyclically Adjusted P/E (CAPE), with 
an established track record of core quality 
characteristics: growth, ROIC, and free cash flow 
conversion.
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Case Study
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Albemarle is the world’s largest lithium producer for 
applications in electric vehicles, battery storage systems 
and consumer electronics.

But shares have been under severe pressure over the 
past two years as lithium prices have collapsed due to 
oversupply, as original estimates of electric vehicle 
adoption in North America were sharply lowered. This 
forced the company to cut production, stall factories, 
cancel projects, and book substantial one-time 
restructuring expenses and asset writedowns.
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But those focused on traditional valuation 
multiples like P/E, even if they use forward-looking 
estimates, would miss this opportunity and fail to 
buy the stock because it looks ‘expensive’.
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Shiller P/E uses normalized earnings, which are 
calculated based on a 10-year moving average of 
inflation-adjusted EPS, rather than nominal 
earnings during any single year.

This reveals the actual multiple shares trade at, 
since single year financial results can and 
frequently are impacted by short-term effects
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Top Ideas in Deep Value Cyclicals
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