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“WHAT IS YOUR MOST FAVOURITE EQUITY VALUATION 
MULTIPLE AND WHY?” 

 

 

Jason A. Voss, CFA  
CEO of Active Investment Management (AIM) Consulting, inventor of Deception 
And Truth Analysis (D.A.T.A.) 

My favorite equity valuation multiple is market capitalization to net income, and as compared 
to the P/E multiple. The reason I prefer this multiple is that many companies use stock buybacks 
to manipulate their per share multiples, and I like looking at how the business is actually 
performing before the CFO has done his/her financial engineering. 
 

 
 
Pete Namtvedt  
Senior Partner, High Yield Fixed-Income Sales, Pareto Securities 

There are certainly several equity valuation multiples to choose from, and dependent on both 
industry and how mature the company is, but if we had to pick one equity valuation multiple it 
would be the EV/EBITDA multiple. Although it is an ordinary multiple and the choice could thus 
be considered boring, we like it for its simplicity and capital structure neutrality. For the 
unfamiliar, the enterprise multiple takes into account the entire value of the firm, i.e. the 
market cap plus debt minus cash. The EBITDA earnings figure ignores the capital structure, as 
it does not discriminate between various stakeholders in a firm. In sum, the multiple accounts 
for the entire capital structure – not just equity – which is important to have a view on in my 
opinion. I would argue it paints a more complete picture of the company one is evaluating. 
Furthermore, the multiple is commonly used / disclosed in transactions, and it thus serves as a 
good multiple for transaction comparisons. While the information details in a transaction is 
typically limited, historical information with recent transactions using the EV/EBITDA 
multiple is one of the better proxies for what a good range of the value of the company, regardless 
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of the capital structure of the company acquired. With that information available, the assumed 
equity valuation range should be straight forward. Lastly, reiterating that we like the 
EV/EBITDA multiple for its simplicity, capital structure neutrality and its utilization for a broad 
range of companies. 
 
 

 
 

Adam Šperl, CFA  
Portfolio Manager, Multi Asset, Conseq Investment Management  

There is obviously no single best multiple per se as all multiples are only analytical tool. From 
my perspective as a value investor I would prefer the modern Fama and French HML (high-
minus-low) factor based measure of value, which is in turn based on B/P ratio. A lot of research 
has proven value premium to be persistent and economically significant over time, but financial 
markets have changed since then as well. What I find especially useful and interesting is recently 
introduced adjusted B/P ratio which is trying to capture increasing role of intangibles.  If we 
rigorously capitalize intangibles expenditure into balance sheets (instead of just expensing them 
in P&L), then such B/P based value factor produces significantly higher performance than the 
traditional ratio. As value vs. growth is at historically low levels, it is reasonable to expect such 
strategy to really shine in the foreseeable future. 
 
 

 
Matěj Turek, CFA  
Portfolio Manager, Meridon Global Equity Fund  

All valuation multiples are born equal. But some sure have better genes. There are three main 
families of the ratios: profit and loss based ratios, balance sheet based and ratios based on 
operational metrics. Nevertheless, all of them are just different avatars of the basic law of 
company valuation: Company value equals present value of all its future cash flows. Personally, 
I consider P/E to be the alpha individual among them all. For one simple reason: We have the 
biggest set of information needed to properly gauge the ratio for the largest number of 
companies. You can reasonably determine the P/E ratio of several thousands of publicly traded 
companies. With all other ratios, the set is more or less limited even though they might serve 
better in many specific cases. But beware: the devil is not in the choice of the ratio. It is in its 
proper application. 
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Richard Pokorný  
Head of Capital Markets, MiddleCap  

This highly depends on each investment case. We generally prefer DFC valuation for more 
predictable businesses with scenario analysis. In terms of multiples, we often use EV/EBIT for 
more cyclical businesses and to quickly understand cheapness/expensiveness of each company. 
However, we believe it is best to use free cash flows especially with new business models, where 
a significant amount of investments are running directly through PnL (customer acquisition 
costs etc.). Generally we prefer investments in businesses, where we have solid cash flows 
predictability. 
 

 
 

Michala Janatová, CFA  
Independent Investment Advisor  

I do not think that any individual valuation multiple is useful without considering the others. 
The individual multiplies are only pieces in the puzzle which has to be put together to get some 
picture about the market or individual company valuation. As many investment professional I 
use the P/E ratio for the quick overview how the whole market looks like. It can give us easy 
comparison with the history. Bur for many individual companies this ratio is completely 
inappropriate, especially for growth equities. So if I have to choose just one, I would use the 
Price/Sales ratio because it can be used for almost any company. 
 
 

 
Pavel Ryska  
Analyst, J&T Banka  

All valuation multiples have their pros and cons and I do not have one pick as my favourite. 
However, if I was to choose a couple of them, it would be Price to Free Cash Flow and EV/EBITDA 
(both on a forward-looking basis). Price to free cash flow or, inversely, free cash flow yield is in 
my view heavily underestimated and under-used. Net income (earnings) of a company are of 
course the basic measure of the company’s ability to deliver profit, but it can be affected by a 
number of accounting adjustments and one-offs and can diverge from its cash flow, which is 
after all the one key thing that investors expect. On top of that, earnings naturally do not take 
account of capital expenditures which the company has to undertake. Free cash flow does. The 
EV/EBITDA multiple is less precise in terms of cash flow as EBITDA excludes non-cash items, 
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but does not take account of capital expenditures. However, EV combines market cap with net 
debt, which is a valuable addition. It informs the investor not only about the outright price to 
pay (market cap), but also about the „hidden“ future price in the form of debt. 
 

 
 

Petr Bártek  
Head of Equity Research, Česká spořitelna  

Properly used discounted cash flow model is the best valuation tool on a single company level. It 
can be used for a company in almost any stage of development and one can reflect both company 
specific issues and general market conditions in the model. Of course, DCF models are sensitive 
and one always needs to use a range of reasonable scenarios. Apart from the DCF, I prefer to use 
one to two years forward P/E ratio adjusted for significant non-cash influences for mature 
companies, which are not subject to potential M&A or restructuring. P/E reflects the differences 
in margins, financial leverage, interest rates and tax rates. These variables matter to a minority, 
non-activist investor. EV/sales is probably the most useful ratio for comparison of companies in 
the early stage of development. Such comparison of course needs to include a view on long-term 
growth and operating margin potential. 

 
 
Jaroslav Šura  
Investor  

There are several interesting valuation indicators. Due to the high amount of analyzed 
companies, I somehow automatically start with the ratio indicators P/E or P/S, depending on 
whether I am interested in a value company or, conversely, a growth company. It is clear that 
earnings or dividend models cannot be applied to most growth companies in a relevant way, 
because, for example, most technology companies would have misleading values that would 
discourage purchasing. The shares of companies whose revenues are growing by tens of percent 
year-on-year are more appropriate to assess by the ratio of market valuation to sales, i.e. P/S. 
Value investors are most likely to make a mistake of trying to apply earnings or dividend (or cash 
flow) models to growth firms and then shake their heads over, from their point of view, 
overpriced stock indices. By the way, I've been hearing about the overvaluation of Amazon 
shares since the price of $ 250. 
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Piotr Palenik  
Portfolio Manager, Opoka TFI  

I am pretty conservative person so I am still keen on the boring P/E ratio (1-year forward, 
adjusted for one-offs if available). The ratio is simple to count, easy to understand and it is 
related to all the key factors of standard valuation model i.e. cost of capital, growth, inflows to 
investors. Of course P/E ratio is not suitable for early-stage companies but in their case there are 
no good single ratio and you must tailor the ratio to a specific sector. In the past I loved P/B ratio 
but over the last decade “book value” stopped reflecting “value of assets able/essential to 
generate cash-flows” (which is the background of this ratio) due to fast technological changes. 
As a result it means something in very few companies e.g. banks, real estate. On the other hand 
the ratio I really dislike is PEG. I have no idea why there should be linear relation between P/E 
ratio and growth in the situation when Gordon Growth Model clearly implies it is not linear. 
And the suggestions that the threshold value is 1.0x (i.e. below 1.0x is undervalued) are nothing 
more than magic. 
 

 
 
Čestmír Riesenfeld  
Head of Analysts, PP Asset Management 

The equity valuation multiples provide general valuation information about the target in a 
simple way to all participants of the capital markets. The main advantage of this approach is the 
easy comparability across sectors, regions or benchmarks. The most common multiple is Price 
to Earnings (P/E) ratio. This ratio is composed of the price of the share and earnings per the share 
(EPS). This ratio gives users also a rough estimation of a return of the investment in years. On 
the other hand, the P/E ratio has some limitations. P/E ratio of the firms in financial problems 
or reorganization shows high numbers (or negative) without taking into account a potential of 
successful turnaround changes. In general, I prefer to use P/E multiple in the top-down analysis 
to select undervalued sectors or regions. Within stock-picking, I already prefer the income 
approach (DCF methods). 
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Jiří Voda, CFA  
Investor 

My favourite equity valuation multiple is EV/EBITDA. As I am involved in global wealth 
management I have to focus on all particular investments including private equity and M&A. All 
global players in this field are having complex financial modelling including synergies, growth 
& operational improvements, savings, add-on potentials etc. But in order to be able to compare 
with peers globally and precedent transactions, you have to have one-common approach – 
EV/EBITDA. And it does not matter if you have a company for 100 mio USD, 1 bln USD or 10 bln 
USD, either in USA, Asia or in Europe. You have one parameter which compares global M&A 
transactions. 
 

 

 
Jakub Caithaml  
Equity Analyst, WOOD & Company  

FFO yield. Focusing on the CEE real estate universe, I can hardly pick anything else. Funds From 
Operations is a non-IFRS metric, which captures the underlying earnings real estate companies 
generate from their portfolio of properties. It excludes non-recurring and non-cash factors, such 
as deferred taxes, revaluation movements, or profit on disposals. The FFO yield is calculated as 
FFO relative to the market cap of the company (or as P/FFO, if you invert the fraction). While 
Price to Book may be more widely used when looking at real estate companies, in my experience, 
PB tends to be a function of FFO ROE and the FFO growth outlook (and leverage). This doesn’t 
mean that revaluation movements wouldn’t matter – but often, they are a function of the 
changes in the earnings outlook of the underlying properties. Take the yield shift at Western 
European retail – itself a function of the investors’ scepticism regarding sustainability of the in-
place rent levels. Getting the earnings outlook right (admittedly easier said than done) is the key 
to differentiating between real estate stocks which are only optically cheap, and those whose 
valuation is actually attractive. 
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Jakub Mičian  
Equity Analyst, WOOD & Company  

Within the EMEA consumer space, my favorite valuation multiple is FWD EV/EBITDA. Based 
on one of the key principles of the Miller & Modigliani theorem, the EV/EBITDA multiple is 
capital structure neutral while it’s a rough proxy for the FCF generation of the company for all 
investors (debt and equity). Additionally, given the volatility of some EM currencies in our 
markets (i.e. TRY) and the debt structure of local corporates which is heavily skewed towards 
hard currency borrowings (i.e. USD, EUR), the quarterly revaluations of borrowings can have a 
distorting effect on FWD P/E multiples. Admittedly, the FWD EV/EBITDA multiple is useful 
only for cross-company comparison in a single sector while various CAPEX requirements distort 
the comparison across sectors (i.e. energy companies usually trade at lower EV/EBITDA 
multiples vs. consumer, industrial companies). 
 
 

 
Kirill Slobolinsky  
Investment Analyst, PPF  

Clearly one cannot apply the same metric across the board, thus differentiation is warranted. In 
terms of traditional sectors the most favorite multiple is EV/EBITDA due to generally lower 
fluctuations in one-offs, depreciation policy or CAPEX, although generally I like to check other 
ratios and make financial analysis as well to get a full picture. Start-ups are generally earnings 
poor and thus P/S is the only metrics providing any meaning. P/BV is the one for banks. From 
minority investor standpoint P/E is typically one I go to check first for initial impression. One 
should not forget, that valuation is a complex exercise, while multiple is a simplified valuation 
metric and a derivative of myriad of other factors that affect the price and thus cannot be relied 
upon blindly. P/E of 30 can be great in one case and deadly in another. 
 
 

 

Tomáš Pfeiler, CFA  
Portfolio Manager, Cyrrus  

It is enormously difficult to choose the most favourite one. Every multiple fits for a particular 
purpose. However, if I should highlight just one, it will be forward P/E ratio and its various 
modifications. This multiple gives me a basic idea about the single stock’s valuation. Obviously, 
its relevance is confined to established and mature companies with predictable EPS growth. For 
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equity indices I often look to cyclically adjusted price-to-earnings (CAPE). P/E modifications can 
be used for comparison of relative attractiveness of equities and fixed income. For instance, to 
evaluate whether the SPX is expensive relative to US Treasuries, I calculate the difference 
between the SPX earnings yield (E/P) and the yield of 10Y UST. As I am focused on financial 
stocks, I use quite frequently P/B ratio. For banking stocks, it does great job in explaining balance 
sheet distress (low P/B) or above average profitability (high P/B). 
 

 

Tomáš Tyl  
Senior Financial Analyst, Fichtner  

Our most favourite equity valuation multiple at this moment is forward P/E, where we are using 
discounted earnings estimates for 2022. In comparison with interest rates, it is important 
market valuation ratio for us. By this measure US equity market is still attractive relative to 
bonds. Equity valuation multiplies have various pitfalls, so it is always good to know their 
weaknesses. We believe that trailing P/E and 12 months forward P/E are still affected by current 
pandemic situation. Because we are long-term investors, we are more interested to calculate 
with earnings, after the world returns to normal. It is the reason, why we look at earnings 
estimates for 2022. Another problem of valuation multiplies lies in comparison with long term 
history. Any market indicator is only as good as the data behind it. Accounting standards has 
been revised multiple times and sector composition has changed dramatically too. Another 
disadvantage of forward P/E is that it can represent optimistic expectations and a positive 
market scenario. That is why we are still working with a few different market scenarios. 
 
 

 

Matúš Strážnický  
Investor  

For starters, it is crucial to note that the author is far from a valuator. It always pays off to 
consider multiple valuation metrics when doing an investment move. List them down, consider 
their viability, triangulate, and form an opinion. A model based on DCF/DDM/other metrics is 
of course the best practice. Different businesses call for different valuation approaches. I like the 
EV/EBITDA multiple which can be used for public as well as private entities. Enterprise Value 
(EV) is easy for listed companies, alternatively one can build it on book values. EBITDA is a 
“quick and hard” CF proxy and a standard. The pros are – good for comparing companies with 
different debt levels as EBITDA is pre-interest, the add-back of D&A in the valuation, and that 
EBITDA is frequently positive rather than earnings. A minus is that it is not FCF based (reflecting 
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real CAPEX), but D&A based, creating so a possible discord between CAPEX and D&A logic. 
Therefore, the D&A structure should be coherent with the CAPEX program. EV/EBITDA is 
proper for asset-intensive businesses and can be used for private entities. For other models 
repeat the rules: metrics, consider, triangulate, form opinion. 
 
 

 

Lukáš Brych, CFA, FCCA  
Chief Investment Officer, Upvest  

I believe EV/EBITDA usually provides relatively good, albeit approximate valuation range. I 
tend to avoid other commonly used multiples, as they usually have even more implicit 
assumptions, making comparison fuzzy. One shall always compare conclusions based on market 
approach to conclusions reached using other valuation approaches (usually income approach). 
Only through understanding of key value drivers embedded in a multiple – such as expected 
growth, profitability and market perception asset riskiness – you can reach an opinion on 
comparability of your company to its peers. 
 
 

 

Radim Dohnal  
Investor  

P/E ratio. I admit that this was the first indicator or multiplier about 20 years ago, when I started 
to look at stocks a little more fundamentally. In the meantime, I have worked with a number of 
others, much more accurate. P/E is undoubtedly an advantageous measure, because it is 
mentioned on almost all financial portals in Europe and the US, or in many newspapers. Many 
less sophisticated investors then want or can talk to me about stocks. By default, I looked mainly 
through last year's profit, as a rather conservative view of a value investor. This year and 
probably next year I will look through the profit of next year and exceptionally the last one 
before Covid, i.e. 2019. Of course, this is not the only view. I follow many aspects and 
increasingly emphasize the assessment of the integrity and courage of the management. For 
M&A advice, I hardly look at price as a multiple of EBITDA, because M&A should be a lot about 
a specific plan in terms of future revenues, margins, profits and net cash. So there is an 
transaction’s IRR. 
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Ondřej Koňák  
Portfolio Manager, Partners  

For me, valuation ratios are very efficient and valuable tool providing first glance information 
about the company and its comparative standing among its competitors. Although those 
valuation techniques are often used by individual investors as well as by professionals, their 
usage and interpretation are not straightforward, nor universal. They should be always applied 
with respect to sector peculiarities.  When discussing the ratios, I prefer charts as they are easier 
to interpret. As I mostly analyze large caps and well established companies, I prefer using P/BV 
to ROE and P/E to EPS growth since they provide both static and dynamic point of views. The 
first tells me how efficiently company utilizes its capital and what is the return of its assets. 
Moreover its very useful when analyzing banks and financial companies. The latter is very 
useful within well established companies with strong balance sheets. I support my final view by 
many additional ratios such as net debt to EBITDA or difference between free cash flow yield and 
dividend yield, indicating the dividend sustainability. 
 

 

Bohumil Trampota  
Equity Analyst, Komerční Banka  

It cannot be said that I have any favorite in terms of valuation multiples. I'm watching a few. 
What’s important to me is the extent to which the company can generate cash, and whether it‘s 
enough to pay for liabilities and further development. For the EBITDA margin, I look at debt or 
whether the company shares profits with shareholders. Of course, there are notorious multiples 
such as EV/EBITDA, P/E, P/S and P/B, but whether a company trades with a premium or, 
conversely, with a discount on a certain multiple can often be justified. That's why I don't stick 
to a single indicator; rather, I evaluate the title as a whole. Of course, the story and the company's 
prospects are also crucial for long-term investors. 
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