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Date: 2/15/13 

    Analyst Name: Kyle Irion 

CIF Stock Recommendation Report (Spring 2013) 

Company Name and Ticker: Bank of America Corp. (BAC) 

Section (A) Summary 

Recommendation Buy:       Yes         No Target Price: 
$13.46 

Stop-Loss Price: 
$11.20 

Sector: Financial Industry: Money Center 
Banks 

Market Cap (in Billions): 
131,979.80 

# of Shrs. O/S (in Millions): 
10,778.26 

Current Price: $12.24 52 WK Hi: $12.42 
 

52 WK Low: $6.72 EBO Valuation: $9.11 

Morningstar (MS) Fair 
Value Est.:  $10.00 

MS FV Uncertainty: NA MS Consider Buying:  
$5.00 

MS Consider Selling:  
$17.50 

EPS (TTM): 993.08 EPS (FY1): 0.99 EPS (FY2): 1.29 MS Star Rating: 3 stars 

Next Fiscal Yr. End 
 ”Year”: 2013    “Month”: 
December 

Last Fiscal Qtr. End: 
Less Than 8 WK:   
Y        N 

If Less Than 8 WK, next 
Earnings Ann. Date: April 
15, 2013 

Analyst Consensus 
Recommendation: Hold 

Forward P/E: 9.49 Mean LT Growth: 13.46% PEG: 0.70 Beta: 2.40 

% Inst. Ownership: Top 
10 21.50% 

Inst. Ownership- Net 
Buy:   Y       N 

Short Interest Ratio: 
139,039,427.6 (SI/DTC) 

Short as % of Float: 99.19% 

Ratio Analysis Company Industry Sector 

P/E (TTM) 49.18 32.85 34.05 

P/S (TTM) 1.58 5.16 7.52 

P/B (MRQ) 0.60 1.71 1.50 

P/CF (TTM) - 5.04 13.37 

Dividend Yield 0.33 1.92 1.65 

Total Debt/Equity (MRQ) 253.03 165.77 162.90 

Net Profit Margin (TTM) 5.03 19.41 16.89 

ROA (TTM) 0.19 0.60 0.98 

ROE (TTM) 1.28 8.42 6.55 
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Investment Thesis 
 
Bank of America has a strong 
footprint globally and in all 50 states. 
This company has been exceeding 
analysts’ expectations for several 
quarters and doesn’t seem to be 
slowing down. Stock price charts 
show that BAC has been 
outperforming its closest competition, 
the sector (which is surprisingly 
performing well0 and the S&P 500. 
The valuations of BAC indicate that 
the stock is overvalued, but the 
metrics seem to prove otherwise. 
Compared to competitors BAC has a 
great LT growth rate of 13.46%. Also, 
it has a P/B ratio of 0.60 which is very 
good for this industry. Analysts 
believe that there still is plenty of risk 
involved with BAC, but the financial 
holdings company has bee increasing 
capital and covering liabilities in the 
mortgage markets. I believe this stock 
is a Buy for the CIF. Though trading 
near its 52-week high, BAC has been 
gaining moment since new CEO Brian 
Moynihan stepped in, even against 
near impossible odds. This firm is one 
of the largest worldwide and has been 
able to sustain growth and is 
committed to managing its risk and 
valuing customer satisfaction. This 
stock will benefit the CIF as it has 
been performing very well and will 
continue to do so. 

Summary 
Provide brief summary of your analysis in each section 
that follows 

Company Profile: Bank of America (BAC) is a financial 
institution that operates in the bank and financial 
holding industry. The firm provides products and 
services to individual consumers, businesses, investors, 
corporations and governments on a global scale, but 
primarily operates in the United States. 

Fundamental Valuation: The fundamental valuation 
indicates that BAC could be overvalued. However, the 
relative valuation provides a better look in to BAC’s 
metrics. Also, BAC has performed very well the past 
three months and has kept analysts optimistic. 

Relative Valuation: With the largest LT Growth Rate 
and attractive P/B, BAC looks like the best option for 
this industry. Competition is stiff in this industry, but as 
of late BAC has been the best. Recent News also 
supports this. 

Revenue and Earnings Estimates: Unable to find 
information on revenues. However, earnings have 
beaten the estimates every quarter the past year and 
sales have also surprised analysts. 

Analyst Recommendations Most analysts recommend 
a Hold. Not many changes in revisions have taken place 
in the last three months. This is surprising considering 
the bank’s strong performance over this time period. 

Institutional Ownership: there are no institutions with 
more than 5% ownership. 

Short Interest: short interest and days to cover have 
been in decline for BAC which is a good sign. The 
figures for these are about standard with competition 
as well. 

Stock Price Chart: The 3 month and one year stock 
price charts show that BAC is outpacing competitors, 
the financial sector and the S&P 500. 
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Section (B) Company Profile (two pages maximum)  

Company Summary 

Bank of America (BAC) is a financial institution that operates in the bank and financial holding 

industry. The firm provides products and services to individual consumers, businesses, 

investors, corporations and governments on a global scale, but primarily operates in the United 

States. There are six segments of operation: deposits, card, consumer real estate, global 

commercial banking, global banking and markets and global wealth and investment 

management services. With roughly 56 million customer relationships Bank of America is one of 

the largest financial institutions throughout the world. Nearly 5,600 banking offices are located 

in 40 countries and the financial giant is a world leader in wealth management and investment 

banking. 

Business Model, Competition, Environment and Strategy 

BAC’s business model is about managing risk and corporate governance. Bringing customers 

value, convenience, expertise and innovation Bank of America can manage its risk. Being able to 

manage risk so well allows for building a stronger firm and helps BAC help its customers achieve 

their financial goals. Being such a large institution, BAC uses diverse suppliers to support local 

economies in an effort to minimize global environment impacts of transportation of goods and 

services. 

The competition for this industry is strong. Many institutions like BAC are global competitors 

and strive to create long term clients to ensure future business. When it comes to being a bank, 

the most important service to provide is security for its clients. All firms took its toll during and 

after the most recent financial crisis, the firms still in operation are ones that were either bailed 

out or survived the storm. BAC was affected more than its direct competitors but is now 

stronger than ever. Bank of America is separating itself from the rest of the industry by having 

success with Merrill Lynch, its deposit franchise and is slowly gaining momentum to rid its 

mortgage related liabilities. The firm is also quickly gaining capital and with its large size and 

networks, BAC has plenty of opportunities to strengthen its market share in a healthy economy. 

The economy of this industry is strengthening even with small loan demands and BAC has a 

large customer base. All of the risks of this industry pertain to every firm; the playing field is 

level in this term. Since the begging of 2013 and fiscal cliff looming, BAC has emerged as a top 

firm in the industry. 
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Revenue and Earnings History 

Revenue and earnings per share were unavailable to obtain on Reuters.com as well as recent 

10-k reports. Judging by number of sales for BAC we can assume revenue figures are fair and 

stable. 

Section (C) Fundamental Valuation (EBO) 

 

 

 

Inputs (provide below input values used in your analysis) 

EPS forecasts (FY1 & FY2):  0.99 and 1.29 

Long-term growth rate:  13.46% 

Book value /share (along with book value and number of shares outstanding): 

 Book value:   $236,691.47 

 # of shares outstanding: 10,778.3 

 Book value / share:  21.96 

Dividend payout ratio:  15.63% 

Next fiscal year end:   December 2013 

BAC PARAMETERS FY1 FY2 Ltg

EPS Fore casts 0.99 1.29 13.46% Mode l 1: 12-ye ar fore casting  horiz on (T=12).

Book value /share  (last fye ) 21.96   and a 7-ye ar growth pe riod.

Discount Rate 13.25%

Divide nd Payout Ratio  (POR) 15.63% Please download and save this template to your own storage device

Ne xt Fsc Ye ar e nd 2013 You only  ne e d to  input value s to  ce lls highlighte d in "ye llow"

Curre nt Fsc Mth (1 to  12) 2 The  re st o f the  spre adshe e t is calculate d automatically

Targe t ROE (industry  avg .) 11.16% Ple ase  re ad "Guide line s_for_Fundame ntalValuation_ProfLe e _Spre adshe e t" file  care fully

 Ye ar 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Long-term EPS Growth Rate (Ltg) 0.1346 0.1346 0.1346 0.1346 0.1346

Forecasted EPS 0.99 1.29 1.46 1.66 1.88 2.14 2.43

Beg. of year BV/Shr 21.960 22.795 23.884 25.119 26.520 28.109 29.913

Implied ROE 0.057 0.061 0.066 0.071 0.076 0.081

ROE (Beg. ROE, from EPS forecasts) 0.045 0.057 0.061 0.066 0.071 0.076 0.081 0.087 0.093 0.099 0.105 0.112

Abnormal ROE (ROE-k) -0.087 -0.076 -0.071 -0.066 -0.061 -0.056 -0.051 -0.045 -0.039 -0.033 -0.027 -0.021

growth rate for B (1-POR)*(ROEt-1) 0.000 0.038 0.048 0.052 0.056 0.060 0.064 0.068 0.074 0.079 0.084 0.089

Compounded growth 1.000 1.038 1.088 1.144 1.208 1.280 1.362 1.455 1.562 1.685 1.827 1.989

growth*AROE -0.087 -0.079 -0.077 -0.076 -0.074 -0.072 -0.070 -0.066 -0.061 -0.056 -0.049 -0.041

required rate (k) 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132 0.132

Compound discount rate 1.132 1.282 1.452 1.645 1.863 2.109 2.389 2.705 3.063 3.469 3.929 4.449

div. payout rate (k) 0.156

Add to P/B PV(growth*AROE) -0.08 -0.06 -0.05 -0.05 -0.04 -0.03 -0.03 -0.02 -0.02 -0.02 -0.01 -0.01

Cum P/B 0.92 0.86 0.81 0.76 0.72 0.69 0.66 0.63 0.61 0.60 0.59 0.58

Add: Perpetuity

beyond current yr (Assume this yr's AROE forever) -0.58 -0.46 -0.40 -0.35 -0.30 -0.26 -0.22 -0.18 -0.15 -0.12 -0.09 -0.07

Total P/B (P/B if we stop est. this period) 0.34 0.40 0.41 0.41 0.42 0.43 0.44 0.45 0.46 0.48 0.49 0.51

Implie d price 7.64 8.93 9.11 9.28 9.46 9.64 9.82 10.11 10.40 10.71 11.02 11.36

Che ck:

Beg. BV/Shr 21.96 22.80 23.88 25.12 26.52 28.11 29.91 31.96 34.31 37.01 40.11 43.69

Implied EPS 0.99 1.29 1.46 1.66 1.88 2.14 2.43 2.79 3.20 3.68 4.23 4.88

Implied EPS growth 0.303 0.135 0.135 0.135 0.135 0.135 0.149 0.149 0.149 0.150 0.152
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Current fiscal month:   February (2 of 12) 

Target ROE:    11.16% 

Outputs 

Above normal growth period chosen: 2 years 

EBO valuation (Implied price from the spreadsheet): $9.11 

Sensitivity Analysis 

EBO valuation would be (you can include more than one scenario in each of the following): 

$9.28 if changing above normal growth period to 3 years 

$10.34 if changing growth rate from mean (consensus) to the highest estimate 29.29% 

$8.45 if changing growth rate from mean (consensus) to the lowest estimate 5% 

$7.86 if changing discount rate to 15% 

$9.11if changing target ROE to 15% 

Section (D) Relative Valuation 

 

 

From the top panel 

Bank of America by far has the lowest price for its stock; it also has the highest Mean LT Growth 

Rate. Those two valuations stick out the most for BAC as well as having the lowest P/B at 0.60. 

Price to book is the most important valuation for the financial sector; this is the stock price 

divided by assets minus liabilities. A low P/B can indicate that a stock is undervalued or a 

possible fundamental error within the company. For the financial sector a low P/B is typically 

good. 

BAC

Mean FY2 

Earnings Estimate Forward Mean LT PEG P/B ROE Value P/S P/CF

Ticker Name Mkt Cap Current Price (next fiscal year) P/E Growth Rate (MRQ) 5 yr ave Ratio TTM TTM

1 JPM JPMorgan Chase &Co 186,926.59$  49.14$                 5.76$                               8.53 7.69% 1.11 0.96 8.14% 0.12 1.93 0

2 C Citigroup Inc 134,331.70$  44.00$                 5.19$                               8.48 12.44% 0.68 0.72 -1.92% -0.38 1.91 0

3 WFC Wells fargo & Co 187,006.30$  35.13$                 3.88$                               9.05 8.94% 1.01 1.29 10.71% 0.12 2.17 0

4 HBC HSBC Holdings PLC 210,908.41$  56.98$                 6.75$                               8.44 7.30% 1.16 1.22 9.37% 0.13 2.93 0

BAC Bank of America Corp 131,979.80$  12.24$                 1.29$                               9.49 13.46% 0.70 0.60 -0.05% (12.00) 1.58 0

Implied Price based on: P/E PEG P/B Value P/S P/CF

1 JPM JPMorgan Chase &Co $11.01 $19.26 $19.58 -$0.12 $14.95 #DIV/0!

2 C Citigroup Inc $10.94 $11.83 $14.69 $0.38 $14.80 #DIV/0!

3 WFC Wells fargo & Co $11.68 $17.59 $26.32 -$0.12 $16.81 #DIV/0!

4 HBC HSBC Holdings PLC $10.89 $20.08 $24.89 -$0.13 $22.70 #DIV/0!

High $11.68 $20.08 $26.32 $0.38 $22.70 #DIV/0!

Low $10.89 $11.83 $14.69 -$0.13 $14.80 #DIV/0!

Median $10.97 $18.42 $22.24 -$0.12 $15.88 #DIV/0!
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From the bottom panel 

All of the implied prices of competitors dropped significantly closer to the price of Bank of 

America. BACs implied price shrunk as well, but only by a few dollars. Noticeable evidence of a 

lower implied price is the P/B is smaller, as well as implied price. These aren’t necessarily 

outliers, just noteworthy. None of the valuations seem to yield any outliers. The implied high-

low range is $11.68 - $10.89. While the high-low for BAC is $12.42 - $6.72. So, BAC has a higher 

range and also a high beta of 2.4. This could be reason for a wider spread than implied from the 

Relative Valuation. 

Section (E) Revenue and Earnings Estimates 

 

(1) BAC has surprised the market in sales the past 5 quarters and earnings have all surprised the 

market except for Q3 in September 2012; (2) The surprises were all positive for sales and 

earnings except for September 2012 for earnings; (3) surprises were more notable for earnings 

because of the negative surprise of 100% and a positive surprise of 100.67% (4) The stock price 

reacted as expected when compared to end of quarter surprises; low in the summer time and 

ever increasing in the fall and winter. 
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(1) There is a 3.11% difference between Year Ending Dec-13 mean and high sales; (2) There is a 

5.12% difference between the low and consensus for sales in Year End Dec-13; (3) The 

divergent is more notable for the out- quarter for revenue in FY1 (4) There are only 5 analysts 

who gave estimates for LT Growth while low 30s to low 20s estimated for revenue and 

earnings. 
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(1) Consensus estimates have fluctuated both up and down. However, the changes in estimates 

are not significant and the consensuses have stayed relatively the same. (2) There really is no 

trend in earnings and revenues for current or out quarter, FY1 and FY2 because the estimates 

have stayed relatively stable. 
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 (1) There are more up revisions for both earnings and revenue; (2) Though more up revisions, 

there are still a few down revisions as well. (3) There has only been one down revision for 

earnings and revenue in the last week. Nearly all of the revisions took place in the previous four 

weeks. 

Morningstar Direct analysts have downgraded this stock the past month, not agreeing with 

analysts on Reuters.com. Even though there were more down revisions on Morningstar, the 

revision was weak and thus not significant. BAC has a good chance of beating analyst estimates 

in future quarters as that has been the trend for the past year. The market may have already 

anticipated for the strong stock performance as of late, but the performance has been strong 

over the past 5-6 months and numbers have consistently beaten estimates. 
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Section (F) Analysts’ Recommendations 

 

There isn’t a single noticeable change in analysts’ opinions over the last three months. The 

mean rating is at 2.70, the same it was three months ago.  Only one or two changes from 

outperform to hold were made over the time frame of this chart. This is consistent with 

Morningstar because there are not a lot of buys and sells, the consensus is more hold or 

outperform. There are more Bulls than Bears but, the general consensus is to hold on BAC.  
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Revision 
Date 

Upgrade or 
Downgrade 

Current 
Recommendation 

Previous 
Recommendation 

Firm Last 
Revision 

2/12/13 Up Buy Hold MEG 2 years ago 

2/12/13 Down Under Hold BWP 1 month 

2/12/13 Down Buy Strong Buy Fang 2 months 

2/12/13 Down Buy Strong Buy HSC 9 months 

2/12/13 Down Hold Buy NOG 3 months 

2/12/13 Down Hold Strong Buy PTP 3 years ago 

2/12/13 Down Hold Buy SGR 2 years ago 

 

Section (G) Institutional Ownership 

 

BAC

Ownership Activity # of Holders % Beg. Holders Shares % Shares

Shares Outstanding 10,777,791,711 100.00%

# of Holders/Tot Shares Held 1,505 103.51% 6,141,185,717 56.98%

# New Positions 105 7.22%

# Closed Positions 54 3.71%

# Increased Positions 378 26.00%

# Decreased Positions 418 28.75%

Beg. Total Inst. Positions 1,454 100.00% 5,987,701,829 55.56%

# Net Buyers/3 Mo. Net Chg -40 47.49% 153,483,888 1.42%

Ownership Information % Outstanding

Top 10 Institutions % Ownership 21.50%

Mutual Fund % Ownership 0.81%

Float % 99.19%

> 5% Ownership

Holder Name % Outstanding Report Date

Information Not Availbale
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 (1) institutions have decreased positions by 40 in the last 3 months, (2) the stock has 

institutional support and interest with 1,454 institutional positions, (3) no company nor 

person owns more than 5% of the institution, (4) this could be bullish because the company 

has lots of stock holders and no insiders that own a large percentage of the company. This 

allows for more traders to buy and sell BAC stock. 

 

Section (H) Short Interest (two pages) 

From http://www.nasdaq.com/ (NASDAQ’s website) 

 

http://www.nasdaq.com/
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BAC has a much larger Average Daily Share Volume than leading competitors. The competition 

days to cover is in decline and within range when compared to BAC. Bank of America’s short 

interest is much higher than competitors, but has declined significantly over the last 2-3 

months. Days to cover have also shrunk since late September 2012. The short interest values 

for BAC are competitive, though not the best, they aren’t the worst either. With days to cover 

and short interest in decline itself, the future is looking bullish for BAC based on these numbers. 

 

From http://finance.yahoo.com/ 

Complete the following table with information from the “share statistics” table.  

    

Avg Vol  Avg Vol Shares  Float 
(3 month) (10 day) Outstanding 

 160.844.000 165,052,000  10.78 Billion  10.77 Billion  

Shares Short Short Ratio Short % of Float Shares Short 

(Most recent date) (Most recent date) (Most recent date) (2 weeks prior) 

150.49 Million 
(Jan.31, 2013)  

 0.90 
(Jan. 31, 2013) 

1.40% 
(Jan. 31, 2013)  

 164.35 Million 
(January 2013) 

 

 

http://finance.yahoo.com/
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The market sentiment has been slightly bearish recently. Though this stock has performed 

very well and analysts expected quality earnings for 2013, some analysts believe that BAC’s 

run might be over. Based on short interest and days to cover, bulls will be pushing for BAC as 

the large financial institution is doing what most though impossible (more on this later). 

 

Section (I) Stock Charts 

A three months price chart 

 
 

BACs stock price has increased over 30% in the last three months, outpacing direct competition, 

the sector and the S&P 500. The financial sector has been performing well since the new year 

and Bank of America is leading the charge. 
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A one year price chart 

 
 

The stock price for BAC has increased over the year, taking a dip in the summer months with 

the rest of the industry. However, since September Bank of America’s stock price has increased 

more than any competitor, the financial sector itself and S&P index.  

 

A five year price chart 
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Over the past 5 years BACs stock price has dropped. This bust occurred during the financial 

crisis of recent memory but has since stabilized itself and maintained a steady stock price. Most 

competitors have had increasing stock prices since the crisis, but the recent month and year 

have proven to be favorable for BAC over competitors. 
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Summary 

 

 

Sources 

Reuters.com 

Yahoo.com/finance 

Bankofamerica.com 

Nasdaq.com 

Seekinalpha.com 

Cnbc.com 


