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 Earnings

 Book Assets 

 ROE, RONA, ROA

 CAPX

 Price

 Price-to-Book

 Price-to-earnings

Fixing the financial reporting disaster of GAAP and IFRS:
Uniform Adjusted Financial Reporting Standards
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 Earnings  E’ = UAFRS earnings

 Book Assets  A’ = UAFRS assets

 ROE, RONA, ROA  ROA’ (UAFRS-adjusted)

 CAPX  Asset’ Growth (UAFRS-adjusted CAPX)

 Price  Enterprise value, V’ (UAFRS-adjusted)

 Price-to-Book  V/A’ (UAFRS-based P/B)

 Price-to-earnings  V/E’ (UAFRS-based P/E)

Fixing the financial reporting disaster of GAAP and IFRS:
Uniform Adjusted Financial Reporting Standards
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From inconsistent to consistent financial reporting

 Automated Adjustments

 Manual Adjustments

 Materiality versus Resources
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 Earnings or CFFO  E’ = “Enterprise Earnings”

 Book Assets  A’ = “Assets of the Enterprise”

 ROE, RONA, ROA  ROA’

 CAPX  Enterprise Asset Growth

 Price  Enterprise value, V’

 Price-to-Book  V/A’

 Price-to-earnings  V/E’  

Translating, scrubbing, cleaning-up, apples-to-apples
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Jerry: What happened to my stereo? It's all smashed up.

Kramer: That's right. Now it looks like it was broken during shipping and 

I insured it for $400.
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Jerry: But you were supposed to get me a refund.

Kramer: You can't get a refund. Your warranty expired two years ago.

Jerry: So we’re going to make the Post Office pay for my new stereo?
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Kramer: It's just a write off for them.

Jerry: How is it a write off?

Kramer: They just write it off.

Jerry: Write it off what?
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Kramer: Jerry, all these big companies they write off everything

Jerry: You don't even know what a write off is.

Kramer: Do you?

Jerry: No. I don't.
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Kramer: But they do and they are the ones writing it off.

Jerry: I wish I just had the last twenty seconds of my life back.
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EK
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EK

PFE
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EK

PFE

SHLD
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When Red Flags “Go Green”
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EXPE
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EXPE

The Big Bath
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EXPE
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EXPE
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GSMI  (Phil.)
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Inventory Inconsistencies – earnings and assets

LIFO and FIFO

• LIFO

• FIFO
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Inventory Inconsistencies – earnings and assets

LIFO and FIFO

• LIFOFIST

• FIFOLIST
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Inventory Inconsistencies – earnings and assets

LIFO and FIFO

• LIFOFIST

• FIFOLIST

What is the most recent pricing for both COGS and Inventory?
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Acquirer

 Book value assets

 R&D expensed

 Full year sales

 Full year earnings

 Full year cash flows

Acquired

 “Fair value” assets

 R&D capitalized

 Partial year sales

 Partial year earnings

 Partial year cash flows

Incomparable M&A Accounting
Far more than just goodwill
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"Financial statements [should] be prepared under the 
assumption that the users… understand not only the 

uses, but also the limitations, of GAAP”
“

Marty Whitman
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“A lot of what Wall Street does has nothing 
to do with the underlying value of a business.” 

“

Marty Whitman
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Asset Life 

 Range of lives of 4,000 plus firms

4 to 28 years  (4 to 30 Phil.)

 Wide range of median asset life across firms

Median of 12 years  (15.5 Phil.)

 Very stable life within a firm

Median change YOY is near zero
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Be careful of what you “mean”

NI

Stock price
return

Asset Life

$ 100

100 %

$ 100 asset last 
10 yrs.

$ - 50

- 50 %

$ 100 asset 
last 5 yrs.

Average?

=

=

=

$ 25
Arithmetic Mean

0%
Geometric Mean

6.667 yrs.
Harmonic Mean
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Firm XYZ Asset schedule:

$100 assets            10 year life

$100 assets 5 year life

What is the average life of the assets of firm XYZ?

7.5 is a very problematic answer…

Life
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Firm XYZ Asset schedule:

$100 assets            10 year life

$100 assets 5 year life

What is the average life of the assets of firm XYZ?

7.5 is a very problematic answer…

If the average life is 7.5, and assets are $200, how much MCAPX would this 
suggest?

Life
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7.5 is a very problematic answer…

If the average life is 7.5, and assets are $200, how much MCAPX would this 
suggest?   200 divided by 7.5 = $26.67…
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$100 assets            10 year life
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What is the average life of the assets of firm XYZ?

7.5 is a very problematic answer…

If the average life is 7.5, and assets are $200, how much MCAPX would this 
suggest?   200 divided by 7.5 = $26.67… 

Yet, it’s obvious that the real answer is $30

Life
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Firm XYZ Asset schedule:

$100 assets            10 year life

$100 assets 5 year life

What is the average life of the assets of firm XYZ?

7.5 is a very problematic answer…

If the average life is 7.5, and assets are $200, how much MCAPX would this 
suggest?   200 divided by 7.5 = $26.67… 

Yet, it’s obvious that the real answer is $30

Life

The MCAPX calc would be wrong by 11% every year
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Accounting 

Anomalies

Accounting 

Anomalies
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Studying accounting “anomalies”

Materiality

Fluctuation
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Asset Life: Financial Red FlagDistribution Analysis - Change in Asset Life: 1991-2004
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WMI: 1992

WMI: 1994, and 
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WMI’s asset life changed by greater than 40%…3X times within a seven-year period
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Source: www.nytimes.com

Source: www.nytimes.com

“The Asset Life Signal” - e.g. WMI
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"In April 2002, charges were filed by the SEC against 
Waste Management’s former most senior officers, 
including Dean L. Buntrock, founder, chair of the 
board of directors, and chief executive officer. 

“SEC complaint alleged: He set earnings targets, 
fostered a culture of fraudulent accounting, personally 
directed certain of the accounting changes to make 
the targeted earnings, and was the spokesperson who 
announced the company’s phony numbers.”
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WMI
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Asset Life in Regard to Fundamental Analysis
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If GDP is generally positive:

• Average assets are slightly newer than they are old
• Less than half accumulated depreciation
• Average Net PP&E to Gross PP&E ratio >50%

• Free cash flow is based on CAPX, not depreciation
• What can be expected of CAPX in the near term?

MAN
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If GDP is generally positive:

• Average assets are slightly newer than they are old
• Less than half accumulated depreciation
• Average Net PP&E to Gross PP&E ratio >50%
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MAN
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TEL (PLDT Phil.)

• Financial Red Flags… are only flags
• Over-depreciated assets (too short a life in the past)?
• A signal to adjust MCAPX and CAPX forecasts
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 Earnings or CFFO  E’ = “Enterprise Earnings”

 Book Assets  A’ = “Assets of the Enterprise”

 ROE, RONA, ROA  ROA’

 CAPX  Enterprise Asset Growth

 Price  Enterprise value, V’

 Price-to-Book  V/A’

 Price-to-earnings  V/E’ 

Translating, scrubbing, cleaning-up, apples-to-apples
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 Earnings or CFFO  E’ = “Enterprise Earnings”

 Book Assets  A’ = “Assets of the Enterprise”

 ROE, RONA, ROA  ROA’

 CAPX  Enterprise Asset Growth

 Price  Enterprise value, V’

 Price-to-Book  V/A’

 Price-to-earnings  V/E’ 

Translating, scrubbing, cleaning-up, apples-to-apples
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How much of Excess Cash is truly “excess”?

The problem with “net debt”

• Ask a credit analyst

• More than just a “warchest”

• 10% of sales is an unfortunate “averaging”

What does the data say?

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



114

How much of Excess Cash is truly excess?

2,890 companies over 10 years, so 28,900 individual datapoints

• 1x Cash to Un-incurred Operating Expenditures

• 2x Cash to R&D Expense

• 5% of sales in Cash
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Inventory Inconsistencies – earnings and assets

LIFO and FIFO

• LIFOFIST

• FIFOLIST

What is the most recent pricing for both COGS and Inventory?
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“NIBCLS”
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The Outlier Asset Signal

Source: CSFB HOLT ValueSearchTM. Resulting list of companies is based on a screen of US companies > 0.7bn Market Cap excluding Financials and Utilities, where 

variables applied (Total: 1479). Companies are ranked by distribution according to change in other assets for the period 1995 through 2004. All data is based on last 

reported fiscal year and is greater than 90 days old. 
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“Worldcom CFO… noting that Ebbers intimidated him

into committing fraud so the company 

would meet Wall Street's expectations.” 

“Normal ‘earnings management’ slid into fraud.”

“…using increasingly aggressive accounting

‘adjustments’ to meet investor expectations. 

“…with more ‘one-time’ items”

“…capitalizing ‘line costs’ treating them as capital 

expenditures rather than as ongoing expenses.” 
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MCI Worldcom
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The Outlier Asset Signal

Source: CSFB HOLT ValueSearchTM. Resulting list of companies is based on a screen of US companies > 0.7bn Market Cap excluding Financials and Utilities, where 

variables applied (Total: 1479). Companies are ranked by distribution according to change in other assets for the period 1995 through 2004. All data is based on last 

reported fiscal year and is greater than 90 days old. 
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Inflation

 Define: Inflation

 Rising Prices or Falling trees?

 Replacement costs? Laptops

 We’re looking for IC

Assets = Liabilities + Shareholders’ Equity

 Currency Devaluation Adjustment
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- Expenses

Revenue

Profit

ROE     =
Net Income

Owners’ Equity

Inconsistent currency distortions
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- Expenses

Revenue

Profit

ROE     =
Net Income

Owners’ Equity

Inventory

Depreciation

Wages

Inconsistent currency distortions
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- Expenses

Revenue

Profit

ROE     =
Net Income

Owners’ Equity

Inventory

LIFO

FIFO

Depreciation

Wages

Inconsistent currency distortions
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- Expenses

Revenue

Profit

ROE     =
Net Income
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- Expenses

Revenue

Profit

ROE     =
Net Income

Owners’ Equity

Inventory

LIFO

FIFO

Depreciation ~
Wages

Inconsistent currency distortions
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- Expenses

Revenue
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ROE     =
Net Income
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LIFO
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~

Depreciation ~
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Inconsistent currency distortions
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- Expenses
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ROE     =
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Inconsistent currency distortions
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Inconsistent currency distortions

- Expenses

Revenue

Profit

ROA     =
Net Income

Net Assets

Inventory

LIFO

FIFO

~

Depreciation ~
Wages
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According to Deloitte EDGE Inst. (incorrectly so)…
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Performance and Valuation Prime™ Analysis
4,683 U.S. companies (non-financial)
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Inconsistent currency distortions

- Expenses

Revenue
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Net Income

Net Assets

Inventory

LIFO
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Depreciation ~
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Inconsistent currency distortions

- Expenses

Revenue

Profit

ROE     =
Net Income

Book Equity

Inventory

LIFO

FIFO

Depreciation ~
Wages
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+   1    lessor CoCap

/10    life of asset

100    PP&E

$ 10    per year

$ 11    annual rent

XYZ business grows by renting assets…

 XYZ produces $10 NOPAT with $50 of Net Assets
– Gross profit after tax of $20, depreciation of $10

– Gross assets of $100, half-way through a ten-year life

 What is the traditional, as-reported ROA of XYZ?      10 / 50  =  20%

 XYZ chooses to double the size of the firm, by renting new assets
– What would the annual rental cost be of the $100 of new PP&E?

– Rented assets are equally as productive as the owned assets 

 What is the traditional, as-reported ROA of XYZ afterward?

-11    Rent (not depr)

$20    Add’l gross profit

$   9    Add’l NOPAT

$   0    Add’l assets 19 / 50  =  38%??
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10 year life Assets – Doubling in machines

A $100 machine can generate $ 20 in cash flows (Sales – COGS – SGA)

200     Assets

1      Int. Exp.

Buys w/ debt Rents

100     Assets

11    Rent

40       GCF

19       NI

40       GCF

19       NI

40 = EBITDA 29 = EBITDA
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Research and Development
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Startup Period Maturity

Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 Yr 6 Yr 7 Yr 8 Yr 9 Yr 10 Yr 11

NOPAT before R&D -50 0 50 150 200 200 200 200 200 200 200

R&D 100 100 100 100 100 50 150 40 160 75 125

NOPAT -150 -100 -50 50 100 150 50 160 40 125 75

Assets 500 500 500 500 500 500 500 500 500 500 500

RONA (NOPAT/Assets) 20% 30% 10% 32% 8% 25% 15%

Startup Period Maturity

Yr 1 Yr 2 Yr 3 Yr 4 Yr 5 Yr 6 Yr 7 Yr 8 Yr 9 Yr 10 Yr 11

NOPAT before R&D -50 0 50 150 200 200 200 200 200 200 200

Assets 500 500 500 500 500 500 500 500 500 500 500

R&D capitalization 500 450 500 440 500 475 550

Assets with Cap. R&D 1000 950 1000 940 1000 975 1050

"Scrubbed" ROA 20% 21% 20% 21% 20% 21% 19%
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It’s not about valuing the innovation 

as that would appear 

in the ROA’, Growth, or V’

The R&D capitalization is to smooth 

the ability to see if those 

ROA’, Growth’, of V’ trends 

are actually increasing or decreasing
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Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



181

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



182

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%

Boeing net income $2BB to $3BB 2009 - 2011

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



183

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



184

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



185

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



186

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



187

Boeing (BA) 2006 2007 2008 2009 2010 2011

R&D 3,300      3,900      3,800      6,500          4,100      3,900      

18% -3% 71% -37% -5%

Google (GOOG) 2006 2007 2008 2009 2010 2011

R&D 1,200      2,100      2,800      2,800          3,800      5,200      

75% 33% 0% 36% 37%

Amylin (AMLN) 2006 2007 2008 2009 2010 2011

R&D 222          277          293          198             183          161          

25% 6% -32% -8% -12%

Electronic Arts(EA) 2006 2007 2008 2009 2010 2011

R&D 1,041      1,145      1,360      1,229          1,150      1,200      

10% 19% -10% -6% 4%

Eastman Kodak (EK) 2006 2007 2008 2009 2010 2011

R&D 596          549          501          351             318          274          

-8% -9% -30% -9% -14%

Pfizer (PFE) 2006 2007 2008 2009 2010 2011

R&D 7,600      8,100      7,900      7,800          9,400      9,100      

7% -2% -1% 21% -3%
PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the information contained herein may be reproduced or disclosed to any person under any 

circumstances without express written permission.



188PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



189PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



190PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



191



192PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



193PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



194PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



195PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



196PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



197PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



198

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



199

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



200

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



201

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



202

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



203

NOPAT

NA

10

100

10

90

Yr. 1 Yr. 2

10% 11.11%

10

60

10

70

10

80

Gross Profit, After Tax = 20

Gross Assets = 100

Yr. 3 Yr. 4 Yr. 5

12.5% 14.29% 16.66%

Half way through asset life, Gross PP&E = 100

A/D = 50 so Net PP&E = 50

As-reported ROA has doubled from 10% to 20% 

???

Gross Assets, Accumulated Depreciation, Net Assets

10

50

Yr. 6

20%

Life of Assets = 10 years

Depreciation = 10

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 

information contained herein may be reproduced or disclosed to any person under any circumstances without express written permission.



204

What if the business grows, let’s say it doubles in size

NCF

NA

=
10

50

= 20% ROI
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What if the business grows, let’s say it doubles in size

 Company doubles in size, same economics of new organic growth 

 100 incremental gross PP&E

NCF

NA

=
10

50

= 20% ROI
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What if the business grows, let’s say it doubles in size

NCF

NA

=
10

50

= 20% ROI

 Company doubles in size, same economics of new organic growth 

 100 incremental gross PP&E

 Did the business’s performance really fall by 35%?

NCF

NA

=
20

150

= 13% ROI
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 Earnings or CFFO  E’ = “Enterprise Earnings”

 Book Assets  A’ = “Assets of the Enterprise”

 ROE, RONA, ROA  ROA’

 CAPX  Enterprise Asset Growth

 Price  Enterprise value, V’

 Price-to-Book  V/A’

 Price-to-earnings  V/E’ 

Translating, scrubbing, cleaning-up, apples-to-apples
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