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The 8th Wonder of the World

Credited with calling it the “most powerful force in the universe”

Referring to COMPOUND INTEREST

$100,000  @ 10% interest over 40 years, produces $400,000

If interest is fully reinvested, and therefore compounds…

$100,000  @ 10% interest over 40 years, produces $4.5 Million
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The importance of the interest rate

Companies with the most improvement in ROA’s

Take the largest 500 non-financials, rank order based on 
highest positive change in ROA’

What if one had bought the top 100 firms at the beginning 
of the period that was achieved?
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Of the highest 20% of ROA’ change companies, 38% 
were the best stock performers

Source: Madden, Bartley J., Mauboussin, Michael J., Lagerman, John D., Eddins, Samuel 

T.  “Business Strategy/Life-Cycle Framework.”  22 April, 2003.
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Does this hold true for other periods?
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Of the highest 20% of ROA’ change companies, 46% 
were the best stock performers
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Of the highest 20% of ROA’ change companies, 43% 
were the best stock performers
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Of the highest 20% of ROA’ change companies, 41% 
were the best stock performers
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Of the highest 20% of ROA’ change companies, 37% were 
the best stock performers
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Of the highest 20% of ROA’ change companies, 36% were 
the best stock performers
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Of the highest 20% of ROA’ change companies, 42% were 
the best stock performers
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The importance of the bank balance

Companies with highest “Adjusted Asset” growth
(highest increase in capital invested)

Take the largest 500 non-financials, rank order based on 
highest asset growth

What if one had bought the top 100 firms at the beginning 
of the period that was achieved?
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Of the highest 20% of Adjusted Asset growers,
38% were the highest stock performers

1994-2002
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Source: Madden, Bartley J., Mauboussin, Michael J., Lagerman, John D., Eddins, Samuel 

T.  “Business Strategy/Life-Cycle Framework.”  22 April, 2003.
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Does this hold true for other periods?
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Of the highest 20% of Adjusted Asset growers,
39% were the highest stock performers
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Of the highest 20% of Adjusted Asset growers,
36% were the highest stock performers
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Of the highest 20% of Adjusted Asset growers,
32% were the highest stock performers
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Of the highest 20% of Adjusted Asset growers,
41% were the highest stock performers
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Of the highest 20% of Adjusted Asset growers,
30% were the highest stock performers
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Of the highest 20% of Adjusted Asset growers,
39% were the highest stock performers

Highest 
Return

Lowest 
Return

Fr
e

q
u

e
n

cy
%

Source: ValueSearch™7. Data Date: December 31, 2006.

Of highest 

“Asset Growers” 

what percent 

achieved each 

level of 

shareholder 
return

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.



The power of compound interest

Highest ROA’ increase AND Adjusted Asset growth

This time rank the 500 on a combination score of highest ROA’ 
improvement and Asset’ growth

What if one had bought the top 100 firms at the beginning of 
the period that was achieved?
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Of the companies with highest Asset’ growth & ROA’ increase, 44% 
were top stock performers
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Source: Madden, Bartley J., Mauboussin, Michael J., Lagerman, John D., Eddins, Samuel 

T.  “Business Strategy/Life-Cycle Framework.”  22 April, 2003.
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Does this hold true for other periods?
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Of the companies with highest Asset’ growth & ROA’ increase, 
46% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ increase, 
37% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ increase, 
40% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ 
increase, 42% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ increase, 
31% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ increase, 
43% were top stock performers
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Does this hold true globally?
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Of the companies with highest Asset’ growth & ROA’ increase, 
42% were top stock performers
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Of the companies with highest Asset’ growth & ROA’ increase, 
35% were top-quintile stock performers
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When interest does not compound

High ROA’ improvement, but low Asset’ growth

Rank order the 500 companies based on combination score 
of highest ROA’ improvement while also lowest/negative 

growth rates

What if one invested in the top 100 high ROA’, low growth 
firms at the beginning of the period?
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1994-2002

Of the companies with high ROA’ increase that didn’t grow 
their assets, only 16% were top performers
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Source: Madden, Bartley J., Mauboussin, Michael J., Lagerman, John D., Eddins, Samuel 

T.  “Business Strategy/Life-Cycle Framework.”  22 April, 2003.
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Does this hold true for other periods?
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Of the companies with high ROA’ increase that didn’t grow 
their assets, only 13% were top performers
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Of the companies with high ROA’ increase that didn’t grow 
their assets, only 14% were top performers
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Of the companies with high ROA’ increase that didn’t grow 
their assets, only 16% were top performers
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Of the companies with high ROA’ increase that didn’t grow 
their assets, only 14% were top performers
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2000-2003

Of the companies with high ROA’ increase that didn’t grow 
their assets, only 23% were top performers
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Of the companies with high ROA’ increase that didn’t grow 
their assets, only 17% were top performers
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Source: ValueSearch™7. Data Date: December 31, 2006.
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Does this hold true globally?
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Of the companies with high ROA’ increase that didn’t grow their 
assets…
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 ROA’ improvement always matters

 Reinvestment rates as important as ROA’s to TSRr 
(Relative Total Shareholder Returns)

 CAPEX is a poor measure for reinvestment rates

 Earnings growth from organic asset growth is very 
different from earnings from productivity

 The importance of quantitative, non-financial measures

Thinking about business growth
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