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Financial

“To succeed 
financially, how 
do we measure 
and dive cash 

flow generation, 
ethically?”

Process and Risk 
Management

“To satisfy our 
shareholders and 
customers, how to 

excel at our 
processes?”

People

“To achieve our 
vision, how will we 

engage our 
employees to 

innovate, brand, and 
operate?”

Customer

“To achieve our 
vision, how should 
measure our ability 
to fulfill otherwise 
unmet customer 

needs?”
Vision &

Strategy
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts
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Forecasted future

cash flows

Margins  X  Turns Capital investment

Higher sales

Lower costs

Higher sales

Lower capital

Growth when ROI > Opp cost

Shrink when ROI < Opp cost

Price per unit X Volume of units

COGS, SGA Fixed, Working

Cash ROI

Cash Flow Return Investment Level & Change

Margins     X     Turns

Forecasted FCF

1 + Cost Capital
=

future cash generated

vs. future cash invested

Turns     X     Sales Δ

Sales Less Expenses

Sales

EBITDA% 
COGS% SGA%

CAPEX%, NWC%, R&D%
Other LT Assets

# customers, PoPs 

Market dominance

Price Δ X  Volume Δ

% repeat purchases

# stores, bikes, sq. ft. 

% sold new products

Capacity: people/AUM

Six sigma flaws target

R & D% of sales

Employee turnover

Training hours per yr

% free research hrs.

Is management aligned with investors?

Do offerings serve unmet needs with pricing power? 

Do underlying market size and growth rates lead to goals?

Are Genuine Assets deployed to protect valuable actions?
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Forecasted future

cash flows

Margins  X  Turns Capital investment
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Lower costs

Higher sales

Lower capital

Growth when ROI > Opp cost

Shrink when ROI < Opp cost
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1 + Cost Capital
=

future cash generated
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Valuation

THE ROOTS OF VALUE
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Forecasted future

cash flows
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Lower costs
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Valuation

THE ROOTS OF VALUE

Enterprise Value

LESS: 

Book debt

“Capitalized” Leaseholders’ debt

Pension & OPEB debt

Preferred stock

Minority Interests

Other claims on Enterprise Value

Existing equity value

/ Appropriate # of shares

Business Equity Value Per Share

+ Cash & Other Value per share

= Equity value per existing share
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Forecasted future

cash flows
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Lower costs
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Shrink when ROI < Opp cost

Price per unit X Volume of units

COGS, SGA Fixed, Working

Cash ROI

Valuation

THE ROOTS OF VALUE

Enterprise Value

LESS: 

Book debt

“Capitalized” Leaseholders’ debt

Pension & OPEB debt

Preferred stock

Minority Interests

Other claims on Enterprise Value

Existing equity value

/ Appropriate # of shares

Business Equity Value Per Share

+ Cash & Other Value per share

= Equity value per existing share

Market cap 
is total 
equity 
value

Share count 
is arbitrary
therefore, 
price per 
share is 

arbitrary
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Share count is arbitrary

therefore, price per share is 

arbitrary (market cap is not)
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Strategy Execution Performance Valuation

Plans Actions Results Forecasts
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What gets measured gets done

Leading versus Lagging Indicators

Determining the right leading metrics for 

resulting in the desired lagging metrics
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Foundations:

Activities:
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Monetary goals:
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Monetary goals:

Level of cash flow

Volatility/stability of cash flow

Purpose of the cash flow
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Insights from Return Driven Strategy

In order to achieve wealth, 

shouldn’t we first define it?

Matt’s
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Foundations:

Activities:
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Employee turnover
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Is management aligned with investors?

Do offerings serve unmet needs with pricing power? 

Do underlying market size and growth rates lead to goals?

Are Genuine Assets deployed to protect valuable actions?
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Is it really, truly, absolutely
the brand?
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Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR

ADIDAS-SALOMON AG NPVADSG 12.4 12.3 2.0 2.0

AMAZON COM INC COM AMZN 5.3 1.4 5.2 6.9

APPLE COMPUTER INC COMAAPL 1.9 2.9 1.2 1.5

AVON PRODS INC COM AVP 21.2 21.4 6.0 6.1

Sample of Top Brands

Company and Ticker

5yr
median

V/A’

5yr
mean
V/A’

5yr
median

ROA’

5yr
mean
ROA’
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Strong brands do not equal high valuation…

Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR

ADIDAS-SALOMON AG NPVADSG 12.4 12.3 2.0 2.0 MICROSOFT CORP COM MSFT 14.4 14.5 4.2 4.4

AMAZON COM INC COM AMZN 5.3 1.4 5.2 6.9 NIKE INC CL B NKE 11.3 11.1 2.6 2.6

APPLE COMPUTER INC COMAAPL 1.9 2.9 1.2 1.5 NOKIA OYJ EUR0.06 NOK1V 18.6 20.4 3.1 5.5

AVON PRODS INC COM AVP 21.2 21.4 6.0 6.1 NESTLE SA CHF1(REGD) NESN 13.4 13.4 2.1 2.2

AMERICAN EXPRESS CO COMAXP 19.0 19.4 4.1 4.4 NINTENDO CO LTD NPV 7974C 8.8 9.1 3.0 2.5

BOEING CO COM BA 6.7 6.6 1.8 1.9 ORACLE CORP COM ORCL 19.9 20.3 6.7 9.1

BAYER MOTOREN WERK EUR1BMWG 6.0 5.9 0.9 1.0 PEPSICO INC COM PEP 22.9 22.6 5.5 5.7

BP ORD USD0.25 BP 5.9 6.1 1.4 1.4 PFIZER INC COM PFE 18.1 18.3 3.7 4.4

ANHEUSER BUSCH COS INC COMBUD 13.5 13.2 3.4 3.4 PHILIPS ELEC(KON) EUR0.20PHG 2.9 3.1 1.2 1.2

CITIGROUP INC COM C 16.5 16.1 2.6 2.8 POLO RALPH LAUREN CORP CL ARL 11.9 11.4 1.7 1.7

CANON INC NPV 7751C 9.6 10.0 1.6 1.6 REUTERS GROUP ORD GBP0.25RTR 9.5 10.5 2.7 2.8

CARLSBERG SER'B'DKK20 CARLb 7.4 7.6 1.1 1.1 SAP AG ORD NPV SAPG 14.6 14.5 5.5 5.4

COLGATE PALMOLIVE CO COMCL 23.9 23.7 7.2 7.5 STARBUCKS CORP COM SBUX 7.7 7.8 3.6 3.8

CISCO SYS INC COM CSCO 11.9 11.5 3.9 4.7 SONY CORP NPV 6758C 6.7 6.4 1.2 1.3

DAIMLERCHRYSLER AG ORD NPV(REGD)DCXGn 2.7 3.0 0.7 0.7 AT&T CORP COM NEW T 5.7 6.2 0.8 0.8

DELL INC COM DELL 24.2 25.2 8.4 8.2 TIFFANY & CO NEW COM TIF 11.4 10.8 3.0 2.7

DISNEY WALT CO COM DISNEYDIS 7.6 7.2 2.1 2.1 TOYOTA MOTOR CORP NPV7203C 7.3 7.4 1.1 1.1

EASTMAN KODAK CO COM EK 5.7 6.0 1.2 1.2 TEXAS INSTRS INC COM TXN 8.9 9.2 2.7 2.6

ERICSSON(LM)TEL SEK1 SER'B'ERICb -2.7 0.2 1.6 1.9 VIACOM INC CL B VIA.B 11.0 11.3 3.2 3.2

FEDEX CORP COM FDX 4.6 4.6 1.3 1.3 VOLKSWAGEN AG ORD NPVVOWG 2.5 2.4 0.6 0.6

FORD MTR CO DEL COM PAR $0.01F 3.2 3.1 1.0 1.0 DOW CHEM CO COM DOW 2.8 3.0 1.2 1.2

GILLETTE CO COM G 16.5 17.3 5.2 5.5 WRIGLEY WM JR CO COM WWY 17.9 17.9 6.1 6.2

GENERAL ELEC CO COM GE 18.4 18.1 4.2 5.3 EXXON MOBIL CORP COM XOM 6.3 6.3 1.6 1.7

GAP INC DEL COM GPS 8.2 8.1 1.8 2.0 XEROX CORP COM XRX 5.2 4.8 1.3 1.3

GOLDMAN SACHS GROUP INC COMGS 12.9 13.3 2.2 2.3 YAHOO INC COM YHOO 6.9 7.4 3.5 4.3

HARLEY DAVIDSON INC COMHDI 19.4 18.7 4.6 5.0 YUM BRANDS INC COM YUM 11.8 11.4 2.1 2.2

HEINEKEN NV EUR1.60 HEIN 10.2 10.2 2.2 2.3 SUN MICROSYSTEMS INC COMSUNW 0.3 3.9 1.2 2.3

HONDA MOTOR CO NPV 7267C 8.8 7.7 1.1 1.1 MOTOROLA INC COM MOT 1.0 2.8 1.1 1.1

HEINZ H J CO COM HNZ 17.9 17.3 3.4 3.6 TIME WARNER INC COM TWX 8.6 9.3 1.7 3.1

HEWLETT PACKARD CO COMHPQ 8.2 7.9 1.6 1.7 MATSUSHITA ELC IND NPV 6752C 2.3 0.8 0.8 0.8

INTERNATIONAL BUSINESS MACHS COMIBM 8.8 9.1 2.9 2.9 ROYAL DUTCH PETROL EUR0.56RD 7.4 7.4 1.5 1.6

INTEL CORP COM INTC 10.7 11.0 3.6 3.3 MATTEL INC COM MAT 15.3 15.3 2.6 2.6

KIMBERLY CLARK CORP COMKMB 12.0 12.3 2.7 2.9 DIAGEO P L C SPON ADR NEWDEO 21.9 22.8 3.4 3.5

COCA COLA CO COM KO 29.5 30.6 7.2 7.6 BROWN FORMAN CORP CL BBF.B 13.0 12.7 2.8 2.9

KELLOGG CO COM K 16.8 16.3 4.2 3.8 PEARSON ORD GBP0.25 PSON 14.2 15.8 2.5 2.9

LVMH MOET HENNESSY EUR0.30LVMH 14.0 14.1 3.8 3.7 HILTON HOTELS CORP COMHLT 9.7 9.8 1.6 1.7

MCDONALDS CORP COM MCD 7.6 7.6 1.6 1.6 SIEMENS AG NPV(REGD) SIEGn 4.6 5.0 1.2 1.3

MERRILL LYNCH & CO INC COMMER 11.8 11.7 1.9 2.0 SWATCH GROUP CHF2.25(BR)UHR 9.6 10.0 1.6 1.8

ALTRIA GROUP INC COM MO 23.4 23.4 3.7 3.7 BENETTON GROUP SPA EUR1.30BNG 8.5 8.1 1.5 1.7

MERCK & CO INC COM MRK 16.8 17.4 3.1 3.5

Top Brands 9.7 11.2 2.2 3.0

S&P 500 9.8 10.8 2.0 2.8
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Company Ticker

5-yr Median 

CFROI

5-yr Mean 

CFROI

5-yr Median 

VCR

5-yr Mean 

VCR

Top Brands 9.7 11.2 2.2 3.0

S&P 500 9.8 10.8 2.0 2.8

Strong brands do not equal high valuation…

Company and Ticker

5yr
median

V/A’

5yr
mean
V/A’

5yr
median

ROA’

5yr
mean
ROA’
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Leading measures and metrics - Sales

44

number of sales calls made

calls by type of customer or prospect

pipeline fluidity

pipeline accuracy

forecast accuracy

number of orders in the pipeline

number of deals pending

compensation plan statistics,

product knowledge

selling skills

customer interaction

peer and support involvement

training

Source: CRM.com
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Net Promoter Score 
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Source: Reichheld, Fred.  “The Ultimate Question: Driving Good 

Profits and True Growth.”  Harvard Business School Press 2006.

HomeBanc* 82% American Express 51%

Harledy-Davidson 81% Commerce Bank 50%

Costco 81% Dell 50%

Amazon.com 79% Adobe 48%

Chick-fil-A* 73% Electronic Arts 48%

eBay 72%

Vanguard 71%

SAS 70%

Apple 66%

Intuit (TurboTax)* 66%

Cisco 58%

FedEx 57%

Southwest Airlines 56%
* All NPS statistics are based on Bain or Satemtrix surveys, with the exceptions of Intuit, Chick-fil-A,

and HomeBanc.  For these firms, we used data that they provided.  Their data was gathered in a

reasonable (but not perfectly equivalent) fashion.

NPS Stars
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The Impact of Human Capital on 
Investment Capital
Hewitt and HOLT: Examining human capital metrics 
that drive business performance

 May 13, 2008



Talent Quotient Definition

Measuring and monitoring “pay progression”

The people getting the highest total pay increases…

…are they leaving or staying?
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TQ Impacts Business Results—Cross Industry Study1

Deep Empirical Study

Companies grouped by 
TQ result in 2001 (N=115)

Performance Measures in Following Three Years 
(2001-04)

Revenue 
Growth

(3Y CAGR)

Operating Cash 
Flow Growth 
(3Y CAGR)

CFROI®2 

(3Y annualized)

Total Business 
Return

(3Y annualized)

Bottom 1/3 

(TQ Avg. 80)
2.2% 5.0% -1.0% 11.7%

Top 1/3 

(TQ Avg. 126)
4.5% 11.6% 7.9% 15.1%

Difference + 2.3% + 6.6% + 8.9% + 3.4%

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.
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TQ Impacts Business Results—Cross Industry Study1

WORST 10 in TQ

BEST 10 in TQ

Median

Median

Sales Growth
3 year annualized 

(ending 7/07)

5.8%

8.0%

Total Return
3 year annualized 

(ending 7/07)

7.1%

13.2%

Price to Book 
(at 7/07)

1.8

2.9

Average
2004 TQ

84

141

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

“Best 10–Worst 10” Comparison
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TQ Impacts Business Results—Cross Industry Study1

WORST 10 in TQ

BEST 10 in TQ

Median

Median

Sales Growth
3 year annualized 

(ending 7/07)

5.8%

8.0%

Total Return
3 year annualized 

(ending 7/07)

7.1%

13.2%

Price to Book 
(at 7/07)

1.8

2.9

Average
2004 TQ

84

141

 2 CFROI®, CFROE, HOLT, HOLTfolio, HOLTSelect, HS60, HS40, ValueSearch, AggreGator, Signal Flag and “Powered by HOLT” are trademarks or registered trademarks of Credit Suisse or its 
affiliates in the United States and other countries. HOLT is a corporate performance and valuation advisory service of Credit Suisse © 2008 Credit Suisse and its subsidiaries and affiliates. All rights reserved.

 1 For detailed description of HCF™ methodology and results, see Valuation Issues Journal, Feb 2006: “Optimizing Human Capital Investments for Superior Shareholder Returns”.

In both analyses, Talent Quotient is predictive of financial performance in succeeding years

“Best 10–Worst 10” Comparison
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To protect the confidential and proprietary information included in this material, it may not be 
disclosed or provided to any third parties without the approval of Hewitt Associates LLC.

The Impact of Human Capital on 
Investment Capital
Hewitt and HOLT: Examining human capital metrics 
that drive business performance
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Forecasted future

cash flows

Margins  X  Turns Capital investment

Higher sales

Lower costs

Higher sales

Lower capital

Growth when ROI > Opp cost

Shrink when ROI < Opp cost

Price per unit X Volume of units

COGS, SGA Fixed, Working

Cash ROI

Cash Flow Return Investment Level & Change

Margins     X     Turns

Forecasted FCF

1 + Cost Capital
=

future cash generated

vs. future cash invested

Turns     X     Sales Δ

Sales Less Expenses

Sales

EBITDA% 
COGS% SGA%

CAPEX%, NWC%, R&D%
Other LT Assets

# customers, PoPs 

Market dominance

Price Δ X  Volume Δ

% repeat purchases

# stores, bikes, sq. ft. 

% sold new products

Capacity: people/AUM

Six sigma flaws target

R & D% of sales

Employee turnover

Training hours per yr

% free research hrs.

Is management aligned with investors?

Do offerings serve unmet needs with pricing power? 

Do underlying market size and growth rates lead to goals?

Are Genuine Assets deployed to protect valuable actions?

Forecasted future

cash flows

Margins  X  Turns Capital investment

Higher sales

Lower costs

Higher sales

Lower capital

Growth when ROI > Opp cost

Shrink when ROI < Opp cost

Price per unit X Volume of units

COGS, SGA Fixed, Working

Cash ROI

Forecasted future

cash flows

Margins  X  Turns Capital investment

Higher sales

Lower costs

Higher sales

Lower capital

Growth when ROI > Opp cost

Shrink when ROI < Opp cost

Price per unit X Volume of units

COGS, SGA Fixed, Working

Cash ROI

Valuation

Performance

Execution

Strategy

THE ROOTS OF VALUE

Return On Assets Growth in Assets

Sales 

Assets
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Unique measures and metrics
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KO and 50 Foot/Population rule

Share of stomach

WMT and 10 Foot Rule

What are key units of measure with:

Asset managers? 

Motorcycle makers?

Construction companies?

When is Six Sigma too “loose”?

What is being measured in Lean Manufacturing?
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Measures and metrics for discussion
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Delivery speed  (indexed against accidents and fines, Domino’s)

Active consideration  (active starts versus active opens, HSBC)

Raising price until 98%occupancy (not 100%)

Reach ^1  but page views ^2

% of add-ons versus base price
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Balanced Scorecard Architecture

Mission Perspective

Customer Perspective

Innovation & Growth Perspective

Internal Bus. Process Perspective

Vision and

Strategy

Objectives                  Measures

Objectives                Measures Objectives                  Measures

Objectives                  Measures
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Balanced Scorecard Example
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Objectives

• Improve OTD

Statement of 

what strategy 

must achieve 

and what’s 

critical to its 

success

Target

• 95%

The level of 

performance 

or rate of 

improvement 

needed

• OTD 

optimization 

initiative

Key action 

programs 

required to 

achieve 

objectives

InitiativeMeasurement

• On Time 

Delivery

How success 

in achieving 

the strategy 

will be 

measured and 

tracked

Strategy Map:  Diagram of the 

cause-and-effect relationships 

between strategic objectives

Strategic Theme: 

Operating Efficiency

Return on 
Investment

Financial

Learning 

Revenue
Growth

Train Employees
on TQM

Customer
Satisfaction

Productivity

Customer

Internal

On-Time
Delivery

LEADING VERSUS 

LAGGING MEASURES
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Thinking about each of the metrics
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• Executive compensation

• Employee incentives

• Resource allocation decisions

• Mergers and acquisitions

• Growth strategies

• Investor relations and communications

• Nearly every facet of solid business strategy

How do each of these decisions change when the guidelines of

Disciplined Performance Measurement and Valuation are considered?
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Courtesy of Hewitt Associates

Why the DEF14A?  Because…
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Insights from Return Driven Strategy

The difference between a 

business with a great product… 

and a great business
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 The 8th Wonder of the World…

 The “most powerful force in the universe…”

 …COMPOUND INTEREST
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