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Different styles, different metrics…

• Quality: EPS, Net income, margins, CFFO, EBITDA?

• ROA, ROTA, RONA, ROIC, CFROI, CROGA, CFROGI?

• Value: P/B, P/E, DCF, cash % of mkt cap?

• GARP or Growth: In sales , assets, organic, acquisitive?

• Momentum: Price, earnings, surprises, revisions?

• Special sit, event-driven, credit driven, turnarounds?

One of the major problems of financial analysis…
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A similar issue:  Thousands of Martial Arts Styles

By his pinnacle, studied many great martial arts:

“Which Martial Art is Superior?”

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.















A similar issue:  Thousands of Martial Arts Styles

By his pinnacle, studied many great martial arts

Bruce Lee was asked…

“Which Martial Art is Superior?”
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There is no fixed 

teaching. 

All I can provide is 

an appropriate 

medicine for a 

particular ailment.

-- Bruce Lee 

“Which Martial Art is Superior?”
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There is never one best metric…
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There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 15

Assets 100 100

ROI 15% 15%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?
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There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 15

Assets 100 100

ROI 15% 15%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?
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There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 10

Assets 100 100

ROI 15% ??%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?
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There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 7.5

Assets 100 100

ROI 15% ??%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?
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There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 5

Assets 100 100

ROI 15% ??%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?

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.



There is never one best metric…

Two companies merge

Company A Company B

Op. Cash Flows 15 2

Assets 100 100

ROI 15% ??%

Company A buys company B for $400

What is the ROA?

What ROA expected on $100 organic growth?

What ROA for management compensation?
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The Difference Between 

a Great Company and

a Great Stock
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Great company versus great stock
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Great company versus great stock
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Over the last ten years, which company has been
managed in a more consistent, superior manner?

Company B

Company A

Source: Yahoo
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EMR – Great Stock vs. Great Company
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UTX – Great Stock vs. Great Company
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EMR vs. UTX – Great Stock vs. Great Company

Emerson Electric

United Technologies

Source: Yahoo
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Shall we follow this company’s business strategy?
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AMES Stock Price Over Several Years
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Shall we follow this company’s business strategy?
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AMES – Grow and grow poor

29

November 13, 1998: Ames Reaches a Deal to Buy Hills Stores

March 9, 1999: Metro Business; Ames to Buy 8 Caldors

March 9, 1999: Ames Announces Grand Opening of 50 Stores 

August 11, 1999: Metro Business; Ames Leases Caldor Space

November 12, 1999: Metro Business; Ames Plans Neptune Store

January 15, 2000: AMES Department Stores plans layoffs and new hiring

November 10, 2000: AMES to close 32 discount stores early next year

August 17, 2001: AMES to close 47 stores and lay off 2,000 workers 

August 21, 2001: Battling Competition, Ames Files for Bankruptcy Protection
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Stock price alone may not be telling us the whole 
picture

30

AMES Stock Price Over The Last Several Years
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BANKRUPT
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True refinement 
seeks simplicity. 

-- Bruce Lee 
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ROA’ (Adjusted Earnings/
Adjusted Assets)

“Like an Interest Rate”

Growth in Adjusted Assets
“Like growth in principal”

TSRr = Relative Total 
Shareholder Returns 

“Value of the account”

Seeing every company like a bank account

Source: Valens Securities
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Top-line?
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3
4 What about the top line?

IBM Stock Price versus Sales
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Earnings?
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EPS to Price
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Source: ValueSearch 7™
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EPS to Price
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EPS to Price
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3
9 Even radical changes in earnings can be unreliable

Through the 90’s – Autozone’s EPS grew at a 25% CAGR, 
but when did the stock jump versus the market?
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Can order of magnitude in earnings tell us 
anything?

40
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Does net income reflect real economic 
profitability?

43
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Name Ticker

Last Fiscal 

Year

NI Increase/

(decrease) 

(5YR)

Stock 

Increase/

(decrease) 

(5YR)

Leap Wireless International Inc. LEAP 12/31/2011 1191.7% (84.4%)

MGM Resorts International MGM 12/31/2011 380.5% (81.8%)

MetroPCS Communications, Inc. PCS1 12/31/2011 460.0% (55.4%)

Navistar International Corporation NAV 10/31/2011 472.4% 51.7% 

GameStop Corp. GME 1/28/2012 114.8% (6.9%)

Las Vegas Sands Corp. LVS 12/31/2011 253.0% (52.2%)
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“Notice that the stiffest 

tree is most easily 

cracked, while the 

bamboo or willow 

survives by bending 

with the wind.”

-- Bruce Lee, 

paraphrasing 

the Buddha 
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The DuPont Formula: (Financial, not Chemical)
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An overreliance on “margins”
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Return On Assets

Net Operating Profit After 
Taxes

Net  Assets

ROA
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Margins Turns

NOPAT

Sales

Sales

Net Assets

Return On Assets
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Margins Turns

Sales

Sales

Net Assets

NOPAT

Return On Assets
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Net Assets

ROA
Net Operating Profit After Tax

Return On Assets
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• From 1996-2000, nearly identical ROAs of about 14-15%

• DG margins are 14% during this period

• WMT margins were about 6.5%

• WMT’s asset turns are nearly double

WMT and DG
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Return on Investment

Margins Turns

NOPAT

Sales

Sales

Net Assets
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WMT and DG:  6.5% versus 14.5%
A major difference in margins despite identical ROAs

DGWMT

Margins

Turns

Margins

Turns
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WMT and DG:  6.5% versus 14.5%
A major difference in margins despite identical ROAs

DGWMT

Margins

Turns

Margins

Turns

14% ROA14% ROA
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*EBITDARR margins are used

**Sales/Gross Investment is used

As of 2007

All 10% ROI companies (US/CAN mkt cap>$1BB)
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*EBITDARR margins are used

**Sales/Gross Investment is used

As of 2007

All 10% ROI companies (US/CAN mkt cap>$1BB)
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*EBITDARR margins are used

**Sales/Gross Investment is used

As of 2007

All 10% ROI companies (US/CAN mkt cap>$1BB)
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*EBITDARR margins are used

**Sales/Gross Investment is used

As of 2007

All 10% ROI companies (US/CAN mkt cap>$1BB)
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*EBITDARR margins are used

**Sales/Gross Investment is used

As of 2007

All 10% ROI companies (US/CAN mkt cap>$1BB)
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*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets

5% CFROI US Companies Over $1B Market Cap ex. Financials
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*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets

5% CFROI US Companies Over $1B Market Cap ex. Financials
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*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets

10% CFROI US Companies Over $1B Market Cap ex. Financials
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10% CFROI US Companies Over $1B Market Cap ex. Financials
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*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets
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15% CFROI US Companies Over $1B Market Cap ex. Financials

0

0.5

1

1.5

2

2.5

3

3.5

4

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Margins

T
u

rn
s

*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets

All 15% ROA Companies
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15% CFROI US Companies Over $1B Market Cap ex. Financials
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*EBITDARR margins are used as a proxy for Net Operating Cash Flow/Sales.

**Sales/Gross Investment is used as a proxy for Sales/Net Assets

ASF

WW

All 15% ROA Companies

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.



Philippines Non-financials

Margins vs Turns for ROIC 2% to 4% 
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Philippines Non-financials

Margins vs Turns for ROIC 4% to 6% 
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Philippines Non-financials

Margins vs Turns for ROI 7.5% to 9.5% 
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Philippines Non-financials

Margins vs Turns for ROI 10.5% to 14.5% 
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“Intelligence is sometimes defined 
as the capacity of the individual 
to adjust himself successfully 
to the environment”

Bruce Lee
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“My peculiarity is that
I don't have a particular style of investing 
or, more exactly, I try to change my style 

to fit the conditions”

Soros
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation?

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation?
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $   

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $ 

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $500

PRIVATE AND CONFIDENTIAL: This document is confidential and contains proprietary information. Neither the document nor any of the 
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200   

EBITDA Multiple?

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $500 

EBITDA Multiple?
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200

EBITDA Multiple? 5 X

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $500

EBITDA Multiple?
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200

EBITDA Multiple? 5 X

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $500

EBITDA Multiple? 2 X
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CFA Pop Quiz: What are A’s and B’s EBITDA 
Multiples?

Company A

Annual Cash Sales: $1,000

Cash COGS + SGA: $  800

Cash CAPX: $  100 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA? $200

EBITDA Multiple? 5 X

Company B

Annual Cash Sales: $1,000

Cash COGS + SGA: $  500

Cash CAPX: $  400 

Annual Free Cash Flow: $  100     in 
perpetuity

Cost of Capital: 10%

Valuation? $1,000

What is annual EBITDA?  $500

EBITDA Multiple? 2 X

LOOKS EXPENSIVE!                        LOOKS CHEAP!
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EBITDA analysis suggests a serious margin issue

UPS

FDX
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Or maybe not…

UPS

FDX
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FDX – Great Stock vs. Great Company
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UPS – Great Stock vs. Great Company
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FDX: Until recently, 20 years of poor performance
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UPS: A stark difference in long-term performance
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OMX: 20 year history of sub-par performance
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ODP: Solid 5-10% returns in long-term performance
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Again, utilizing our database, we can examine 
EBITDA margins – in this case, we see similar margin results

ODP

OMX
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Real operating margin tells a different story

ODP

OMX
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When does EBITDA matter?

E  B  I  T  D  A
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Free Cash Flows (FCF)

Good Negative FCF or Bad Negative FCF?
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HD 1990-2006 – Rising Price with Negative FCF

1996 1997 1998 1999 2000

-$94 -$452 -$142 -$135 -$762

2001 2002 2003 2004 2005

$2,570 $2,053 $3,037 $3,956 $2,603
Sources: Bloomberg & ValueSearch 7™ 

HD FCF 1996-2005
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HD 1990-2000 – Rising Price with Negative FCF
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HD 2000-2005 – Falling Price with Positive FCF
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HD 1990-2006 – When to own it?

1996 1997 1998 1999 2000

-$94 -$452 -$142 -$135 -$762

2001 2002 2003 2004 2005

$2,570 $2,053 $3,037 $3,956 $2,603
Sources: Bloomberg & ValueSearch 7™ 

HD FCF 1996-2005
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SBUX – Good negative FCF or bad negative FCF?
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SBUX – Negative FCF, Signs of a Growing Business

1991 1992 1993 1994 1995

-$8 -$7 -$34 -$87 -$118

1996 1997 1998 1999 2000

-$25 -$74 -$59 -$51 $2
Source: Bloomberg & ValueSearch 7™ 

SBUX FCF 1991-2000
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PSUN – Negative FCF – good or bad?

1995 1996 1997 1998 1999

-$5 $5 -$3 -$1 $9

2000 2001 2002 2003 2004

-$10 -$35 $36 $111 $61
Source: Bloomberg & ValueSearch 7™ 

PSUN FCF 1995-2004
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PSUN – Negative FCF – good or bad?
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To know oneself is 
to study oneself 
in action with 
another person.

-- Bruce Lee 
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EVA©: Economic Value Added

(Operating Profit) – (Charge on Capital Employed)

OR

(ROA-CoCap) * Adjusted Assets

Aka economic profit

Aka residual income
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What was the performance after article publication?

Briggs and Stratton was heralded for its EVA implementation…

Publication Point
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What was the performance after article publication?

Briggs and Stratton was heralded for its EVA implementation…

…which they stuck to for years…

Publication Point

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.



Examples of Stern Stewart’s EVA in practice
Briggs and Stratton

Briggs and Stratton was heralded for its EVA implementation

Articles, and Stern Stewart’s marketing, spoke of EVA adoption

Specifically, magazines in 1994 showed performance

Massively outperforming the market

EVA Adoption Point
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Is EVA “bad”?  No, it must be recognized for its worth…

EVA is a particular metric for a particular behavior

EVA, or any metric, is no substitute for strategy

EVA is no substitute for planning execution
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KO - EVA and a growth mindset…
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AA - EVA and a growth mindset…
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“Take things as they 
are. Punch when you 
have to punch. Kick 
when you have to 

kick.”

-- Bruce Lee 
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Below Cost of Capital
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Above Cost of Capital
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1
1
4 Knowing When to Grow and Where

Knowing where to Grow, Shrink and 

Improve……

What is needed?

1. Understanding what business 

segments  generate “positive 

spread”  (Growth Strategy)

2. Understanding what business 

segments generate “negative 

spread”  (Productivity Strategy)

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.



“I do not fear the man 
who practices 
10,000 kicks

one time… 

I fear the man 
who practices 

one kick 
10,000 times.”    

-- Bruce Lee
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Professor Joel Litman

v.2014 04 12

FIDO 

Why Bruce Lee Would Have Been Great in Finance

Professor Joel Litman

March 2016
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The 8th Wonder of the World
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 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

The 8th Wonder of the World
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"Absorb what is useful, 
discard what is not, add 

what is uniquely your own"

-- Bruce Lee
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Forward ROI' to Current mtb'
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CEO and COO, Fall 2008:

Highly, highly questionable:

“…attendance overall is up…”

“…penthouses have high demand…”

“…increase in ferry usage…”

“…no liquidity problems…”
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