
TABLE OF CONTENTS

pREFACE,,,,.....,,.. xi

PART l: ECONOM|C PROGRESS AND
MANAGEMENT,s coRE REsPoNslBltITlEs
CHApTER 1, caPitalism and Economic Progfess. ,..., ,.. ,...,,, , , - ,...,3

A culture ofdynamism ......-,.--.. - - - -,.......4
CEos carryiJrg a torch for free,market capitalism,,.. -...,,,,......,,,.8

John Allison . , , , . . . . . . , , , . . , . , , , . , . . . . . , . , . . . . E

TJ. Rodgers, , , . . , , , , , . , . . . , , . , , . . . . . , , . . . . . , 1 1

JohnMlcke),, ,,,,,,,,,, , ,,, , , , , , , , , , . , . , , l J
Is capitalism a moral systemr...,.,,....,,,, -...,,.,,,....,,,.,,. -...,,.14

CHAPTER 2: The Firmś competitive Life cycle ,..., ,. - ,..., ,, ,. - ,.. 19

Foundational principles-.., , ,...... .. -...,, ,. ,....., ,,...., .., ,....., ,, 20
Thelife-cyclevaluationframework.,,,,--........--..-...----.,.......ZI

Eastman Kodak's failure to adapt , . , ,...,,, ,, -. ....... .. 24
lńĄy the life_cycle framework is so important. -.....,,....... - - - -.... 27
Changing environments and fi Im adaptability ........... _ - - -,...... . 3 o

3M's managerial skill, , , , , , . . . . , , , . . . , , , , , , , .31

Illumina and wealth cfeation,,..,,,......,,...,...,,,,......,.......33
Thecapitalist'sdilemma.....,,..,,.,.,.....,,,......---.-.............36

CHAPTER 3 : The Firmt Purpose and Management'§ Core
ResPonsibilities .., . ,..

Vaking the world a betterplace,.,,,,..,,,,,,
u har i5 ihe firm sPurpose],,,,,,,,,,...,,,,,,
The interrelated cofiponents ofpurpo§e . . . .

The core responsibilities ofmanagement. . . .

#1 To integrate an operationally useful valuatiolr fTamewolk. . , ,

#2 To irse Tesources efficienĄ and organize for
continuou5 improvemenl,,,,,,,,,.,

39

4o

43

43

48

50

52

]



#3 To sustain a knowledge,building culture focused

on irrnovatiofl , , , , , , , , , . . . , , , , , , . . . . . . . , , , , , ,53

Management should stop playing WallStfeet'§ quarteĄ
earnings game - . . . . . . . . . . . . . .. . , . . . . . . . . . . .56

Membership in the beaa-the-fade club: Affażon . , , . - - . . , , , , , . . . . , , , , . 59

PART ll: A KNOWLEDGE-BUlLDlNG CULTURE lS CRlTlCAL
To A FlRM,s LoNG-TERM SURV|VAL AND succEss
CHAPTER 4, The Pivotal Role of\Vorldviews in Building

Knowledge.,.,,,,,-,,, . , . . . . , . . . . . . . . . . - - . . . . . . 67

The wofldyou see .. ,.....,,,.........-,,,68
Krrowledge building looP, , , , , , , , , , . . . . , .,... - -.....,,..,- -----.. 71

Core belief t: past expe.iences shape assumptions . -...,,,,,...,,,,,..74
core be]ief 2: langliage is perceptiorr s silent paftner,....., ,.,., .. . , , ,76

CoIe belief3: imProve pedofmance by identiĄ,ing and

fixingasystem'skeyconstTaints,,......,,,.,,..,,,,-,,,,,,..,.,,,..,..80
core belief 4: behavio. is control of Perception..,,....,,,,,,.,,,,,,,. 83

Why Michelin run,flat tires failed.,, :,,,...,,, - -...,,. -.........,, - - - a7



Can America sustain a cultule supportive offree-mafket
caPitalism), , , , , , . . , , , , . . . . , , , . . , . , , , , , . , . , , , , , l l 1

Koch Indu§tries. , , . . , , ,.,,....,..,..,..,,,,1l3
vision,,,,,. _... _,..... , , , , _ , , , , , , , , . . , , , , , , 115

Virtue and talents.... . ,. , ,, . , 1r5

Knowledge processes , ,---.....-----..-.-- 116

Decision rights , , , , . . . ...,,..,, ...,lró
Incentives, , , , , , , , , - - . . . .,,,...,,.,,,.....,,117

PART lll: THE FIRM'S PERFORMANCE AND VALUAT|ON
CHApTER 6, Valuation lrrsights, Life-Cycle Reviews, and
Integrated Reporting. .....,,,..,,,,,,-,,.,,,,,- l21

Both levels and changes in stock pdces ale imPofta]rt
to understand . , , , . . , , , . . . . . . . , - , . , . . . . . . . . . . . 122

Net cash receipt§ . . . . , , _ - , - -. - - - - - - - - - - - - - - - - , lz4
Components of the life-cycle valuation model,,.,, - - - - -..... - - - - - -,. 7Z7

Wtat really causes big, long_term moves in stock P ce§?....,....., l30
The firm's black box, intangible asśets, and oiganiżational
capital ,,_.....,,,,,,,,, . , . , _ _ _ _.... _ _ _ _ , . . . .., 733

The need lor Life-Cycle Reviews. . , , . . . . . . , , , . . . . . . .. . . . . . . . . , , . . . . ., 137

Life cycle Revielńr (LCR) objectives,,,.,,,,,,,. _. . ..,,. ...,., r39

#1 Value,relevant track records , , - - . , . , , , , , . . . . . , , . . . , . , , , , , . . . , . , l39
#2 strategy arrd leinvestment , , , , . , , , , , , . , , . . , .. - -..... - - -- -... - - - 14o

#3 Intangible assets,, . . , , , , , , , , , , , , _ . . , , , , 140

Beneflts from Life cycie Reviews,,,...,,.,...,,,,,,,.,,,,,,,...,,,,, 1,1l

#1 Gain more long-term investofi in ńe film's
sharehoider base, . . . , , , , , . . . . , , , , , , . . , , , , , . 141

#2 Earn the right to Purposively depreśs quarteĄ results
to create long-term value ,,,,,,, -...,,. -......,,,,,,,,,,,,. -.,..,,. 141

#3 Improve communicatiońs with a common
vaiuation language.,, _ _ _.. _ _ _ _ _. _ _..- - - - -, 142

#4 Apply what is learned from life cycle valuation

Principles to executive comPen§ation . , , , , , , , , - -.. - - - - --- -- --, -, -- 14ż



#5 Get engaged with a leaming plocess about

intangible assets,..... " , , , , , , , - , , , , , , , - - 143

The Integrated RePorting movement, . . . , , , """ "", """, " r44

CHAPTER 7: The valuatio11 olFirms should Be a Continual

Leaffring Plocess ------""-"" """-""753
EaĄ develoPment ofthe CFROIlife cl,cle valuation model",,,, " 154

Ten clitical ideas to connect lina§cial performance to valuation ,,, 155

#1 Adju§tment for inflation/deflation. . " " " , , ", , ,",,,"" 155

#2 Project economic retufn , , . , . . . , , , , . . . , , , , , , , """, """,156
#3 cross-sectional economic letufn .., ,...., " ", " " " " , -, 156

#4 Defrnitionofnet cashreceipts .,,,,..,,,, " " """"""""156
#5 systems ńinking.
#6 For"$rald,1ooking investofs' discount late . .

#7 Evaluatins the valuation mode|, , , , ,..., ,.

#8 Avoid using a cApM,Beta equity co§t of caPital ",, , " " ", , ,

#9 Intangibles and the art oflife-cyde fade forecasting " " " " "
# l0 A system§,based valuation research methodoiogy, , , , , , , ,

Modelcorporation,...
Futule Re§earch. ,.., ,,

CHAPTER s: The Quest for High Pedormance and Concluding

Theha}o effect..,.,,,.,,,,.,,,,..
Experi$entation, feedback, and adaptation ., ,

157

r59

160

163

165

167

17o

|76

JcPenney! life-cycle transition

Intuit'§ learning culnrte...,.,,,

779

181

l83
184

la7
l90
193

197

2lI

Stntegy and execution,,.,,,

Apathforward,,,,,.-.

NoTEs

REFERENCES


