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34
Applebee’s
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balance sheet issues, 20–21
Barron’s rankings, 30–31

bonus buybacks, 58
book gain vs. cash gain, 37
Buffett, Warren, 31–32
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buy, sell or hold decision, 150
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free cash flow deployment, 56–59
free cash flow worksheet, 80–81

buy-side users, 31

Capex (capital expenditures), 45–46
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defined, 20
free cash flow worksheet, 71–72
and investor return, 49
magnitude and risk, 46–47
maintenance, 53
new, 53
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105–106
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Capex transfer, 48
Capex visibility, 48–49
capital equipment leases, 72
capital use, 34
cash consumption, 45
cash from operations (CFO), 37, 109
cash gain vs. book gain, 37
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projection, 148–149
cash sources and deployments, 78–79
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chief executive officers (CEOs)
incentive compensation of, 137–143
and investor return, 149
letter to shareholders from, 129–135
quarterly earnings conference call,

135–137
responsibility of, 115
three jobs of, 135

company return vs. investor return, 78
compensation committee, 140
Comiskey, Eugene E., 20, 71
Creating Shareholder Value: A Guide

for Managers and Investors
(Rappaport), 29

Creative Cash Flow Reporting:
Uncovering Sustainable Financial
Performance (Mulford and
Comiskey), 19, 71

currency translation losses, 112
current ratio, 21

days receivables, 107
debt

vs. equity, 11–12
free cash flow deployment, 60–61
free cash flow worksheet, 82
investing fundamentals, 6–9

defensive buybacks, 58
delusional buybacks, 58–59
depreciation expense, 18
dilutive effect on earnings per share, 56
discounted cash flow (DCF) models,

125–126
discount rates, 29
diversification for individual investors,

150–151
dividenditus, 63
dividends, 59–60, 81

earnings per share (EPS)
accretive or dilutive effect on, 56
vs. free cash flow per share (FCS),

111, 118
earnings per share (EPS) models, 125,

127

EBITDA (earnings before interest, taxes,
depreciation, and amortization),
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EDGAR, 137
EPS Misses, 33–34
equity, 9–11
equity metrics, 101
equity mutual funds, 151
equity vs. debt, 11–12
“exploiting the Government number”,
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FAS 95, 33
FASB staff findings, 32
Financial Accounting Standards Board

(FASB), 32
fixed assets and depreciation, 21–22
Forsythe, Greg, 30
14A proxy filing, 137
free cash flow, 25–34

components of, 49–50
free cash flow statement, 49–50
free cash flow versus net income,

27–28
investing fundamentals, 2–3
media usage of FCF term, 32
private equity firms, 31

Free Cash Flow and Shareholder Yield:
New Priorities for the Global
Investor (Priest and McClelland),
51, 139

free cash flow deployment, 53–64
acquisitions, 54–56
buybacks, 56–59
debt, 60–61
dividends, 59–60
projecting investor return, 61–64

free cash flow margin, 106–107
free cash flow per share (FCS), 11, 33,

107–108
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free cash flow worksheet
acquisitions, 80
adjustments to GAAP cash flow,

68–71
from the balance sheet, 72
buybacks, 80–81
Capex, 71–72
cash sources and deployments, 78–79
debt, 82
dividends, 81
entering historical data, 68
free cash flow statement, 73–74
GAAP Data, 74–75
GAAP data, percentages, and per

share data, 95–96
incremental data and company’s

reinvestment return, 77–78, 96
investor return projection, 96–98
operating cash flow, 71
operations, 82–83
percentages, 75–76
per share data, 76–77
projecting acquisitions, 87–88
projecting cash sources, 86–87
projecting change in share value due

to change in debt, 91–94
projecting change in share value due

to change in the number of shares,
88–90

projecting change in share value from
operations, 94

projecting free cash flow, 83–85
projecting investor return from

dividends, 90–91
return multiple, 98–100
worksheet features, 66–68

free cash flow yield, 50–52, 98
front door buybacks, 58
future cash flows, 2
“Fuzzy Numbers” (Henry), 17

GAAP (generally accepted accounting
principles)

accrual abuse, 17
accrual accounting, 15

cash flow adjustments, 68–71
cash flow statement, 19–20
competing theories, matters of

opinion, political compromises,
16–17

errors bred by complexity, 17
gap of, 18
investing fundamentals, 12

GaveKal, 48
Goebel, David, 132
Goedhart, Marc, 29
Goldman Sachs, 30
goodwill amortization, 56
government numbers, 109–110
gross profit margin, 43

Hagstrom, Robert G., Jr., 32
Henry, David, 17
historical data, 68

IHOP
CEO priorities, 133
six companies study, 101, 118–121

incremental data and company’s
reinvestment return, 77–78, 96

investor diseases, 59
investor return projection, 96–98
investor return vs. company return, 78

Jackson, Cecil W., 18

Koller, Tim, 29

leverage and debt service, 22
liquidity, 21

maintenance Capex (capital
expenditures), 53

McClelland, Lindsay, 51, 139
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CEO priorities, 130
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media usage of FCF term, 32
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net cash provided by operating activities
(net CFO), 37

net change in working capital, 25
net income, 18, 25
net nonworking capital items, 109–111
new Capex (capital expenditures), 53
nonbuybacks, 58
noncash expense, 25
notes, 23

operating cash flow. See also net cash
provided by operating activities
(net CFO)

free cash flow statement, 43–44
free cash flow worksheet, 71

operating cash flow margin (OCFM),
85, 103–105

operating lease payments, 22
outsourcing, 48
Overton, David, 118

Panera Bread
CEO priorities, 131
six companies study, 101, 113–114

Pei Wei, 108
percentage change in revenues,

102–103
percentages, 75–76
per share data, 76–77
P. F. Chang’s Bistro

CEO priorities, 132
six companies study, 101, 115–116

Pollock, Alex J., 16
price, 1–2
price-to-earnings ratios (PEs), 5, 50
price-to-earnings ratios (PEs) models,

125, 127
Priest, Bill, 51, 139
private company versus public

company, 12–13
private equity firms, 31
projecting acquisitions, 87–88
projecting cash sources, 86–87
projecting change in share value due to

change in debt, 91–94

projecting change in share value due to
change in the number of shares,
88–90

projecting change in share value from
operations, 94

projecting free cash flow, 83–85
projecting investor return, 61–64
projecting investor return from

dividends, 90–91

quarterly earnings conference call,
135–137

Rappaport, Alfred, 29
reconciliation of net income and free

cash flow, 25–27
required return, 12
restricted stock units (RSUs), 139
return and price, 4–6
return multiple, 4, 98–100
return multiple use, 149
return on equity, 22–23, 121–124
revenues, 41–43, 102
risk and return, 3

sale of assets, 86
scheduled debt, 92
Schwab Equity Ratings (SER) model, 30
screener selection (of stocks), 146
sell-side analysts, 124
shareholder return and company

performance, 138
Siegel, Jeremy, 59
six companies study, 101–128

Applebee’s, 114–115
Capex as a percentage of revenues,

105–106
Cheesecake Factory, 116–118
free cash flow margin, 106–107
free cash flow per share, 107–108
the government number, 109–110
IHOP, 118–121
McDonald’s, 111–113
net nonworking capital items,
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operating cash flow margin,
103–105

Panera Bread, 113–114
percentage change in revenues,

102–103
P. F. Chang’s Bistro, 115–116
revenues, 102
sell-side analysts, 124
take your pick, 125–128
Three Musketeers without new unit

Capex, 121
total returns, 125
whose return on equity?, 121–124

Six Restaurants file, 96
Skinner, Jim, 130
Smith Barney, 30
source of cash, 107
Stewart, Julia, 121
stock candidates, 147
stock price graphs, 125
surplus, defined, 2

take your pick, 125–128
The Essential Buffett: Timeless

Principles for the New Economy
(Hagstrom), 32

The Future for Investors: Why the Tried
and the True Triumph over the
Bold and the New (Siegel), 59

“The Opaque Accounting Syndrome
Thicket” (“TOAST”), 114

Three Musketeers
defined, 104
as growth stocks, 107
without new unit Capex, 121

total free cash flows, 11
total returns, 122, 125

unit returns vs. total returns, 122
universal definition of free cash flow,

28–29
U.S. Treasury securities, 3

Valuation: Measuring and Managing
the Value of Companies. (Koller,
Goedhart and Wessels), 29

Wall Street Journal, 147, 171
Wessels, David, 29
Wilcox, Kenneth, 17
working capital, 21

changes in, 70
effect on FCF by, 116
net change in, 25

working capital change, 44–45
worksheet features, 66–68
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