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How does the entity create or provide value?

What resources does it have?

How are they being used (sustainability, growth, prospects)?

What obligations exist, and more generally how is the entity funded?

How (and when) are the obligations being paid and serviced, are there (cash) liquidity risks?

How is revenue generated, is it sustainable, are their growth opportunities in volume or price?

What is the service/product being provided, who is the actual customer?

How are the products and services provided/distributed and paid for?
What costs are incurred to create and deliver the products or services?
How well is management performing, and how should they be compensated?

Where should the incremental capital resources be allocated?

Where are the risks and opportunities (volume, price, cost, supply, credit, competition, ..)?

Is the entity a going concern?

Some Basic Questions/Decisions

What do Managers & Investors Need to Decide On?
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All these require us to look ahead and make a forecast → Uncertainty

Moderador
Notas de la presentación
 



Trevor S. Harris © 2011Trevor S. Harris © 2009
3

General Motors Operating Cycle: The Picture we are 
Trying to Measure and Understand
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Return on Net 
Operating 

Assets 
(RNOA/ROIC=

OPM*Cap 
Efficiency)

The Basic Connection Between Financial 
Statements and Performance Metrics
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Source : Morgan Stanley Research; “The Apples to Apples Earnings Monitor” Trevor Harris, December 10, 2000 
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What Drives Value and Price:
Related to Questions Managers and Investors Should Address

Some Key Questions to Consider:

1. What are the primary sources of 
revenue and revenue growth?

2. How sustainable is the revenue and 
growth? 

3. Where and how can costs be reduced 
or fixed costs leveraged?

4. What activities are most effectively 
using existing capital?

5. Where should we invest new capital or 
release trapped capital?

6. How do liquidity needs and tail-risks 
impact the capital structure, and risk? 

7. What is the impact of existing or new 
businesses on firm profitability and risk 
(marginal analysis matters)?

Operating Leverage

Improving ROIC

Operating Profit Margin
and / or

Operating Asset Efficiency

Value Enhancing New Investments

New Capital * (ROIC – Cost of Capital)

Capital Structure / Efficiency

Change in Uncertainty / Risk

+

+

+

Components in Driving Growth 
in (Shareholder) Value
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Examples Using YPF SA: Assets

6
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How 
Useful 

are 
These?

Or 
These?
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Key Questions to Ask When Analyzing Expenses

•What are the key costs?
•How/Where are they sourced?
•What is the mix of capacity, labor, materials and technology?
•How do these compare with others in the industry?
•For each cost what portion is fixed: over what period &/or volume 
(capacity)?
•How are costs expected to change and why (productivity versus price)?

•The Key in analyzing costs is to understand how to get operating 
efficiency which feeds into operating margins and/or greater 
efficiency (revenue per $ spent) in the use of resources (operating 
assets)

8
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Relating the Profitability Tree to More Detailed Analysis

Source :Morgan Stanley Research; “The Apples to Apples Earnings Monitor” December 10, 2000 
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GM Expenses Breakdown Summary
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PRODUCTION COSTS

2005 2006 2007
Materials and parts 96,225 100,589 106,237 

per unit manufactured $  10,631 $  10,956 $  11,441 

Labor 32,120 28,828 27,221 

per unit manufactured $    3,549 $    3,140 $    2,931 

Depreciation (Capacity) 9,591 8,768 8,709 

per unit manufactured $    3,549 $    3,140 $    2,931 

Warranty expenses 16,602 18,009 18,974 

per unit manufactured $    1,834 $    1,969 $    2,013 

Other 666 906 5,140 

per unit manufactured $          74 $          99 $       553 

2005 2006 2007

Production Costs 155,203 157,100 166,280 

per unit manufactured $    17,147 $   17,119 $   17,876 

Selling Expenses 7,152 7,508 7,927 

per unit sold $          779 $        826 $        846 

G&A 5,851 6,143 6,485 

per unit manufactured $          646 $        669 $        698 

SELLING EXPENSES

2005 2006 2007

Labor 880 713 684 

per unit sold $          96 $          78 $          73 

Advertising 5,800 5,400 5,500 

per unit sold $       632 $       594 $       587 

Depreciation (Capacity) 161 168 173 

per unit sold $          18 $          18 $          18 

Bad Debt Expense 73 56 -

per unit sold $            8 $            6 $           -

Other 238 1,182 1,556 

per unit sold $          26 $       129 $       168 

G&A EXPENSES

2005 2006 2007

Labor 5,720 3,563 3,420 

per unit manufactured $       632 $       388 $       368 

Depreciation (Capacity) 107 112 115 

per unit manufactured $          12 $          12 $          12 

Other 24 2,468 2,950 

per unit manufactured $            3 $       269 $       318 

LABOR EXPENSES

2005 2006 2007

Wages:

Hourly employees 14,256 14,317 13,376 

Salaried employees 11,000 7,125 6,840 

Pension/healthcare 2,214 1,815 4,921 

Legacy costs 11,250 9,846 6,188 

Total 38,720 33,103 31,325 

Due to a huge reduction of over 30% in the 
salaried workforce between 2005 and 2006



Trevor S. Harris © 2011

More Details on Cost of Sales

11

From Argentine GAAP disclosures and MD&A only
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What does the Company Tell Us?
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“Cost of sales
Our cost of sales accounted for 67.7%, 67.5% and 
68.9% of our consolidated net sales in 2010, 2009 
and 2008, respectively. Our cost of sales increased 
between 2008 and 2010, mainly as a result of: 
increased purchases of crude oil from third parties, 
driven by our efforts to maintain our high refinery 
utilization rates in light of our declining production; 
increased purchases of natural gas and diesel 
from third parties; higher labor costs; higher costs 
related to the renegotiation of certain service 
contracts; and inflation.”
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Cost of Sales in 
Detail

13

From Argentine 
GAAP 

disclosures only

Major Costs 
Related to 
Capacity
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Segment Data for the Major Components

14

How can we relate this to the detailed disclosures?
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What Can we Really Learn About Capacity?

15
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Some Other Issues that Complicate Usefulness
• How Much Do Auditors Consider the Business vs. the 

Rules?
• Treatment of Significant Interests – Joint Ventures

– Argentinian GAAP – Proportional
– US GAAP – Equity Accounting

• How to Relate Details in MD&A to Reported Numbers 
and Where Uncertainties Lie especially re:

Volume * Price 

• Choice of Functional Currency
– Argentinian GAAP – Peso
– US GAAP – US Dollar

16
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What is “Real” Cash Flow for Multinationals?

Question: Which $ cash flow measure should be used for evaluating the 
business (or a DCF based valuation)? 

Exchange
Rate

1.48

1.43

1.50

1.46

Cash 
Euro (€)Date

Exchange
Gain/(Loss)

Change in Cash

“Cash Flow”

Mar. 31 (actual)

Mar. 1

Feb. 10

Jan. 1

0

€(300)

€(300)

€ 9,700

(10,500)

10,200

€ 10,000

Cash – US$
Option 1: 
∆ $ Cash

$(244)

$(244)

$14,356

$14,600

Cash – US$
Option 2:

Conversion

$(429)

$(244)

$185

(15,015)

15,300

Cash – US$
Option 3: 
∆ € Cash

$200

$(244)

$(444)



Copyright Trevor S. Harris © 2010, 2011 18

What Lies Ahead? Investor Analysis

Speech in 1984: 

2001 an Accounting Odyssey

Company Ledger Investor / Analyst

Source:
Morgan Stanley Research
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What Lies Ahead? Investor Analysis (cont’d) 

Source:
Morgan Stanley Research
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