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 Opening Framework: The Applied Diagnostic Map 

The applied system begins from a simple diagnostic rule: a 

company should not be judged by one ratio, one profit figure, 

one valuation output, or one year of performance. A firm absorbs 

capital, transforms it into return, converts return into income and 

cash, allocates the surplus, manages financing claims, and enters 

the next period with a stronger or weaker capital state. 

 

The closed-loop task is therefore not merely to calculate value. 

It is to test whether capital, return, income, cash flow, financing, 

reinvestment, and terminal value tell the same economic story. 

 
Layer Core question Primary instruments Decision use 

 

Capital 
What productive capital is 

actually employed? 

Operating invested capital; 

operating equity; capital-
boundary map 

 

Defines the diagnostic base. 

Return 
What coefficient transforms 

capital into income? 

ROIC; ROE; operating-equity 

return; WACE bridge 

Separates productivity from 

leverage. 

Income 
What economic outcome is 
produced? 

NOPLAT; net income; EVA; 
residual income 

Tests quality and sustainability. 

Cash 
Does income convert into 

distributable capacity? 

FCFF; FCFE; reinvestment; 

debt flows 

Tests credit and dividend 

capacity. 
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Abstract 

This companion volume develops Applied Closed-Loop Capital Allocation as a practical financial-radiology system for 

diagnosing the firm as a living capital engine. It connects operating invested capital, ROIC, WACC, WACE, EVA, DCF, 

FCFF, FCFE, residual income, cash conversion, leverage quality, terminal value, and management discipline into a 

single decision architecture. The central proposition is that investment, credit, governance, and risk decisions become 

more reliable when financial outputs are not read as isolated ratios but as mutually checking evidence within the capital-

return-income-cash-flow-value loop. 

 

The article is organized as a structured set of diagnostic protocols. Each protocol defines the diagnostic object, the 

mechanism being tested, the evidence required, the decision use, and the warning signal that indicates structural 

weakness. The result is a practical framework for capital allocation, borrower assessment, board oversight, peer 

ranking, product-line approval, and institutional monitoring. 



Value Do valuation paths converge? 
DCF; EVA; residual income; 
terminal value 

Tests the investment 
conclusion. 

Management 
Does strategy improve the next 

capital state? 

Capital-allocation scorecard; 

project EVA; governance review 
Tests managerial craft. 

 

Table 1: Diagnostic map of the firm 
 

Literature Positioning and Contribution 

The applied system does not reject DCF, EVA, residual income, 

ROIC, WACC, WACE, credit analysis, or governance theory. It 

reorganizes them into a discipline of cross-examination. Each 

method keeps its analytical role, but no method is allowed to stand 

alone when the surrounding capital system contradicts it. 

 
Established field Conventional focus Closed-loop extension 

 

DCF valuation 

 

Present value of forecast cash flows 

Tests whether DCF value is consistent with 

EVA, FCFE, FCFF, residual income, and 

terminal value. 

EVA / economic profit Return above the cost of capital 
Reads spread as a management-quality 

and reinvestment-discipline signal. 

 

ROIC analysis 

 

Operating productivity 

Turns ROIC into the transformation 

coefficient connecting capital to income and 

value. 

WACC / cost of capital Required return 
Uses WACC both as a valuation input and 

as a structural hurdle for capital allocation. 

Residual income 
Equity value from book capital plus residual 

earnings 

Reconciles equity absorption with operating 

surplus and net income. 

 

Credit risk 

 

Debt service and repayment capacity 

Tests whether debt service is supported by 

operating economics rather than temporary 

accounting appearance. 

 

Table 2: Literature bridge and closed-loop extension 

 

Methodology and Evidence Protocol reconciles income and cash, tests valuation convergence, interprets 

The methodology is reconstructive. The analyst defines the 

productive capital boundary, maps the return coefficient, 

divergence, and translates the result into an investment, credit, 

governance, risk, or management decision. 

 
Step Test Pass condition Failure signal 

1 Capital-boundary test 
Operating capital is consistently 
defined and traceable. 

Capital base changes without 
explanation. 

2 Return-transformation test 
ROIC and related returns 

explain income formation. 

Reported income cannot be 

traced to productive capital. 

 

3 

 

Cash-conversion test 
Income converts into 

FCFF/FCFE capacity after 
reinvestment. 

Earnings rise while cash 

discipline weakens. 

 

4 

 

Convergence test 

DCF, EVA, FCFF, FCFE, 

residual income, and terminal 

logic are reconcilable. 

Valuation outputs diverge 

without economic explanation. 

5 Decision test The result translates into 
investment, credit, governance, 

and management action. 

The analysis remains 
descriptive and does not guide 

decisions. 

Table 3: Closed-loop methodology protocol 
 

Identity Diagnostic interpretation 

Operating capital x ROIC -> NOPLAT 
Operating capital is the productive base; ROIC is the transformation 

coefficient. 

NOPLAT - capital charge -> EVA 
Economic profit tests whether operations exceed the required 

return. 

FCFF -> enterprise value 
Free cash flow tests whether operating surplus can support firm 
value. 

FCFE -> equity value 
Shareholder cash flow tests equity absorption after debt and 
reinvestment. 

Book equity + present value of residual income -> equity value Residual income links book capital to shareholder value. 

DCF, EVA, FCFF, FCFE, residual income, terminal value -> 
convergence test 

Multiple routes should reconcile when assumptions and definitions 
are coherent. 

Table 4: Core structural identities 



Part I - Foundations: The Firm as a Living Capital System 

Defines the firm as an interconnected capital organism and 

establishes why isolated metrics must be subordinated to the 

capital system that produced them. 

 

1. The Firm as a Capital Organism 

This chapter treats the firm as a capital organism as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that the firm is treated as a living capital organism rather 

than a static collection of accounts. 

 

The diagnostic work concentrates on capital intake, operating 

transformation, income formation, reinvestment, financing claims, 

and next-period capital state. The purpose is to determine whether 

the observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

 

Its practical use is direct: it prevents the analyst from judging the 

firmby a single earnings figure or market multiple. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object The Firm as a Capital Organism 

Closed-loop thesis 
The firm is treated as a living capital organism rather than a static 

collection of accounts. 

Core mechanism 
Capital intake, operating transformation, income formation, 

reinvestment, financing claims, and next-period capital state. 

Primary decision use 
Prevents the analyst from judging the firm by a single earnings 

figure or market multiple. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

2. Why Isolated Ratios Mislead 

This chapter treats why isolated ratios mislead as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that ratios become reliable only when placed inside the 

capital system that produced them. 

 

The diagnostic work concentrates on ratio ambiguity, capital 

boundaries, leverage effects, earnings quality, and cash conversion. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it prevents high roe or high margin 

from being mistaken for true operating strength. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Why Isolated Ratios Mislead 

Closed-loop thesis 
Ratios become reliable only when placed inside the capital system 

that produced them. 

Core mechanism 
Ratio ambiguity, capital boundaries, leverage effects, earnings 

quality, and cash conversion. 

Primary decision use 
Prevents high roe or high margin from being mistaken for true 

operating strength. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

3. Operating Capital as the Productive State Variable 

This chapter treats operating capital as the productive state variable 

as an applied diagnostic question rather than a descriptive heading. 

The central thesis is that operating capital is the state variable that 

carries the firm from one period to the next. 

 

The diagnostic work concentrates on productive capital employed, 

operating invested capital, operating equity, and non-operating 



roic, eva, fcff, fcfe 

exclusions. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it anchors roic, eva, fcff, fcfe, and 

reinvestment decisions to one coherent base. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Operating Capital as the Productive State Variable 

Closed-loop thesis 
Operating capital is the state variable that carries the firm from one 

period to the next. 

Core mechanism 
Productive capital employed, operating invested capital, operating 

equity, and non-operating exclusions. 

Primary decision use 
Anchors ROIC, EVA, FCFF, FCFE, and reinvestment decisions to one 
coherent base. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

Part II-Financial Radiology and Diagnostic Coordinates 

Turns financial statements into diagnostic evidence and defines the 

capital boundaries needed for reliable analysis. 

 

4. The Financial Statements as a Clinical Record 

This chapter treats the financial statements as a clinical record as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that financial statements are read as a clinical 

record of capital behavior. 

 

The diagnostic work concentrates on income statement, balance 

sheet, cash-flow logic, accruals, reinvestment, and debt flows. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it turns accounting data into diagnostic 

evidence rather than isolated reporting. The conclusion should 

therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object The Financial Statements as a Clinical Record 

Closed-loop thesis 
Financial statements are read as a clinical record of capital 
behavior. 

Core mechanism 
Income statement, balance sheet, cash-flow logic, accruals, 

reinvestment, and debt flows. 

Primary decision use 
Turns accounting data into diagnostic evidence rather than isolated 

reporting. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

5. Financial Radiology of the Firm 

This chapter treats financial radiology of the firm as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that financial radiology is the act of seeing through the 

surface of the firm into the capital engine. 

 

The diagnostic work concentrates on internal capital circulation, 

operating anatomy, return pathways, risk signals, and value 

creation. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it helps boards and lenders identify 

structural weakness before it appears as crisis. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 



EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Financial Radiology of the Firm 

Closed-loop thesis 
Financial radiology is the act of seeing through the surface of the 

firm into the capital engine. 

Core mechanism 
Internal capital circulation, operating anatomy, return pathways, risk 

signals, and value creation. 

Primary decision use 
Helps boards and lenders identify structural weakness before it 

appears as crisis. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

6. Capital Boundaries and Diagnostic Coordinates 

This chapter treats capital boundaries and diagnostic coordinates 

as an applied diagnostic question rather than a descriptive heading. 

The central thesis is that a valuation system is only as reliable as 

the boundaries used to define capital. 

 

The diagnostic work concentrates on operating versus non-

operating assets, invested capital, operating equity, debt claims, 

and tax effects. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it prevents definition drift from 

contaminating roic, eva, and valuation outputs. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Capital Boundaries and Diagnostic Coordinates 

Closed-loop thesis 
A valuation system is only as reliable as the boundaries used to 
define capital. 

Core mechanism 
Operating versus non-operating assets, invested capital, operating 

equity, debt claims, and tax effects. 

Primary decision use 
Prevents definition drift from contaminating roic, eva, and valuation 
outputs. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

Part III - The Closed-Loop Diagnostic Model 

Develops the return, conservation, convergence, and invariance 

logic that makes the system testable. 

 

7. Return as a Transformation Mechanism 

This chapter treats return as a transformation mechanism as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that return is the transformation coefficient that 

converts capital into income. 

 

The diagnostic work concentrates on ROIC, ROE, WACE, 

NOPLAT, net income, and operating-equity absorption. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

 

Its practical use is direct: it separates operating productivity from 

financial amplification. The conclusion should therefore lead to a 

clear action - approve, reject, monitor, restructure, rank, or escalate 

- rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



Roic, roe, wace, noplat, 

Diagnostic element Edited companion-volume formulation 

Analytical object Return as a Transformation Mechanism 

Closed-loop thesis 
Return is the transformation coefficient that converts capital into 

income. 

Core mechanism 
ROIC, ROE, WACE, NOPLAT, net income, and operating-equity 

absorption. 

Primary decision use Separates operating productivity from financial amplification. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

8. Capital-Return Conservation 

This chapter treats capital-return conservation as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that the same economic outcome should be traceable 

through capital, return, income, and value. 

 

The diagnostic work concentrates on capital-return mapping, 

income equality, eva spread, and convergence across layers. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it tests whether the financial system 

preserves economic meaning across methods. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Capital-Return Conservation 

Closed-loop thesis 
The same economic outcome should be traceable through capital, 

return, income, and value. 

Core mechanism 
Capital-return mapping, income equality, eva spread, and 

convergence across layers. 

Primary decision use 
Tests whether the financial system preserves economic meaning 

across methods. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

9. Multi-Path Convergence 

This chapter treats multi-path convergence as an applied diagnostic 

question rather than a descriptive heading. The central thesis is that 

a robust valuation is corroborated when independent paths point to 

the same conclusion. 

 

The diagnostic work concentrates on dcf, eva, fcff, fcfe, residual 

income, and terminal value. The purpose is to determine whether 

the observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

Its practical use is direct: it turns valuation from permissive 

estimation into structural cross-examination. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



 

Diagnostic element Edited companion-volume formulation 

Analytical object Multi-Path Convergence 

Closed-loop thesis 
A robust valuation is corroborated when independent paths point to 

the same conclusion. 

Core mechanism Dcf, eva, fcff, fcfe, residual income, and terminal value. 

Primary decision use 
Turns valuation from permissive estimation into structural cross-

examination. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 

10. Structural Invariance and Financial Reality 

This chapter treats structural invariance and financial reality as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that the model distinguishes real economic 

structure from presentation effects. 

 

The diagnostic work concentrates on invariance under consistent 

definitions, scenario comparison, and fixed/floating wacc checks. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it exposes whether valuation is stable 

or merely assumption-sensitive. The conclusion should therefore 

lead to a clear action - approve, reject, monitor, restructure, rank, 

or escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Structural Invariance and Financial Reality 

Closed-loop thesis 
The model distinguishes real economic structure from presentation 
effects. 

Core mechanism 
Invariance under consistent definitions, scenario comparison, and 

fixed/floating wacc checks. 

Primary decision use 
Exposes whether valuation is stable or merely assumption- 

sensitive. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

 Management Quality and Capital Allocation 

Translates capital discipline into management-quality and board-

level scorecards. 

 

11. Management Quality as Capital Discipline 

This chapter treats management quality as capital discipline as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that management quality is measured by the 

discipline with which capital is allocated and renewed. 

 

The diagnostic work concentrates on reinvestment returns, spread 

persistence, leverage quality, cash conversion, and capital-cycle 

improvement. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it connects strategy to observable capital 

outcomes. The conclusion should therefore lead to a clear action - 

approve, reject, monitor, restructure, rank, or escalate - rather than 

to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



 

Diagnostic element Edited companion-volume formulation 

Analytical object Management Quality as Capital Discipline 

Closed-loop thesis 
Management quality is measured by the discipline with which 

capital is allocated and renewed. 

Core mechanism 
Reinvestment returns, spread persistence, leverage quality, cash 
conversion, and capital-cycle improvement. 

Primary decision use Connects strategy to observable capital outcomes. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 

12. Capital Allocation Scorecard 

This chapter treats capital allocation scorecard as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that capital allocation becomes governable when translated 

into a scorecard. 

 

The diagnostic work concentrates on eva spread, reinvestment 

discipline, return persistence, cash conversion, and terminal-

value quality. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it gives the board a practical language for 

capital decisions. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Capital Allocation Scorecard 

Closed-loop thesis 
Capital allocation becomes governable when translated into a 

scorecard. 

Core mechanism 
Eva spread, reinvestment discipline, return persistence, cash 
conversion, and terminal-value quality. 

Primary decision use Gives the board a practical language for capital decisions. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

Part-V Investment Analysis and Equity Value Creation 

Shows how closed-loop evidence disciplines the equity investment 

decision. 

 

13. Investment Diagnosis and Shareholder Value 

This chapter treats investment diagnosis and shareholder value as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that equity value is strongest when shareholder 

claims are supported by operating economics and cash. 

 

The diagnostic work concentrates on roic, eva, dcf, fcfe, residual 

income, and market interpretation. The purpose is to determine 

whether the observed financial result is supported by operating 

reality, cash discipline, and coherent capital behavior rather than 

by presentation effects, temporary accounting appearance, or 

leverage amplification. 

 

Its practical use is direct: it separates value creation from 

accounting appearance or market enthusiasm. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Investment Diagnosis and Shareholder Value 

Closed-loop thesis 
Equity value is strongest when shareholder claims are supported by 
operating economics and cash. 

Core mechanism Roic, eva, dcf, fcfe, residual income, and market interpretation. 

Primary decision use 
Separates value creation from accounting appearance or market 
enthusiasm. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 



Part-VI Credit Diagnosis, Banking Risk, and Borrower 

Sustainability 

Applies the operating-capital engine to borrower quality and 
debt-service capacity. 

 
14. Credit Diagnosis and Debt-Service Capacity 

This chapter treats credit diagnosis and debt-service capacity as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that debt-service capacity must be read through the 

operating capital engine, not static ratios alone. 

 

The diagnostic work concentrates on fcff, ebitda quality, 

reinvestment, leverage, maturity profile, and cash conversion. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

 

Its practical use is direct: it helps banks distinguish a strong 

borrower from a temporarily liquid borrower. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Credit Diagnosis and Debt-Service Capacity 

Closed-loop thesis 
Debt-service capacity must be read through the operating capital 

engine, not static ratios alone. 

Core mechanism 
Fcff, ebitda quality, reinvestment, leverage, maturity profile, and 

cash conversion. 

Primary decision use 
Helps banks distinguish a strong borrower from a temporarily liquid 

borrower. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

Part-VII Governance, Board Oversight, and Strategic 

Control 

Turns governance into a capital-accountability system for boards 

and senior management. 

 

15. Governance and Board-Level Oversight 

This chapter treats governance and board-level oversight as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that governance becomes effective when the board 

can trace strategy to capital consequences. 

 

The diagnostic work concentrates on capital-allocation approvals, 

risk limits, dividend policy, leverage decisions, and management 

incentives. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it moves oversight from narrative review 

to diagnostic accountability. The conclusion should therefore lead 

to a clear action - approve, reject, monitor, restructure, rank, or 

escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Governance and Board-Level Oversight 

Closed-loop thesis 
Governance becomes effective when the board can trace strategy 

to capital consequences. 

Core mechanism 
Capital-allocation approvals, risk limits, dividend policy, leverage 

decisions, and management incentives. 

Primary decision use Moves oversight from narrative review to diagnostic accountability. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

Part VIII - Risk, Fragility, and Early Warning 

Reads risk as deterioration in coherence among capital, income, 

cash, leverage, and value. 

16. Risk as Loss of Structural Coherence 

This chapter treats risk as loss of structural coherence as an applied 

diagnostic question rather than a descriptive heading. The central 
thesis is that risk is read as the progressive loss of coherence 

 among capital, return, income, cash, and value.  



The diagnostic work concentrates on divergence signals, declining 

spread, fragile leverage, weak cash conversion, and terminal-value 

dependence. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it provides early warning before distress 

becomes visible. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Risk as Loss of Structural Coherence 

Closed-loop thesis 
Risk is read as the progressive loss of coherence among capital, 

return, income, cash, and value. 

Core mechanism 
Divergence signals, declining spread, fragile leverage, weak cash 

conversion, and terminal-value dependence. 

Primary decision use Provides early warning before distress becomes visible. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

17. Cash Conversion and Earnings Quality 

This chapter treats cash conversion and earnings quality as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that earnings quality is tested by the capacity of 

income to become durable free cash flow. 

 

The diagnostic work concentrates on working capital, accruals, 

reinvestment, fcff, fcfe, and debt-service capacity. The purpose 

is to determine whether the observed financial result is supported 

by operating reality, cash discipline, and coherent capital behavior 

rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it prevents profit from being treated 

as value when cash conversion is weak. The conclusion should 

therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Cash Conversion and Earnings Quality 

Closed-loop thesis 
Earnings quality is tested by the capacity of income to become 

durable free cash flow. 

Core mechanism 
Working capital, accruals, reinvestment, fcff, fcfe, and debt-service 
capacity. 

Primary decision use 
Prevents profit from being treated as value when cash conversion 
is weak. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

18. Leverage Quality and Financing Discipline 

This chapter treats leverage quality and financing discipline as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that leverage is productive only when it finances 

returns that exceed the full cost of capital. 

 

The diagnostic work concentrates on debt cost, tax shield, roe 

amplification, wacc, fcfe, and refinancing pressure. The purpose 

is to determine whether the observed financial result is supported 

by operating reality, cash discipline, and coherent capital behavior 

rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it distinguishes disciplined leverage from 

financial fragility. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



Diagnostic element Edited companion-volume formulation 

Analytical object Leverage Quality and Financing Discipline 

Closed-loop thesis 
Leverage is productive only when it finances returns that exceed 

the full cost of capital. 

Core mechanism 
Debt cost, tax shield, roe amplification, wacc, fcfe, and refinancing 

pressure. 

Primary decision use Distinguishes disciplined leverage from financial fragility. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 

Part IX - New Product Lines, Expansion Projects, and 

Incremental EVA 
Converts growth and expansion decisions into incremental capital-

productivity tests. 

 

19. Strategic Expansion and New Product Lines 

This chapter treats strategic expansion and new product lines as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that strategic expansion should be accepted only 

when incremental capital improves the closed loop. 

 

The diagnostic work concentrates on incremental investment, 

product-line roic, eva spread, payback discipline, and financing 

effects. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it connects growth decisions to shareholder 

value and credit sustainability. The conclusion should therefore 

lead to a clear action - approve, reject, monitor, restructure, rank, 

or escalate - rather than to a passive description of ratios. 

 
Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Strategic Expansion and New Product Lines 

Closed-loop thesis 
Strategic expansion should be accepted only when incremental 
capital improves the closed loop. 

Core mechanism 
Incremental investment, product-line roic, eva spread, payback 

discipline, and financing effects. 

Primary decision use 
Connects growth decisions to shareholder value and credit 
sustainability. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

20. Incremental EVA and Project Acceptance 

This chapter treats incremental eva and project acceptance as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that a project creates value only when incremental 

returns exceed the required return after reinvestment. 

 

The diagnostic work concentrates on incremental noplat, 

incremental operating capital, wacc, eva, and cash conversion. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it converts project approval into a capital 

productivity test. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



roe 

Diagnostic element Edited companion-volume formulation 

Analytical object Incremental EVA and Project Acceptance 

Closed-loop thesis 
A project creates value only when incremental returns exceed the 

required return after reinvestment. 

Core mechanism 
Incremental noplat, incremental operating capital, wacc, eva, and 

cash conversion. 

Primary decision use Converts project approval into a capital productivity test. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

21. Five-Year and Ten-Year Structural Review 

This chapter treats five-year and ten-year structural review as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that management capability becomes visible 

through repeated capital behavior across time. 

 

The diagnostic work concentrates on longitudinal roic, eva 

persistence, capital-cycle changes, reinvestment, and convergence 

patterns. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it separates one-year performance from 

durable managerial craft. The conclusion should therefore lead to a 

clear action - approve, reject, monitor, restructure, rank, or escalate 

- rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Five-Year and Ten-Year Structural Review 

Closed-loop thesis 
Management capability becomes visible through repeated capital 
behavior across time. 

Core mechanism 
Longitudinal roic, eva persistence, capital-cycle changes, 

reinvestment, and convergence patterns. 

Primary decision use Separates one-year performance from durable managerial craft. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

Part-X Peer Ranking, Portfolio Decisions, and Market 

Discipline 

Extends the model to peer comparison, bank portfolios, 
investment committees, and regulatory monitoring. 

 
22. Peer Ranking by Closed-Loop Quality 

This chapter treats peer ranking by closed-loop quality as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that peers should be ranked by capital efficiency, 

value creation, cash discipline, and coherence. 

 

The diagnostic work concentrates on industry comparison, 

operating capital intensity, eva spread, cash conversion, leverage 

quality, and convergence. The purpose is to determine whether 

the observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

 

Its practical use is direct: it prevents leverage-driven ROE 

from being mistaken for superior management. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Peer Ranking by Closed-Loop Quality 

Closed-loop thesis 
Peers should be ranked by capital efficiency, value creation, cash 
discipline, and coherence. 

Core mechanism 
Industry comparison, operating capital intensity, eva spread, cash 

conversion, leverage quality, and convergence. 

Primary decision use 
Prevents leverage-driven ROE from being mistaken for superior 
management. 



 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

23. Bank Portfolio Monitoring 

This chapter treats bank portfolio monitoring as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that a bank portfolio can be monitored by structural 

deterioration before covenant breach. 

 

The diagnostic work concentrates on borrower scorecards, early-

warning signals, cash-flow sustainability, debt-service pressure, 

and capital productivity. The purpose is to determine whether 

the observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

 

Its practical use is direct: it turns closed-loop analysis into portfolio 

surveillance. The conclusion should therefore lead to a clear action 

- approve 

- , reject, monitor, restructure, rank, or escalate - rather than to 

a passive description of ratios. 

Evidence requirement and warning signal 

 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Bank Portfolio Monitoring 

Closed-loop thesis 
A bank portfolio can be monitored by structural deterioration before 
covenant breach. 

Core mechanism 
Borrower scorecards, early-warning signals, cash-flow 

sustainability, debt-service pressure, and capital productivity. 

Primary decision use Turns closed-loop analysis into portfolio surveillance. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 

 

24. Equity Analysts and Investment Committees 

This chapter treats equity analysts and investment committees as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that investment committees need a reconciled 

evidence file rather than disconnected valuation outputs. 

 

The diagnostic work concentrates on investment memo structure, 

dcf/eva bridge, sensitivity analysis, and quality-of-earnings review. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it improves the discipline of buy, hold, 

sell, and monitor decisions. The conclusion should therefore lead 

to a clear action - approve, reject, monitor, restructure, rank, or 

escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Equity Analysts and Investment Committees 

Closed-loop thesis 
Investment committees need a reconciled evidence file rather than 
disconnected valuation outputs. 

Core mechanism 
Investment memo structure, dcf/eva bridge, sensitivity analysis, and 
quality-of-earnings review. 

Primary decision use Improves the discipline of buy, hold, sell, and monitor decisions. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

25. Regulators and Systemic Stability 

This chapter treats regulators and systemic stability as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that regulators benefit when firm-level fragility is measured 
through capital-cycle coherence. 

The diagnostic work concentrates on sectoral leverage, cash 



conversion, spread deterioration, refinancing risk, and portfolio 

concentration. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it links micro-level capital behavior to 

systemic warning signals. The conclusion should therefore lead 

to a clear action - approve, reject, monitor, restructure, rank, or 

escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Regulators and Systemic Stability 

Closed-loop thesis 
Regulators benefit when firm-level fragility is measured through 

capital-cycle coherence. 

Core mechanism 
Sectoral leverage, cash conversion, spread deterioration, 
refinancing risk, and portfolio concentration. 

Primary decision use Links micro-level capital behavior to systemic warning signals. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

Part - XI Excel Evidence, Scenario Testing, and Model 

Architecture 

Connects the theoretical architecture to workbook 

evidence, WACC scenarios, terminal value, and equity 

absorption. 

 
26. Excel Model Architecture 

This chapter treats excel model architecture as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that the Excel model is the computational laboratory of 

the closed-loop system. 

 

The diagnostic work concentrates on linked sheets, formulas, 

scenario paths, reconciliation schedules, and audit trails. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

 

Its practical use is direct: it makes the theory testable and traceable 

rather than purely conceptual. The conclusion should therefore 

lead to a clear action - approve, reject, monitor, restructure, rank, 

or escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Excel Model Architecture 

Closed-loop thesis 
The Excel model is the computational laboratory of the closed-loop 

system. 

Core mechanism 
Linked sheets, formulas, scenario paths, reconciliation schedules, 
and audit trails. 

Primary decision use 
Makes the theory testable and traceable rather than purely 
conceptual. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

27. Scenario 1: Original Floating WACC Model 

This chapter treats scenario 1: original floating wacc model as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that the floating WACC scenario tests market-

sensitive valuation behavior. 

 

The diagnostic work concentrates on wacc movement, roic spread, 

eva, dcf, fcff, fcfe, and terminal value. The purpose is to determine 

whether the observed financial result is supported by operating 

reality, cash discipline, and coherent capital behavior rather than 

by presentation effects, temporary accounting appearance, or 

leverage amplification. 

 

Its practical use is direct: it shows how valuation reacts when 

the required return changes with assumptions. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 



longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Scenario 1: Original Floating WACC Model 

Closed-loop thesis 
The floating WACC scenario tests market-sensitive valuation 

behavior. 

Core mechanism 
Wacc movement, roic spread, eva, dcf, fcff, fcfe, and terminal 
value. 

Primary decision use 
Shows how valuation reacts when the required return changes with 

assumptions. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

28. Scenario 2: Fixed and Floating WACC Stress Case 

This chapter treats scenario 2: fixed and floating wacc stress case 

as an applied diagnostic question rather than a descriptive heading. 

The central thesis is that the fixed WACC stress case isolates 

operating truth from changing cost-of-capital effects. 

 

The diagnostic work concentrates on fixed hurdle rate, 

operating spread, scenario stress, terminal-value comparison, 

and convergence checks. The purpose is to determine whether 

the observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

Its practical use is direct: it exposes whether value creation survives 

when the hurdle is held constant. The conclusion should therefore 

lead to a clear action - approve, reject, monitor, restructure, rank, 

or escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Scenario 2: Fixed and Floating WACC Stress Case 

Closed-loop thesis 
The fixed WACC stress case isolates operating truth from changing 
cost-of-capital effects. 

Core mechanism 
Fixed hurdle rate, operating spread, scenario stress, terminal-value 
comparison, and convergence checks. 

Primary decision use 
Exposes whether value creation survives when the hurdle is held 
constant. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

29. Terminal Value and Long-Duration Continuity 

This chapter treats terminal value and long-duration continuity as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that terminal value should express long-

duration economics, not force the desired valuation. 

 

The diagnostic work concentrates on continuing value, fade 

assumptions, reinvestment, roic-wacc spread, and convergence. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it protects the valuation from terminal-

value manipulation. The conclusion should therefore lead to a 

clear action - approve, reject, monitor, restructure, rank, or escalate 

- rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



Diagnostic element Edited companion-volume formulation 

Analytical object Terminal Value and Long-Duration Continuity 

Closed-loop thesis 
Terminal value should express long-duration economics, not force 

the desired valuation. 

Core mechanism 
Continuing value, fade assumptions, reinvestment, roic-wacc 
spread, and convergence. 

Primary decision use Protects the valuation from terminal-value manipulation. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

30. WACE and Equity Absorption 

This chapter treats wace and equity absorption as an applied 

diagnostic question rather than a descriptive heading. The central 

thesis is that WACE translates operating surplus into the equity 

absorption logic of the shareholder. 

 

The diagnostic work concentrates on weighted average cost of 

equity, net income bridge, roe, operating equity, and financing 

effects. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it connects operating performance to the 

shareholder claim. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object WACE and Equity Absorption 

Closed-loop thesis 
WACE translates operating surplus into the equity absorption logic 

of the shareholder. 

Core mechanism 
Weighted average cost of equity, net income bridge, roe, operating 
equity, and financing effects. 

Primary decision use Connects operating performance to the shareholder claim. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

Part-XII Implementation Protocols and Institutional Use 

Defines the executive, banking, investor, institutional, limitations, 

and conclusion protocols for practical use. 

 

31. The Decision Protocol for Executives 

This chapter treats the decision protocol for executives as an 

applied diagnostic question rather than a descriptive heading. The 

central thesis is that executives need an operating protocol that 

converts diagnosis into action. 

 

The diagnostic work concentrates on investment approval, 

divestment, reinvestment, dividend policy, leverage, and 

performance review. The purpose is to determine whether the 

observed financial result is supported by operating reality, 

cash discipline, and coherent capital behavior rather than by 

presentation effects, temporary accounting appearance, or leverage 

amplification. 

 

Its practical use is direct: it makes closed-loop analysis part of 

managerial discipline. The conclusion should therefore lead to a 

clear action - approve, reject, monitor, restructure, rank, or escalate 

- rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 



Diagnostic element Edited companion-volume formulation 

Analytical object The Decision Protocol for Executives 

Closed-loop thesis 
Executives need an operating protocol that converts diagnosis into 

action. 

Core mechanism 
Investment approval, divestment, reinvestment, dividend policy, 
leverage, and performance review. 

Primary decision use Makes closed-loop analysis part of managerial discipline. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

32. The Diagnostic Protocol for Banks 

This chapter treats the diagnostic protocol for banks as an applied 

diagnostic question rather than a descriptive heading. The 

central thesis is that banks need a borrower protocol that reads 

sustainability through the operating engine. 

 

The diagnostic work concentrates on credit memo, covenant design, 

early warning, renewal decisions, and restructuring triggers. The 

purpose is to determine whether the observed financial result is 

supported by operating reality, cash discipline, and coherent capital 

behavior rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it improves credit judgment beyond static 

ratios. The conclusion should therefore lead to a clear action - 

approve, reject, monitor, restructure, rank, or escalate - rather than 

to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object The Diagnostic Protocol for Banks 

Closed-loop thesis 
Banks need a borrower protocol that reads sustainability through 

the operating engine. 

Core mechanism 
Credit memo, covenant design, early warning, renewal decisions, 

and restructuring triggers. 

Primary decision use Improves credit judgment beyond static ratios. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

33. The Diagnostic Protocol for Investors 

This chapter treats the diagnostic protocol for investors as an 

applied diagnostic question rather than a descriptive heading. 

The central thesis is that investors need a protocol that converts 

convergence evidence into portfolio action. 

 

The diagnostic work concentrates on valuation bridge, ranking, 

margin of safety, monitoring triggers, and capital-cycle quality. 

The purpose is to determine whether the observed financial result 

is supported by operating reality, cash discipline, and coherent 

capital behavior rather than by presentation effects, temporary 

accounting appearance, or leverage amplification. 

Its practical use is direct: it disciplines investment committees and 

research teams. The conclusion should therefore lead to a clear 

action - approve, reject, monitor, restructure, rank, or escalate - 

rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object The Diagnostic Protocol for Investors 

Closed-loop thesis 
Investors need a protocol that converts convergence evidence into 
portfolio action. 

Core mechanism 
Valuation bridge, ranking, margin of safety, monitoring triggers, and 

capital-cycle quality. 

Primary decision use Disciplines investment committees and research teams. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 



34. From Model to Institutional Operating System 

This chapter treats from model to institutional operating system as 

an applied diagnostic question rather than a descriptive heading. 

The central thesis is that the model can become an institutional 

operating system when embedded in governance routines. 

 

The diagnostic work concentrates on dashboards, scorecards, 

review calendars, audit trails, and decision rights. The purpose 

is to determine whether the observed financial result is supported 

by operating reality, cash discipline, and coherent capital behavior 

rather than by presentation effects, temporary accounting 

appearance, or leverage amplification. 

Its practical use is direct: it turns finance theory into repeatable 

institutional practice. The conclusion should therefore lead to a 

clear action - approve, reject, monitor, restructure, rank, or escalate 

- rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object From Model to Institutional Operating System 

Closed-loop thesis 
The model can become an institutional operating system when 

embedded in governance routines. 

Core mechanism 
Dashboards, scorecards, review calendars, audit trails, and 
decision rights. 

Primary decision use Turns finance theory into repeatable institutional practice. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 
FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 
capital system. 

 

35. Limitations, Boundary Conditions, and Research Agenda 

This chapter treats limitations, boundary conditions, and research 

agenda as an applied diagnostic question rather than a descriptive 

heading. The central thesis is that the framework must state its 

limits so that its contribution remains credible. 

 

The diagnostic work concentrates on data quality, accounting 

consistency, sector differences, macro shocks, and model 

governance. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

Its practical use is direct: it protects the work from overclaiming and 

defines future empirical research. The conclusion should therefore 

lead to a clear action - approve, reject, monitor, restructure, rank, 

or escalate - rather than to a passive description of ratios. 

 

Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Limitations, Boundary Conditions, and Research Agenda 

Closed-loop thesis 
The framework must state its limits so that its contribution remains 
credible. 

Core mechanism 
Data quality, accounting consistency, sector differences, macro 

shocks, and model governance. 

Primary decision use 
Protects the work from overclaiming and defines future empirical 

research. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 
 

36. Conclusion: Toward a Diagnostic Science of Corporate 

Finance 

This chapter treats conclusion: toward a diagnostic science of 

corporate finance as an applied diagnostic question rather than 

a descriptive heading. The central thesis is that the final claim is 

that corporate finance can become a diagnostic science of capital 

behavior. 

 

The diagnostic work concentrates on closed-loop coherence, 

financial  radiology,  evidence  integration,  and  decision 

accountability. The purpose is to determine whether the observed 

financial result is supported by operating reality, cash discipline, 

and coherent capital behavior rather than by presentation effects, 

temporary accounting appearance, or leverage amplification. 

 

Its practical use is direct: it summarizes why the framework matters 

to investors, banks, boards, and management. The conclusion 

should therefore lead to a clear action - approve, reject, monitor, 

restructure, rank, or escalate - rather than to a passive description 

of ratios. 



Evidence requirement and warning signal 

Required evidence: Operating capital schedule; return bridge; 

EVA/DCF reconciliation; FCFF/FCFE bridge; scenario or 

longitudinal test where applicable. Warning signal: The measured 

outcome cannot be reconciled with the surrounding capital system. 

 

 
Diagnostic element Edited companion-volume formulation 

Analytical object Conclusion: Toward a Diagnostic Science of Corporate Finance 

Closed-loop thesis 
The final claim is that corporate finance can become a diagnostic 
science of capital behavior. 

Core mechanism 
Closed-loop coherence, financial radiology, evidence integration, 

and decision accountability. 

Primary decision use 
Summarizes why the framework matters to investors, banks, 
boards, and management. 

Required evidence 
Operating capital schedule; return bridge; EVA/DCF reconciliation; 

FCFF/FCFE bridge; scenario or longitudinal test where applicable. 

Failure signal 
The measured outcome cannot be reconciled with the surrounding 

capital system. 

Consolidated Numerical Evidence and Interpretation 

The model evidence is designed to show that the closed-loop 

system can be tested numerically. The key contribution is not one 

impressive number, but the repeated reconciliation of operating 

capital, return, income, cash flow, and value across independent 

analytical paths. 

In the author's evidence period, the model uses the beginning 

capital/equity anchor as a structural reference and then tests 

whether independent valuation routes preserve a coherent capital 

conclusion. The repeated return to a common capital logic is 

interpreted here as multi-path convergence under disciplined 

definitions, rather than as an unconditional empirical guarantee. 

 
Evidence item Role in the model Scholarly interpretation 

Base equity / capital anchor: 6,206 Starting point and convergence reference 
Tests whether independent paths return to 
a coherent capital conclusion. 

Operating invested capital schedule Defines the productive capital base 
Prevents return measures from using an 

inconsistent denominator. 

ROIC, NOPLAT, and net-income bridge Links operating return to income formation 
Separates operating strength from financing 

effects. 

EVA and spread analysis 
Tests whether operating return exceeds the 

required return 

Turns management quality into a 

measurable capital-allocation result. 

FCFF and FCFE reconciliation 
Connects operations to firm and 

shareholder cash capacity 

Tests credit strength, dividend capacity, and 

equity absorption. 

Terminal-value cross-checks Tests long-duration continuity Prevents terminal value from becoming an 
arbitrary plug. 

Fixed/floating WACC scenarios Tests sensitivity and operating truth 
Distinguishes true operating performance 

from cost-of-capital movement. 

 

Limitations, Boundary Conditions, and Research Agenda 

The closed-loop system is a diagnostic framework, not a guarantee 

of value. Its reliability depends on accounting quality, operating/ 

non-operating classification, capital-definition consistency, WACC 

and WACE assumptions, terminal value discipline, reinvestment 

realism, and transparent scenario design. 

 

Additional caution is required for financial institutions, real-

estate firms, early-stage firms, commodity firms, firms under 

restructuring, and companies with major intangible or off-

balance-sheet exposures. Future work should test the model across 

industries, examine whether convergence deterioration predicts 

credit stress, and compare closed-loop ranking with long-run 

shareholder outcomes. 

 

Conclusion: Toward an Applied Diagnostic Science of 

Corporate Finance 

The conclusion of this companion volume is that corporate finance 

can be practiced as a diagnostic science of capital behavior. The 

firm is not only a legal entity or a set of statements. It is a capital 

system that absorbs resources, transforms them into returns, 

converts returns into income and cash, allocates the surplus, 

manages financing claims, and enters the next period stronger or 

weaker than before. 

 

The closed-loop system is valuable because it forces reconciliation. 

DCF, EVA, FCFF, FCFE, residual income, ROIC, WACC, WACE, 

leverage quality, cash conversion, and terminal value become 

mutually checking instruments. 

 

Convergence strengthens the decision; unexplained divergence 

becomes evidence that deserves investigation. 

For investors, the system improves valuation and ranking. For 

banks, it strengthens borrower diagnosis. For boards, it creates a 

language of capital accountability. For executives, it disciplines 

growth, reinvestment, leverage, dividends, and strategy. For 

regulators and risk officers, it provides an early-warning vocabulary 

for structural fragility. 



Appendices A-J: Consolidated Operating Protocols 

The repeated protocol commentary in the earlier manuscript has 

been consolidated here. Each appendix now serves as a practical 

operating tool rather than as a repeated narrative section. The 

protocols should be adapted to the data quality, sector, governance 

context, and decision purpose of the firm under review. 

 
Appendix Edited function Primary users Decision output 

Appendix A - Core Formulas and 

Structural Identities 

Defines the formulas and 

identities that must remain 

consistent across the model. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix B - Excel Workbook 

Evidence Map 

Maps each workbook sheet to the 

analytical evidence it contributes. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix C - Five-Year and Ten-

Year Diagnostic Worksheets 

Provides the time-horizon protocol 

for repeated management-quality 

and risk review. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix D - Management Quality 

Scorecard 

Turns capital discipline into a 

management-quality assessment. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix E - Credit Committee 

Protocol 

Translates closed-loop analysis 

into borrower-quality and debt-

service decisions. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix F - Investment 

Committee Protocol 

Translates convergence evidence 

into buy, hold, sell, monitor, or 

reject decisions. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix G - New Product and 

Production Line Decision Protocol 

Tests whether incremental capital 

improves the closed-loop system. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix H - Governance and 

Board Oversight Templates 

Converts board oversight into 

capital-accountability routines. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix I - Risk Early Warning 

Indicators 

Identifies deterioration in cash 

conversion, leverage quality, 

spread, and valuation coherence. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

Appendix J - Peer Ranking and 

Portfolio Classification 

Ranks peers by capital efficiency, 

value creation, cash discipline, 

and coherence. 

Boards; CFOs; credit officers; 

investment committees; analysts; 

risk managers 

Accept, reject, monitor, 

restructure, rank, or escalate 

 

General protocol: define the capital boundary; test ROIC and 

spread; reconcile NOPLAT, net income, FCFF, FCFE, EVA, 

residual income, and terminal value; identify divergence; 

decide the appropriate management, credit, investment, 

governance, or risk action. 

 

APPENDIX K- GLOBAL REPLACEMENT INSTRUCTION 

This appendix preserves the selected visual evidence connected to 

the closed-loop capital allocation system. The exhibits are included 

for author review and scholarly submission support. They should 

not be extracted, distributed, reused, or converted into separate 

materials without separate written approval from the author. 

 

Total figures retained in this edited evidence atlas: 145. 

How to read the annotated exhibits: each figure retains its original 

statement above the image. The right-side note explains the 

diagnostic purpose of the screenshot and links the visual evidence 

to the relevant chapters of this companion volume. The visual 

evidence remains protected author-review material and should not 

be extracted or reused separately. 
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Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA. It 

connects strategic choices, management capability, 

incentives, and governance responsibility to 

measurable financial outcomes. 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 
reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12, 

15-16, 21, and 31-34. 

Figure 1: Strategic Value Maximization and Financial Literacy | Original slide/page: 3 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Debt 

Treasury, Risk, and Management. It shows how 
planning, budgeting, forecasting, treasury, control 

and financial reporting form the information 

infrastructure for capital decisions. 

 

Analytical meaning: It links the closed-loop model to 
the practical finance-office workflow and to the 

recurring review of statements, assumptions 

scenarios, and performance indicators. 

Manuscript connection: It supports the 

implementation, governance, and management-

control architecture of the manuscript. 

Cross-reference: Chapters 4-6,11-12, 15, 26, 31, and 

34. 

Figure 2: Finance-Function Architecture, Treasury, Risk, and Control | Original slide/page: 20 



Figure 3: Integration of the Balance Sheet, Income Statement, and Cash Flow | Original slide/page: 21 

Figure 4: Financial Terms, Capital Expenditure, Interest, and Cash-Flow Distinctions | Original slide/page: 22 

 
 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Balance 

sheet. It maps the interaction among the balance 

sheet, income statement, cash flow, financing claims 

and the capital state carried into the next period. 

Analytical meaning: It shows why financial 

statements must be read as one reconciled record: 

operating performance, reinvestment, financing, and 

cash cannot be interpreted independently. 

Manuscript connection: It supports the capital-

boundary and financial-radiology tests. 

Cross-reference: Chapters 3-6, 14, 17-18, and 26. 

Figure 3: Integration of the Balance Sheet, Income Statement, and Cash Flow | Original slide/page: 21 

 
 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Balance sheet 

Interest, and IRR. It maps the interaction among the 
balance sheet, income statement, cash flow, financing 

claims, and the capital state carried into the nex 

period. 

Analytical meaning: It shows why financia 

statements must be read as one reconciled record 

operating performance, reinvestment, financing, and 

cash cannot be interpreted independently. 

Manuscript connection: It supports the capital 

boundary and financial-radiology tests. 

Cross-reference: Chapters 3-6, 14, 17-18, and 26. 

Figure 4: Financial Terms, Capital Expenditure, Interest, and Cash-Flow Distinctions | Original slide/page: 22 
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Figure 6: Financial Statements within the FP&amp;A Decision Cycle | Original slide/page: 88 

 
 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Forecasting 

Budgeting, and FP&A. It shows how planning, 

budgeting, forecasting, treasury, control, and 

financial reporting  form  the  informatio 
infrastructure for capital decisions. 

 

Analytical meaning: It links the closed-loop model to 

the practical finance-office workflow and to the 

recurring review of statements, assumptions 
scenarios, and performance indicators. 

Manuscript connection: It supports the 

implementation, governance, and management 

control architecture of the manuscript. 

Cross-reference: Chapters 4-6, 11-12, 15, 26, 31, and 

34. 

Figure 5: FP&A as Strategic Planning, Budgeting, and Forecasting Infrastructure | Original slide/page: 86 

 
 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Balance sheet, 

Income statement, Cash flow statement, Forecasting, 

FP&A, and Management. It shows how planning, 
budgeting, forecasting, treasury, control, and financial 

reporting form the information infrastructure for capital 

decisions. 

 
Analytical meaning: It links the closed-loop model to 

the practical finance-office workflow and to the 

recurring review of statements, assumptions, scenarios, 

and performance indicators. 

Manuscript connection: It supports the implementation, 

governance, and management-control architecture of 

the manuscript. 

Cross-reference: Chapters 4-6,11-12, 15, 26, 31, and 

34. 
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Figure 7: Forecasting and Investment-Return Metrics: NPV, IRR, ROI, and CAGR | Original slide/page: 90 
 

 

 

 
 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

Figure 7: Forecasting and Investment-Return Metrics: NPV, IRR, ROI, and CAGR | Original slide/page: 90 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, Debt, 
Risk, Sensitivity analysis, Scenario analysis, and 

Variance analysis. It combines risk, debt capacity, 

sensitivity, scenario, or variance evidence to test the 

resilience of the capital system. 

 
Analytical meaning: It asks whether operating cash 

generation can absorb financing claims and adverse 

assumptions before liquidity pressure becomes 

structural distress. 

Manuscript connection: It supports the credit-

diagnosis, early-warning, and risk-monitoring 

protocols. 

Cross-reference: Chapters 14, 16-18, 23, 25, and 32. 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NPV, IRR, 
ROI, CAGR, and Forecasting. It combines profitability, 

valuation, return, liquidity, leverage, and forecasting 

indicators in a coordinated diagnostic view. 

 

Analytical meaning: It shows that no individual ratio is 

decisive; each metric must be interpreted against 
capital employed, cash conversion, financing structure, 

and the decision objective. 

Manuscript connection: It supports the ratio-discipline 

investment, and monitoring sections of the manuscript. 

Cross-reference: Chapters 2, 7, 13-18, 22-24, and 33. 
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Figure 9: FP&A Performance KPIs: Growth, Margin, ROI, Leverage, and Working Capital | Original slide/page: 98  

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Working 

capital, Debt, ROI, FP&A, Revenue growth, and 

Gross margin. It combines profitability, valuation, 

return, liquidity, leverage, and forecasting indicators 

in a coordinated diagnostic view. 

Analytical meaning: It shows that no individual ratio 

is decisive; each metric must be interpreted against 
capital employed, cash conversion, financing 

structure, and the decision objective. 

 

Manuscript connection: It supports the ratio-

discipline, investment, and monitoring sections 

of the manuscript. 

Cross-reference: Chapters 2, 7,13-18, 22-24, and 33. 

Figure 9: FP&A Performance KPIs: Growth, Margin, ROI, Leverage, and Working Capital | Original slide/page: 98 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 
Evidence reading: The exhibit presents EVA, Debt 

Interest, ROI, Revenue growth, and Current ratio. It 

combines profitability, valuation, return, liquidity 

leverage, and forecasting indicators in a coordinated 
diagnostic view. 

Analytical meaning: It shows that no individual ratio 

is decisive; each metric must be interpreted against 

capital employed, cash conversion, financing 

structure, and the decision objective. 

Manuscript connection: It supports the ratio 

discipline, investment, and monitoring sections of the 

manuscript. 

 

Cross-reference: Chapters 2, 7,13-18, 22-24, and 33. 
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Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 
flow, Working capital, and Current ratio. It traces the 

conversion of earnings into operating cash flow and 

free cash flow after working-capital and reinvestmen 

requirements. 
 

Analytical meaning: It tests earnings quality 

liquidity, debt-service capacity, and dividend capacity 

by focusing on cash that remains after the operating 
cycle is funded. 

Manuscript connection: It supports the cash 

conversion and borrower-sustainability tests. 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 

Figure 11: Working-Capital Liquidity and Free-Cash-Flow Indicators | Original slide/page: 107 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents EVA, 
Working capital, Debt, Interest, ROI, and Gross 

margin. It combines profitability, valuation, return 

liquidity, leverage, and forecasting indicators in a 

coordinated diagnostic view. 

Analytical meaning: It shows that no individual ratio 

is decisive; each metric must be interpreted against 

capital employed, cash conversion, financing 

structure, and the decision objective. 

Manuscript connection: It supports the ratio-

discipline, investment, and monitoring sections of the 

manuscript. 

Cross-reference: Chapters 2, 7,13-18, 22-24, and 33. 
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Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA and 

Revenue growth. It extends performance analysis 

beyond revenue growth to customer economics 

retention, market position, and the durability of 

expansion. 

Analytical meaning: It distinguishes sustainable 

growth from expansion that consumes capital withou 

producing adequate return, cash conversion, or 

economic profit. 

Manuscript connection: It supports the growth-quality 

and strategic-expansion tests. 

Cross-reference: Chapters 11-13,19-22, and 31. 

Figure 13: Growth, Customer-Value, and Market-Performance Indicators | Original slide/page: 113 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Free cash 

flow. It traces the conversion of earnings into 

operating cash flow and free cash flow after working-

capital and reinvestment requirements. 

Analytical meaning: It tests earnings quality 
liquidity, debt-service capacity, and dividend capacity 

by focusing on cash that remains after the operating 

cycle is funded. 

 

Manuscript connection: It supports the cash-
conversion and borrower-sustainability tests. 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 
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Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow, Shareholder value, and Management. It 

connects strategic choices, management capability, 

incentives, and governance responsibility to 
measurable financial outcomes. 

 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 
control, and shareholder value rather than merely 

reported profit. 

 

Manuscript connection: It supports the management-
quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12, 15-16, 21, and 31- 

34. 

Figure 15: Management Capability, Historical Growth, and Shareholder Value | Original slide/page: 142 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents EVA, Free 

cash flow, Cash flow statement, Debt, Leverage, and 

Interest. It traces the conversion of earnings into 
operating cash flow and free cash flow after working 

capital and reinvestment requirements. 

Analytical meaning: It tests earnings quality 

liquidity, debt-service capacity, and dividend 

capacity by focusing on cash that remains after the 

operating cycle is funded. 

Manuscript connection: It supports the cash 

conversion and borrower-sustainability tests. 

 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 
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Evidence reading and analytical link 

 

Evidence reading: The exhibit presents FCFF, FCFE, 

Free cash flow, Debt, Interest, and Current ratio. It 

follows the transition from operating cash flow and 
FCFF through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm 

level operating economics and financing claims. 

Manuscript connection: It supports the shareholder 

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 
33. 

Figure 17: FCFF, FCFE, Liquidity, and Cash-Conversion Indicators | Original slide/page: 155 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Debt and 

Risk. It connects strategic choices, management 

capability, incentives, and governance responsibility 

to measurable financial outcomes. 

Analytical meaning: It treats management quality as 
capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 
 

Manuscript connection: It supports the management 

quality, governance, and institutional decision 

protocol layers of the manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 
34. 
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Figure 19: Shareholder-Value Drivers and Management Interventions | Original slide/page: 195 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents WACC 

EVA,  Forecasting,  Budgeting,  Risk,  and 

Management. It establishes the required-retur 

architecture used in the capital charge, DCF 
discounting, and continuing-value analysis. 

 

Analytical meaning: It separates operating 

performance from financing and market-assumptio 

effects and provides the hurdle against which ROIC 
and economic profit are judged. 

Manuscript connection: It supports the cost-of-capita 

and fixed-versus-floating WACC robustness tests. 

Cross-reference: Chapters 8-10,18, and 26-30. 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Working 
capital, Risk, Shareholder value, Management, Value 

drivers, and Revenue growth. It connects strategic 

choices, management capability, incentives, and 

governance responsibility to measurable financia 
outcomes. 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 
 

Manuscript connection: It supports the management 

quality, governance, and institutional decision 

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

 



Figure 22: Integrated Scope of Governance, Risk, Valuation, and Capital Allocation | Original slide/page: 210  

Figure 22: Integrated Scope of Governance, Risk, Valuation, and Capital Allocation | Original slide/page: 210 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 
DCF to the firm, Shareholder value, an Management 

It defines the breadth of the analytical program 

including valuation, governance, risk, performance 

management, and institutional application. 

 
Analytical meaning: It shows how the separate tools 

are organized around one capital-return-income-cash 

flow-value architecture rather than treated as 

unrelated topics. 

Manuscript connection: It supports the framing and 

institutional-operating-systemcontribution. 

Cross-reference: Chapters 1, 5,15-16, 26, 31, and 34. 

Figure 21: Scope and Purpose of the Corporate-Finance Evidence Program | Original slide/page: 209 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 
Risk, Governance, and Management. It defines the 

breadth of the analytical program, including 

valuation, governance, risk, performance 

management, and institutional application. 
 

Analytical meaning: It shows how the separate tools 

are organized around one capital-return-income-cash-

flow-value architecture rather than treated as 

unrelated topics. 

Manuscript connection: It supports the framing and 

institutional-operating-systemcontribution. 

 

Cross-reference: Chapters 1, 5,15-16, 26, 31, and 34. 



Figure 24: Balance NOPLAT Calculation and Operating-Income Reconciliation | Original slide/page: 271  

Figure 24: Balance NOPLAT Calculation and Operating-Income Reconciliation | Original slide/page: 271 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

EVA, Economic profit, and Cost of capital. It links 

NOPLAT, invested capital, the required return, the 

capital charge, spread, and economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-
allocation, and valuation-convergence arguments. 

 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 23: NOPLAT, Cost of Capital, and EVA Formation | Original slide/page: 269 
 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

Balance sheet, Income statement, and Interest. It 

reconciles reported operating income, tax effects 

financing-related items, and after-tax operating profit. 

 
Analytical meaning: It establishes NOPLAT as the 

operating-income numerator used in ROIC, EVA, 

FCFF, and the closed-loop reconciliation of operating 

performance. 

Manuscript connection: It supports the income 

formation and return-transformation tests. 

Cross-reference: Chapters 4, 7-10, 17, and 26. 



Figure 26: ROIC Concept and Productive-Capital Efficiency | Original slide/page: 278  

Figure 26: ROIC Concept and Productive-Capital Efficiency | Original slide/page: 278 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

Invested capital, Operating invested capital, Working 
capital, Interest, and ROI. It defines the productive 

operating-capital base and separates operating assets 

operating liabilities, financing claims, and non-

operating items. 

Analytical meaning: It prevents denominator drift by 

ensuring that ROIC, EVA, reinvestment, and 
valuation are built on the same capital boundary. 

Manuscript connection: It supports the productive-

state and capital-conservation tests. 

Cross-reference: Chapters 3, 6-10, 21-22, and 26.. 

Figure 25: Operating Invested Capital and Capital-Boundary Reconciliation | Original slide/page: 277 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, EVA, 

Invested capital, and ROI. It shows how operating 

invested capital is transformed into NOPLAT and 

how ROIC measures the productivity of the operating 

capital base. 

Analytical meaning: It links return to capita 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

 

Manuscript connection: It supports the return 
transformation, management-quality, and peer 

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 



Figure 28: Economic Profit Equality under Fixed WACC, 2005-2009 and T+1 | Original slide/page: 284  

Figure 28: Economic Profit Equality under Fixed WACC, 2005-2009 and T+1 | Original slide/page: 284 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The corrected exhibit reports T+1 

NOPLAT of 14,617.60 and beginning operating 

invested capital of 20,794, producing periodic T+1 

ROIC of 70.30%. 

Analytical meaning: It verifies that periodic ROIC is 

calculated from the matched operating-profi 
numerator and beginning operating-capita 

denominator. It is distinct from the 57.61% stable 

incremental ROIC used in terminal-value mechanics. 

 

Manuscript connection: This corrected schedule 
governs the return-transformation test and removes 

the earlier T+1 formula inconsistency. 

 

Cross-reference: Chapters 3, 7-10, 21, and 26-30. 

Figure 27: Periodic ROIC under Corrected T+1 Operating-Capital Inputs | Original slide/page: 281 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The corrected exhibit uses fixed 

WACC of approximately 17.6754%, a T+1 ROIC-

WACC spread of approximately 52.62%, and T+1 

economic profit of approximately 10,942.18 before 

display rounding. 
 

Analytical meaning: It demonstrates equality betwee 

beginning invested capital multiplied by the ROIC-

WACC spread and NOPLAT less the capital charge. 

Manuscript connection: This is the governing 

periodic EVA proof for 2005-2009 and T+1 and 

replaces the earlier inconsistent T+1 display. 

Cross-reference: Chapters 8-10,12-13, 20-21, and 26- 

30. 



Figure 30: Discounted Cash Flow to the Firm and Operating Enterprise Value | Original slide/page: 286  

Figure 30: Discounted Cash Flow to the Firm and Operating Enterprise Value | Original slide/page: 286 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The author-verified schedule link 

FCFF in T+1 to the continuing-value calculation and 

reconciles explicit-period cash flow with long-
duration operating value. 

 

Analytical meaning: It prevents continuing value 

from becoming an arbitrary plug by tying growth, 

reinvestment, ROIC, WACC, and economic profit to 

the same terminal-state assumptions. 

Manuscript connection: The exhibit supports the 

terminal-value control and multi-path convergence 

tests. 

Cross-reference: Chapters 9, 13,28-30, and 33. 

Figure 29: Continuing-Value Derivation and DCF Closure | Original slide/page: 285 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 

and DCF to the firm. It traces operating cash flow and 

FCFF through discounting, continuing value, and the 
bridge from operating enterprise value to equity 

value. 

 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 
return, capital structure, and financial-statemen 

reconciliation. 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 



Figure 32: Integrated Multi-Path Valuation Reconciliation | Original slide/page: 290  

Figure 32: Integrated Multi-Path Valuation Reconciliation | Original slide/page: 290 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

FCFF, Free cash flow, Working capital, and Interest 

It traces operating cash flow and FCFF through 

discounting, continuing value, and the bridge from 
operating enterprise value to equity value. 

 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 

return, capital structure, and financial-statemen 

reconciliation. 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 
33. 

Figure 31: FCFF Formation and Financing-Flow Reconciliation | Original slide/page: 287 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT and 

DCF. It places DCF, EVA, FCFF, FCFE, residual-

income, or equity-model evidence within one 
reconciliation architecture. Analytical meaning: It 

tests whether independent valuation routes preserve 

the same economic meaning when capital definitions 

forecasts, discount rates, and financing claims are 
consistent. 

 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 34: DCF, Book Value, and Intrinsic-Value Reconciliation | Original slide/page: 292  

Figure 34: DCF, Book Value, and Intrinsic-Value Reconciliation | Original slide/page: 292 

 

 

 

 

 

 
 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The corrected exhibit reconciles 

opening book equity of 6,206 with intrinsic value 

added of 67,512.46 to reproduce total common-equity 

value of 73,718.46. 

Analytical meaning: It shows that book capital plus 

the present value of economic profit closes to the 

same shareholder-value conclusion obtained through 
the cash-flow route. 

 

Manuscript connection: This is a direct residual-

income and economic-profit closure test. 

Cross-reference: Chapters 8-10,13, 26, and 29-30. 

Figure 33: Economic-Profit and Book-Value Closure to Total Equity Value | Original 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 

Invested capital, and Shareholder value. It traces 

operating cash flow and FCFF through discounting, 

continuing value, and the bridge from operating 

enterprise value to equity value. 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 
return, capital structure, and financial-statemen 

reconciliation. 

 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 



Figure 36: Comparison of DCF, EVA, and Equity-Valuation Models | Original slide/page: 313  

Figure 36: Comparison of DCF, EVA, and Equity-Valuation Models | Original slide/page: 313 
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Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 

 
 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The corrected exhibit reports 

operating enterprise value of 74,268.46, common-

equity value of 73,718.46, opening book equity of 

6,206, and intrinsic value added of 67,512.46. 

Analytical meaning: It traces the bridge from 

operating cash-flow value to the residual equity claim 

and separately identifies the value created above 

opening book equity. 

Manuscript connection: This strengthens the 

enterprise-to-equity reconciliation and investment-

value conclusion. 

Cross-reference: Chapters 9, 13,18, 26, 29, and 33. 

Figure 35: Enterprise-to-Equity Reconciliation and Intrinsic Value Added | Original slide/page: 309 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents FCFF, FCFE, debt move-

ments, reinvestment, and equity cash flow. It places DCF, EVA, 

FCFF, FCFE, residual- income, or equity-model evidence within 

one reconciliation architecture. 

 

Analytical meaning: It tests whether independent valuation routes 

preserve the same economic meaning when capital definitions, 

forecasts, discount rates, and financing claims are consistent. 

 

Manuscript connection: It supports the multi-path convergence 

and structural-consistency contribution. 

 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 38: Equity Cash Flow, Discount Factors, and Equity XIRR | Original slide/page: 319  

Figure 38: Equity Cash Flow, Discount Factors, and Equity XIRR | Original slide/page: 319 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The corrected exhibit presents the 
full bridge from FCFF to FCFE, including 

reinvestment, debt movements, interest effects, and 

claim-specific return checks. 

 

Analytical meaning: It demonstrates how operating 
surplus available to all capital providers is 

transformed into the residual cash flow available to 

shareholders without changing the underlying 

operating economics. 
 

Manuscript connection: This supports credit capacity 

dividend capacity, and shareholder-absorption 

analysis. 

Cross-reference: Chapters 13-18,23, 30, 32, and 33. 

Figure 37: FCFF-to-FCFE Bridge and Claim-Specific Return Cross-Checks | Original slide/page: 317 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents FCFF, Free 

cash flow, Debt, Interest, and IRR. It follows the 

transition from operating cash flow and FCFF 
through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-
level operating economics and financing claims. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 
33. 



Figure 40: FCFE, Debt-Flow, and Equity-Value Reconciliation | Original slide/page: 324  

Figure 40: FCFE, Debt-Flow, and Equity-Value Reconciliation | Original slide/page: 324 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The corrected schedule presents 

the WACC architecture, debt and equity components 

and the fixed-hurdle control used to separate 
operating performance from movements in the 

required return. 

 

Analytical meaning: It establishes the capital charge 

applied in the periodic EVA test and provides the 

discount-rate control used in DCF and continuing-

value analysis. 

Manuscript connection: This exhibit governs the cost-
of-capital bridge and the fixed-versus-floating 

WACC robustness test. 

 

Cross-reference: Chapters 8-10,18, and 26-30. 

Figure 39: WACC Architecture and Fixed-Hurdle Control | Original slide/page: 321 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents WACC, DCF, 

FCFF, Free cash flow, Debt, and Interest. It follows 

the transition from operating cash flow and FCFF 

through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-

level operating economics and financing claims. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 
33. 



Figure 42: Debt-Cost Effects and Shareholder-Value Interpretation | Original slide/page: 326  

Figure 42: Debt-Cost Effects and Shareholder-Value Interpretation | Original slide/page: 326 

Figure 41: FCFF-to-FCFE Conversion and Enterprise-to-Equity Bridge | Original slide/page: 325 

 
 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, FCFF, 

FCFE, Free cash flow, Debt, and Interest. It follows 

the transition from operating cash flow and FCFF 

through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-

level operating economics and financing claims. 

 

Manuscript connection: It supports the shareholder-
absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

Figure 41: FCFF-to-FCFE Conversion and Enterprise-to-Equity Bridge | Original slide/page: 325 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, FCFF, 

Free cash flow, Debt, Interest, and ROI. It isolates 

debt movements, interest cost, financing cash flow, 

and claim-specific return measures. 

Analytical meaning: It explains how financing affects 

the bridge between operating enterprise value and 

equity value without changing the underlying 

operating cash-generation process. 

Manuscript connection: It supports the leverage-

quality, credit, and equity-reconciliation tests. 

Cross-reference: Chapters 14, 18,23, 30, 32, and 33. 



Figure 44: Integrated Computational Model Map and Financial-Statement Closure | Original slide/page: 330  

Figure 44: Integrated Computational Model Map and Financial-Statement Closure | Original slide/page: 330 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, and ROI. It shows how operating 

invested capital is transformed into NOPLAT and 
how ROIC measures the productivity of the operating 

capital base. 

 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 43: ROIC Driver Tree using Beginning Operating Capital | Original slide/page: 328 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Balance sheet 

It maps the workbook or annual analytical system and 
identifies the linked schedules used for capital, return, 

income, cash flow, financing, and value. 

 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 
and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 



Figure 46: DCF, EVA, Growth, and the ROIC-Spread Matrix | Original slide/page: 332  

Figure 46: DCF, EVA, Growth, and the ROIC-Spread Matrix | Original slide/page: 332 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA and 

Economic profit. It links NOPLAT, invested capital 

the required return, the capital charge, spread, and 

economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation- convergence arguments. 

 
Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 45: Why DCF and EVA Require an Inside-the-Engine View | Original slide/page: 331 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, EVA, 

DCF, DCF to the firm, Economic profit, and Spread. 

It places DCF, EVA, FCFF, FCFE, residual-income 
or equity-model evidence within one reconciliation 

architecture. 

 

Analytical meaning: It tests whether independent 
valuation routes preserve the same economic 

meaning when capital definitions, forecasts, discount 

rates, and financing claims are consistent. 

 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 48: Shareholder-Value Management through CFROIC and Spread | Original slide/page: 335  

Figure 48: Shareholder-Value Management through CFROIC and Spread | Original slide/page: 335 
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Manuscript connection: It supports the value-driver 

and capital-allocation decision rules. 

Cross-reference: Chapters 8-13,19-22, and 26-30. 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

WACC, Spread, ROI, and Cost of capital. It 

compares operating return with the cost of capital and 

shows how growth behaves under positive, neutral, 

and negative spreads. 

Analytical meaning: It demonstrates that growth 

creates value only when incremental operating return 

exceeds the required return; otherwise growth is 
neutral or value destroying. 

 

Manuscript connection: It supports the value-driver 

and capital-allocation decision rules. 

Cross-reference: Chapters 8-13,19-22, and 26-30. 

Figure 47: Asset Growth and the ROIC-Cost-of-Capital Matrix | Original slide/page: 334 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC, WACC, Spread 

ROI, and Shareholder value. It compares operating return with 

the cost of capital and shows how growth behaves under positive, 

neutral, and negative spreads. 

 

Analytical meaning: It demonstrates that growth creates value 

only when incremental operating return exceeds the required re 

turn; otherwise growth is neutral or value destroying. 

 

Manuscript connection: It supports the value-driver and capi-

tal-allocation decision rules. 

 

Cross-reference: Chapters 8-13,19-22, and 26-30. 



Figure 50: Integrated Business Reality, Value Drivers, Risk, and Capital Allocation | Original slide/page: 339  

Figure 50: Integrated Business Reality, Value Drivers, Risk, and Capital Allocation | Original slide/page: 339 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, and ROI. It links operating return, 

reinvestment, growth, and competitive life-cycle 

position to the expected pattern of value creation. 

Analytical meaning: It shows that strategy must 

respond to whether returns are rising, fading, mature, 

or below the required return, rather than assuming 

perpetual high performance. 

Manuscript connection: It supports the strategic-

growth and long-duration valuation analysis. 

Cross-reference: Chapters 12-13,19-22, and 29. 

Figure 49: Competitive Life Cycle, CFROIC, and Return-Driven Strategy | Original slide/page: 337 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Risk and 

Management. It connects operating reality, value 

drivers, management interventions, risk systems 

capital allocation, and market response. 

Analytical meaning: It illustrates the firm as a living 

capital system in which operational and financial 

decisions jointly determine cash generation, risk, and 

shareholder value. 

Manuscript connection: It supports the financial-

radiology and institutional-operating-system 
framework. 

 

Cross-reference: Chapters 1, 5,11-16, 31, and 34. 



Figure 52: Management Responsibility for Operating and Risk Decisions | Original slide/page: 341  

Figure 52: Management Responsibility for Operating and Risk Decisions | Original slide/page: 341 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Management 
It connects strategic choices, management capability 

incentives, and governance responsibility to 

measurable financial outcomes. 

 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 
improve operating performance, cash conversion, ris 

control, and shareholder value rather than merely 

reported profit. 

Manuscript connection: It supports the management 

quality, governance, and institutional decision 

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

Figure 51: Professional Management and the Discipline of Daily Value Creation | Original slide/page: 340 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, ROI, Risk, and Management. It 

connects strategic choices, management capability, 

incentives, and governance responsibility to 

measurable financial outcomes. 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-
protocol layers of the manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 



Figure 54: Operational Attention and Cash Value Added | Original slide/page: 343  

Figure 54: Operational Attention and Cash Value Added | Original slide/page: 343 

Evidence reading and analytical link 
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quality, governance, and institutional decision-
protocol layers of the manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC, Invested capital, 

ROI, Risk, and Management. It connects strategic choices, man-

agement capability, incentives, and governance responsibility to 

measurable financial outcomes. 

 

Analytical meaning: It treats management quality as capital 

discipline: decisions are credible when they improve operating 

performance, cash conversion, risk control, and shareholder value 

rather than merely reported profit. 

 

Manuscript connection: It supports the management-quality, 

governance, and institutional decision-protocol layers of the 

manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31-34. 

Figure 53: Professional Know-How and Value-Maximizing Management | Original slide/page: 342 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, and ROI. It connects strategic 

choices, management capability, incentives, and 

governance responsibility to measurable financial 

outcomes. 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 



Figure 56: ROIC Formula, NOPLAT, and the Operating-Capital Base | Original slide/page: 358  

Figure 56: ROIC Formula, NOPLAT, and the Operating-Capital Base | Original slide/page: 358 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, ROI, and Value drivers. It shows 

how operating invested capital is transformed into 

NOPLAT and how ROIC measures the productivity 

of the operating capital base. 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 

persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-
ranking tests. 

 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 55: Value Drivers: Growth and Return on Invested Capital | Original slide/page: 356 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC, 
NOPLAT, Invested capital, Working capital, and 

ROI. It shows how operating invested capital is 

transformed into NOPLAT and how ROIC measures 

the productivity of the operating capital base. 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 

persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 



Figure 58: Economic Profit, Free Cash Flow, and Reinvestment Timing | Original slide/page: 362  

Figure 58: Economic Profit, Free Cash Flow, and Reinvestment Timing | Original slide/page: 362 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

WACC, Invested capital, ROI, and Cost of capital. It 

compares operating return with the cost of capital and 

shows how growth behaves under positive, neutral 

and negative spreads. 

Analytical meaning: It demonstrates that growth 

creates value only when incremental operating return 

exceeds the required return; otherwise growth is 

neutral or value destroying. 

Manuscript connection: It supports the value-driver 

and capital-allocation decision rules. 

 

Cross-reference: Chapters 8-13,19-22, and 26-30. 

Figure 57: Growth under Positive, Neutral, and Negative ROIC-WACC Spreads | Original slide/page: 361 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC 

WACC, Free cash flow, Economic profit, Capital 

charge, and Invested capital. It links NOPLAT, 
invested capital, the required return, the capita 

charge, spread, and economic profit. 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital 

allocation, and valuation- convergence arguments. 

 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 60: DCF Model Architecture and Analytical Worksheet Map | Original slide/page: 383  

Figure 60: DCF Model Architecture and Analytical Worksheet Map | Original slide/page: 383 

 

 

 

 

 
 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, WACC, EVA, DCF, and Free cash flow. It 

maps the workbook or annual analytical system and 

identifies the linked schedules used for capital, return 

income, cash flow, financing, and value. 

Analytical meaning: It functions as an audit trail 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Exce 

architecture, reproducibility, and annual closure tests. 

 

Cross-reference: Chapters 8-10,21, and 26-30. 

Figure 59: Integrated Model Decision Map: DCF, EVA, ROIC, and XIRR | Original slide/page: 381 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, WACC, EVA, DCF, and Free cash flow. It 
maps the workbook or annual analytical system and 

identifies the linked schedules used for capital, return 

income, cash flow, financing, and value. 
 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 



Figure 62: Five-Year Balance-Sheet Projection and FCFF Capital Mapping | Original slide/page: 391  

Figure 62: Five-Year Balance-Sheet Projection and FCFF Capital Mapping | Original slide/page: 391 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 
WACC, EVA, DCF, Invested capital, and Operating 

invested capital. It maps the workbook or annual 

analytical system and identifies the linked schedules 

used for capital, return, income, cash flow, financing, 
and value. 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 

Figure 61: EVA Model Architecture and Analytical Worksheet Map | Original slide/page: 384 

 

 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents FCFF, Invested 

capital, Balance sheet, Income statement, Working 
capital, and Debt. It maps the interaction among the 

balance sheet, income statement, cash flow, financing 

claims, and the capital state carried into the next period. 

 
Analytical meaning: It shows why financial statements 

must be read as one reconciled record: operating 

performance, reinvestment, financing, and cash cannot 

be interpreted independently. 

Manuscript connection: It supports the capital-

boundary and financial-radiology tests. 

Cross-reference: Chapters 3-6,14, 17-18, and 26. 



Figure 64: FCFF Calculation and Financing-Flow Reconciliation | Original slide/page: 397  

Figure 64: FCFF Calculation and Financing-Flow Reconciliation | Original slide/page: 397 

 

 

 

 

 
 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents NOPLAT, 
Balance sheet, Income statement, and Interest. It 

reconciles reported operating income, tax effects 

financing-related items, and after-tax operating profit. 

Analytical meaning: It establishes NOPLAT as the 

operating-income numerator used in ROIC, EVA, 

FCFF, and the closed-loop reconciliation of operating 

performance. 

Manuscript connection: It supports the income-

formation and return-transformation tests. 

 

Cross-reference: Chapters 4, 7-10, 17, and 26. 

Figure 63: Five-Year NOPLAT Projection and Net-Income Reconciliation | Original slide/page: 392 
 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents DCF, FCFF, 

Free cash flow, Balance sheet, Income statement, and 
Debt. It traces operating cash flow and FCFF through 

discounting, continuing value, and the bridge from 

operating enterprise value to equity value. 

 
Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 

return, capital structure, and financial-statemen 

reconciliation. 

 
Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 
33. 



Figure 66: Three-Model Valuation Overview: DCF, EVA, and Equity | Original slide/page: 400  

Figure 66: Three-Model Valuation Overview: DCF, EVA, and Equity | Original slide/page: 400 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

WACE, FCFF, Free cash flow, Terminal value, and 

Balance sheet. It separates explicit- period value from 
continuing value and links the terminal state to 

growth, reinvestment, operating return, and the 

required return. 

Analytical meaning: It prevents terminal value from 

being used as a balancing plug and requires long-

duration value to reconcile with DCF, EVA, and the 

capital state. 

Manuscript connection: It supports the long-duration 

continuity and convergence tests. 

Cross-reference: Chapters 9, 13, 28-30, and 33. 

Figure 65: Terminal-Value Convergence and DCF Closure | Original slide/page: 398 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

WACC, EVA, DCF, DCF to the firm, and FCFF. It 
places DCF, EVA, FCFF, FCFE, residual-income, o 

equity-model evidence within one reconciliatio 

architecture. 

 
Analytical meaning: It tests whether independen 

valuation routes preserve the same economic 

meaning when capital definitions, forecasts, discoun 

rates, and financing claims are consistent. 

 
Manuscript connection: It supports the multi-path 

convergence and structural- consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 68: Three-Model Convergence: FCFE, EVA, and DCF | Original slide/page: 402  

Figure 68: Three-Model Convergence: FCFE, EVA, and DCF | Original slide/page: 402 

Figure 67: Equity Model and Balance-Sheet Linkage | Original slide/page: 401  

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents EVA, DCF, 

DCF to the firm, FCFF, Free cash flow, and Balance 
sheet. It follows the transition from operating cash 

flow and FCFF through debt movements, interest 

effects, reinvestment, and the residual shareholder 

cash flow. 
 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-

level operating economics and financing claims. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

Figure 67: Equity Model and Balance-Sheet Linkage | Original slide/page: 401 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 
FCFF, Free cash flow, Invested capital, and 

Operating invested capital. It places DCF, EVA, 

FCFF, FCFE, residual-income, or equity-mode 

evidence within one reconciliation architecture. 
 

Analytical meaning: It tests whether independent 

valuation routes preserve the same economic 

meaning when capital definitions, forecasts, discount 

rates, and financing claims are consistent. 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 70: EVA for Product-Line Continuity and Management Decisions | Original slide/page: 411  

Figure 70: EVA for Product-Line Continuity and Management Decisions | Original slide/page: 411 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 

DCF to the firm, Debt, Interest, and NPV. It isolates 

debt movements, interest cost, financing cash flow, 

and claim-specific return measures. 

 

Analytical meaning: It explains how financing affects 
the bridge between operating enterprise value and 

equity value without changing the underlying 

operating cash-generation process. 

Manuscript connection: It supports the leverage-

quality, credit, and equity-reconciliation tests. 

Cross-reference: Chapters 14, 18,23, 30, 32, and 33. 

Figure 69: Debt-Cost Effects across DCF, EVA, and Equity Models | Original slide/page: 403 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, 

Economic profit, and Management. It connects 
strategic choices, management capability, incentives, 

and governance responsibility to measurable financia 

outcomes. 

 
Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 
reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 



Figure 72: Integrated Annual Model Map - 2005 | Original slide/page: 423  

Figure 72: Integrated Annual Model Map - 2005 | Original slide/page: 423 

Evidence reading: The exhibit presents Income statement. It 
maps the workbook or annual analytical system and identifies 

tEhevilidnekendcescrheeadduliensgusaenddfoar ncaapliytatli,craeltulrinn,kincome, cash flow, 
financing, and value. 

Evidence reading: The exhibit presents Income 
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cript connection: It supports the Excel architecture, repro-

ducibility, and annual closure tests. 

Analytical meaning: It functions as an audit trail: 
eCarocshs-rreefseureltncme:uCshtabpetertsra8c-1e0a,b2l1e, atnodt2h6e-3r0e. levant schedule 

and must reconcile with the surrounding statements 

an valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Income statement. It  

maps the workbook or annual analytical system and identifies 

the linked schedules used for capital, return, income, cash flow, 

financing, and value. 

 

Analytical meaning: It functions as an audit trail: each result must 

be traceable to the relevant schedule and must reconcile with the 

surrounding statements and valuation paths. 

 

Manuscript connection: It supports the Excel architecture, repro-

ducibility, and annual closure tests. 

 

Cross-reference: Chapters 8-10,21, and 26-30. 

Figure 71: Integrated Annual Model Map - 2008 | Original slide/page: 418 
 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Balance sheet 

It maps the workbook or annual analytical system and 

identifies the linked schedules used for capital, return 

income, cash flow, financing, and value. 

Analytical meaning: It functions as an audit trail 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Exce 
architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 



Figure 74: Integrated Annual Model Map - 2007 | Original slide/page: 425  

Figure 74: Integrated Annual Model Map - 2007 | Original slide/page: 425 

Figure 73: Integrated Annual Model Map - 2006 | Original slide/page: 424 
 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

Figure 73: Integrated Annual Model Map - 2006 | Original slide/page: 424 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Income 

statement. It maps the workbook or annual analytical 
system and identifies the linked schedules used for 

capital, return, income, cash flow, financing, and 

value. 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

 

Cross-reference: Chapters 8-10,21, and 26-30. 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Income 
statement. It maps the workbook or annual analytical 

system and identifies the linked schedules used fo 

capital, return, income, cash flow, financing, and 

value. 

 
Analytical meaning: It functions as an audit trail 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Exce 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 

 



Figure 76: Integrated Annual Model Map - 2009 and Valuation Date | Original slide/page: 427  

Figure 76: Integrated Annual Model Map - 2009 and Valuation Date | Original slide/page: 427 

 
 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Income 

statement. It maps the workbook or annual analytical 

system and identifies the linked schedules used for 

capital, return, income, cash flow, financing, and 

value. 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

Manuscript connection: It supports the Excel 

architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 

Figure 75: Integrated Annual Model Map - 2008 | Original slide/page: 426 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Forecasting. It 

maps the workbook or annual analytical system and 

identifies the linked schedules used for capital, return 

income, cash flow, financing, and value. 

Analytical meaning: It functions as an audit trail: 

each result must be traceable to the relevant schedule 

and must reconcile with the surrounding statements 

and valuation paths. 

 

Manuscript connection: It supports the Excel 
architecture, reproducibility, and annual closure tests. 

Cross-reference: Chapters 8-10,21, and 26-30. 



Figure 78: NOPLAT Formation and Operating-Income Reconciliation | Original slide/page: 437  

Figure 78: NOPLAT Formation and Operating-Income Reconciliation | Original slide/page: 437 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, WACC, EVA, Economic profit, and 

Invested capital. It links NOPLAT, invested capital 

the required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation- convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 77: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 436 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Income statement 

and Debt. It reconciles reported operating income, tax 
effects, financing-related items, and after- tax 

operating profit. 

 

Analytical meaning: It establishes NOPLAT as the 
operating-income numerator used in ROIC, EVA, 

FCFF, and the closed-loop reconciliation of operating 

performance. 

Manuscript connection: It supports the income-

formation and return-transformation tests. 

Cross-reference: Chapters 4, 7-10, 17, and 26. 



Figure 80: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 439  

Figure 80: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 439 

Evidence reading and analytical link 

Evidence reading: The exhibit presents FCFF, FCFE, debt move-

Emvenidtse, nrecinevreestamdeinntg, :anTdhaendexeqhuibityitcpasrhesfelonwt.s FCFF, FCFE, 
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conclusion are consistent with the firm-level operat- 

ing economics and financing claims. 

AMnanaulysctircipat lcomneneacntiionng::ItItsutpepsotsrtswthheetshhearrehFoCldFerE- aabnsodrptthioen 
aenqdueitnyte-rvparlisuee-tco-oenquciltuysrieocnonacrileiatcioonntseissttse. nt with the firm-
level operating economics and financing claims. 
Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 33. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, Invested capital, Debt, and ROI. It shows 

how operating invested capital is transformed into 

NOPLAT and how ROIC measures the productivity 

of the operating capital base. 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

 

Manuscript connection: It supports the return-
transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 79: Operating Invested Capital and ROIC Transformation | Original slide/page: 438 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents FCFF, FCFE, debt move 

ments, reinvestment, and and equity cash flow. 

 

It follows the transition from operating cash flow and FCFF 

through debt movements, interest effects, reinvestment, and eq 

uity cash flow. Analytical meaning: It tests whether FCFE and th 

equity-value conclusion are consistent with the firm-level operat-

ing economics and financing claims. 

 

Manuscript connection: It supports the shareholder- absorption 

and enterprise-to-equity reconciliation tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 33. 



Figure 82: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 442  

Figure 82: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 442 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 81: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 441 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Invested capital 

and Debt. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

 
Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 84: Equity FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 444  

Figure 84: Equity FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 444 

Evidence reading and analytical link 
Evidence reading: The exhibit presents FCFF, FCFE, debt move- 
ments, reinvestment, and equity cash flow. It follows the tran-

sEitvioindefnrocme roepaerdaitningg: cTahshe feloxwhiabnidt pFrCeFsFenthtrsouFgChFdFe,btFmCoFvEe,-
mdeenbtts,minotevreesmt eefnfetcst,s,rreeiinnvveesstmtmenetn, ta,ndanthde raensidduealqsuhiatryehcoaldsehr 
cfaloshwf.lowIt. follows the transition from operating cash 
flow and FCFF through debt movements, interest 
Aefnfaelycttisc,al rmeienanviensgt:mItetnets,ts awnhdethtehreFCrFeEsidanudalthesheqaureityh-ovladlueer 
ccoanschlufslioonwa.re consistent with the firm-level operating economics 

and financing claims. 

MAannaulsyctriicpat lcomnneeacntiionng: :ItItsutpepsotrsts wthheesthhaerrehFolCdeFrE- aabsnodrpttihoen 
aenqdueitnyte-rvparlisuee-toc-oeqnuciltyusrieoconnacrileiatcioonntseissttse. nt with the firm-
level operating economics and financing claims. 
Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 33. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 
33. 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, Invested capital, Debt, and ROI. It shows 
how operating invested capital is transformed into 

NOPLAT and how ROIC measures the productivity 

of the operating capital base. 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 

persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7- 13, 20-22, and 26-30. 

Figure 83: Operating Invested Capital and ROIC Transformation | Original slide/page: 443 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents FCFF, FCFE, debt move 

ments, reinvestment, and equity cash flow. It follows the tran 

sition from operating cash flow and FCFF through debt move  

ments, interest effects, reinvestment, and the residual shareholde 

cash flow. 

 

Analytical meaning: It tests whether FCFE and the equity-value 

conclusion are consistent with the firm-level operating economics 

and financing claims. 

 

Manuscript connection: It supports the shareholder- absorption 

and enterprise-to-equity reconciliation tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 33. 



Figure 86: NOPLAT Formation and Operating-Income Reconciliation | Original slide/page: 447  

Figure 86: NOPLAT Formation and Operating-Income Reconciliation | Original slide/page: 447 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, NOPLAT, EVA, 

EEcvoindoemnicceprorfeita, dInincogm: e Tsthateemeenxt,hainbdit Depbrte. sIternetcsoncRileOs IrCe,-
pNoOrtePdLoApeTra,tiEngViAnc,omEce,otnaxomeffiecctps,rfoinfiatn,cIinngc-oremlaetedstiatetemms,eanntd, 
aafntedr-Dtaexbot.peIrtartiencgopnrocfiilte. s reported operating income, tax 
effects, financing-related items, and after- tax 
Aonpaelryatitcinalgmperaonfiintg.: It establishes NOPLAT as the operating-in-
come numerator used in ROIC, EVA, FCFF, and the closed-loop 
reconciliation of operating performance. 
Analytical meaning: It establishes NOPLAT as the 

Mopaenurasctirnipgt-cinocnonemcteionn: uImt seurpaptoorrts uthseedincionmeR-fOorImCa,tioEnVaAnd, 

rFeCtuFrnF-,traannsdfotrhmeatciolnosteesdts-.loop reconciliation of operating 
performance. 
Cross-reference: Chapters 4, 7-10, 17, and 26. 

Manuscript connection: I supports the income-
formation and return-transformation tests. 

 

Cross-reference: Chapters 4, 7-10, 17, and 26. 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

EVA, Economic profit, Invested capital, Debt, and 

Interest. It links NOPLAT, invested capital, the 
required return, the capital charge, spread, and 

economic profit. 

 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13, 

20-21, and 26-30. 

Figure 85: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 446 

 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents ROIC, NOPLAT, EVA, 

Economic profit, Income statement, and Debt. It reconciles re 

ported operating income, tax effects, financing-related items, and 

after- tax operating profit. 

 

Analytical meaning: It establishes NOPLAT as the operating-in 

come numerator used in ROIC, EVA, FCFF, and the closed-loop 

reconciliation of operating performance. 

 

Manuscript connection: It supports the income-formation and 

return-transformation tests. 

 

Cross-reference: Chapters 4, 7-10, 17, and 26. 



Figure 88: Cash Conversion, Working Capital, and Liquidity Diagnosis | Original slide/page: 449  

Figure 88: Cash Conversion, Working Capital, and Liquidity Diagnosis | Original slide/page: 449 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, Invested capital, Debt, and ROI. It shows 

how operating invested capital is transformed into 

NOPLAT and how ROIC measures the productivity 

of the operating capital base. 
 

Analytical meaning: It links return to capita 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

Manuscript connection: It supports the return 

transformation, management-quality, and peer 

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 87: Operating Invested Capital and ROIC Transformation | Original slide/page: 448 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow and Interest. It traces the conversion of earnings 

into operating cash flow and free cash flow after 

working-capital and reinvestment requirements. 

Analytical meaning: It tests earnings quality, 

liquidity, debt-service capacity, and dividend capacity 

by focusing on cash that remains after the operating 

cycle is funded. 

Manuscript connection: It supports the cash-

conversion and borrower-sustainability tests. 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 



Figure 90: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 452  

Figure 90: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 452 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 
NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 
 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 89: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 451 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, EVA, 

Economic profit, Income statement, Debt, and ROI. It 

links NOPLAT, invested capital, the required return, 
the capital charge, spread, and economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

 
Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 92: EVA as a Valuation and Management-Control Measure | Original slide/page: 454  

Figure 92: EVA as a Valuation and Management-Control Measure | Original slide/page: 454 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, Invested capital, Debt, and ROI. It shows 

how operating invested capital is transformed into 
NOPLAT and how ROIC measures the productivity 

of the operating capital base. 

 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 91: Operating Invested Capital and ROIC Transformation | Original slide/page: 453 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 
NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 
 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 94: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 458  

Figure 94: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 458 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13, 

20-21, and 26-30. 

Figure 93: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 457 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Debt, and ROI. It 

links NOPLAT, invested capital, the required return, 
the capital charge, spread, and economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 96: Cash Conversion, Working Capital, and Liquidity Diagnosis | Original slide/page: 461  

Figure 96: Cash Conversion, Working Capital, and Liquidity Diagnosis | Original slide/page: 461 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow and Debt. It traces the conversion of earnings 

into operating cash flow and free cash flow after 

working-capital and reinvestment requirements. 

Analytical meaning: It tests earnings quality, 

liquidity, debt-service capacity, and dividend capacity 

by focusing on cash that remains after the operating 

cycle is funded. 

Manuscript connection: It supports the cash-

conversion and borrower-sustainability tests. 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 

Figure 95: Operating Invested Capital and ROIC Transformation | Original slide/page: 460 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow and Debt. It traces the conversion of earnings 

into operating cash flow and free cash flow afte 

working-capital and reinvestment requirements. 

 

Analytical meaning: It tests earnings quality 

liquidity, debt-service capacity, and dividend 
capacity by focusing on cash that remains after the 

operating cycle is funded. 

 

Manuscript connection: It supports the cash 

conversion and borrower-sustainability tests. 

 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 



Figure 98: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 476  

Figure 98: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 476 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, DCF, 

DCF to the firm, FCFF, Free cash flow, and Spread. 

It places DCF, EVA, FCFF, FCFE, residual-income 

or equity-model evidence within one reconciliation 

architecture. 

 

Analytical meaning: It tests whether independen 

valuation routes preserve the same economic 
meaning when capital definitions, forecasts, discount 

rates, and financing claims are consistent. 

 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33.. 

Figure 97: Multi-Path Valuation Reconciliation and Structural Closure | Original slide/page: 463 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 
FCFF, Free cash flow, Working capital, Debt, and 

Interest. It follows the transition from operating cash 

flow and FCFF through debt movements, interest 

effects, reinvestment, and the residual shareholder 
cash flow. 

 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-
level operating economics and financing claims. 

 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 



Figure 100: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 482  

Figure 100: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 482 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow, Working capital, Debt, and Interest. It follows 

the transition from operating cash flow and FCFF 

through  debt  movements,  interest  effects 

reinvestment, and the residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-
level operating economics and financing claims. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

Figure 99: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 477 

 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, FCFF, 

FCFE, Free cash flow, Debt, and Interest. It follows 

the transition from operating cash flow and FCFF 
through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-
level operating economics and financing claims. 

 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 



Figure 102: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 490  

Figure 102: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 490 

Evidence reading and analytical link 
Evidence reading: The exhibit presents Balance sheet. It follows 
the transition from operating cash flow and FCFF through debt  
Emvoivdeemnecnets,rienatedrienstge:ffTechtes, erexinhvibesittmpreenst,eanntds thBearleasnidcuealsshheaeret-. 
Ihtolfdoelrlocawssh ftlhowe .transition from operating cash flow and 
FCFF through debt movements, interest effects, 
rAenianlyvteicsatlmmeenatn,ianngd: ItthteestrsewsihdeuthaelrsFhCaFreEhaonlddethreceaqsuhityfl-ovwalu.e 
conclusion are consistent with the firm-level operating economics 
aAnndafliynatinccainlgmcleaiamnsi.ng: It tests whether FCFE and the 

eMqauniutsyc-rvipatluceoncneocnticolnu:sIitosnupaproertcsothnesisshtearnethowlditehr- tahbesofriprtmion-

laenvdeelnoteprperriaseti-ntog-eeqcuoitynoremcoicncsilaiantdionfitneastnsc. ing claims. 

CMroasnsu-rsecfreriepntcec:oCnhnaepctetriso1n3:, I1t7-s1u8p, 2p3o,r3ts0, t3h2e, ansdha3r3e. holder-

absorption and enterprise-to-equity reconciliation 
tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Balance sheet. It follows 

the transition from operating cash flow and FCFF through deb 

movements, interest effects, reinvestment, and the residual share 

holder cash flow. 

 

Analytical meaning: It tests whether FCFE and the equity-value 

conclusion are consistent with the firm-level operating economics 

and financing claims. 

 

Manuscript connection: It supports the shareholder- absorption 

and enterprise-to-equity reconciliation tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 33. 

Figure 101: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 486 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents FCFF 

Invested capital, Balance sheet, Working capital, and 

Debt. It follows the transition from operating cas 
flow and FCFF through debt movements, interes 

effects, reinvestment, and the residual shareholde 

cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm 

level operating economics and financing claims. 

Manuscript connection: It supports the shareholder 

absorption and enterprise-to-equity reconciliation 

tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 



Figure 104: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 500  

Figure 104: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 500 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, FCFF, Free 

cEavsihdfelonwc,eWroerakdinigngca:pitTahl,eDeebxt,hainbditInpterreesste. IntttsracNesOoPpeLrAatiTng, 

cFaCshFFflo, wFraende FcCaFsFh thfrloouwg,h dWiscooruknitningg,ccaopnittinaul,ingDveablut,e, aanndd 
tIhnetebrreidsgte. fIrtomtroapceerastinogpeenrtaertpinrigse vcaalusehtofleoqwuityavnadlue.FCFF 
through discounting, continuing value, and the bridge 
fArnoamlytoicpael rmaetiannginge:ntIet rtepsrtissewhveatlhueer ttoheecqaushit-yflovwalvuaelu. ation is 

supported by reinvestment, operating return, capital structure 
and financial-statement reconciliation. 
Analytical meaning: It tests whether the cash-flow 
vMaalnuuastcioripnt ciosnnseucptiopno:rItet dsupbpyortsrethinevDesCtFm, eFnCtF,F,oapnedraetnitnegr-
rperitsuer-nva,luecpaaptihtsalof tshtercuocntvuerreg,encaentdest. financial-statement 
reconciliation. 
Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 33. 

Manuscript connection: It supports the DCF, FCFF, 

andenterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 

 

 

 

 

 

 

 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents NOPLAT, FCFF, Free 

cash flow, Working capital, Debt, and Interest. It traces operating 

cash flow and FCFF through discounting, continuing value, and 

the bridge from operating enterprise value to equity value. 

 

Analytical meaning: It tests whether the cash-flow valuation is 

supported by reinvestment, operating return, capital structure, 

and financial-statement reconciliation. 

 

Manuscript connection: It supports the DCF, FCFF, and enter 

prise-value paths of the convergence test. 

 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 33. 

Figure 103: Firm Cash-Flow Path and Operating Enterprise Value | Original slide/page: 499 

 
 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, WACC, DCF, DCF to the firm, and Free 
cash flow. It follows the transition from operating 

cash flow and FCFF through debt movements 

interest effects, reinvestment, and the residual 

shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-
level operating economics and financing claims. 

 

Manuscript connection: It supports the shareholder-
absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17- 18, 23, 30, 32, and 

33. 



Figure 106: WACE, Terminal Value, and Long-Duration Operating Continuity | Original slide/page: 532  

Figure 106: WACE, Terminal Value, and Long-Duration Operating Continuity | Original slide/page: 532 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, WACC, DCF, Free cash flow, and 

Economic profit. It follows the transition from 

operating cash flow and FCFF through debt 

movements, interest effects, reinvestment, and the 
residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-

level operating economics and financing claims. 

Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 
tests. 

 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

Figure 105: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

WACC, WACE, Free cash flow, Economic profit 
and Terminal value. It connects operating surplus 

financing effects, operating equity, ROE, and the 

weighted average cost of equity. 

 
Analytical meaning: It explains how the operating 

capital engine is translated into the shareholder claim 

while keeping operating return distinct from leverage 

amplification. 

Manuscript connection: It supports the WACE and 

equity-absorption framework. 

Cross-reference: Chapters 7-10,13, 18, and 30. 



Figure 108: Continuing Value, Terminal-State Economics, and DCF Control | Original slide/page: 555  

Figure 108: Continuing Value, Terminal-State Economics, and DCF Control | Original slide/page: 555 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, EVA, Economic profit, Invested capital 

and ROI. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation- convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 107: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 537 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

WACC, FCFF, Spread, Terminal value, and Debt. It 

separates explicit-period value from continuing value 

and links the terminal state to growth, reinvestment 

operating return, and the required return. 

Analytical meaning: It prevents terminal value from 

being used as a balancing plug and requires long-

duration value to reconcile with DCF, EVA, and the 

capital state. 

 
Manuscript connection: It supports the long-duration 

continuity and convergence tests. 

Cross-reference: Chapters 9, 13,28-30, and 33. 



Figure 110: Debt-Only Return, Interest Cash Flow, NPV, and XIRR | Original slide/page: 567  

Figure 110: Debt-Only Return, Interest Cash Flow, NPV, and XIRR | Original slide/page: 567 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

WACC, FCFF, and Invested capital. It follows the 

transition from operating cash flow and FCFF 

through debt movements, interest effects 

reinvestment, and the residual shareholder cash flow. 

Analytical meaning: It tests whether FCFE and the 

equity-value conclusion are consistent with the firm-

level operating economics and financing claims. 

 
Manuscript connection: It supports the shareholder-

absorption and enterprise-to-equity reconciliation 

tests. 

Cross-reference: Chapters 13, 17-18, 23, 30, 32, and 

33. 

Figure 109: FCFF-to-FCFE and Shareholder-Value Reconciliation | Original slide/page: 562 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Debt, Interest, 
NPV, and IRR. It isolates debt movements, interest 

cost, financing cash flow, and claim-specific return 

measures. 

 

Analytical meaning: It explains how financing affects 

the bridge between operating enterprise value and 
equity value without changing the underlying operating 

cash-generation process. 

 

Manuscript connection: It supports the leverage-

quality, credit, and equity-reconciliation tests. 

Cross-reference: Chapters 14, 18,23, 30, 32, and 33. 



Figure 112: Operating Invested Capital and ROIC Transformation | Original slide/page: 588  

Figure 112: Operating Invested Capital and ROIC Transformation | Original slide/page: 588 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROI, 

Governance, and Management. It connects strategic 

choices, management capability, incentives, and 

governance responsibility to measurable financial 

outcomes. 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-protocol 

layers of the manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31-34. 

Figure 111: Management Quality, Governance, and Return-Based Accountability | Original slide/page: 581 

 

 

 

 
 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, Free 
cash flow, Invested capital, and ROI. It shows how 

operating invested capital is transformed into 

NOPLAT and how ROIC measures the productivity 

of the operating capital base. 

 
Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 

persistence of value creation across periods. 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 



Figure 114: ROIC-WACC Spread, Growth, and Value-Creation Discipline | Original slide/page: 590  

Figure 114: ROIC-WACC Spread, Growth, and Value-Creation Discipline | Original slide/page: 590 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, Invested capital, Working capital, and 

ROI. It shows how operating invested capital is 

transformed into NOPLAT and how ROIC measures 

the productivity of the operating capital base. 

Analytical meaning: It links return to capital 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

 

Manuscript connection: It supports the return-

transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 113: Operating Invested Capital and ROIC Transformation | Original slide/page: 589 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

WACC, Invested capital, and ROI. It compares 
operating return with the cost of capital and shows 

how growth behaves under positive, neutral, and 

negative spreads. 

 
Analytical meaning: It demonstrates that growth 

creates value only when incremental operating return 

exceeds the required return; otherwise growth is 

neutral or value destroying. 
 

Manuscript connection: It supports the value-driver 

and capital-allocation decision rules. 

 

Cross-reference: Chapters 



Figure 116: ROIC ROIC-WACC Spread, Growth, and Value-Creation Discipline | Original slide/page: 592  

FFiigguurree111166:: ROIIC-RWOAICC-WSAprCeCadS, pGrreoawdt,hG, raonwdtVh,aaluned-CVraelauteio-CnrDeaistcioipnliDneis|cOiprlingein|aOl srliigdien/aplasgleid:e5/9p2age: 592 

Evidence reading and analytical link 
Evidence reading: The exhibit presents DCF, Free cash flow, and 
EEcvoindoemnicceprorefiat.dIitntrga:cesTohpeeraetixnhgicbaisthprfeloswenatnsd FDCCFFF,thrForuegeh 
dciascsohunfltionwg,,coanntdinuEincgovnaolume,icanpdrtohefibt.ridItgetrfraocmesopoepraetrinagtienng-
terprise value to equity value. 
cash flow and FCFF through discounting, continuing 
Avnaalulyet,icaanl dmethaneinbgr:idItgteesftsrowmheothpeer rtahteincgashe-nfltoewrpvriaslueatvioanluies 
stoupepqorutietdy bvyalrueein.vestment, operating return, capital structure, 

and financial-statement reconciliation. 

Analytical meaning: It tests whether the cash-flow 
Mvaalnuuastciroipnt ciosnnseuctpiopno: rIttesdupbpoyrtsrethienvDeCstFm, FeCntF,F,oapnedraentitnerg-
prise-value paths of the convergence test. 
return, capital structure, and financial-statemen 

Crercososn-creilfiearetinocne:. Chapters 9, 13-14, 17-18, 26-29, and 33. 

 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 

 
Figure 115: FCFF, DCF, and Operating Enterprise Value | Original slide/page: 591 

 

 

 
 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

WACC, Invested capital, ROI, and Cost of capital. It 

compares operating return with the cost of capital and 
shows how growth behaves under positive, neutral 

and negative spreads. 

 

Analytical meaning: It demonstrates that growth 

creates value only when incremental operating return 

exceeds the required return; otherwise growth is 

neutral or value destroying. 

Manuscript connection: It supports the value-drive 

and capital-allocation decision rules. 

 

Cross-reference: Chapters 8-13,19-22, and 26-30. 

t 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 33. 

prise-value paths of the convergence test. 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents DCF, Free cash flow, an 

Economic profit. It traces operating cash flow and FCFF throug 

discounting, continuing value, and the bridge from operating en 

terprise value to equity value. 

 

Analytical meaning: It tests whether the cash-flow valuation is 

supported by reinvestment, operating return, capital structure 

and financial-statement reconciliation. 

 

Manuscript connection: It supports the DCF, FCFF, and enter 



Figure 118: FCFF, DCF, and Operating Enterprise Value | Original slide/page: 596  

Figure 118: FCFF, DCF, and Operating Enterprise Value | Original slide/page: 596 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 

NOPLAT, WACC, Free cash flow, Economic profit 

and Capital charge. It links NOPLAT, invested 

capital, the required return, the capital charge, spread 
and economic profit. 

 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation- convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 117: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 593 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, FCFF, 

and Free cash flow. It traces operating cash flow and 
FCFF through discounting, continuing value, and the 

bridge from operating enterprise value to equity 

value. 
 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 

return, capital structure, and financial-statemen 
reconciliation. 

 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 



Figure 120: Income-Statement Forecasting and Operating-Performance Formation | Original slide/page: 599  

Figure 120: Income-Statement Forecasting and Operating-Performance Formation | Original slide/page: 599 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 
NOPLAT, WACC, EVA, DCF, and Free cash flow. 

It places DCF, EVA, FCFF, FCFE, residual-income 

or equity-model evidence within one reconciliation 

architecture. 

Analytical meaning: It tests whether independent 

valuation routes preserve the same economic 

meaning when capital definitions, forecasts, discount 

rates, and financing claims are consistent. 

Manuscript connection: It supports the multi-path 
convergence and structural-consistency contribution. 

 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 

Figure 119: Multi-Path Valuation Reconciliation and Structural Closure | Original slide/page: 597 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Income 

statement and Interest. It maps the interaction among 

the balance sheet, income statement, cash flow, 
financing claims, and the capital state carried into the 

next period. 

 

Analytical meaning: It shows why financial 

statements must be read as one reconciled record: 
operating performance, reinvestment, financing, and 

cash cannot be interpreted independently. 

Manuscript connection: It supports the capital-

boundary and financial-radiology tests. 

Cross-reference: Chapters 3-6,14, 17-18, and 26. 



Figure 122: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 607  

Figure 122: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 607 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT. It 

reconciles reported operating income, tax effects 

financing-related items, and after-tax operating profit. 

 

Analytical meaning: It establishes NOPLAT as the 
operating-income numerator used in ROIC, EVA, 

FCFF, and the closed-loop reconciliation of operating 

performance. 

Manuscript connection: It supports the income-

formation and return-transformation tests. 

Cross-reference: Chapters 4, 7-10, 17, and 26. 

Figure 121: NOPLAT Growth, Reinvestment, and Operating-Income Formation | Original slide/page: 601 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents NOPLAT, 

EVA, Economic profit, Working capital, Debt, and 

Interest. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

 
Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 124: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 609  

Figure 124: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 609 

 
 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

Invested capital, and ROI. It shows how operating 

invested capital is transformed into NOPLAT and 

how ROIC measures the productivity of the operating 

capital base. 

Analytical meaning: It links return to capita 

intensity, margin, turnover, reinvestment, and the 
persistence of value creation across periods. 

 

Manuscript connection: It supports the return-
transformation, management-quality, and peer-

ranking tests. 

Cross-reference: Chapters 3, 7-13, 20-22, and 26-30. 

Figure 123: Operating Invested Capital and ROIC Transformation | Original slide/page: 608 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC 
NOPLAT, WACC, EVA, Economic profit, and 

Invested capital. It links NOPLAT, invested capital 

the required return, the capital charge, spread, and 

economic profit. 
 

Analytical meaning: It tests whether operating return 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 
 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 126: Debt Capacity, Interest Burden, and NOPLAT Support | Original slide/page: 613  

Figure 126: Debt Capacity, Interest Burden, and NOPLAT Support | Original slide/page: 613 

 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Free cash 

flow. It traces the conversion of earnings into 

operating cash flow and free cash flow after working 

capital and reinvestment requirements. 

Analytical meaning: It tests earnings quality 

liquidity, debt-service capacity, and dividend capacity 

by focusing on cash that remains after the operating 

cycle is funded. 

Manuscript connection: It supports the cash 

conversion and borrower-sustainability tests. 

 

Cross-reference: Chapters 14, 16-18, 23, 29, and 32. 

Figure 125: Cash Conversion, Working Capital, and Liquidity Diagnosis | Original slide/page: 611 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT, 

Debt, Interest, and Risk. It combines risk, debt 

capacity, sensitivity, scenario, or variance evidence to 

test the resilience of the capital system. 

Analytical meaning: It asks whether operating cash 

generation can absorb financing claims and adverse 

assumptions before liquidity pressure becomes 

structural distress. 

Manuscript connection: It supports the credit-

diagnosis, early-warning, and risk-monitoring 

protocols. 

 

Cross-reference: Chapters 14, 16-18, 23, 25, and 32. 



Figure 128: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 616  

Figure 128: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 616 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Spread, and 

Interest. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 127: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 615 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating returns 
exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

 

Manuscript connection: It supports the EVA, capital-
allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 130: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 618  

Figure 130: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 618 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Invested capital 

and Spread. It links NOPLAT, invested capital, the 
required return, the capital charge, spread, and 

economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 129: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 617 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

 
Evidence reading: The exhibit presents ROIC, 

NOPLAT, EVA, Economic profit, Spread, and Debt. 

It links NOPLAT, invested capital, the required 
return, the capital charge, spread, and economic 

profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 132: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 622  

Figure 132: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 622 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

NOPLAT, WACC, FCFF, Free cash flow, and 
Economic profit. It traces operating cash flow and 

FCFF through discounting, continuing value, and the 

bridge from operating enterprise value to equity 

value. 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 

return, capital structure, and financial-statemen 
reconciliation. 

 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 

33. 

Figure 131: FCFF, DCF, and Operating Enterprise Value | Original slide/page: 621 

 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 
WACC, EVA, Economic profit, Invested capital, and 

Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 
 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 
adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 134: Multi-Path Valuation Reconciliation and Structural Closure | Original slide/page: 625  

Figure 134: Multi-Path Valuation Reconciliation and Structural Closure | Original slide/page: 625 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents EVA and 
Economic profit. It links NOPLAT, invested capital 

the required return, the capital charge, spread, and 

economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 133: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 623 

 

 

 

 

 

 

 

 

 
 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents ROIC, 

WACC, EVA, DCF, Free cash flow, and Economic 
profit. It places DCF, EVA, FCFF, FCFE, residual-

income, or equity-model evidence within one 

reconciliation architecture. 

 
Analytical meaning: It tests whether independent 

valuation routes preserve the same economic 

meaning when capital definitions, forecasts, discount 

rates, and financing claims are consistent. 
 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 



Figure 136: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 628  

Figure 136: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 628 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents WACC, 

EVA, Economic profit, Invested capital, Debt, and 

Interest. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 

economic profit. 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 135: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 626 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA and 
Economic profit. It links NOPLAT, invested capital, 

the required return, the capital charge, spread, and 

economic profit. 

 

Analytical meaning: It tests whether operating returns 
exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 

recognized. 

Manuscript connection: It supports the EVA, capital-

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 



Figure 138: Present Value of Explicit Cash Flows and Continuing Value | Original slide/page: 640  

Figure 138: Present Value of Explicit Cash Flows and Continuing Value | Original slide/page: 640 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 
Evidence reading: The exhibit presents ROIC, 

WACC, EVA, Economic profit, Invested capital, and 

Spread. It links NOPLAT, invested capital, the 

required return, the capital charge, spread, and 
economic profit. 

 

Analytical meaning: It tests whether operating returns 

exceed the full cost of capital and whether growth 

adds value after the capital required to support it is 
recognized. 

Manuscript connection: It supports the EVA, capital 

allocation, and valuation-convergence arguments. 

Cross-reference: Chapters 8-13,20-21, and 26-30. 

Figure 137: Economic Profit, EVA, and Capital-Charge Analysis | Original slide/page: 631 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents Continuing 

value. It separates explicit-period value from 

continuing value and links the terminal state to 
growth, reinvestment, operating return, and the 

required return. 

 

Analytical meaning: It prevents terminal value from 
being used as a balancing plug and requires long-

duration value to reconcile with DCF, EVA, and the 

capital state. 

 

Manuscript connection: It supports the long-duration 

continuity and convergence tests. 

Cross-reference: Chapters 9, 13,28-30, and 33. 



Figure 140: Book Value, Intrinsic Value Added, and End-of-Forecast Equity Value | Original slide/page: 644  

Figure 140: Book Value, Intrinsic Value Added, and End-of-Forecast Equity Value | Original slide/page: 644 

 

 

 

 

 

 
 

 

 

 
 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents NOPLAT. It 

traces operating cash flow and FCFF through 

discounting, continuing value, and the bridge from 
operating enterprise value to equity value. 

 

Analytical meaning: It tests whether the cash-flow 

valuation is supported by reinvestment, operating 

return, capital structure, and financial-statemen 
reconciliation. 

Manuscript connection: It supports the DCF, FCFF, 

and enterprise-value paths of the convergence test. 

 

Cross-reference: Chapters 9, 13-14, 17-18, 26-29, and 
33. 

Figure 139: FCFF from NOPLAT and Net Investment | Original slide/page: 641 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents Forecasting. It 

separates explicit-period value from continuing value 
and links the terminal state to growth, reinvestment 

operating return, and the required return. 

Analytical meaning: It prevents terminal value from 

being used as a balancing plug and requires long-

duration value to reconcile with DCF, EVA, and the 

capital state. 

Manuscript connection: It supports the long-duration 

continuity and convergence tests. 

 

Cross-reference: Chapters 9, 13,28-30, and 33. 



Figure 142: Required Returns, Market Expectations, and Investment Monitoring | Original slide/page: 654  

Figure 142: Required Returns, Market Expectations, and Investment Monitoring | Original slide/page: 654 

Evidence reading and analytical link 
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Cross-reference: Chapters 11-12,15-16, 21, and 31-34. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

 

 

 

 
 

 

 

 
 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents WACC, EVA, 
DCF, FCFF, and Debt. It places DCF, EVA, FCFF, 

FCFE, residual-income, or equity-model evidence 

within one reconciliation architecture. 

 

Analytical meaning: It tests whether independent 

valuation routes preserve the same economic meaning 
when capital definitions, forecasts, discount rates, and 

financing claims are consistent. 

Manuscript connection: It supports the multi-path 

convergence and structural-consistency contribution. 

Cross-reference: Chapters 8-10,13, 26-30, and 33. 

Figure 141: DCF and EVA Comparison with Enterprise-to-Equity Reconciliation | Original slide/page: 648 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents cash conversion, liquid-

ity, cash conversion, liquidity, and required-return expectations. 

It connects strategic choices, management capability, incentives, 

and governance responsibility to measurable financial outcomes. 

 

Analytical meaning: It treats management quality as capital dis-

cipline: decisions are credible when they improve operating per-

formance, cash conversion, risk control, and shareholder value 

rather than merely reported profit. 

 

Manuscript connection: It supports the management-quality, 

governance, and institutional decision-protocol layers of the 

manuscript. 

 

Cross-reference: Chapters 11-12,15-16, 21, and 31-34. 



Figure 144: Bridging Historical Performance and Strategic Investment Evaluation | Original slide/page: 660  

Figure 144: Bridging Historical Performance and Strategic Investment Evaluation | Original slide/page: 660 

 

 

 

 

 

 

 
 

 

 

Evidence reading and analytical link 

 

Evidence reading: The exhibit presents EVA, 

Governance, and Management. It connects strategic 

choices, management capability, incentives, and 
governance responsibility to measurable financial 

outcomes. 

 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 
improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

 
Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

Figure 143: Management Assessment from the Investor Perspective | Original slide/page: 656 

 

 

 

 

 

 

 

 
 

 

 

 

 

Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, 

Governance, and Management. It connects strategic 

choices, management capability, incentives, and 

governance responsibility to measurable financial 
outcomes. 

 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 

improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 
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Evidence reading and analytical link 

Evidence reading: The exhibit presents EVA, 

Governance, and Management. It connects strategic 

choices, management capability, incentives, and 
governance responsibility to measurable financial 

outcomes. 

 

Analytical meaning: It treats management quality as 

capital discipline: decisions are credible when they 
improve operating performance, cash conversion, risk 

control, and shareholder value rather than merely 

reported profit. 

 
Manuscript connection: It supports the management-

quality, governance, and institutional decision-

protocol layers of the manuscript. 

Cross-reference: Chapters 11-12,15-16, 21, and 31- 

34. 

Figure 145: Strategic versus Non-Strategic Investment Decisions | Original slide/page: 662 
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