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First Principles of Master Investing is the 216-page synthesis of what Buffett, Munger, and Ackman -- the
three masters who built the discipline of patient, concentrated, owner-mind investing -- have actually read,
returned to, and operated from for fifty years. Twenty-eight chapters across eight parts, with full
Show-the-Math case walks (Washington Post 1973, See's Candies 1972, Apple 2016-2025, Coca-Cola 1988,
General Growth 2009, Valeant 2015 as the inverse), the Munger latticework, the Ackman concentration
discipline, and the long-game compounding math. Cited cover-to-cover; ships with acompanion First
Principles workbook.

This free preview gives you the cover, the full table of contents (so you can see the breadth of the synthesis),
the reading-map by reader type (one weekend, CFO, PE practitioner, family-office principal, curious reader,
skeptic, adult child of a successful family), and one complete chapter at full quality -- Chapter 4, Price Versus
Vaue: The Margin of Safety as Ownership Concept. It contains the Washington Post 1973 walk that Buffett
has cited for fifty years, plus the General Growth $0.50 walk and the Valeant 2015 inverse case. If it reads
like the others, you know what the full guideis.

Read it the way a practitioner reads areference: skim the TOC, find your role in the reading-map, then work
the WPO walk line by line. The owner-mind discipline this guide teaches is what the masters have been
quietly doing for fifty years; learning the Show-the-Math template once is the highest-leverage use of a
weekend an investor can make.

WHAT YOU GET IN THIS PREVIEW

Cover - About ThisPreview - Table of Contents - Reading Map by Role - one full sample chapter

Sample chapter: Chapter 4 -- Price Versus Value: The Margin of Safety as Ownership Concept (Buffett's 1973 Washingtc
Thefull guide isavailable at baratelliinstitute.com. Single-user license; not for redistribution.
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How to Read ThisVolume

The eight parts of this guide can be read in any order, but they were written to be read in sequence the first time.
Parts| and |1 establish the operating frame. Parts 11 through V deepen the frame into the three masters respective
specidties. Parts VI through V111 are the synthesis — what emerges when the three frames are held together.

If you have one weekend

If you area CFO or
controller

If you are a private-equity
practitioner

If you are a family-office
principal
If you area curious reader

who isnot a practitioner

If you are skeptical of the
project entirely

If you are an adult child of a
successful family

Read Part |, then Chapter 4, Chapter 7, Chapter 13, Chapter 20, and Chapter 22.
Those six chapters carry the load. Y ou will be able to follow any conversation about
Buffett or Munger or Ackman afterward.

Skip to Part I11. The financial -statement-reading discipline of Chapter 8 and the
capital-allocation framework of Chapter 11 are what you will use Monday morning.
Then return to Part 11 for the framing.

Read Parts 11 and V together. The franchise-versus-commodity framing of Chapter 6
and the kill-criteria discipline of Chapter 17 are the bones of every diligence process
worth running.

Read Part V11 first — the compounding discipline of Chapter 22 through Chapter 25
isthe only investment chapter that matters when the holding period is generational .

Read Part 1V first. Munger's latticework of mental modelsis the part of the
framework that travels best to non-investment decisions. Then come back for the
rest.

Read Part V111 first. The candid accounting of what the masters got wrong — the
tech blind spot, the circle-of-competence trap, the survivorship problem — will tell
you whether the remaining seven parts are worth your time.

Read Part |1 for the operating frame, then work the Washington Post, Apple, and
Coca-Cola Show-the-Math walks (Chapters 4 and 7) line by line. The discipline this
guide teaches is what your parents advisors have been quietly doing for thirty years;
learning it now — before you inherit the seat — is the highest-leverage use of a
single volumein the practitioner's library.

Every chapter ends with one or two pages titled The Working Principle. Those pages are the take-away that the
reader should be able to apply within seven days of reading the chapter. The appendices contain the full reading
schedule and a single consolidated checklist for use during actual investment decisions.
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Price VersusValue: The Margin of Safety as
Owner ship Concept

Graham's margin of safety is the most-cited concept in investing and the most-misunderstood. It is regularly
explained as “buy at adiscount.” That is the conclusion; it is not the discipline. The discipline isto operate, at all
times, on the distinction between price and value — to treat them as fundamentally different quantities that
occasionally coincide.

Price is what the market quotes on a Tuesday at 10:31 am. It is a transactiona fact. Value is what the business
will produce in owner's earnings over the holding period, discounted to the present at an appropriate rate. It isan
analytical construct. Price is observable; value is estimated. Price is precise; value is imprecise. Price moves on
news, quarterly numbers, sentiment, macro mood. Vaue moves on changes in the underlying business and the
discount rate. The two quantities have almost nothing to do with each other on adaily basis.

Graham's “Mr. Market” parable, in Chapter 8 of The Intelligent Investor, is the metaphor that installs this
discipline. Mr. Market is a manic-depressive business partner who quotes you a price for your half of the business
every day. Some days the price isfair; some days he is euphoric and overquotes, some days he is despondent and
underquotes. The discipline of the intelligent investor is to transact with Mr. Market only on the days the quoted
price diverges materially from the business'sintrinsic value, and to be indifferent on all other days.

Wherethe margin of safety comesin

Vaue is estimated, not measured. Any honest estimate has a range of plausible answers. A business that the
practitioner believes is worth $100 per share is, more accurately, a business the practitioner believes is worth
somewhere between $70 and $130 per share. The margin of safety is the discipline of buying only when the price
is below the lower end of that range — $60 or $50 per share — so that the estimate can be wrong by 30% and the
position still makes money.

Thisis not atactic. It is the philosophical recognition that estimation is imprecise and that the imprecision must
be priced in at the purchase, because it cannot be repriced later. The engineer who designs a bridge for 10,000
pounds when the trucks weigh 8,000 has built in a margin of safety. The engineer who designs for 8,000 pounds
has built a bridge that fails the first time a heavier truck crosses. The investment practitioner who buys at fair
value has built the second bridge.

The three most important words in investing are margin of safety.

Buffett's 1973 Washington Post purchase is the textbook margin-of-safety case — and the worked sum-of-parts
example we will reach in a few pages. Before we walk that math (and every other math walk in this guide), here
isthe valuation toolkit each walk is a specific application of: the methodology conventions, Enterprise Value (the
foundational concept of comparable valuation), Sum-of-Parts (the specific technique used on Washington Post),
and the Intrinsic Value procedural template that unifies discounted cash flow with comparable multiples and
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reasonableness checks. The reader who works the toolkit once will read every later walk fluently.

DEFINING THE TERM — Methodology — How to Read the Show-the-M ath Walks
What isinstinctive to Buffett is not instinctive to most people. Thisiswhy we Show the Math.

The masters compute the value of a holding in seconds because they have run the calculation tens of thousands of
times across forty years. The practitioner reading this guide for the first time will compute it slowly, with a calculator
and a 10-K open on the desk. That isthe right way to learn. Every Show the Math walk in this guide follows the
same set of conventions. State them once here so the reader can read the math sections quickly and without
re-deriving the assumptions each time.

(1) Discount rate. When adiscount rate is stated, it is the cost of equity capital for the business under analysis —
typically 9-11% for franchise businesses with stable cash flows, 11-14% for commaodity or cyclical businesses,
15%+ for distressed or special situations. Where the walk uses a single round number (often 10%), that is the
practitioner's working assumption, not a precise CAPM-derived figure. Real practice uses a band; the sensitivity
tables in the companion workbook |et the reader test it.

(2) Maintenance capex. Owner's Earnings subtractions for maintenance capex use the practitioner's judgment of the
cash required to keep the business's competitive position intact, not the total reported capex (which includes growth
investment). Where the gap is material, the walk says so. For asset-light businesses (Apple, See's) maintenance
capex is structurally near zero; for asset-heavy businesses (US Steel, GE) it is a substantial line.

(3) Tax convention. Unless otherwise stated, the math is presented on a pre-tax or normalized-tax basis (U.S.
federal corporate rate, current period). After-tax compounding for the individual investor is covered separately in

Chapter 24.

(4) Per-sharefigures. All per-share figures are split-adjusted to the current share basis. Historical figures (e.g., 1973
Washington Post) reflect the share count at the time of the transaction.

(5) Currency. Dallar figures throughout are U.S. dollars. International readers should apply the local currency unit
cost-of-capital and translation conventions; the framework is unit-currency-neutral.

These conventions are restated where any walk departs from them.

Source: Philip A. Baratelli, Baratelli I nstitute Methodol ogy Note (2026 Edition)
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DEFINING THE TERM — Enterprise Value (EV) — the foundational concept of comparable valuation

Enterprise Valueisthetotal value of abusiness's operating assets — what an acquirer would actually pay to own
the entire operating company outright, free of its capital structure. The formulais short and the disciplineisin
always using it.

EV =Market Equity Value + Total Debt — Cash & Equivalents+ Preferred Stock + Minority I nterest

The reason EV matters more than market capitalization for comparison purposes: market cap is the value of the
equity sliceonly; EV isthe value of the whole pie. Two companies with the same market cap but different debt loads
have very different enterprise values, comparing them on P/E or P/Book obscures that. EV multiples (EV/EBITDA,
EV/EBIT, EV/Sales, EV/FCF) are capital-structure-neutral — they compare the operating value of one business to
the operating value of another regardless of how each is financed. Thisiswhy investment bankers, M&A
practitioners, and private-equity acquirers anchor everything on EV: it is the language of buying and selling whole
businesses, not equity slices.

The EV-to-Equity bridge s the reconciliation that gets you from an EV-based intrinsic value back to a per-share
value the public-equity investor can compare to a stock price. Once an EV is computed (via DCF, comparable
multiples, or sum-of-parts), the bridge is mechanical: Equity Value = EV — Total Debt + Cash — Preferred —
Minority Interest; divide by diluted shares for per-share intrinsic value. The bridge is procedural but never optional
— skipping it is how an analyst confuses operating value with equity value and concludes that a heavily-levered
businessis‘cheap’ on EV/EBITDA when in fact the equity is worth zero after the debt is paid down. Every
show-the-math walk in this guide that uses EV runs the bridge explicitly; the reader should never see an EV number
without seeing the bridge to equity.

Source: Standard investment-banking convention; Rosenbaum & Pearl, Investment Banking, Wiley editions

SHOW THE MATH — Enterprise Value — the calculation, the bridge, and the practitioner's
discipline

Method: Compute EV for arepresentative public company from its 10-K balance sheet, then walk the bridge back
from EV to per-share equity value. Thisis the calculation every comparable-valuation walk in the rest of this guide
builds on. Run it once here so the procedure is mechanical when it appears | ater.

Inputs: Hypothetical mid-cap company ‘NewCo’ with $20.00/share market price, 100 million diluted shares
outstanding, $500M of total debt (long-term debt + current maturities + capitalized |eases), $150M of cash and
equivalents, no preferred stock, and a $40M minority interest in a consolidated subsidiary. EBITDA (last twelve
months): $250M. The reader can substitute any real company's 10-K balance-sheet line items in the same procedure.

Math:
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Diluted shares outstanding [millions] 100
Market price per share (USD) 20.00
Market equity value = 100 x 20.00 [USD M] 2,000
(+) Tota debt (long-term + current + capitalized leases) 500
(+) Preferred stock at liquidation value 0
(+) Minority interest (book value of non-controlling stake) 40
Subtotal additionsto equity = 500 + 0 + 40 540
(=) Cash & equivalents (deducted because cash is not operating) (150)
EV = 2,000 + 540 — 150 2,390
EV / EBITDA = 2,390 + 250 9.6x
Start: an intrinsic Enterprise Value from a DCF or comparable-multiples (assumed) 2,800
walk

(=) Total debt (500)
(-) Preferred stock 0
(=) Minority interest (40)
(+) Cash & equivaents 150
Equity intrinsic value = 2,800 — 500 — 0 — 40 + 150 2,410
Per-shareintrinsic value = 2,410 ~ 100 [USD] 24.10
Margin of safety vs market = 1 — (20.00 + 24.10) 17%

Why EV and not market cap: had we compared NewCo's $2.0B market cap directly to a peer with no debt and $500M of
cash trading at the same market cap, we would have concluded the two were equivalent. Their EVs differ by $1.04B

(NewCo at $2.39B vs peer at ~$1.35B) — nearly half. EV normalizes this; market cap obscuresit.

Why the bridge is never optional: a heavily-levered business may trade at an attractive EV/EBITDA but have negligible or
negative equity value after the debt is netted out. The practitioner who skips the EV-to-Equity bridge will own equity in a

business where the operating value belongs to the lenders.

Conclusion: Enterprise Vaueis the price an acquirer pays for the whole operating business. Equity Vaueiswhat is
left for shareholders after the capital structure is settled. The bridge between them is mechanical and procedural and
must always be shown. Every comparable-valuation walk in this guide that uses an EV multiple (EV/EBITDA,
EV/EBIT, EV/Sales, EV/FCF) is computing operating value; every per-shareintrinsic value the public-equity
investor compares to a market quote is equity value; the EV-to-Equity bridge is what reconciles the two. Investment
bankers beat this into clients on every deal because every error in equity pricing traces back, eventually, to amissing
or mis-run EV bridge. The disciplineisto run it on every name, every time, in long form when learning and in
shorthand when fluent.
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DEFINING THE TERM — Sum-of-Parts Valuation

Add up what each business segment would sell for separately, using observable private-market multiples (recent
comparable transactions for that industry), then compare the total to the company's public market quote. Used when
adiversified company is being valued at less than the breakup value of its parts. No DCF required — just
segment-by-segment arithmetic from the 10-K. Each segment EV is summed to atotal enterprise value; the
EV-to-Equity bridge (above) is then run to compare to the public market quote per share. Example: a conglomerate
that ownsa TV broadcaster (worth ~10x pretax operating income in private deals), a newspaper (worth ~8x after-tax
earnings), and a cash hoard, summed and contrasted with the equity market quote for the whole company.
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SHOW THE MATH — Intrinsic Value — the procedural template (DCF + compar ables +
r easonableness check)

Method: Intrinsic value is the present value of the cash abusiness will produce for its owners over itsremaining life,
discounted at the appropriate rate. The practitioner computes it three ways — DCF, comparable multiples, and
asset-based (when applicable) — then sanity-checks the result against the implied growth, implied terminal yield,
and peer cross-checks. The methods must converge within areasonable band. When they diverge, the practitioner
must identify which method is correct and why. This template is the procedure every Show-the-Math walk in the rest
of this guide is a specific application of.

Inputs: Hypothetical franchise business with $1.00 per share of current owner's earnings (FCF/share), growing at
6%/yr for the next 10 years, then 3%/yr terminal. Cost of equity capital: 10%. Peer-group comparable P/FCF for
franchise businesses of similar quality: 18-22x. Reader can substitute their own inputs and re-run the procedure for
any real company.

Math:
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Current owner's earnings per share (Y ear 0) 1.00
Year 10 owner's earnings = 1.00 x 1.06"10 1.79
Sum of years 1-10 owner's earnings, discounted at 10% (annuity-style) 8.20
Terminal valueat Year 10 = (Yr11 OE) + (r — g) = (1.79 x 1.03) + (0.10 26.34
-0.03)

Present value of terminal at Year 10 = 26.34 + 1.10"10 10.15
DCF intrinsic value = 8.20 + 10.15 18.36
Current owner's earnings per share 1.00
Peer-group comparable P/FCF (franchise businesses, similar quality) 18-22x
Implied intrinsic valuerange = 1.00 x 18-22 18.00-22.00
Implied growth at DCF intrinsic value of $18.36 (back-solve Gordon) ~4.6%
Implied terminal yield at $18.36 = 1.00 + 18.36 5.4%
Cross-check: cost-of-equity (10%) — growth (4.6%) = required yield ad
(5.4%) — ties.

DCF intrinsic value 18.36
Comparable-multiples intrinsic value (midpoint of peer range, 20x) 20.00
Range of intrinsic value estimates acr oss methods 18.36-22.00
Discount-rate sensitivity (DCF total at r = 9%/ 10% / 11%) 20.94/18.36/ 16.27

The two methods converge within a 7% band —thisis a confident intrinsic-value estimate. If they had diverged by 50%+,
the practitioner would need to identify which method iswrong. Typical sources of divergence: (a) the peer group is
mispriced (sector bubble or sector despair); (b) the DCF growth assumption iswrong; (c) the businessisin a transition
that breaks comparability with peers.

The practitioner's margin of safety is the gap between the intrinsic value range and the market price. A market price of $10
would give 45-55% margin of safety vs $18-22 intrinsic. A market price of $20 would give little to no margin of safety. The
discipline is to buy only when the gap is wide enough to absorb input error.

Conclusion: Intrinsic value is not one number; it is arange produced by two methods that should converge. DCF
answers ‘what are the future cash flows worth today’; comparable multiples answers ‘what is the market currently
paying for similar future cash flows.” A good intrinsic-value estimate produces a tight band across both methods,
passes the implied-growth and implied-yield reasonabl eness checks, and leaves room for input error. Every specific
company walk that follows is an application of this template; the conventions stated in the methodology box above
apply throughout.

Now the toolkit applies to the first case. Buffett's 1973 Washington Post purchase is one of the cleanest
margin-of-safety walks in the public record — the calculation a serious analyst could have run from the 1972
10-K and the comparable-transactions data available at the time.
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CASE IN POINT — Washington Post Company, 1973

In 1973 Buffett bought roughly 9% of the Washington Post Company when the market quoted the entire firm at
about $80 million. His estimate of intrinsic value was approximately $400 million — amargin of safety of roughly
80%, not Graham's 33%. The stock then fell another 50% after he bought. He held; over the next forty years the
position grew to roughly $1.3 billion before Berkshire took it private in 2014. The lesson: when the gap between
price and value is wide enough, even a serious price decline after purchase becomes opportunity rather than crisis.
The margin of safety was not protection against being right slowly; it was protection against being wrong about the
value estimate by half and still earning areturn.
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SHOW THE MATH — Washington Post Co., 1973

Method: Sum-of-parts valuation using observable private-market multiples for each business segment, summed and
compared to public market quote.

Inputs: WaPo Co. in 1973 owned: (1) The Washington Post newspaper, (2) Newsweek magazine, (3) four
major-market TV stations (Washington D.C., Miami, Hartford, Jacksonville), (4) other small holdings and cash.
Private-market multiples available from comparable transactions: major-market TV broadcast stations traded at
roughly 10x pretax operating income; large metropolitan newspapers at approximately 8x after-tax earnings; news
magazines at 10-12x after-tax earnings.

Math:
TV stations: 4 x ~$3M pretax x 10x broadcast 120
Newspaper: ~$5M after-tax x 8x P/E 40
Newsweek: ~$3M after-tax x 10x P/E 30
Other holdings + cash 10
Sum-of-parts enter prise value (conser vative) 200
Sum-of-partsenterprise value (upper case) 400
(=) Total debt (1973 balance sheet, clean) ~0
(+) Cash & equivalents (modest) ~0
Net debt (Total debt — Cash) ~0
Equity value (intrinsic, conservative) = EV — Net Debt 200
Equity value (intrinsic, upper case) 400
Mr. Market's quote (1973 market cap) 80
Margin of safety vs. conservative = 1 — (80 + 200) 60%
Margin of safety vs. upper case =1 — (80 + 400) 80%

WaPo 1973 had a clean balance sheet — net debt =~ $0 — so the EV-to-equity walk is procedural here. The disciplineisto
show the bridge anyway.

No DCF required — just read the 10-K and apply private-market multiples segment-by-segment.

Conclusion: The market quoted WaPo Co. at $80M total equity value. Sum-of-parts intrinsic value: $200M—$400M.
Margin of safety: 60-80% discount. The valuation did not require a DCF; it required reading the 10-K to identify the
assets and applying observable private-market multiples to each. Any analyst willing to do the assembly arithmetic
could have computed it. Buffett did. He bought.
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How wide should the margin be

Graham's rule of thumb was a 33% discount to estimated intrinsic value. Buffett has used wider margins for
businesses he considers harder to value and narrower margins for businesses he considers extraordinary. Ackman,
in the activist context, has argued that the activist can sometimes accept a narrower margin because the activist
intervention is itself part of the value-creation thesis — the investor is not merely waiting for the market to
recognize value but actively producing it.

The right width is a function of three variables. First, the precision of the valuation. A ssmple business with a
stable earnings stream can be valued more precisely; a turnaround can barely be valued at all. Second, the holding
period. A longer hold gives the value more time to assert itself; a shorter hold leaves the investor at the mercy of
Mr. Market's mood on the exit date. Third, the cost of being wrong. A small position in a diversified book
tolerates a narrower margin; a concentrated position requires a wider one. The three variables suggest a range
from roughly 15% (precise valuation, long hold, small position) to 50% or more (imprecise valuation, short hold,
concentrated position).

CASE IN POINT — Pershing Square & General Growth Properties, 2008-2010

Bill Ackman bought GGP shares near bankruptcy at roughly $0.50. The static margin of safety was thin: the
company wasin Chapter 11 and could plausibly have gone to zero. Ackman accepted the narrower margin because
his thesisincluded active intervention. He led the bankruptcy reorganization, negotiated the spin-off of Howard
Hughes Corporation, and exited the residual GGP position above $20. The activist accepts a narrower static margin
because intervention is part of the value-creation thesis. The passive value investor cannot rely on the same framing.
Width-of-margin is therefore a function of strategy, not just of valuation precision.
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SHOW THE MATH — General Growth Properties at $0.50 — book value & NAV per share

Method: Two layered valuations: (1) GAAP book value per share as a simple floor check, then (2) Net Asset Value
(NAV) per share — the discipline real-estate investors actually use, since GAAP depreciates buildings while market
valuesrise.

Inputs: GGP at the Nov 2008 trough: stock ~$0.50. Common shares outstanding ~270M. GAAP total assets ~$28B
(real estate at depreciated cost). GAAP total liabilities ~$25B (mostly mortgage and corporate debt; refinancing wall
the proximate trigger of Chapter 11). Annualized portfolio Net Operating Income (NOI) ~$2.0B. Class-A
regional-mall private-market cap rate (normal conditions) ~7.5%.

Math:
Total assets (GAAP, real estate at depreciated cost) [USD B] 28.0
(=) Total liabilities (debt + accruals) [USD B] (25.0)
GAAP book equity [USD B] 3.0
Common shares outstanding [millions] 270
GAAP book value per share=3.0B +~ 270M (per share) 11.11
Annualized portfolio NOI [USD B] 2.0
Cap rate (Class-A mall private-market, normal conditions) 7.5%
Gross asset value = 2.0B + 7.5% [USD B] 26.7
() Totadl liabilities (per above) [USD B] (25.0)
Net asset value (equity) [USD B] 17
NAV per share=1.7B + 270M (per share) 6.30
Market price (Nov 2008 trough) (per share) 0.50
Book-value margin of safety =1 - (0.50 + 11.11) 95.5%
NAV margin of safety = 1 - (0.50 + 6.30) 92.1%

Two cap rates were possible: 7.5% private-market vs. ~15% panic-distressed; the distressed read would have produced
NAV per share < $0 and is what the public quote was pricing.

Eventual exit per residual GGP share + HHC spin (per share) 20+
Realized multiple on $0.50 entry 40x+
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Conclusion: GGP's $0.50 quote did not reflect insolvency — book value was ~$11/share and NAV at normal cap
rates was ~$6.30. The quote priced aliquidity crisis (the refinancing wall) asif it were a solvency crisis (the cap rate
that would imply ~zero NAV). Ackman's thesis was that bankruptcy reorganization could solve the liquidity
problem without wiping equity — turning a 92-95% static margin of safety into a 40x realized return. The lesson:
book value and NAV are different floor metrics, both legitimate, and the gap between them and the market quoteis
where the activist's thesis lives. Compute both before deciding whether the quote reflects price decline or value
decline.

The misuse of the concept

The most common misuse of the margin-of-safety language is to apply it to price decline rather than to price
below estimated value. A stock that has dropped 40% is not, by that fact, on sale. It is 40% cheaper than it was.
Whether it is below estimated value depends on whether the estimated value has dropped |ess than 40% — which
often it has not, because the reason the price dropped is that the value dropped.

Graham's discipline is to compute value first, observe price second. The investor who computes price first and
works backward to a value that justifies it has reversed the analysis and is now a speculator on price movements
rather than an investor in businesses. This reversal is so common, and so hard to diagnose in oneself, that the
masters return to the price-versus-value distinction with the regularity of a prayer.

CASE IN POINT — Valeant Phar maceuticals, 2015-2016

Valeant's stock fell from $260 to $30 over twelve months — an 88% ‘discount’ from the prior peak. Many
sophisticated value investors entered thinking they had amargin of safety. But the underlying intrinsic value had
collapsed faster than the price. Valeant's business model — debt-funded acquisitions, aggressive price increases on
orphan drugs, and accounting that obscured organic decline — was broken. The investors who anchored on the $260
reference price as their measure of value were anchoring on a number that no longer existed. A price declineisnot a
margin of safety unlessintrinsic value has held.

DEFINING THE TERM — Gordon-Growth Modél (V =E + (r —g))

The simplest perpetuity valuation: the intrinsic value of a stream of earnings growing forever at rate g, discounted at
required rate of return r, equals next-period earnings divided by (r — g). Used as a sanity check on any DCF: if the
implied growth rate g needed to justify a current price exceeds the long-run growth rate of the economy (~5%
nominal), the model istelling you the price embeds an implausible assumption. Equally useful run in reverse: solve
for the g the market isimplying, then ask whether that g is credible. Strict assumption: growth and discount rates are
constant forever (rarely true in practice, but useful as a back-of-envelope discipline).
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SHOW THE MATH — Valeant Phar maceuticals, 2015 (the inver se case)

Method: Going-concern DCF with corrections for unsustainable inputs — identifying when reported earnings are
not the right base from which to compute value.

Inputs: Valeant peak stock price (mid-2015): $260. Trailing reported EPS: approximately $11. Headline P/E at
peak: approximately 24x. Reported revenue growth: approximately 25% annually 2013-2015 (driven heavily by
acquisitions and price increases). Pharmacy benefit manager (Philidor) revenue exposure: approximately 7% of total
but providing roughly 20% of operating income. Acquisition-driven goodwill: over $30B on a balance sheet with

$32B of debt.

Math:
Reported EPS (trailing, mid-2015) (per share) 11.00
(=) Acquisition-driven earnings (~50% of growth) (per share) (3.30)
(=) Orphan-drug price-gouging (~30% of growth) (per share) (2.20)
Sustainable organic EPS (per share) 5.50
Sustainable growth rate g (ex-M&A, ex-price-hikes) 3.0%
Discount rate r (cost of equity) 10.0%
Gordon denominator (r — g) 7.0%
Per-share value of the operating asset = 5.50 +~ 7.0% (per share) 78
Total debt outstanding ~$32B + ~340M shares (per share) 94
(=) Cash & equivalents per share (modest) ~5
Net debt per share = Debt — Cash (per share) 89
Equity value per share= Gordon V — Net Debt (per share) (11)

In this worked example, on a full leverage-adjusted basis the illustrative company’ s sustainable equity per shareis near
zero or negative — the operating-asset Gordon value cannot service the debt at the sustainable EPS assumed in the model.
(Hustration only; not a view on any actual security.)

Market price at peak (per share) 260
Overvaluation vs. unlevered V = 260 + 78 3.3x

Phantom ‘margin of safety’ if buyer anchors on $260 reference at $80 entry

True margin of safety at $80 vs. $78 unlevered intrinsic (before debt bridge)
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Conclusion: The market quoted $260 at peak; intrinsic value on sustainabl e inputs was approximately $78. The 88%
subsequent price decline did not produce a margin of safety because intrinsic value declined too — the Philidor
channel collapsed, organic growth went negative, the debt service became binding. An investor buying at $80
anchored on the $260 reference price thought they had a 70% margin of safety. They had none. The lesson: when the
reported earnings base includes unsustainable inputs (channel stuffing, price gouging, accretion math), the right
intrinsic value is computed on the sustainable inputs, not on the reported number.

The margin-of-safety discipline is spoken in every accent. Practitioners on five continents say the same thing in
their own languages.

Price iswhat you pay, value is what you get.

Being a value investor means you look at the downside before looking at the upside.

Shuhel Abe (SPARX, Tokyo) has built his firm on the same logic, framed as ‘ narrowing the
value gap between intrinsic value and market price through fundamentals — management
guality, earnings, balance sheet.’

THE WORKING PRINCIPLE — Chapter 4

Estimate value before observing price. Buy only when price is below the lower bound of your value estimate by
enough to absorb being wrong by 20-50% on the estimate itself. The width of the margin scales with valuation
imprecision, holding-period shortness, and position concentration. Treat price movements as opportunities to act on
the price-value gap, not as information about valueitself. If you find yourself adjusting your value estimate to justify
aprice you are tempted by, you have stopped being an investor.
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Decide. Act. Now.

What you just read is one chapter of twenty-eight. The full guide takes the same level of operationa care into
the canon-reading discipline (Chapters 1-3), the franchise-versus-commaodity diagnostic (Chapter 6), the
five-moats taxonomy (Chapter 7), the financial-statement reading discipline (Chapter 8), Fisher's fifteen-point
management evaluation (Chapter 9), the Outsiders thesis on capital allocation (Chapter 11), the Munger
latticework of mental models (Chapter 12), inversion (Chapter 13), the twenty-five cognitive biases (Chapter
14), the Ackman concentration math (Chapters 16-18), the asymmetric-bet framing (Chapter 21), the
long-game compounding math (Chapters 23-25), and the candid accounting of what the masters got wrong
(Chapters 26-28).

The companion workbook operationalizes the frameworks -- the Show-the-Math template applied to several
historical walks, the franchise/commaodity diagnostic, the Kelly-sizing calculator, and the long-hol ding-period
compounding model.

If you are an investor, a CFO, a private-equity practitioner, afamily-office principal, or an adult child of a
successful family who has to learn the discipline before you inherit the seat, thisis the synthesis. The masters
framework is what was always available; this guide is how you get it in one volume.

GET THE FULL GUIDE

First Principles of Master Investing, 2026 Edition
216 pages, fully cited, post-OBBBA, with companion Excel workbook.

Buy on Gumroad: https://baratelliinstitute.gumroad.com/l/rzjphn

$149 - Sngle-user license - Instant download
Reader-license terms: one named individual; not for redistribution, posting, or model training.

Companion (free): Decide. Act. Now.

Decide. Act. Now. is our free companion guide on how Baratelli Institute readers convert areferenceinto a
calendar item -- the execution and habit-building layer that sits under every guide in the series. Free at
baratelliinstitute.com.
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