
Ten Years of Investment Analysis with the
Croci Economic Profit Model: Unlocking Value
through Intrinsic Analysis
For over a decade, the Croci Economic Profit Model has been a
cornerstone of investment analysis, guiding investors towards sound
investment decisions based on a rigorous and time-tested framework.
Introduced by Dr. Giovanni Croci in 2012, this model provides a
comprehensive approach to valuing businesses and identifying
undervalued opportunities in the market.
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The Croci Economic Profit Model: Principles and Methodology

At its core, the Croci Economic Profit Model is rooted in the principle of
assessing a company's true economic value by calculating its economic
profit. Economic profit represents the difference between a company's
actual earnings and the minimum return required to compensate investors
for their risk. This approach differs from traditional accounting measures,
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which often overstate true profitability and fail to account for the opportunity
cost of capital.

To calculate economic profit, the model utilizes a discounted cash flow
(DCF) approach. This involves forecasting a company's future cash flows
and discounting them back to the present using an appropriate discount
rate that reflects the riskiness of the investment. The discount rate is
adjusted based on factors such as the company's industry, size, leverage,
and growth prospects.

Once the economic profit is calculated, the model's intrinsic value is
determined by capitalizing the economic profit perpetuity using an
appropriate multiple. This multiple is based on comparable companies and
historical valuation multiples in the company's industry.

Applications of the Croci Economic Profit Model

The Croci Economic Profit Model has a wide range of applications in
investment analysis, including:

1. Company Valuation: The model provides a reliable estimate of a
company's intrinsic value, enabling investors to assess its fair price
and make informed buy or sell decisions.

2. Investment Screening: By identifying companies with positive
economic profit and attractive intrinsic value, the model helps investors
narrow down their search for potential investment opportunities.

3. Performance Evaluation: The model can be used to track a
company's economic profit over time, providing insights into its
operational efficiency and sustainability.



4. Benchmarking against Competitors: By comparing economic profit
and intrinsic value across peer companies, investors can gain valuable
insights into a company's competitive positioning.

Case Studies and Empirical Evidence

Over the past decade, the Croci Economic Profit Model has been tested
and validated through numerous case studies and empirical research.
Studies have shown that:

Companies with high economic profit tend to outperform companies
with low economic profit in the long term.

The model's intrinsic value estimates are highly correlated with market
prices, indicating its accuracy in valuing businesses.

Investment portfolios constructed using the model have generated
superior returns compared to traditional benchmarks.

Influences and Contributions to Investment Analysis

The Croci Economic Profit Model has significantly influenced the field of
investment analysis. It has brought the concept of economic profit to the
forefront of valuation and emphasized the importance of intrins

ic value in decision-making. The model has also encouraged a more
rigorous approach to financial forecasting and risk assessment.

The Croci Economic Profit Model shares similarities with the principles
advocated by renowned investors such as Benjamin Graham and Warren
Buffett. Like Graham, Croci emphasizes the importance of investing in
companies trading below their intrinsic value. Similar to Buffett, Croci



believes that economic profit is a key indicator of a company's long-term
success.

Over the past ten years, the Croci Economic Profit Model has proven to be
a valuable tool for investment analysis. By providing a rigorous and
comprehensive framework for assessing intrinsic value, the model has
helped investors identify undervalued opportunities, make informed
decisions, and enhance their overall investment performance. As the model
continues to be refined and applied, it is likely to remain an essential tool
for investors seeking to unlock value and achieve long-term financial
success.
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