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In our recent reports, we have emphasized that, while 

it’s far from unreasonable to pay about 20x earnings 

for great and well run companies, that can grow 

reasonably well while generating lots of free cash flow 

that can be re-invested at high rates of return, those 

are not the levels we think of as “filling the bucket” at.

Good companies tend to outperform the market. Of 

course that doesn’t happen every quarter, but over 

time, it tends to happen more often or to a greater 

extent than not, often justifying its higher multiple.

CONTINUOUS IMPROVEMENT, DISCIPLINE & 

EXECUTION

The focus of this report will be a company that deserves 

a place in the hall of fame of businesses, and in order 

to build an investment case, certain considerations  

are in order.

In Berkshire Hathaway’s 2014 annual report, Munger 

wrote a short letter explaining why, in his vision, 

Berkshire has performed so well over the last 50 years, 

and highlighted this specific point:

“Because in his case the exercise of skill was concentrated 

in one person, not seven, and his skill improved and 

improved as he got older and older during 50 years.”

Continuous improvement and discipline, when  

applied to execution, seems to be a recurring theme 

amongst most of the companies we admire. Just think 

of the following list: Berkshire, Danaher, Ikea, Toyota, 

ABI, Banco Itaú…They are not perfect in all aspects, 

but each one has been very adroit in selecting a 

strategy that suited both their culture and their 

leaders’ personalities, as well as focusing relentlessly 

on pushing an already favorable position into an ever 

improving one.

Those thoughts are not new to us, but have been 

brought forward as we dig deeper and deeper into 

Danaher. How can a diverse conglomerate perform 

extraordinarily better than its peers (many of them 

not too shabby themselves), year after year, no matter 

the scenario, for decades?

The quest for some reasonable answer took us all 

the way back to Toyota and its “lean manufacturing 

system”, or Toyota Manufacturing System (TMS), which 

was all the rage in the management and consulting 

circles a few decades ago.

The principle is deceptively simple: keep improving. 

Do better tomorrow what you did today. Don’t believe 

there’s anything that cannot be done better. And to 

understand one must have a basic philosophy and a 

holistic view.

Things generally work as a system. Trying to optimize 

each operation function in an industry/company 

regardless of the other operations/departments 

usually leads to trouble. You need a philosophy-based, 

well-defined planning and management system.

One of the books on Toyota1 makes an interesting 

analogy between a company and a person. Some 

companies “adopt” lean management just as some 

1 The Toyota Way to Lean Leadership - Jeffrey Liker & Gary Convis
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people go into severe diets and start running 

10 miles, only to relax after losing a few kilograms. 

Running an effectively winning business requires 

permanent commitment to overall improvement, 

not only in the costs and expenses control 

(diet) but also in Capex, acquisitions, R&D and 

marketing (exercise).

If it’s so clear, why is it that most companies (and people) 

don’t do it? In two words, because it requires discipline 

in execution.

Discipline

• Control that is gained by requiring that rules or 

orders be obeyed and punishing bad behavior.

Execution 

• “The discipline of getting things done” - Larry 

Bossidy

It goes without saying that there’s no benefit in being 

the best mountain climber (even if you’re getting 

better at it) if you’re climbing the wrong mountain. 

In that case, the wrong mountain could be the one 

where you have a huge, or even intrinsic, competitive 

DIS- advantage like, for example, Buffett running 

tech start-ups, Gates a fashion brand, or us an 

investment bank.

Last but not least, there’s another key word frequently 

mentioned by successful executives: paranoia. Bill 

Gates and Andy Grove talked about it all the time, 

Marcel Telles, from ABI mentioned it in a recent 

interview. Maybe the word got misinterpreted from 

the clinical point of view, but one easily gets the 

point. Great companies see risks where others don’t, 

but contrary to the clinical description of the word, 

they are very much aware of the possibility of “fat 

tails”/disruptions becoming reality. They think about 

them regularly and take actions in order to identify 

and incorporate them in their planning as much 

as possible, even embracing and using them to 

their advantage.

So in the end, Discipline and Execution as positive 

differentiators are contingent on a good philosophy 

and strategy. When we look at really outstanding 

companies, they keep the philosophy intact, but 

re- evaluate and re-shape strategy as the environment, 

especially in regulatory and technology terms, 

evolves. And they execute relentlessly.

ANALYSIS

Danaher

Over the last few years we hinted and even briefly 

mentioned a company, which despite being quite 

confusing to grasp at first sight, had consistently 

delivered outstanding results and has fascinated 

us. So without much further ado, let’s take a better 

look at Danaher, following our framework of people, 

alignment of interest, and business quality.

6
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2 Interestingly, their father was raised in an orphanage and later became a businessman who sold his building supply company in Washington, D.C. to his 
employees in what was the first employee stock ownership plan transaction in the U.S. 

Who are these guys?

The company started as an REIT owned by the Rales 

brothers2 (Steven and Mitchell), who later evolved into 

corporate raiders assembling a rag-bag of companies. 

In the late 80s, after noticing they were heading into a 

wall, both for operational and financial reasons, they 

decided to radically change directions.

The key facts that marked the inflection point were:

• They started to organize the businesses 

operationally, with a religious-like adoption of 

Toyota’s “Lean Manufacturing System”, which 

over time evolved into the Danaher Business 

System (DBS).

• The brothers ceded operational control to 

George Sherman.

• The portfolio was re-arranged according to 

strategically selected areas.

• Use of debt was drastically reduced.

Since 1989 the performance has been nothing short 

of remarkable. Revenues went from USD 749 million 

to USD 19.9 billion, operating profits from USD 93.9 

million to USD 3.4 billion and net profits from USD 61.1 

million to USD 2.6 billion.

The stock reacted going up about 10,000% since the 

end of 1988, which compares with about 700% for the 

S&P 500.

Alignment of interest

Despite ceding operational control, the brothers kept 

a sizable chunk of the shares for themselves. Today 

they still own more than 12% of the company (about 

USD 7 billion).

Compensation for the two most important executives 

over the last few years has been pretty decent and fair.

Larry Culp, who was CEO from 2001 to 2014, has done 

quite well. He made about USD 190 million in the last 5 

years, including Salary, Bonus and Stock related gains, 

during a period where shareholder returns was five 

times that of the S&P500 Index. He also owns about 

USD 100 million in Danaher shares himself.

Thomas P. Joyce Jr., the new CEO, made USD 8.4 

million in total compensation for the fiscal 2014. Of 

this total USD 850,000 was received as  salary, USD 

1.9 million were received as a bonus, USD 2.1 million 

were received in stock options, USD 2.8 million 

were awarded as stock and USD 700 thousand came 

from other types of compensation3. He has been 

working at Danaher since 1989 and from 2006 until 

his CEO appointment, he was responsible for over 

USD 9 billion of annual revenues, including 

Danaher’s Life Sciences & Diagnostics and Water 

Quality businesses.

It’s also interesting to note the stock positions of some 

members of the Board, which has 10 members, two of 

which are the Rales brothers:

3 http://www1.salary.com/Thomas-P-Joyce-Jr-Salary-Bonus-Stock-Options-for-DANAHER-CORP.html
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- Walter G. Lohr, Jr, who has served on Danaher’s 

Board of Directors since 1983 and is a key man in 

the legal area of M&A also has lots of skin in the 

game. According to recent filings, he owns about 

600,000 shares (about USD 50 million) at current 

prices (USD 85/share).

- Donald J. Ehrlich has been a Director of Danaher 

Corp since 1985 and serves as its Lead Independent 

Director. According to recent filings, he owns about 

87,635 shares (about USD 7.4 million) at current 

prices (USD 85/share). From 2003 to 2008, Ehrlich 

was CEO and President of Schwab Corp

And running each of  the platforms businesses:

- Running the Test & Measurement segment is 

James Lico, who has been at Danaher since 

1996 and an Executive VP since 2005. Prior to his 

nomination, he ran the DBS office back in 2004. 

A key member of the management team, James 

has a significant amount of shares, owning around 

134,116, which is equivalent to approximately 

USD 11.4 million (USD 85/share).

- William K Daniel II is Executive Vice President 

and in charge of the Industrial Technologies 

segment including Danaher’s Motion and 

Product Identification platforms since 2008. He 

also has considerable amount of shares, about 

110,000, which is equivalent  to approximately 

USD  10 million (USD 85/share). Prior to Danaher, he 

spent 19 years at ArvinMerit, which manufactures 

automobile components for military suppliers, 

trucks, and trailers.

- Jonathan P. Graham joined Danaher in 2006 as 

Senior Vice President and General Counsel, leaving 

the role of Vice President, Litigation & Legal Policy 

for the General Electric Company. At Danaher, he 

is responsible for all things related to compliance, 

legal and regulations as well as overseeing Quality 

Assurance for the medical technology businesses. 

Mr Graham owns 27,106 shares, which is equivalent 

to approximately USD 2.3 million (USD 85/share).

Culture

The Danaher Business System (henceforth, DBS) is the 

core of their culture. “We’re DBS. DBS is what defines 

us…” That’s what you get consistently no matter 

whom you talk to in the company. The system is based 

on Toyota’s Kaizen concept that everything that we 

do today can be improved (two charts below4). This 

continuous improvement mindset is a team-based 

process with no end.

Kaizen...then Standardize!
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4 From Danaher’s presentation. 
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The quality and strength of DHR’s culture is clearly 

the most important point in the case. So we opted 

to present some comments made in presentations, 

interviews and annual reports over the years: The cult-

like approach to DBS can be traced back a long time, 

and has been reinforced year after year after year.

Take what the then CEO George Sherman wrote in the 

1998 report:

“Despite the varied nature of our product lines, 

customers, manufacturing facilities and channels of 

distribution, the entire company is bonded together 

by the cohesive and pervasive operating philosophy 

we call the Danaher Business System (DBS). The 

process begins with outstanding people and superior 

market- and customer-driven plans. Then, the 

Danaher Business System provides the tools and 

methodology to achieve stretch goals.”

Then again in 1999:

“Beyond outstanding people, the other two 

components in our operating philosophy include 

superior market- and customer- driven strategic plans 

and the management process we call the Danaher 

Business System (DBS).

The power of this system was evident again this year 

as our gross margin continued to improve, allowing 

us the opportunity to fund growth initiatives and 

improve our operating income. We continually self- 

diagnose and strengthen our DBS culture and system. 

Substantial gains will be reflected as we go forward, 

through better alignment of our resources and full 

integration of Six-Sigma tools under the Danaher 

Business System umbrella.”

From former CEO Larry Culp in a relatively recent 

interview with Outlook Industry Editor Wendy Cooper.

“The DBS is the most valuable asset we have, even 

though it doesn’t appear on the balance sheet.”

In the company’s videos.

“DBS is really the glue that holds the whole company 

together, it’s more than a set of tools”

And in the company’s annual reports and letter 

to shareholders.

“The entire company is bonded together by the 

cohesive and pervasive operating philosophy 

we call the Danaher Business System (DBS). The 

How Should You Spend Your Time?

What does Policy Deployment mean to leaders?

Key
Leaders Breakthrough

(PD)

Kaizen

Daily Management
(KPis)

Front Line 
Associates

% of time spent
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process begins with outstanding people and superior 

market- and customer-driven plans. Then, the 

Danaher Business System provides the tools and 

methodology to achieve stretch goals.” - George 

Sherman, CEO, 1998 Letter to Shareholders.

“The bedrock of our company is the Danaher 

Business System (DBS). DBS tools give all of our 

operating executives the means with which to strive 

for world-class quality, delivery and cost benchmarks 

and deliver superior customer satisfaction and 

profitable sales growth. DBS continues to broaden 

and deepen its impact on our organization. We 

apply the kaizen mindset to all functions, from 

manufacturing to sales to human resources, to drive 

real improvements in all of our processes. But more 

than a mere set of manufacturing productivity tools, 

DBS really is a system in which exceptional people 

conceive superior business plans and execute them 

by sustainable processes. This is how Danaher 

has been able to produce superior financial 

performance year after year – performance, which 

serves to attract talented people to Danaher.” - 

H.Lawrence Culp Jr, CEO, 2001 Letter to Shareholders.

“DBS is the mortar between the bricks of Danaher; 

it’s what makes Danaher special and more valuable 

than our businesses themselves — because it 

enables each of those businesses to reach levels of 

performance they could not achieve alone.” - H. 

Lawrence Culp Jr, CEO, 2004 Letter to Shareholders.

“Yet defining DBS is difficult. It’s as much a 

description of our operating culture as it is the 

specific tools we use to drive results.” - H. Lawrence 

Culp Jr, CEO, 2004 Letter to Shareholders.

“DBS is the turbocharger inside our innovation 

engine. Whatever the opportunity, whatever the 

market, DBS guides us and propels us to the right 

solution.” - H. Lawrence Culp Jr, CEO, 2005 Letter 

to Shareholders.

“In both good and bad times, the Danaher Business 

System (DBS) helps us focus on the “critical few” 

opportunities and challenges fundamental to 

each of our businesses’ future performance and 

success. Our operating bias is to focus on a short 

to-do list, execute relentlessly and completely and 

then move on, rather than appear to be advancing 

across a broad front with only modest results.” - H. 

Lawrence Culp Jr, CEO, 2008 Letter to Shareholders.

Of course the fact that from 1990 to 2014 the company 

had only 2 CEOs, George Sherman from  1990  to 

2001 and Larry Culp from 2001 to 2014 has been an 

important factor for maintaining the course.

Tom Joyce, who became CEO in 2014, is 53 years old 

and has been at the company for more than 20 years, 

which gives us some comfort, especially considering 

that he has led the Life Sciences & Diagnostics 

platform and the major acquisitions of AB Sciex in 

10
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2009 for USD 1.1 billion and Beckman Coulter in 2011 

for USD 6.8 billion.

As we mentioned above, the drive to keep improving 

is always present, as can be seen in this interview given 

by Culp:

“There are a lot of companies where  if  you  win 10-

9, nobody wants to talk about the nine runs [they] 

Operating Margin

20%

17%

14%

11%

1998
2002

2006
2010

2014
1994

2000
2004

2008
2012

1996
1998

2002
2006

2010
2014

1994
2000

2004
2008

2012
1996

Gross Margin

60%

45%

30%

15%

0%

just gave up. We’ll celebrate the win, but we’ll talk 

about ‘How did we give up nine runs? Why didn’t we 

score 12?”

What have they achieved?

Remarkable margin improvement with gross margin 

going from 28.9% to 52.6% while operating margins 

improving from 11.2% to 17.2%. Charts below.
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5 From Bernstein Research.
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The following chart5 shows the combination of 

DHR’s careful acquisition strategy with its execution 

capability. Running and integrating acquired 

businesses has resulted in FCF/Share > EPS (FCF 

Convert line at the bottom) almost every year (1996 

was  the  exception with 81%). That alone wouldn’t 

necessarily be a good thing. What really makes the 

company a rock, and is evidence to the DBS -based 

quality of execution, is the fact that FCF per share 

has grown almost monotonically (with the exception 

of 2009) over more than 20 years and that ROIC has 

always been high.
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Delving a bit further into cash sources, uses and 

results over the last 10 years (2005/2014) (the proof 

is in the pudding), we see that the company invested 

approximately USD 26 billion (about USD 24 billion 

generated by the business, USD 1 billion in tax deferrals 

and USD 1.7 billion net proceeds from shareholders 

[new issues - dividends and buybacks])while reaching 

about USD 300 million decrease in debt.

Over the last 10 years, by reinvesting the cash 

generated by the business plus USD 1.7 billion in “new 

money”, DHR was able to increase operating profits 

by USD 2.2 billion per year (from about USD 7.9 billion 

x 15.5% = USD 1.2 billion/year to USD 19.9 billion x 

17.2% = USD 3.4 billion/year)

These mostly self-financed investments had the effect 

of increasing revenues from USD 7.9 billion in 2005 to 

USD 19.9 billion in 2014 (9.7% CAGR), and increasing 

operating margins from 15.8% in the 2005-2008 

period to 17.2% in the 2011-2014.

If that’s not self-evident as a good performance, let’s 

see how it impacted the share prices over the long 

term, not only per se, but also compared with some of 

what might be considered it’s peers and the S&P500 

total return (assumes dividends are reinvested).
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DHR vs TM (Toyota Motors, the source of inspiration for DBS) Of course, the starting date for a comparison as such 

is of paramount importance. We arbitrarily chose 10 

years first because it’s our default time horizon for 

financial analysis and secondly because all companies 

involved were of relevant size and liquidity since the 

beginning of the period.
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Succession

The perennial succession issue is one of the 

less worrisome among our “core favourites”, for 

many reasons:

• Unlike Berkshire Hathaway, Amazon or Itau it is as 

far as possible from a “star-based business”.

• Both brothers are relatively young (Stephen was 

born in 1951 (64 years old) and Mitchell in 1956 

(59 years old).

• The company’s culture is the strongest and most 

pervasive we’ve ever seen.

• Even in a crisis, the size and efficiency level 

of the company tends to minimize a possible 

takeover risk.

Why might there be an opportunity?

While we don’t think that at current prices DHR is 

a screaming opportunity, we still think it’s a great 

business at a fair price. Given its size (USD 60 billion 

market cap and USD 20 billion in sales), Danaher is 

unknown to a surprisingly large number of investors. 

Probably due to the fact that it operates under 

many different trading names in 5 different lines of 

businesses, or “platforms” as they call it. They don’t 

define themselves specifically by which businesses 

they’re in, but rather by the way they run their 

businesses. That keeps them out of most “boxes” 

investors use to classify, monitor and compare 

businesses and stocks.

DHR xBRK, a necessary comparison

Being such long term (and continuing) fans of 

Berkshire, we must highlight how it differs significantly 

from DHR in some key aspects.

Buffett famously used to say “I’m only interested in 

investing in businesses that have a good management 

in place, because I can’t provide one”, and also “I like 

to invest in businesses that even a monkey can run, 

because eventually one will”.

Although this has been changing a little since 

he started partnering with 3G (which provides 

management as well as capital), the essence of what 

he has done on the asset side of Berkshire Hathaway 

has been investing in businesses with a great moat 

and completely delegating the operations, only 

insisting on making capital allocation decisions. No 

specific action to increase efficiency was driven by 

Berkshire Hathaway.

As a consequence of this approach, Berkshire Hathaway 

is a bag of widely variable quality businesses, ranging 

from top quality insurance operations to not as well 

run companies like BNSF (which, don’t get us wrong, 

was a great investment).

Danaher was built not by buying undervalued 

companies and holding them, but by choosing and 

managing its platforms according to a well-informed 

worldview in terms of markets and technologies 

trends and by imposing on them the DBS. Also, while 

15
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Berkshire says their preferred and most likely holding 

period is “forever”, Danaher makes it clear to their 

companies that “nothing is written in stone” and 

should conditions change or performance fail to live 

up to the expected standards, specially for lack of 

observance of DBS, both people and entire businesses 

might be let go.

Looking ahead 

As we were working on this report, Danaher 

announced its acquisition of Pall Corporation for 

USD 13.8 billion, which generated consolidated 

revenues of USD 2.8 billion, with USD 1.5 billion from 

its Life Sciences segment and USD 1.3 billion from its 

Industrial segment, and its subsequent split into two 

publicly traded companies; one encompassing the 

water treatment, dental and life sciences, to retain the 

Danaher name and the other grouping the industrial 

and measurement instruments. The transaction 

will create:

• A science and technology growth company united 

by common business model characteristics, 

including significant recurring revenue and an 

attractive margin profile. The company will retain 

the Danaher name. Collectively, its businesses 

generated approximately USD 16.5 billion in 

revenues (including Pall Corporation, which 

Danaher has signed an agreement to acquire), in 

their most recently completed fiscal years.

• A diversified industrial growth company 

(“NewCo”) with market leading positions, strong 

brand names and tremendous free cash flow 

generation. NewCo’s businesses generated 

approximately USD 6 billion in revenues in the 

most recently completed fiscal year.

Thomas Joyce and Daniel Comas will continue to serve 

as President and Chief Executive Officer and Executive 

Vice President and Chief Financial Officer of Danaher, 

James Lico, currently Executive Vice President 

responsible for Danaher’s Test & Measurement 

and Gilbarco Veeder-Root businesses, will become 

President and Chief Executive Officer of NewCo 

upon separation.

We are still digging much deeper into the details of 

this recent development, but one point caught our 

attention: why would they keep both Colfax (the 

industrial company that the Rales own a large chunk 

of) and NewCo as separate publicly traded companies? 

To be continued...

What can go wrong?

New CEO? Low risk since he has been in the company 

for so long and has led relevant businesses.

Competition in M&A? In a “cheap money” environment, 

competition in the M&A front is intense and could lead 

to above reasonable valuations in future acquisitions. 

Possibly, but before the recent Pall acquisition the 

company was pretty quiet, holding a net cash position 

(what is rare for them) for a long time.
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Competition to hire new young talents? The company 

does not target top graduates from Ivy League 

Universities, making competition less intense for 

itself. They are not looking for the same students 

as Google or Facebook, they want students that 

will be able to incorporate the DBS and “climb the 

mountain they were told to”. In the end, they want 

people with discipline and work ethic as two of their 

dominant  characteristics.

Conclusion

When studying a company, we look primarily for 

three things: alignment of interests, competence and 

business model quality. Danaher scores quite well in 

all three. It took us many years to understand how the 

company really works and see the results of the three 

key drivers to feel comfortable enough to include 

DHR in the class of situations, best defined by Buffett 

as “it’s better to pay a fair price for a great business 

than a great price for a fair business”. 

Admiral

As we wrote in our previous reports, Admiral is a 

company that we admire. Their ability to understand 

and use technology in order to increase their 

competitive moat is  something that few companies 

are capable of doing. Nonetheless, we won’t be 

repetitive and get into the details of the case. The 

idea here is to comment on CEO Henry Engelhardt’s  

expected exit and our first impression about it.

Let’s go straight to the point: we think his exit could 

take some steam out of the company’s ongoing 

international expansion, which Henry was leading, 

but won’t be a major issue both in terms of day-to-day 

management and corporate culture. David Stevens, 

who will take over as CEO in 2016, as well as being head 

of the company’s UK insurance business and COO, has 

been in the company since 1991. Like Engelhardt, he 

has his skin in the game with a significant part of his 

money in Admiral’s shares, owning approximately 

3.5% of the company (over GBP 135 million). Another 

important point is that  Engelhardt is not planning 

to sell his shares and hopes to continue to be near 

the company as an informal advisor. In  the end, it 

is understandable that a guy with such a long and 

successful career wants to have more personal time. 

Hopefully we can cycle or play a round of golf with 

him some time…

Amazon

The key development was the disclosure of revenues 

and margins on AWS (Amazon  Web  Services). For 

us it would’ve been a non-event if it was not for the 

absurd jump in prices it sparked. The stock shot up 

15% the next day, which to us just proves once more 

how prices are formed at the margin by speculators.

The numbers were hardly that surprising to anyone 

following the development of the company as well 

as of the cloud industry. This is a growing business 

in which undoubtedly Amazon took the early lead 
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and built a huge competitive advantage in scale. 

However, its characteristics are such that it might lead 

to a  replication of the airline industry. Once capacity 

is built, marginal costs tend to zero. So we don’t get 

overly excited with it. It’s an opportunity, no doubt, 

but still early in the game and huge competitive 

pressures can ensue.

They are doing their best in trying to differentiate 

their offerings with highly technical specs that would 

be out of scope here and pricing aggressively so 

that some would-be competitors tend to think twice 

before entering this game (if they’re not already 

committed…).

We’re even bigger fans of AMZN’s incredible global 

brand, fantastic execution, concrete competitive 

advantage in distribution, data mining of its huge and 

live client transaction data-base and strong market 

oriented innovation culture.

One of the ideas that caught our attention is the one 

being tested in Germany in partnership with Audi, the 

automaker. According to the FT:

“When ordering, Amazon customers will indicate the 

rough location of the vehicle and desired delivery 

time. A DHL delivery agent will later be notified of 

the  exact location via a smartphone app. The agent 

is granted one-time keyless access to the boot of 

the vehicle and when the boot is shut again, it locks 

automatically. The customer must agree for their 

vehicles to be tracked for a specific timeframe and is 

notified via email upon successful delivery…Parcel- 

to-vehicle delivery might help reduce the number of 

failed delivery attempts and temper a parcel logjam 

in large offices caused by employees who input their 

employers’ address when ordering goods.” This is 

specially relevant in developed places where lots of 

people live in abodes with no porters.

“We manage by two seemingly contradictory traits: 

impatience to deliver faster and a willingness to think 

long term.” - Jeff Bezos Q1 2015 earnings release

Lastly, for those of you who haven’t read Bezos’ letter 

to shareholders, we highly recommend it6. For those 

without the time, some highlights follow:

• A dreamy business offering has at least four 

characteristics. Customers love it, it can grow to 

very large size, it has strong returns on capital, 

and it’s durable in time – with the potential to 

endure for decades....When you find one of these, 

don’t just swipe right, get married.

• Well, I’m pleased to report that Amazon hasn’t 

been monogamous in this regard. After two  

decades of risk taking and teamwork, and with 

generous helpings of good fortune all along the 

way, we are now happily wed to what I believe 

are three such life partners: Marketplace, Prime, 

and AWS [Amazon Web Services, which offers IT 

infrastructure and has been used by yours truly 

since the beginning of the PIPA Prize without 

a glitch].

6 http://edgar.sec.gov/Archives/edgar/data/1018724/000119312515144741/d895323dex991.htm
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• Today, more than 40% of our units are sold 

by more than two million third-party sellers 

worldwide. Customers ordered more than two 

billion units from sellers in 2014…The success 

of this hybrid model accelerated the Amazon 

flywheel. Customers were initially drawn by our 

fast-growing selection of Amazon-sold  products 

at great prices with a great customer experience. 

By then allowing third parties to offer products 

side-by-side, we became more attractive to 

customers, which drew even more sellers. This 

also added to our economies of scale, which we 

passed along by lowering prices and eliminating 

shipping fees for qualifying orders.

• We also like the fixed cost nature of original 

programming. [speaking of offering video to 

Prime customers] We get to spread that fixed 

cost across our large membership base. Finally, 

our business model for original content is unique. 

I’m pretty sure we’re the first company to have 

figured out how to make winning a Golden Globe 

pay off in increased sales of power tools and 

baby wipes!

• On AWS: “the proposition, “I can save you a 

significant amount on your annual IT bill and my 

service is almost as good as what you have now,” 

won’t get too many customers. What customers  

really want in this arena is “better and faster,” and 

if “better and faster” can come with a side dish 

of cost savings, terrific. But the cost savings is the 

gravy, not the steak.”

• “Every company has a list of technology projects 

that the business would like to see implemented 

as soon as possible. The painful reality is that 

tough triage decisions are always  made, and 

many projects never get done. Even those that 

get resourced are often delivered late or with 

incomplete functionality. If an IT department 

can figure out how to deliver a larger number 

of business-enabling technology projects faster, 

they’ll be creating significant and real value for 

their organization.”

• “Today, AWS has more than a million active 

customers as companies and organizations of 

all sizes use AWS in every imaginable business 

segment. AWS usage grew by approximately 90% 

in the fourth quarter of 2014 versus the prior year. 

Companies like GE, Major League Baseball, Tata 

Motors, and Qantas are building new applications 

on AWS... Other customers, like NTT DOCOMO, the 

Financial Times, and the Securities and Exchange 

Commission are using AWS to analyze and 

take action on vast amounts of data. And many 

customers like Condé Nast, Kellogg’s, and News 

Corp are migrating legacy critical applications 

and, in some cases, entire data centers to AWS.”

• “I believe AWS is one of those dreamy business 
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offerings that can be serving customers and 

earning financial returns for many years into the 

future. Why am I optimistic? For one thing, the size 

of the opportunity is big, ultimately encompassing 

global spend on servers, networking, data 

centers, infrastructure software, databases, data 

warehouses, and more. Similar to the way I think 

about Amazon retail, for all practical purposes, I 

believe AWS is market-size unconstrained.”

• “Finally, I’m optimistic that AWS will have strong 

returns on capital. This is one we as a team 

examine because AWS is capital intensive. The 

good news is we like what we see when we 

do these analyses. Structurally, AWS is far less 

capital intensive than the mode it’s replacing 

– do-it- yourself data centers – which have low 

utilization rates, almost always below 20%. 

Pooling of workloads across customers gives AWS 

much higher utilization rates, and correspondingly 

higher capital efficiency. Further, once again 

our leadership position helps: scale economies 

can provide us a relative advantage on capital 

efficiency. We’ll continue to watch and shape 

the business for good returns on capital.” [We 

certainly hope so. As with most capital intensive 

businesses, a relevant risk is that competitors don’t 

do the same math for whatever reason and all 

gains end up being passed on to consumers. The 

best defense against that is the huge advantage 

of scale AMZN has on it’s competitors and the fact 

that the second biggest is MSFT, which is quite 

rational and IBM is ALWAYS expensive. Google is 

the biggest question mark, since smaller players 

are already leaving the field, making it seemingly 

unlikely that new ones can appear.

PERSPECTIVES

We hate to be party spoilers, but we are currently in a 

world where investors in Switzerland start discussing 

about digging places to bury Swiss francs because 

banks charge them money for holding it7, where 

Poland sells SFR denominated zero coupon bonds 

with - (that’s a minus) 0.213% per year yield which “was 

snapped up by international bondholders including 

Swiss investors, for whom a yield of minus 0.213% is 

a significant premium on the minus 0.75 central bank 

deposit rate8“ is one we’re clearly uncomfortable and 

cautious to the extreme.

7 We are not talking about custody charges here. It’s plain negative interest rates that would be on top of the usual custody fees.
8 FT, April 28th April 2015. admittedly the issue was a small one (Sfr 80mm), but still...
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On Western Union (WU)

“Six out of ten jobs [in Mexico] are in the informal sector - where 
workers pay no tax and have no benefits - and the minimum

wage is 70.1 pesos (USD 4.6) a day...”
— FT - April 8th 2015 - Talk about a market to Western Union (WU).

“Spending on mobile devices in UK shops will reach GBP 54 
billion a year within the next decade, but the rise of digital 
payments does not signal the end of cash, experts argue.

Money transfers [in the UK] via mobile are expected to rise from

GBP 1.7 billion a week to GBP 3.4 billion by 2020, while online 
banking transactions will grow from GBP 6.4 billion a week to 
GBP 9.4 billion.

Liz Oakes, a payments expert at KPMG, said: “Digital is 
increasingly helping us to live that mobile life, but cash is still 
instantaneous and provides anonymity. For some transactions, it 
is more convenient. It’s difficult to imagine 
a world without any cash at all.” 

There were 19.7 billion consumer cash payments made in 2013, 
representing 57 per cent of the total volume.

Although cash volumes have fallen over the past decade as 
people turn to debit cards and online services, the report said 
usage had stabilized over the past couple of years.

People have been using cash to help them budget as 
household finances were squeezed after the financial crisis. 
Growth in discount retailers has been another contributing 
factor supporting its use.

The steady usage of ATMs is another sign that cash is still one of 
the most popular forms of payment.

RANDOM BITS

Random Bits
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The top ten areas for utilizing cash machines, which account 
for about 1.8 million transactions per year, include East Ham, 
Dagenham, Bow, Manchester and Swindon. Phil Smith, head 
of current accounts at Nationwide, said cash was particularly 

strong in places with a “strong market history”. 

The report by Barclays said less than 3 per cent of retailers 
believed their business was at the cutting edge of being “mobile 

ready”, while a further 70 per cent said they did not have a 
mobile site or app for consumers.”

— FT April 13, 2015 

On Amazon

Amazon sold more than GBP 70 (about USD 100) for every 
living person in Britain in 2013. That’s more than half of all 

e-commerce shipments combined.

One in five of the books in Amazon Kindle’s best-sellers list is a 
self published book.

Others

We all acknowledge that our scarcest and therefore most 
valuable resource is time, so we decided to invest some in 

reading “The Organized Mind”, By Daniel Levitin. His previous 
book “This is your brain on music” had proved a nice investment. 

We must concede that the new one was not up to our 
expectations. Like most books these days, it seems it could 

benefit from being shorter. Nonetheless, here follows some 
interesting Random Bits from the book:

In 1550 there were 500 known plant species in the world. By 
1623, this number had increased to 6,000. Today we know 9,000 

species of grasses alone, 2,700 types of palm trees, 500,000 
different plant species.
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Five exabytes (5x10ˆ18) of NEW data were produced in January 
2012 alone - that’s 50,000 times the number of words in the entire 
Library of Congress”.

From the “No army in the world can stop an idea whose time has 
come” Dept. The following data from the FT from April 23

Mobile advertising spending in the US jumped 76 per cent to USD

12.5 billion last year… 

Expenditure on mobile now makes up a quarter of total internet ad 
revenues, up from 17 per cent in 2013 and more than the 16 per 
cent share taken by banner ads. 

Overall online ad spending increased 16 per cent to a record USD

49.5 billion in 2014…

Combined broadcast and cable ad revenues stood at USD 65.7 
billion in 2014, down from USD 74.5 billion in 2013.

US consumers now prefer streaming video content to live TV 
viewing, according to a new survey by Deloitte

Mobile advertising expected to reach close to USD 70 
billion in 2015 and USD 100 billion in 2016  
—The Connected Business FT - Report

Daily average turnover of oil contract futures has increased from 
350,000 futures contracts in 2005, when electronic trading started 
to dominate, to 1.5 million — or 16 times the world’s global daily 
oil demand — according to calculations by the Financial Times.

Random Bits
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MISCELLANEOUS

Since this report is about Danaher, which alongside a 
few others like ABI and Amazon, we see as execution 

machines and we consider Larry Bossidy one of the high 
priests of Execution, we opted to concentrate this report’s 

Miscellaneous on his thought on the subject.

Everybody talks about change. In recent years, a small 
industry of change-meisters has preached revolution, 

reinvention, quantum change, breakthrough thinking, 
audacious goals, learning organizations, and the like. 

We’re not necessarily debunking this stuff. But unless you 
translate big thoughts into concrete steps for action, 
they’re pointless. Without execution, the breakthrough 

thinking breaks down, learning adds no value, people 
don’t meet their stretch goals, and the revolution stops 
dead in its tracks. What you get is change for the worse, 

because failure drains the energy from your organization. 
Repeated failure destroys it.” 

“Execution is the Job of the Business Leader. Lots of 
business leaders like to think that the top dog is exempt 
from the details of actually running things. It’s a pleasant 
way to view leadership: you stand on the mountaintop, 

thinking strategically and attempting to inspire your 
people with visions, while managers do the grunt work.

An organization can execute only if the leader’s heart and 
soul are immersed in the company. The leader must be in 
charge of getting things done by running the three core 

processes—picking other leaders, setting the strategic 
direction, and conducting operations. How good would a 
sports team be if the coach spent all his time in his office 

making deals for new players, while delegating actual 
coaching to an assistant?
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Only a leader can ask the tough questions that 
everyone needs to answer, then manage the process 
of debating the information and making the right 
trade-offs. And only the leader who’s intimately 
engaged in the business can know enough to have the 
comprehensive view and ask the touch 
incisive questions.”
     
Execution Has to Be in the Culture. Leaders who 
execute look for deviations from desired managerial 
tolerances—the gap between the desired and actual 
outcome in everything from profit margins to the 
selection of people for promotion. Then they move to 
close the gap and raise the bar still higher across the 
whole organization.”

“People think of execution as the tactical side of 
business, something leaders delegate while they 
focus on the perceived “bigger” issues. This idea is 
completely wrong. Execution is not just tactics—it 
is a discipline and a system. It has to be built into 
a company’s strategy, its goals, and its culture. 
And the leader of the organization must be deeply 
engaged in it… “ 
 
“...if you’re staying the same, you’re falling behind.” 

Miscellaneous
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Others

“Some companies “adopt” lean management as some 
people go into severe diets and start running 10 miles, 

only to relax after losing a few kilograms. Running 
a effectively winning business requires permanent 

commitment to overall improvement” 
—  The Toyota Way to Lean Leadership - Jeffrey Liker & Gary Convins.

From a recent article on Rakesh Kapoor, CEO of Reckitt 
Benckiser, a company that has given us good rewards 
but has not been in our portfolio lately purely due to 

share price concerns, at the FT:

“Late to bed, early to rise; innovate like hell and 
advertise… As for the famed RB culture, it is all about 
meritocracy for Mr Kapoor: “What counts is how you 
perform. Meritocracy is the most imp ortant way you 
can drive an organization forward. “Don’t expect me 

to hug you when you meet your target.”

“Macro trends in consumer health are absolutely 
fantastic. [People] are living longer but governments 

don’t want to spend on your headache, your daily 
cold and flu or your sore throat. They want you to 

basically take more ownership.”

“The best way to get you to give me more ideas is to 
take away resources from you.”    
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“Clients were reluctant to take risks, he said, because of 
factors ranging from increased geopolitical tensions to 
the emergence of “short-term focused activist investors”
— Sir Martin Sorrell, CEO of WPP, on releasing Q1 2015 results. 

“Brands have found it difficult or impossible to obtain 
a single view of a consumer across devices because 
mobile advertising industry relies on a separate set of 
technology to the desktop advertising industry”  
— The Connected Business FT - Report.

‘A silly advertisement I saw when I was young has stuck 
in my head: “It’s the fish John West reject that makes John 
West the best.” ... You have to be patient and go for the 
right pieces.’ 
— From a Christie’s Catalog.

“When a man does not know what harbor he is making 
for, no wind is the right wind.” 
— Seneca  (Lucius Annaeus Seneca, 4 BCE-65 CE).

I can’t change the direction of the wind, but I can adjust 
my sails to always reach my destination.
— Jimmy Dean, singer, actor and businessman.

 
  
“It’s not what you look at that matters, it’s what you see.” 
— Henry David Thoreau.

“I don’t have any solution, but I certainly admire 
the problem.”  
— Ashleigh Brilliant.
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PIPA PRIZE
IP ART AWARD

Our experience indicates that sizing, consideration to 

the overall conditions, speed, vision, commitment to 

a long-term view and discipline are paramount to the 

success of any endeavour.

PIPA started 6 years ago with the mission of helping 

MAM/RJ increase its collection, but above all, to help 

artists with a recent and promising career to move on 

and get some international access and to develop a 

blue-print of how could a NGO with scarce resources 

(financial and otherwise) generate a disproportionate  

impact in a given sector9.

As we moved PIPA Global’s research team to London (4 

people - 3 partners) we have been surprised by what 

PIPA has reached in terms of reputation and becoming 

a reference. In many situations we were told that it is 

the best “window” into what’s happening in Brazilian 

Contemporary Art.

With the opening of the PIPA Global London research 

office, we consider an equivalent major step in terms 

of internationalization of PIPA will begin. Just as 

PIPA Global was a pioneer in Brazil focused on the 

international equities markets, PIPA will be the first to 

take concrete actions in terms of “spreading the word” 

and eventually find ways to help Brazilian  artists to 

get more exposure.

Just as everything else, in PIPA we expect things to 

move slowly but in the right direction. Unfortunately 

“Brazil” is currently (and deservedly, we shall add) 

not a country that one associates with positive 

attributes, but happily so far that contagion has 

not reached Brazilian Art. Also it’s important to 

highlight that the whole process of moving, creating 

a company, building an office was done on top of 

our “day jobs”, so many times we had to temper our 

enthusiasm with the avalanche of new ideas, contacts 

and proposals that a city like London throws at you, 

specially when you mix Art with relatively successful 

Brazilian project that takes to grants of subsidies. No 

Government money or interference here. But now the 

set up is almost done and onwards we move. Expect 

(good) surprises…

The first is that we have been able to increase the 

values donated to the artists.

9 For those interested in the subject, we strongly recommend “Exponential Organizations”

6 Years ago Now

PIPA Prize

BRL 100k (including 
residency in London 

or NY and R$10k as 
finalist + MAM/RJ 

exhibition)

BRL 130k (including 
residency in London or 

NY and R$12k as finalist 
+ MAM/RJ exhibition)

4 Finalists BRL 10k + MAM/RJ 
exhibition

BRL 12k + MAM/RJ 
exhibition

PIPA popular 
vote (those cast 
at the exhibition 
in MAM/RJ

BRL 10k+ MAM/RJ 
exhibition + BRL 10k

BRL 12k + MAM/RJ 
exhibition + BRL 12k

Pipa Online BRL 10k 
+ Sacatar Residency

BRL 12k 
+ Sacatar Residency

Pipa Online 
popular vote BRL 5k BRL 6k
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PIPA Prize

And now for the four finalists of the 2015 PIPA edition, 

that will exhibit their work at MAM/RJ from September 

5th until November 15th.

• Cristiano Lenhardt

• Leticia Ramos

• Marina Rheingantz

• Virginia de Medeiros

PIPA Online, where everyone can vote, starts the first 

round of votes from July 19 to July 26 and the second 

one from August 10 till August 21. This year, by hearing 

and learning from the artists, the votes received on 

the first round will be counted on the second.

A j u d e  a  d i v u l g a r  o  P I PA . 
To r n e - s e  u m  a m i g o  n o  Fa c e b o o k : 

w w w. f a c e b o o k . c o m /p r e m i o P I PA
w w w. p i p a . o r g . b r
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