The Price of
Free Growth

The structural limits of
high-return businesses.
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“Truly great businesses,
earning huge returns on
tangible assets, can’t for
any extended period
reinvest a large portion of
their earnings internally
at high rates of return.”

— Warren Buffett, 2007
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The closest thing to an equilateral
figure the market provides.

Free-growth businesses achieve a rare

palance of high Rate and long Duration, RATE
put the structure demands a sacrifice:
Quantity cannot grow.

QUANTITY DURATION
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Visa: The Pure Archetype

The world digitizes its payments, and Visa's toll
widens without a dollar deployed. The return is
high because almost no capital is tied up in
the business. The reinvestment is nil because
there is no base to feed.

Return on
Invested Capital:

38%

Capital Expenditure:
V)
<3A of revenue

Free Cash Flow:

$34 Billion
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The Owner’s Dilemma

A shareholder does not earn 38%, because the company has no base large
enough to absorb the attempt. The gap between what the business earns
and what the owner can compound is the price of free growth.

The Base Compounding
Reinvested internally at 38%

Dividend
(Yields <1%)
Visa's Earnings

The Overflow
Ejected to the Shareholder
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MSCI: The Overflow at Its Limit

This is not distress. It is the logical endpoint of a business that cannot absorb its
own cash. It has repurchased its own book value out of existence.

CapEx Operating margin Shares outstanding
4% of revenue 42% - 55% 94M - 75M

Negative
Shareholders’
Equity
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S&P Global: The Purchased Rebellion

S&P refused the cap. It took the overflow of a free-growth business and
converted it into a larger base—a base it had to buy.

Before The Action - Feb 2022

IHS Markit - S44 Billion

ROIC > 50% for
5 of 6 years.

Shares: 241M = 325M  Revenue: 8.3B - 11.2B
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The Immediate Cost of Purchased Quantity

The return collapsed not because the business deteriorated, but because forty-four billion
dollars entered the denominator at market price. Purchased growth does not come free.

0.3~ b.13%

Farnings ~ Market
(S44B Goodwill + Intangibles) ~ Return
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Purifying the Purchased Base

Expelling the pieces that do not compound like a free-growth business.

If it recovers fully, S&P will hold two things its structure says cannot be
held together.

10.45%

Engineering Solutions g‘

Mobility
(to KKR, S975M)

(Spin-off 2026,

OSTTRA $1.6B revenue)
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RETURN

Alphabet: The Constructed Rebellion

Alphabet takes a pure free-growth toll (Search) and pours it
iInto massive physical infrastructure. It deforms its equilateral
figure toward quantity, building its base instead of buying it.
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The Bill Has Not Yet Come

The Purchased Base
(S&P Global)

%

Enters the denominator
at market price.

Return falls instantly.
The cost is known.
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The Constructed Base
(Alphabet)

UE 28

Will earn whatever it earns.
The market cannot yet price it.

Berkshire Hathaway validation.
The most demanding allocators
wager this costly new base will be
absorbed rather than wasted.
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The Free Growth Diagnostic Matrix

The Strategy The Action The Consequence

Visa The Archetype: Retain  Overflow to Base is capped; owner
pure free growth dividend/buyback reinvests at lower rates.
MSC The Extreme-:: (?arry s oAb Neg'atwe shareholders
overflow to limit equity.
: ROIC surrendered
The Buyer: $44B IHS Markit :
S&P Global : N instantly (51% - 6%);
Rebel via Acquisition purchase purification required.
Alphabet The Builder: Rebel via Pour Search FCF into Defer market judgment;

CapEx Cloud/Al risk dilution of capital.
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The Cap is the Price

A free-growth business receives everything and can enlarge nothing.
The rate of return is maximal precisely because the quantity is fixed.

The price of exceeding the cap is the rate itself—surrendered at the
moment the base is bought, or wagered at the moment it is built.
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Disclaimer: The content presented in this document reflects a
personal analytical framework regarding corporate capital
structure and reinvestment dynamics. It is intended strictly for
educational and informational purposes and does not
constitute financial, investment, or trading advice.
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