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In "Applied Value Investing," Joseph Calandro demonstrates Graham and Dodd's fundamental value approach to investment, practiced so successfully by Warren Buffett, among others. Calandro demonstrates how the approach can be used not only for portfolio construction, but to evaluate mergers and acquisitions and insurance contracts. These less-conventional applications of the Graham and Dodd approach are inherently interesting, but also show that the method can be applied to managing business enterprises as well as portfolio selection. The real value of "Applied Value Investing" is that it fleshes out the underlying theory with a number of practical applications which guide the reader to the point where they could perform a similar analysis to evaluate their own potential investment opportunities.
The first full-fledged case study is of the acquisition of Sears by ESL Investments in 2005, with a discussion of its merger with K-mart. Calandro's analysis could have been used to evaluate the opportunity of purchasing Sears before the acquisition, but he emphasizes instead the usefulness of fundamental valuation as a management tool, to assess the desirability of a merger or acquisition, and most importantly, to determine what purchase price would be advantageous by offering the buyer a sufficient margin of safety. The process involves making subjective adjustments to the balance sheet to arrive at an estimate of the firm's net asset value, and then estimating its earnings power value. If these are nearly equal, the firm is undervalued if its market capitalization is significantly below the net asset value/earnings power value. Sometimes, as with Sears, these firms can be purchased with a margin of safety to protect the buyer from unforeseen events or problems with the valuation adjustments.
The next chapter is devoted to Warren Buffett's highly successful acquisition of GEICO in 1995. For GEICO, the earnings power value was significantly higher than the net asset value. Such a firm may have something Calandro calls franchise value, because it may be able for an entrepreneurially alert management to preserve their competitive advantage indefinitely. Or the discrepancy between net asset value and earnings power value may be just a statistical fluke destined to vanish in a quarter or two. Calandro explains what is necessary to tell the difference, but he makes it clear that this will rarely be an easy call.  
Then Calandro crunches the numbers for Buffett's far less successful acquisition of General Reinsurance in 1998. Surprisingly, the numbers mostly pointed to this being a good acquisition, which Buffett must have believed, or he wouldn't have acquired the company. Financially, it was a disaster. Calandro is brutally honest in his evaluation, but apart from the fact that the purchase price may not have offered a particularly generous margin of safety, there's not too much indication of what should have red-flagged this in advance as a poor deal. It seems obvious in retrospect that Buffett overpaid for Gen Re, but this was less clear before the fact. Calandro does suggest the optimistic climate created by the successful GEICO acquisition as a contributing factor to the complacency which permitted the Gen Re purchase, and led to its being completed at an unattractively high price. 

Calandro devotes a long and especially rewarding chapter to the business cycle. He points out how each stage offers particular risks and opportunities—for investors as well as business decision makers. "Applied Value Investment" is by far the most practical book on fundamental valuation. I have ever seen. As an added bonus, it applies these lessons to firm management and decision making. This book is a must read for investors and managers alike.
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