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The	Life	Cycle	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

Growth stage
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Stage 5
Mature Stable

Have an idea for 
a business that 
meets an unmet 
need in the 
market.

Description
Create a business 
model that 
converts ideas 
into potential 
revenues & 
earnings

Build the 
business, 
converting 
potential into 
revenues.

Grow your 
business, 
shifting from 
losses to 
profits

Scale down 
your business 
as market 
shrinks.
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Defend your 
business from 
new 
competitors & 
find new 
markets



Corporate	Finance	101	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

Growth stage
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Stage 5
Mature Stable

Option 
Investing (Go 
for the upside)

Investing
Growth 
Investing 
(Maximize 
value from 
growth)

Scaling 
Investing (Scale 
up growth)

Defensive 
Investing 
(Protect your 
competitive 
advantage)

Maintenance 
Investing 
(Preserve your 
value)

Divesting 
(Shed past-
due 
investments)
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All equity 
(usually 
private)

Financing
First signs of 
debt capacity, 
but benefits are 
small.

Debt capacity 
expands, with 
cautionary 
notes

Pay down 
debt as assets 
are sold.

All equity 
(shift to 
public)

Benefits of 
borrowing 
significantly 
exceed costs

Need cash 
from equity 
investorsDividend

Move towards 
sufficiency (cash 
flows meet 
investment needs.)

Internal cash 
flows exceed 
investment 
needs. 

Cash needs 
mulitply 
(beyond private 
market)

Significant 
excess free 
cash flows

Internal cash flows 
decline but 
augmented by cash 
flows from partial 
liquidation

The Corporate Life Cycle



NarraDve	versus	Numbers	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

All Narrative

Growth stage
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Stage 5
Mature Stable

All Numbers
How big is the 
narrative?Narrative 

drivers

How plausible is 
the narrative?

How profitable 
is the narrative?

How scalable 
is the 
narrative?

How 
sustainable is 
the narrative?

Is there a 
happy ending?
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And	your	job	as	founder/manager	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

All Narrative

Growth stage
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Stage 5
Mature Stable

All Numbers
Tell a 
compelling and 
plausible story 
with potential 
for huge profits

The Top 
Management's 
Job

Stay consistent in 
word & actions 
with your story

Start delivering 
numbers to back 
up the story

Keep your 
narrative in 
sync with 
your numbers

Adjust your 
narrative to 
reflect where 
you are in the 
life cycle.

Act your age 
(in terms of 
narrative & 
choices)

Th
e 

Ba
r 

M
itz

va
h

Fr
om

 id
ea

 to
 b

us
in

es
s

Th
e 

Li
gh

tb
ul

b 
(I

de
a)

 M
om

en
t

Th
e 

Sc
al

in
g 

up
 T

es
t

Th
e 

M
id

lif
e 

C
ri

sis

Th
e 

En
d 

G
am

e



The	EvoluDon	of	Uncertainty	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

Growth stage

$ 
R

ev
en

ue
s/

Ea
rn

in
gs

Time

Stage 5
Mature Stable

Does the idea 
have potential?

Uncertainty 
about

Is there a business 
model for the idea 
to be 
commercialized?

Will the 
business model 
generate profits?

Can the 
business be 
scaled up?

Can the 
business be 
defended?

Will 
management 
face reality?
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High & company 
specific

Low & sector 
or macro 
driven

Type & 
Magnitude



The	Pricing	Game	

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline

Revenues

Earnings

Stage 3:
High Growth

Mostly Pricing

Growth stage
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Stage 5
Mature Stable

Mostly Value
Market size, 
Cash on hand, 
Access to 
capital

Pricing 
Measures

Number of users, 
User intensity

User 
Engagement, 
Revenues

Revenue 
Growth Rate, 
Earnings

Earnings 
growth, 
Return on 
capital

Asset 
Liquidity, 
Cash flows
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Pricing 
Metrics

EV/Market 
Potential, Cash 
Burn Ratio

EV/User, EV/
User Intensity

EV/Sales PEG (PE to 
growth rate)

PE, EV to 
EBITDA

Price to Book, 
EV/Invested 
Capital



	 Potential	 Idea	 Business	
Model	

Harvesting	 Moving	on	

Description	 See	a	big	
market	that	
can	be	
exploited	

Product	or	
service	to	
exploit	the	
market	

Business	
model	to	
generate	
profits	on	
product	
or	service	

Ongoing	
business	

Market	
decline	

Drivers	of	
value	

How	big	is	the	
market?	
What	is	the	
product/servic
e?	
Are	producers	
happy?	
Are	customers	
happy?	
What	are	the	
inefficiencies	
in	the	market?		

How	innovative	
is	the	product?	
How	easy	is	it	to	
imitate?	
How	much	do	
customers	like	
it?	
How	do	existing	
producers	react	
to	it?	

How	
profitable	
is	it?	
How	
scalable	is	
the	
model?	

How	
sustainable	
are	the	
profits?	
What	are	
the	
inefficienci
es	
embedded	
in	it?	
What	are	
the	threats	
from	new	
entrants?	

How	quickly	
will		

Certainty	
spectrum	

Possible	 Plausible	 Probable	 Probable	 Probable	

Valuation	
technique	

Option		 Decision	
trees/Probabilis
tic	analysis	

Cash	flow	
based	
valuation	

Cash	flow	
based	
valuation	

Cash	flow	
based	
valuation	

Uncertainty	 Increases	
value	

Trade	off	 Decreases	
value	

Decreases	
value	

	

Determinan
ts	of	
success	in	
valuation	

How	well	you	
gauge	market	
potential	&	
pick	idea	
generator	

How	objectively	
you	can	assess	
product	quality	
and	competitive	
standing	

How	well	
you	can	
forecast	
future	
profitabili
ty	&	
scalability	

How	well	
you	can	
value	an	
established	
business		

How	well	
you	adapt	to	
your	
changed	
circumstanc
es	

	


