
NARRATIVE AND NUMBERS: 
EVERY VALUATION TELLS A 
STORY!

Stories and Numbers
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Setting the Stage: Value is not Price

Aswath Damodaran
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PRICE
Value

Price

THE GAP
Is there one?

If so, will it close?
If it will close, what will 

cause it to close?

Drivers of intrinsic value
- Cashflows from existing assets
- Growth in cash flows
- Quality of Growth

Drivers of price
- Market moods & momentum
- Surface stories about fundamentals

INTRINSIC 
VALUE

Accounting 
Estimates

Valuation 
Estimates
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And don’t assume that D+CF = DCF

¨ The value of a risky asset can be estimated by discounting the 
expected cash flows on the asset over its life at a risk-adjusted 
discount rate: 

1. The IT Proposition: If “it” does not affect the cash flows or alter risk 
(thus changing discount rates), “it” cannot affect value. 

2. The DUH Proposition: For an asset to have value, the expected cash 
flows have to be positive some time over the life of the asset.

3. The DON’T FREAK OUT Proposition: Assets that generate cash flows 
early in their life will be worth more than assets that generate cash 
flows later; the latter may however have greater growth and higher 
cash flows to compensate.

Aswath Damodaran
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The Key Questions in valuation…

Aswath Damodaran
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What are the 
cashflows from 
existing assets?
- Equity: Cashflows 
after debt payments
- Firm: Cashflows 
before debt payments

What is the value added by growth  assets?
Equity: Growth in equity earnings/ cashflows
Firm: Growth in operating earnings/ 
cashflows

How risky are the cash flows from both 
existing assets and growth assets?
Equity: Risk in equity in the company
Firm: Risk in the firm’s operations

When will the firm 
become a mature 
firm, and what are 
the potential 
roadblocks?
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And Business Drivers that determine 
value…

Aswath Damodaran
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The Bermuda Triangle of Valuation

Valuation First 
Principles &
Good SenseBias
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Uncertainty & the Unknown

Complexity & Detail
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Valuation = Stories + Numbers

The Numbers People

Favored Tools
- Accounting statements

- Excel spreadsheets
- Statistical Measures

- Pricing Data

Illusions/Delusions
1. Precision: Data is precise

2. Objectivity: Data has no bias
3. Control: Data can control reality

The Narrative People

Favored Tools
- Anecdotes

- Experience (own or others)
- Behavioral evidence

Illusions/Delusions
1. Creativity cannot be quantified

2. If the story is good, the investment will be.
3. Experience is the best teacher

A Good Valuation
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From Story to Numbers: The Steps
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Step 1a: Survey the landscape

¨ Every valuation starts with a narrative, a story that
you see unfolding for your company in the future.

¨ In developing this narrative, you will be making
assessments of
¤ Your company (its products, its management and its

history.
¤ The market or markets that you see it growing in.
¤ The competition it faces and will face.
¤ The macro environment in which it operates.
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Zomato: The Indian Online Food Delivery 
Business
¨ Transaction Fees: The bulk of Zomato's revenues come from the transactions on 

its platform, from food ordering and delivery, as the company keeps a percentage 
of the total order value for itself. While Zomato's revenue slice varies across 
restaurants, decreasing with restaurant profile and reach, it remains about 20-
25% of gross order value. 

¨ Advertising: Restaurants that list on Zomato have to pay a fixed fee to get listed, 
but they can also spend more on advertising, based upon customer visits and 
resetting revenues, to get additional visibility.

¨ Subscriptions to Zomato Gold (Pro): Zomato also offers a subscription service, and 
subscribers to Zomato Gold (now Zomato Pro) get discounts on food and faster 
deliveries. The service was initiated in 2017 and it had 1.5 million plus members in 
2021, delivering subscription revenues of 600 million rupees (a little less than $ 10 
million, and less than 5% of overall revenues) in 2021.

¨ Restaurant Raw Material: In 2018, Zomato introduced HyperPure, a service 
directed at restaurants, offering groceries and meats that are source-checked for 
quality. 

about://
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Zomato’s Prospectus: Growth & 
Profitability Trends
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The Indian Food Delivery Market
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Indian Market Size, adjusted for income 
and digital reach…

Lower per-capita income: Eating out and prosperity don't always go hand 
in hand, but you are more likely to eat out, as your discretionary income 
rises..
Less digital reach: To use online restaurant services, you first need to be 
online, and digital reach in India, in spite of advances in recent years, lags 
digital reach in China, and is about half the reach in the US and the EU.
Eating habits: Looking across the regions, it seems clear that there is a 
third factor at play, a pre-disposition to eat out in the populace. 
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Step 1b: Create a narrative for the future

¨ Every valuation starts with a narrative, a story that 
you see unfolding for your company in the future.

¨ In developing this narrative, you will be making 
assessments of your company (its products, its 
management), the market or markets that you see it 
growing in, the competition it faces and will face and 
the macro environment in which it operates.
¤ Rule 1: Keep it simple.
¤ Rule 2: Keep it focused.
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The Uber Narrative

In June 2014, my initial narrative for Uber was that it would be
1. An urban car service business: I saw Uber primarily as a 

force in urban areas and only in the car service business.
2. Which would expand the business moderately (about 40% 

over ten years) by bringing in new users.
3. With local networking benefits: If Uber becomes large 

enough in any city, it will quickly become larger, but that will 
be of little help when it enters a new city.

4. Maintain its revenue sharing (20%) system due to strong 
competitive advantages (from being a first mover).

5. And its existing low-capital business model, with drivers as 
contractors and very little investment in infrastructure.
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The Zomato Narrative

¨ Zomato will continue to maintain a dominant market 
share of the Indian food delivery market, as that market 
increases in size almost ten-fold over the next decade. 
Zomato’s forays in foreign markets in the food delivery 
business will provide only supplemental revenues and 
will be less profitable than their Indian food delivery 
business.

¨ Zomato may be able to expand into the grocery delivery 
market, but the revenue take rate in that market will be 
significantly lower than in food delivery.

¨ As Zomato scales up, economies of scale will allow the 
company’s margins to converge on the high levels 
earned by intermediary businesses.
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Step 2: Check the narrative against history, 
economic first principles & common sense

Aswath Damodaran
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The Impossible, The Implausible and the 
Improbable

Aswath Damodaran
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Uber: Possible, Plausible and Probable



+

The Story The Checks (?)

+ Money

+

The Impossible: The Runaway Story
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Step 3: Connect your narrative to key 
drivers of value

Total Market

X

Market Share

=

Revenues (Sales)

-

Operating Expenses

=

Operating Income

-

Taxes

=

After-tax Operating Income

-

Uber is an urban car service company, 
competing against taxis & limos in urban areas, 

but it may expand demand for car service.
The global taxi/limo business is $100 billion in 

2013, growing at 6% a year.

Reinvestment

=

After-tax Cash Flow

Uber will have competitive advantages against 
traditional car companies & against newcomers in 
this business, but no global networking benefits.

Target market share is 10%

Uber will maintain its current model of keeping 20% 
of car service payments, even in the face of 

competition, because of its first mover advantages. It 
will maintain its current low-infrastructure cost model,  

allowing it to earn high margins.
Target pre-tax operating margin is 40%.

Uber has a low capital intensity model, since it 
does not own cars or other infrastructure, 

allowing it to maintain a high sales to capital 
ratio for the sector (5.00)

The company is young and still trying to establish 
a business model, leading to a high cost of 

capital (12%) up front. As it grows, it will become 
safer and its cost of capital will drop to 8%.

Adjusted for operating risk 
with a discount rate and 

for failure with a 
probability of failure.

VALUE OF 
OPERATING 

ASSETS

Adjust for time value & risk

The Uber narrative (June 2014)

Cash Uber has cash & capital, but 
there is a chance of failure.
10% probability of failure.
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Zomato: Narrative to Numbers

¨ Total Market:, I find it hard to see the total market exceeding $40 billion, with US $20-$30 billion, in 
ten years, being a more likely outcome. (In rupee terms, this will translate into a market that is 
roughly 1800-2000 billion INR.)

¨ Market Share: Expecting any company to have a market share that exceeds 40% of this market is a 
reach, and I will assume that Zomato will be one of the winners/survivors

¨ Revenue Share: That number was 23.13% in FY 2020, but dropped to 21.03% in FY 2021, as shut 
downs put a crimp on business. I will assume a partial bounce back to 22% of GOV, starting in 
2022, but the presence of Amazon Food will prevent a return to higher values in the future.

¨ Profitability: I will assume that pre-tax operating margins will trend towards 30%, largely because I 
believe that the market will be dominated by a few big players, but with the very real possibility 
that one rogue player that is unwilling to play the game can upend profitability. 

¨ Reinvestment: One of the advantages of being an intermediary business is that you can grow with 
relatively little capital investment, defined in conventional form (as plant, equipment or 
manufacturing facilities). That said, reinvestment takes a different form for online intermediaries, 
like Zomato, with investments in technology and in acquisitions, driving future growth. 

¨ Risk: In terms of operating risk, the company, in spite of its global ambitions, is still primarily an 
Indian company, dependent on Indian macroeconomic growth to succeed, and my rupee cost of 
capital will incorporate the country risk. Zomato is a money losing company, but it is no start-up, 
facing imminent failure. Overall, I will attach a likelihood of failure of 10%, reflecting this balance. 
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Step 4: Value the company (Uber)

Aswath Damodaran
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Step 5: Keep the feedback loop open

¨ When you tell a story about a company (either explicitly or 
implicitly), it is natural to feel attached to that story and to defend 
it against all attacks. Nothing can destroy an investor more than 
hubris.

¨ Being open to other views about a company is not easy, but here 
are some suggestions that may help:
¤ Talk to a diverse audience: We have created workplaces, where these single-subject specialists 

often interact entirely with each other, making their isolation almost complete. 
¤ Transparency over opacity: I would rather be transparently wrong than opaquely right. When I 

value companies, I try to be open about process, data and mechanics, so that anyone can not 
just replicate what I did and find their own points of disagreement and reflect those changes in 
value.

¤ Listen to those who disagree with you: There are people out there who know more than I do 
about some aspect of the company, and I can learn from them. 

¤ Be willing to change: The three most freeing words in investing and valuation are “I was 
wrong”, and they are not easy to say.
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The Uber Feedback Loop: Bill Gurley

1. Not just car service company.: Uber is a car company, 
not just a car service company, and there may be a day 
when consumers will subscribe to a Uber service, 
rather than own their own cars. It could also expand 
into logistics, i.e., moving and transportation 
businesses.

2. Not just urban: Uber can create new demands for car 
service in parts of the country where taxis are not used 
(suburbia, small towns).

3. Global networking benefits: By linking with technology 
and credit card companies, Uber can have global 
networking benefits.

Aswath Damodaran
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Valuing Bill Gurley’s Uber narrative
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Feedback on Zomato

¨ Indian food delivery: I have learned more about online food delivery and 
restaurants in India in the two weeks since I posted my Zomato valuation. I have 
learned why Zomato Pro has not caught on as quickly as the company thought it 
would, why some of you prefer Swiggy and even what you like to order from 
restaurants.

¨ Tax rate: Some of you noted that the corporate tax rate in India is 25%, not 30%, 
and while the Indian tax code with its predilection to add in surcharges that seem 
to last forever, and exceptions, does still leave me confused, I will concede on this 
point (pushing up my value per share marginally from 41 INR/share to about 43 
INR/share. 

¨ Market size: I have had pushback on my story’s focus on Indian food delivery, with 
some pointing to the potential for Zomato to expand its market globally and 
others to the expansion possibilities in Indian grocery deliveries and from cloud 
kitchens. While I believe that the networking advantage that works to Zomato’s 
benefits will stymie them if they try to expand to large foreign markets and that 
the grocery delivery market, at least for the moment, offers too small a slice of 
revenues to be a game changer for the company, those are legitimate points.
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1a. TAM
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1b. Growth Acceleration

Aswath Damodaran
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2. Market Share
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3. Revenue Slice
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4a. Operating Margin
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4b. Pathway to Profitability
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5. Reinvestment
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6. Your cost of capital & failure risk

The cost of capital captures operating risk, but it is not a good device to 
reflect failure risk, i.e., the chance that your company will not make it. In 
my base case, I assumed a 10% chance of failure, which you can change.
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Plausible Stories
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Why narratives change: Because the world 
changes around you…
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How narratives change

Narrative Break/End Narrative Shift Narrative Change 
(Expansion or Contraction)

Events, external (legal, 
political or economic) or 
internal (management, 
competitive, default), that 
can cause the narrative to 
break or end. 

Improvement or 
deterioration in initial 
business model, changing 
market size, market share 
and/or profitability.

Unexpected entry/success
in a new market or 
unexpected exit/failure in 
an existing market.

Your valuation estimates 
(cash flows, risk, growth & 
value) are no longer 
operative

Your valuation estimates 
will have to be modified to 
reflect the new data about 
the company.

Valuation estimates have 
to be redone with new 
overall market potential 
and characteristics.

Estimate a probability that 
it will occur & 
consequences

Monte Carlo simulations or 
scenario analysis

Real Options

Aswath Damodaran
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