
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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 Pr

ec
on

ce
pti

on
s

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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India’s Biggest IPO

q A few weeks ago, I valued Zomato, the Indian online food delivery 
company, just prior to its IPO, and argued that the excitement 
about its potential was tied to the potential for growth in India and 
the shifting habits of Indian consumers. Since its public offering, 
Zomato's stock price has reflected that excitement, more than 
doubling from its offering price of 74 rupees per share. 

q Waiting in the wings to go public, is Paytm, a company that in many 
ways is even more closely tied to India's macro story, drawing on 
the growth of online commerce in India and a willingness of Indian 
consumers to use mobile payment mechanisms. 

q I will look at the levers that drive Paytm's value, and you can make 
your judgments on where you think this offering will lead in terms 
of valuation and pricing.
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Setting the Stage: The Growth of Smartphones

Reliance Jio 
launch in Indian 
market
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And Their Usage…
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Rise of Mobile Payments

In 2016, United Payments Interface (UPI), a real-time payment interface devised by 
the National Payments Corporation of India, and regulated by the Reserve Bank of 
India, was introduced, facilitating and speeding up inter-bank, person to person and 
person to merchant transactions.
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Paytm: A Parallel History

¨ When it was founded in in 2010 by by Vijay Sharma, it operated as 
a pre-paid mobile platform, but its market then was small both in 
terms of numbers and services offered. 

¨ As mobile access improved, Paytm added to its suite of products. 
¤ In 2014, it introduced Paytm Wallet, a digital wallet that was accepted as a 

payment option by leading service providers and retailers. 
¤ In 2016, it added ticket booking to movies, events and amusement parks, 

with flight bookings soon after, and started Paytm Mall, a consumer 
shopping app, based upon Alibaba's Taobao Mall model. 

¤ In 2017 it added Paytm Gold, allowing users to buy gold in quantities as 
little as 1 rupee, and Paytm Payments Bank, a messaging platform with in-
Chat payments. 

¤ In 2018, it added a Paytm Money, for investment and wealth 
management, and in 2019, it launched a Paytm for Business app for 
merchants to track payments. In short, over time, it has used its platform 
of users to launch itself into almost every online activity. 
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Paytm: Financial History
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Paytm’s Funding
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And ownership structure
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The Paytm Story: Drivers
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The Competitive Landscape
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Take rates and Margins: Peer Analysis
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Risk, Share Count and IPO Proceeds

¨ On the risk front, there is little reason to reinvent the wheel. 
Paytm's cost of capital, in rupee terms, is 10.43%, reflecting 
its business risk, and puts the company just below the 
median Indian company, in risk terms. The company's 
capacity to burn cash will continue to expose it to risk, but 
with deep pocketed investors (Alibaba and Softbank), and a 
large cash balance (post IPO), the risk of failure is low (5%).

¨ To get from these numbers to a value per share, I use the 
existing share count (617 million shares), in conjunction with 
the information in the prospectus that the company plans to 
raise ₹166,000 million at the offering, with half of these 
proceeds staying in the firm to cover future investment needs 
and the other half going to existing shareholders, cashing out.
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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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