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The Financial Balance Sheet
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The Corporate Life Cycle
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The determinants of the life cycle

The Length/Value of the Harvest (Mature phase)
1. Growth in overall market
2. Magnitude of competitive advantages 
3. Sustainability of competitive advantages 

Speed of Ascendancy
1. Growth in potential market
2. Ease of scaling up
3. Customer Inertia (Stickiness of 
existing product or service)

Failure Rate
1. Ease of entry into market
2. Easy Access to capital
3. Investment needs
4. Time lag to market

The Decline
1. Ease of entry ito market
2. Access to capital
3. Investment needs
4. Time lag to market

The Corporate Life Cycle: Drivers and Determinants

The End Game
1. Ease of liquidation
2. Value of salvageable assets
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Tech versus Non-tech life cycles

Tech firm life cycle Non-tech firm life cycle

Tech companies 
are able to climb 
the growth ladder 
faster because their 
growth requires 
less investment and 
their products are 
more likely to be 
accepted quickly by 
consumers.

Tech companies don't have long "mature" periods, where 
they get to live off the fat, because disruption is always 
around the corner.

Tech companies also 
have more precipitous 
declines from grace,  for 
the same reason that 
they climbed so fast, i.e, 
new companies rise 
faster to take their 
business.

Non-tech companies take longer 
to grow, partly because they 
need more investment to grow 
and partly because consumer 
inertia (attachment to existing 
products) is more deeply set.

 

Non-tech companies 
decline over long periods 
and may even find ways to 
live on as smaller, more 
focused versions of their 
original selves.

Non-tech companies get longer "mature " period, 
where they get to milk their cash cows. 



CORPORATE FINANCE ACROSS 
THE LIFE CYCLE

Act your (corporate) age..
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The Big Picture

The Investment Decision
Invest in assets that earn a 

return greater than the 
minimum acceptable hurdle 

rate

The Financing Decision
Find the right kind of debt 
for your firm and the right 
mix of debt and equity to 

fund your operations 

The Dividend Decision
If you cannot find investments 

that make your minimum 
acceptable rate, return the cash 

to owners of your business

The hurdle rate 
should reflect the 
riskiness of the 
investment and 
the mix of debt 
and equity used 

to fund it.

The return  
should reflect the 
magnitude and 
the timing of the 

cashflows as well 
as all side effects.

The optimal 
mix of debt 
and equity 

maximizes firm 
value

The right kind 
of debt 

matches the 
tenor of your 

assets

How much 
cash you can 

return 
depends upon 

current  & 
potential 

investment 
opportunities

How you choose 
to return cash to 
the owners will 

depend on 
whether they 

prefer dividends 
or buybacks

Maximize the value of the business (firm)



8

The emphasis in corporate finance shifts..
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Companies, act your age!

¨ For many reasons, companies try to speed up or slow down 
aging 
¤ Young companies that borrow money to grow faster, Invest without a 

purpose or with too much focus on short term profits or pay dividends.
¤ Mature growth companies that think that they are still young 

companies and refuse to return cash.
¤ Stable companies that think that they can become growth companies 

through acquisitions.
¤ Declining companies that think they can reverse decline, with new 

management and a new business plan.
¨ In this process, they will be aided and abetted by an 

ecosystem that makes money of this process.
Companies that don’t “act their age” will destroy value.



The Cash Flows over the Life Cycle
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With reality checks..

1. For young companies, cash burn is a feature, not a bug: 
With young companies, cash flows will be negative in 
the early years, requiring new equity to be raised and 
dilution. 

2. As growth starts to ease and companies mature, cash 
balances will build up during the transition: When 
growth starts to ease, cash flows will rise faster than 
revenues/profits, and as companies take time to adjust, 
cash balances will balloon out.

3. Once companies adjust to being mature, there will be 
more cash returned to stockholders: Returning cash to 
stockholders is not a failure, but a consequence of 
success. 



NARRATIVE TO NUMBERS, 
ACROSS THE LIFE CYCLE

All story to mostly numbers..
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Value = Story + 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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Narrative versus Numbers
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Narrative to Numbers for companies

¨ With a young company, narrative is central, divergent 
and volatile.
¤ It is central because it is the only thing that you are offering 

investors, since you have no history.
¤ It is divergent because you can still offer widely different 

narratives, since it is early in the game.
¤ It is volatile, because the real world will deliver surprises that 

will require you to adjust your narrative.
¨ As companies age, their narratives get narrower as their 

histories, size and culture start to become binding. The 
numbers often drive the narrative, rather than the other 
way around.
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From story to numbers and beyond..

Aswath Damodaran
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A Young Company: My Uber Narrative in 
June 2014

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.

Aswath Damodaran
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Uber in 2014: From Story to Inputs

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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Uber in 2014: From Inputs to Value
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Divergent Stories? Tesla Story Choices in 
2016
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And how they translate to numbers
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As companies mature, their stories 
become bounded..
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And in decline, they can be depressing..
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The Bottom Line for Investors

¨ To be a successful investor in early-stage businesses, you 
need to be a good judge of narrative. 
¤ Not only do you need to be able to find good stories to invest in, 

but you also have to be able to separate impossible stories (fairy 
tales) from plausible stories, and then providing support 
(financial or management) to make the plausible into the 
probable.

¤ You will also get much bigger disagreements about value and 
story, across investors.

¨ To be a successful in mature businesses, you need to be 
able to use the numbers that the business has already 
produced to decide on a narrative that is right for it, and 
then invest in companies where (you believe) the market 
has a mistaken narrative.



THE MANAGERS’ JOB, ACROSS 
THE LIFE CYCLE

Story Tellers, Business Builders and Managers
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As companies age, the managerial 
imperative shifts..

¨ Early in a company’s life, when all you have are ideas 
and no clear business plan, it is all about the 
narrative. Not surprisingly, the most successful 
managers/investors at this stage are people who are 
stronger on narrative.

¨ As companies age, the emphasis shifts to numbers, 
partly because more of the value is determined by 
the narrative that has actually unfolded and partly 
because there are more numbers to focus on. The 
most successful managers/investors become people 
who can work with and around those numbers.
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And the focus changes.... And so does the
right CEO for the company
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As emphasis shifts, managers and 
investors can resist, adapt or move on
¨ As young start-ups succeed and start moving into the 

growth, the managers who were instrumental in their 
success have three choices:
¤ Adapt and adjust their focus to include numbers, without giving 

up their narrative.
¤ Stay completely focused on narrative and ignore numbers.
¤ Hand over control of the operating details of the company to a 

numbers person while handling the narrative part.
¨ With investors, the transition is made easier by the 

existence of public markets. As companies go public, 
these investors can cash out and go back to their 
preferred habitat. Investors who stray far from their 
strengths will pay a price.
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The challenge of shorter life cycles..

¨ When life cycles were long, stretching over decades, 
time and aging allowed for smoother transitions, since 
CEOs aged with their companies, and moved on.

¨ As life cycles shorten, managers are far more likely to 
find their companies changing under them so quickly 
that they can no longer adapt. 
¤ To be a long tenured CEO, you will either need to be versatile 

and/or be able to delegate the work that you cannot do to 
people you empower and trust.

¤ If these transitions are not well managed, there will be far more 
turnover in top management and activist investing will flourish. 



“Growing old is mandatory, Growing up is 
optional”


