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Valuation is simple. We choose to make it 
complex!
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And Business Drivers that determine value…

Aswath Damodaran

3



4

Uncertainty comes in many forms…

¨ Estimation versus Economic uncertainty
¤ Estimation uncertainty reflects the possibility that you could have the “wrong 

model” or estimated inputs incorrectly within this model.
¤ Economic uncertainty comes the fact that markets and economies can change over 

time and that even the best models will fail to capture these unexpected changes.
¨ Micro uncertainty versus Macro uncertainty

¤ Micro uncertainty refers to uncertainty about the potential market for a firm’s 
products, the competition it will face and the quality of its management team.

¤ Macro uncertainty reflects the reality that your firm’s fortunes can be affected by 
changes in the macro economic environment.

¨ Discrete versus continuous uncertainty
¤ Discrete risk: Risks that lie dormant for periods but show up at points in time.  

(Examples: A drug working its way through the FDA pipeline may fail at some stage 
of the approval process or a company in Venezuela may be nationalized)

¤ Continuous risk: Risks changes in interest rates or economic growth occur 
continuously and affect value as they happen. 
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And shifts over the corporate life cycle…

Stage 2
Young Growth

Stage 1
Start-up

Stage 4
Mature Growth

Stage 6
Decline
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The Young Company Valuation Challenges..
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Pushing many towards pricing…

¨ As investors/analysts face more uncertainty about the 
future, they become less willing to grapple with it and 
make estimates for the future, a requirement for 
valuation.

¨ Instead, they choose to price companies/assets, thus 
anchoring what they are willing to pay to what others 
are paying for similar assets.

¨ Note that while this reaction is understandable, the 
uncertainty still remains.
¤ You are in denial. Hiding from uncertainty does not make it go 

away.
¤ You are letting the crowd, just as uncertain as you are, 

determine what you should pay.
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Value versus Price
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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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Valuing Young Companies: Ten Rules for 
the Road
1. Start with a story that you tie to numbers
2. Less is more (the rule on detail….) (Revenue & margin forecasts) and 

build in internal checks on reasonableness… (reinvestment and ROC)
3. Use the offsetting principle (risk free rates & inflation at Tata Motors)
4. Draw on economic first principles (Terminal value at all the companies )
5. Use the “market” as a crutch (equity risk premiums, country risk 

premiums)
6. Use the law of large numbers (Beta for all companies
7. Don’t let the discount rate become the receptacle for all uncertainties.
8. Confront uncertainty, if you can
9. Don’t look for precision
10. You can live with mistakes, but bias will kill you…
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1. Tell a story
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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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And particularly so for young companies..



13

Zomato: Story Pieces

¨ 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. On the plus side, its size and access to capital, as well as its post-IPO 
augmented cash balance, push down the risk of failure. Overall, I will attach a likelihood of failure 
of 10%, reflecting this balance. 
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2. Less is more
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From story to numbers
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3. Consistency is key in the numbers...
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4. Draw on economic first principles and 
mathematical limits… 
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5. Use the market as a crutch… ERP as an 
illustration
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Blue: Moody’s Rating
Red: Added Country Risk
Green #: Total ERP
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6. Draw on the law of large numbers…
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7. Don’t let the discount rate become the receptacle 
for all your uncertainty…
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8. Confront uncertainty, if you can… 
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9. Don’t look for precision.. 

¨ No matter how careful you are in getting your inputs 
and how well structured your model is, your 
estimate of value will change both as new 
information comes out about the company, the 
business and the economy.

¨ As information comes out, you will have to adjust 
and adapt your model to reflect the information. 
Rather than be defensive about the resulting 
changes in value, recognize that this is the essence 
of risk. 
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Remember that you don’t have a 
monopoly on the truth…
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And respect the market, even as you
disagree with it..
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10. You can make mistakes but try to keep 
bias out.. 

Valuation First 
Principles &
Good SenseBias
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Uncertainty & the Unknown

Complexity & Detail


