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Are	you	a	numbers	person	or	a	story	
person?	
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Bridging	the	Gap	

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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The	Steps	
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Step	1:	Survey	the	landscape	

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

¨  In	 developing	 this	 narraJve,	 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	compeJJon	it	faces	and	will	face.	
¤  The	macro	environment	in	which	it	operates.	





Low Growth

+

Low Margins

High & Increasing Reinvestment

=

Bad Business

The Auto Business
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What	makes	Ferrari	different?	

Ferrari sold only 7,255 
cars in all of 2014

Ferrari had a profit 
margin of 18.2%, in the 
95th percentile, partly 
because of its high prices 
and partly because it 
spends little on 
advertising. 

Ferrari sales (in units) have 
grown very little in the last 
decade & have been stable

Ferrari has not invested 
in new plants.



9

Step	2:	Create	a	narraJve	for	the	future	

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

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



10

The	Uber	NarraJve	

In	June	2014,	my	iniJal	narraJve	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	li^le	help	when	it	enters	a	new	city.	

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

5.  And	its	exisJng	low-capital	business	model,	with	drivers	as	
contractors	and	very	li^le	investment	in	infrastructure.	
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The	Ferrari	NarraJve	

¨  Ferrari	will	stay	an	exclusive	auto	club,	deriving	its	
allure	from	its	scarcity	and	the	fact	that	only	a	few	
own	Ferraris.	

¨  By	staying	exclusive,	the	company	gets	three	
benefits:	
¤  It	can	conJnue	to	charge	nose	bleed	prices	for	its	cars	and	
sell	them	with	li^le	or	no	adverJsing.	

¤  It	does	not	need	to	invest	in	new	assembly	plants,	since	it	
does	not	plan	to	ramp	up	producJon.	

¤  It	sells	only	to	the	super	rich,	who	are	unaffected	by	overall	
economic	condiJons	or	market	crises.	
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Step	3:	Check	the	narraJve	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



The Implausible: The Big Market Delusion



The Improbable: Willy Wonkitis
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Step	4:	Connect	your	narraJve	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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Ferrari:	From	story	to	numbers	

Revenues

Operating Income

Cash Flow

Value

Operating Margin 
& Taxes

Reinvestment

Discount Rate (Risk)

Keep it scarce

And pricey

Little need for 
capacity 
expansion

Super-rich 
clients are 
recession-proof

Ferrari: The Exclusive Club

Revenue growth of 4% (in Euro terms) a 
year for next 5 years, scaling down to 
0.7% in year 10. Translates into an 
increase in production of about 25% in 
next 10 years

Valuation Input The Story Valuation Inputs

Ferrari's pre-tax operating margin stays at 
18.2%, in the 95th percentile of auto 
business.

Cost of capital of 6.96% in Euros and no 
chance of default.

Sales/Invested Capital stays at 1.42, i.e. 
every euro invested generates 1.42 
euros in sales 
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Step	4:	Value	the	company	(Uber)	

Aswath Damodaran
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Ferrari:	The	“Exclusive	Club”	Value	
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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	a^ached	to	that	story	
and	to	defend	it	against	all	a^acks.	Nothing	can	destroy	
an	investor	more	than	hubris.	

¨  Being	open	to	other	views	about	a	company	is	not	easy,	
but	here	are	some	suggesJons	that	may	help:	
¤  Face	up	to	the	uncertainty	in	your	own	esJmates	of	value.	
¤  Present	the	valuaJon	to	people	who	don’t	think	like	you	do.	
¤  Create	a	process	where	people	who	disagree	with	you	the	most	
have	a	say.	

¤  Provide	a	structure	where	the	criJcisms	can	be	specific	and	
pointed,	rather	than	general.	
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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	logisJcs,	i.e.,	moving	and	transportaJon	
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	narraJve	
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Different	narraJves,	Different	Numbers	
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The	Ferrari	Counter	NarraJve	
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Ferrari:	The	“Rev-it-up”	AlternaJve	
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And	the	world	is	full	of	feedback..	My	
Ferrari	agerthought!	
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Step	6:	If	the	world	changes,	your	
narraJve	has	to	change	with	it..	
Narra$ve	Break/End	 Narra$ve	Shi1	 Narra$ve	Change	

(Expansion	or	Contrac$on)	

Events,	external	(legal,	
poliJcal	or	economic)	or	
internal	(management,	
compeJJve,	default),	that	
can	cause	the	narraJve	to	
break	or	end.		

Improvement	or	
deterioraJon	in	iniJal	
business	model,	changing	
market	size,	market	share	
and/or	profitability.	

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

Your	valuaJon	esJmates	
(cash	flows,	risk,	growth	&	
value)	are	no	longer	
operaJve	

Your	valuaJon	esJmates	
will	have	to	be	modified	to	
reflect	the	new	data	about	
the	company.	

ValuaJon	esJmates	have	
to	be	redone	with	new	
overall	market	potenJal	
and	characterisJcs.	

EsJmate	a	probability	that	
it	will	occur	&	
consequences	

Monte	Carlo	simulaJons	or	
scenario	analysis	

Real	OpJons	

Aswath Damodaran
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Uber:	The	September	2015	Update	



Potential)Market Market)size)(in)millions)
A1.$Urban$car$service $100,000
A2.$All$car$service $175,000
A3.$Logistics $230,000
A4.$Mobility$Services $310,000

Growth'Effect CAGR'(next'10'years)
B1.$None 3.00%
B2.$Increase$market$by$25% 5.32%
B3.$Increase$market$size$by$50% 7.26%
B4:$Double$market$size 10.39%

Network(Effects Market(Share
C1.$No$network$effects 5%
C2.$Weak$local$network$effects 10%
C3.$Strong$local$network$effects 15%
C4.$Weak$global$network$effects 25%
C5.$Strong$global$network$effects 40%

Expense'Profile Operating'Margin
E1:$Independent$contractor 40%
E2:$Partial$employee 25%
E3:$Full$employee 15%

Competitive)Advantages Slice)of)Gross)Receipts
D1.$None 5%
D2.$Weak 10%
D3.$Semi4strong 15%
D4.$Strong$&$Sustainable 20%

Increases overall market to $618 billion in year 10

Risk Estimates
G1. Cost of capital at 75th percentile of US companies = 10%

G2.  Probability of failure in next 10 years= 0% Uber Valuation: September 2015

Base 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 Assumptions
Overall3market $230,000 $253,897 $280,277 $309,398 $341,544 $377,031 $416,204 $459,448 $507,184 $559,881 $618,052 A3+&+B4
Share3of3market3(gross) 4.71% 6.74% 8.77% 10.80% 12.83% 14.86% 16.89% 18.91% 20.94% 22.97% 25.00% C4
Gross3Billings $10,840 $17,117 $24,582 $33,412 $43,813 $56,014 $70,277 $86,900 $106,218 $128,612 $154,513
Revenues3as3percent3of3gross 20.00% 19.50% 19.00% 18.50% 18.00% 17.50% 17.00% 16.50% 16.00% 15.50% 15.00% D3
Annual3Revenue $2,168 $3,338 $4,670 $6,181 $7,886 $9,802 $11,947 $14,338 $16,995 $19,935 $23,177
Operating3margin J23.06% J18.26% J13.45% J8.64% J3.84% 0.97% 5.77% 10.58% 15.39% 20.19% 25.00% E2
Operating3Income J$500 J$609 J$628 J$534 J$303 $95 $690 $1,517 $2,615 $4,026 $5,794
Effective3tax3rate 30.00% 31.00% 32.00% 33.00% 34.00% 35.00% 36.00% 37.00% 38.00% 39.00% 40.00%
3J3Taxes J$150 J$189 J$201 J$176 J$103 $33 $248 $561 $994 $1,570 $2,318
AfterJtax3operating3income J$350 J$420 J$427 J$358 J$200 $62 $442 $956 $1,621 $2,456 $3,477
Sales/Capital3Ratio 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 5.00 F
3J3Reinvestment $234 $267 $302 $341 $383 $429 $478 $531 $588 $648
Free3Cash3Flow3to3the3Firm J$654 J$694 J$660 J$541 J$322 $13 $478 $1,090 $1,868 $2,828
Terminal3value $56,258
Present3value3of3FCFF J$595 J$573 J$496 J$369 J$200 $7 $248 $520 $822 $1,152
Present3value3of3terminal3value $22,914
Cost3of3capital 10.00% 10.00% 10.00% 10.00% 10.00% 10.00% 9.60% 9.20% 8.80% 8.40% 8.00% G1

PV3of3cash3flows3during3next3103years3= $515
PV3of3terminal3value3= $22,914
Value3of3operating3assets $23,429
Probability3of3failure 0.00% G2
Adjusted3value3of3operating3assets $23,429
Less3Debt $0
Value3of3Equity $23,429

Capital Intensity
F: Status Quo: Sales/Capital = 5



“There	is	no	real	ending.	It’s	just	the	place	
where	you	stop	the	story.”	

The	End	


