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The Bermuda Triangle of Valuation

Valuation First 
Principles &
Good SenseBias

 &
 Pr

ec
on

ce
pti

on
s

Uncertainty & the Unknown

Complexity & Detail



3

Value: The Drivers
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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 Corporate Life Cycle
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A Life Cycle View of Uncertainty
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In value, the emphasis shifts as well, from 
narrative to numbers…
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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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The Semiconductor Business – A Growth 
Business that is maturing!
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Profitable, with Cycles….
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NVIDIA - Opportunistic Growth
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Intel- Fading Giant?
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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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NVIDIA: The Payoff to Opportunism

¨ Powered by its lead in the AI chip business, Nvidia will continue on its 
path of high growth, but even with dominance, that growth will level off. 
While Nvidia might find other new markets, none of them are likely to 
provide the market size to allow for continued growth.

¨ As a design company, Nvidia will be able to generate supernormal profit margins.
However, it will face push back from powerful players on the other side:

¤ On the unit economics side, Nvidia will have to share more of its spoils with TSMC, as the 
two are locked into an embrace that neither can break away from.

¤ On the customer side, Nvidia’s four biggest customers are giants themselves, and will 
either look to competition or develop their own chips, putting stress on pricing power.

¨ On the reinvestment side, Nvidia will continue to reinvest in the next
generations of chips, but in a market place where others are throwing 
large amounts of money at doing the same.
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Intel: Trying too hard?

¨ It is my view that Intel's problems stem largely from too much me-too-ism 
and perhaps aspiring for growth levels that they cannot reach. 
¤ On both Ai and the chip manufacturing business, Intel is going up against competition 

(Nvidia on AI and TSMC on manufacturing) that has a clear lead and significant 
competitive advantages. 

¤ However, the market is large enough and has sufficient growth for Intel to find a place in 
both, but not as a leader. It is likely that even if it succeeds, Intel will revert to middle 
age, not high growth, but that should still make it a good investment. 

¨ In my story, Intel’s management recognizes (does it?) that the game has
changed, and that rather than go after market leadership on every front, 
Intel plays for the portions of each market that it has an advantage, with a 
return to moderate growth and margins higher than the 2021-23 levels, 
but lower than historic levels coming into play. 
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Step 2: Check the narrative against history, 
economic first principles & common sense
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The Impossible, The Implausible and the 
Improbable
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The Runaway Story: When you want a 
story to be true…

¨ With a  runaway business story, you usually have three 
ingredients:
1. Charismatic, likeable Narrator: The narrator of the business 

story is someone that you want to see succeed, either because 
you like the narrator or because he/she will be a good role 
model.

2. Telling a story about disrupting a much business, where you 
dislike the status quo: The status quo in the business that the 
story is disrupting is dissatisfying (to everyone involved)>

3. With a societal benefit as bonus: And if the story holds, society 
and humanity will benefit.

¨ Since you want this story to work out, you stop asking 
questions, because the answers may put the story at 
risk.



+

The Story The Checks (?)

+ Money

+

The Impossible: The Runaway Story
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Step 4a: Connect your narrative to key 
drivers of value
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Nvidia: From story to numbers
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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:
¤ Face up to the uncertainty in your own estimates of value.
¤ Present the valuation 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 criticisms can be specific and 

pointed, rather than general.
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Facing up to uncertainty with Nvidia
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And with Intel…

¨ The most dangerous value outcomes for Intel do not 
come from underreach, but from overreach. In 
short, if the company tries too hard to rediscover 
growth, with large reinvestment…
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Why narratives change
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Earnings reports: Reading the tea leaves!
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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
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“There is no real ending. It’s just the place 
where you stop the story.”

The End


