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Vive le difference!

Numbers person or Story teller?
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What are you?

¨ If you were asked to categorize yourself, would you 
more naturally think of yourself as a
a) Numbers Person
b) Story Person
c) Not sure

¨ When did you make this decision and how has it 
affected your educational and career choices?

¨ As you get older, do you find yourself becoming 
more of whatever you chose?
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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



FROM NARRATIVE TO NUMBERS: 
THE MECHANICS
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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.



Understanding Uber in 2014



Low Growth

+

Low Margins

High & Increasing Reinvestment

=

Bad Business

It is in the Auto Business
Understanding Ferrari in 2015
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But it is not just another auto company..

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.
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Alibaba: The Rocket takes off..
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Figure 6.5: Alibaba- The rocket takes off!
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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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The Uber Narrative: An Urban, Car Service 
disruptor

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.
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The Ferrari Narrative: An Exclusive Club

¨ 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 continue to charge nose bleed prices for its cars and 

sell them with little or no advertising.
¤ It does not need to invest in new assembly plants, since it 

does not plan to ramp up production.
¤ It sells only to the super rich, who are unaffected by overall 

economic conditions or market crises.
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The Alibaba Narrative: The China Story
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Step 2: Check the narrative 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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The Improbable: Willy Wonkitis
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Uber: Possible, Plausible and Probable

The larger & 
more 
ambitious 
your story, the 
more onus 
there is on 
you to show 
that it is 
possible, 
plausible & 
probable.
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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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The Uber Link

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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The Alibaba Revenue/Margin Inputs
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Step 4b: Value the company (Uber)

Aswath Damodaran
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Ferrari: The “Exclusive Club” Value



Term yr
EBIT (1-t)   $14,816
- Reinv         4,463
FCFF          10,353

Terminal Value10= 10,353/(.08-0241) = $185,198

Cost of capital = 8.90% (.943) + 3.00% (.057) = 8.56%

Unlevered Beta: 1.044 
(70% advertising, 30% 

online retailing)

ERP
5.94%

Riskfree Rate:
Riskfree rate = 2.41%

Operating assets  $137,386
+ Cash                              9330
- Debt                              10068
+ Equity investments      2,087
+ Alipay provision         3,000
+ IPO Proceeds (est)   20,000
- Options           696
Value of equity          161,039
Value per share $65.98

Cost of Debt
4% (1-.25) = 3.00%

Cost of Equity
8.90%

Stable Growth
g = 2.41%

Cost of capital = 8% 
ROC= 8%;  

Reinvestment Rate= 2.41%/8% = 30.125%

Weights
E = 94.3% D = 5.7%

+
Beta 
1.092 X

Cost of capital decreases to 
8% from years 6-10

Alibaba, the China Story (September 2014, just before IPO)

Revenue growth 
of 25% a year 

for 5 years, 
tapering down to 

2.63% in year 
10

Pre-tax 
operating 

margin 
decreases to 

40% over time & 
tax rate rises to 

25%

Sales to 
capital ratio 

maintained at 
2.00 

D/E = 
6.07%

China 90.29% 5.90%
Global 9.71% 6.35%
Alibaba 100.00% 5.94%

T12M 2012&13
Revenues $9,268 $4,821
Operating;Income $4,702 $1,777
Effective;tax;rate 11.92%
Operating;Margin 50.73%

1 2 3 4 5 6 7 8 9 10
Revenue growth rate 25.00% 25.00% 25.00% 25.00% 25.00% 20.48% 15.96% 11.45% 6.93% 2.41%
Revenues 11,585$      14,481$      18,101$      22,626$      28,283$      34,075$      39,515$      44,038$      47,089$      48,224$      
EBIT (Operating) margin 49.66% 48.59% 47.51% 46.44% 45.37% 44.29% 43.22% 42.15% 41.07% 40.00%
EBIT (Operating income) 5,753$       7,035$       8,600$       10,507$      12,831$      15,093$      17,078$      18,560$      19,341$      19,290$      
Tax rate 11.92% 11.92% 11.92% 11.92% 11.92% 14.54% 17.15% 19.77% 22.38% 25.00%
EBIT(1-t) 5,067$       6,197$       7,575$       9,255$       11,301$      12,899$      14,149$      14,891$      15,012$      14,467$      
 - Reinvestment 1,158$       1,448$       1,810$       2,263$       2,828$       2,896$       2,720$       2,261$       1,525$       567$          
FCFF 3,908$       4,749$       5,765$       6,992$       8,473$       10,002$      11,429$      12,630$      13,486$      13,900$      

Alibaba will stay China-centric, maintaining its high market share and 
growing with the Chinese online retail market. It's margins will come down 

becaue of competition but still stay high.

Alibaba will continue to 
be in two businesses, 

advertising snd retailing, 
and retain its existing 

China focus.
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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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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 logistics, i.e., moving and transportation 
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 narrative
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Different narratives, Different Numbers
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The Ferrari Counter Narrative
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Ferrari: The “Rev-it-up” Alternative
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And the world is full of feedback.. My 
Ferrari afterthought!



Term yr
EBIT (1-t)   $25,141
- Reinv         7,574
FCFF          17,567

Terminal Value10= 17,567/(.08-0241) = $314,292

Cost of capital = 9.05% (.943) + 3.00% (.057) = 8.70%

Unlevered Beta: 1.044 
(70% advertising, 30% 

online retailing)

ERP
6.08%

Riskfree Rate:
Riskfree rate = 2.41%

Operating assets  $ 202,186
+ Cash                              9330
- Debt                              10068
+ Equity investments      2,087
+ Alipay provision         3,000
+ IPO Proceeds (est)   20,000
- Options           696
Value of equity          225,839
Value per share $92.52

Cost of Debt
4% (1-.25) = 3.00%

Cost of Equity
9.05%

Stable Growth
g = 2.41%

Cost of capital = 8% 
ROC= 8%;  

Reinvestment Rate= 2.41%/8% = 30.125%

Weights
E = 94.3% D = 5.7%

+
Beta 
1.092 X

Cost of capital decreases to 
8% from years 6-10

Alibaba, the Global Story (September 2014, just before IPO)

Revenue growth 
of 40% a year 

for 5 years, 
tapering down to 

2.63% in year 
10

Pre-tax 
operating 

margin 
decreases to 

30% over time & 
tax rate rises to 

25%

Sales to 
capital ratio 
will be 1.50

D/E = 
6.07%

T12M 2012&13
Revenues $9,268 $4,821
Operating;Income $4,702 $1,777
Effective;tax;rate 11.92%
Operating;Margin 50.73%

Country Weight ERP
China 60.00% 5.90%
Global 40.00% 6.35%
Total 100.00% 6.08%

Alibaba is able to expand into overseas markets, allowing its revenues to grow 40% a 
year for the next 5 years. Its profit margins will come under pressure as it competes in 

foreign markets and it will need to reinvest more to grow.

1 2 3 4 5 6 7 8 9 10
Revenue growth rate 40.00% 40.00% 40.00% 40.00% 40.00% 32.48% 24.96% 17.45% 9.93% 2.41%
Revenues 12,975$ 18,165$ 25,431$ 35,604$ 49,846$ 66,036$ 82,522$ 96,918$ 106,540$ 109,108$ 
EBIT (Operating) margin 48.66% 46.58% 44.51% 42.44% 40.36% 38.29% 36.22% 34.15% 32.07% 30.00%
EBIT (Operating income) 6,313$   8,462$   11,320$ 15,110$ 20,120$ 25,287$ 29,888$ 33,094$ 34,171$   32,732$   
Tax rate 11.92% 11.92% 11.92% 11.92% 11.92% 14.54% 17.15% 19.77% 22.38% 25.00%
EBIT(1-t) 5,561$   7,453$   9,970$   13,308$ 17,721$ 21,611$ 24,762$ 26,552$ 26,522$   24,549$   
 - Reinvestment 2,471$   3,460$   4,844$   6,782$   9,494$   10,794$ 10,990$ 9,598$   6,415$     1,712$     
FCFF 3,089$   3,993$   5,126$   6,527$   8,227$   10,817$ 13,772$ 16,954$ 20,107$   22,838$   

Alibaba will continue to 
be in two businesses, 

advertising snd retailing, 
but the proportion of 

revenues from the rest of 
the globe will increase.



“When my information changes, I alter my 
conclusions. What do you do, sir?” 

Lord Keynes

Narrative breaks, shifts & changes
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Why narratives change
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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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Sometimes your story does not change..
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And sometimes it does.. Facebook’s 
Evolution

Report Date Active Users
Mobile Active 

Users

% of revenue 

from Mobile
Net Income Capital

T12m 

Sales/Capital

7/26/12 955 543 NR ($157) $3,515 1.23

10/23/12 1010 604 NR ($59) $4,252 1.09

1/30/13 1060 680 23.00% $64 $4,120 1.24

5/1/13 1100 751 30.00% $219 $4,272 1.28

7/24/13 1150 819 41.00% ($152) $3,948 1.55

10/30/13 1190 874 49.00% $425 $4,007 1.71

1/29/14 1230 945 53.00% $523 $4,258 1.85

4/23/14 1280 1010 59.00% $642 $4,299 2.07

7/23/14 1320 1070 62.00% $791 $4,543 2.20



“Management is, above all, a practice where 
art, science, and craft meet” 

Managers: Narrative or Numbers?
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Introducing the corporate life cycle
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Connecting to narratives..
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DeclineHigh GrowthLifecycle stage Mature 
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All Narrative Mostly 
narrative 

Narrative + 
Numbers

Numbers + 
Narrative 

Mostly 
Numbers All NumbersNarrative versus 

Numbers

Narrative 
Drivers

Narrative 
Differences

How big is the 
narrative?

Unconstrained 
& Large 
differences

How 
plausible is 
narrative?

How profitable 
is narrative?

How scalable 
is narrative?

How 
sustainable is 

narrative?
How happy is 
the ending?

Constrained & 
Narrow 

differences

Constraints mount as numbers build up

Differences across investors narrow, as history deepens
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The Managerial Challenge
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The Compressed Life Cycle?

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. 
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The Consequences

¨ 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. 



“Show me the money” 

Investors: Narrative or Numbers?
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The Investor Challenge
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Investment Philosophies & Narratives
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There is no one pathway to investing 
nirvana..
¨ Successful Value investors 

¤ Work primarily with numbers (financial ratios, pricing metrics)
¤ Will tend to invest in mature companies with stable and clear 

stories
¨ Successful Growth investors

¤ Make their investments primarily based upon stories
¤ Will tend to invest in companies with big and expansive stories 

that pass the plausibility test.
¨ Both sides will view the other side as deluded, but they 

will both be better at what they do, if they can work on 
their weak sides.



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

The End


