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Lyft Inc.

1. Company Overview

Lyft is a ride-sharing platform connecting passengers with nearby drivers through its mobile
application. The company focuses on offering ridesharing in North America, as well as
businesses in bike and scooter rental, and partnerships with car rental and parking services. For
the quarter that ended on March 31st, 2023, Lyft had around 19.5 million active riders with a 4%
increase year-over-year in average revenue per rider. As of December 31, 2022, Lyft had 4,419
employees. Lyft currently has a market capitalization of approximately $3.26 billion. Lyft
competes with Uber but has maintained a significant market share in North America. Lyft
continues to stabilize and consolidate its market in North America building on the sizable market
share that Lyft gained during past expansion and growth rebound from COVID-19 while
competing with Uber.

2. DCF Valuation



The Story: Lyft will focus on its current business to develop into a highly efficient firm. Revenue
growth will decrease from the period of hypergrowth and rebound from COVID-19. According
to Lyft’s announcement of Q1 2023, the year-over-year revenue growth is currently at 14%,
compared to 27.64% in FY 2022. Revenue growth is projected to continually decline as the
company transitions into a mature firm.

Operating margin is likely to increase in great proportions after the period of negative earnings,
capitalizing on the existing customer base, network effect, and technological barrier of the
platform; thus, Lyft’s operating margin is expected to be comparable to or even higher than
typical technology firms due to its light asset business. Lyft’s plan to focus on its platform would
yield higher sales-to-capital ratios in the coming years, providing more revenue streams and cash
flows through capitalizing on enhanced features built upon the existing platform with a rather
low risk, such as car and bike rental services. Lyft runs a relatively small risk of failure even
under fierce competition with Uber as a result of its concentration in North America and its
existing customer base.

3. Relative Valuation

I ran an EV/Sales regression because Lyft has negative earnings while other comparable firms
mainly do not. I used a total of 25 comparable firms from mostly technology firms, car rental
firms, and transportation firms . The R-squared is 85.5% with no intercept, and operating margin
and growth as independent variables. Out of growth, operating margin, tax rate, and DFR, these
two variables produced the highest R^2. I limited my sample to companies with market
capitalization over $1 billion to increase sample size since Lyft currently has a market
capitalization of over $3 billion.

EV/SALES = 23.290(g)+17.286(Operating Margin) ; R^2 = 0.857
(6.946) (3.353) t statistics 95%

For Lyft: Since Lyft is a negative earning company, I will be using the data from year 10.
EV/SALES in year 10= 23.290(0.0344)+17.286(0.18) = 3.913



Expected EV in year 10 = 3.913*​​8061532.21=31544775.538
Value today = 31544775.538/(1.0874*1.0929*1.0984*1.1038*1.1093*1.1148^5)
= 11,462,331.374
Price/Share = (11462331.374*(1-probability of failure) + proceeds* probability of failure - debt -
minority interests + cash - value of options)/378119.119
= $31.60

Based on the regression, I obtained an EV/Sales multiple of 3.913. I multiplied this by Lyft’s
expected revenue, discounted it back by cost of capital, took account of failure probability,
subtracted out debt and minority interest, added back cash and cash equivalents, and subtracted
out option value to find value of equity in common stock.

4. Market Valuation

R^2 = 0.306
EV/Sales in year 10 = 2.32 + 2.60 g + 10.60 Oper Margin -1.40 DFR- 3.50 Tax rate
= 2.32+ 2.6(0.034) + 10.6*(0.18) -1.4*(0.1501) -3.5*(0.25) = 3.231
*In this case, I used DFR from the industry average of Software(Internet) since we cannot
predict DFR in the future.
Value today = 9,464,423.07
Price/Share = (9,464,423.07 *(1-probability of failure) + proceeds* probability of failure - debt -
minority interests + cash - value of options)/378119.119
= $26.58

5. Conclusion

Market Price $8.63

Intrinsic Valuation $13.30

Relative Valuation $31.60

Market Valuation $26.58

The current market price for Lyft is $8.63, which is lower than results from DCF valuation,
relative valuation to comparable firms, and market valuation. Based on Lyft’s future potential, I
would recommend Lyft as a buy.



Nio Inc.

1. Company Overview

NIO Inc, established in 2014, is a Chinese-based electric vehicle manufacturer that designs and
develops high-performance electric cars. NIO currently offers a range of electric vehicles,
including the ES8, a seven-seater electric SUV, the ES6, a smaller electric SUV, and the EC6, a
stylish electric coupe SUV. In addition to its vehicle offerings, NIO has also developed a
charging infrastructure, including battery swapping stations and fast-charging stations. Since its
founding, NIO has gained popularity in the Chinese electric vehicle market, and as of Q1 2023,
the company's market capitalization on NYSE was approximately $13.76 billion.

2. DCF Valuation



The Story: Nio is a premium Chinese EV manufacturer known for its innovative technologies
and effective branding strategies. Its unique battery-swapping system, advanced driver-assistance
system, autonomous driving system, and in-car AI assistant provide a competitive advantage.
Nio's strong brand image and marketing strategy have helped it attract consumers interested in
sustainable and futuristic products.

However, Nio faces potential threats in the long run, such as the uncertainty of expanding its
battery swapping stations and Tesla's ability to deliver better products at lower prices. Tesla's
Supercharger network, advanced AI assistant, and faster Model S Plaid could surpass Nio's
capabilities. BYD also offers comparable features at substantially lower prices. Therefore,
reducing prices of their battery swapping services and EV models could potentially help Nio stay
competitive in the global market in the long term.

3. Relative Valuation

I ran an EV/Sales regression because most EV manufacturers are young companies with negative
EBITDA. My comparable list consists of 49 traditional auto manufacturers, EV manufacturers
and EV technology companies based in Asia, North America, and Europe with a market
capitalization bigger than $8 billion. The R-squared of the regression is 88.78%. It's worth noting
that the intercept in the regression analysis has been set to zero. I did this because it ensures that
all coefficients have the correct sign based on market regression and the original intercept was
relatively low anyway.

Based on the regression, Nio’s forward metrics at year 10, and the average debt ratio of the Auto
& Truck industry, I got an EV/Sales ratio of 3.38x.

EV/Sales = 3.07(g) + 28.46(Op. Margin) - 2.63(Tax Rate); R^2: 88.78%
EV/Sales = 3.07(1.88%) + 28.46(14%) - 2.63(25%) = 3.38x



I multiplied this number by Nio' revenue in year 10 and arrived at an EV of $104.15 billion.
Discounting the EV at year 10 by the compounded interest rate of 2.69, the PV is $38.69 billion.

EV = 3.38 * 30,777,798.79 = $104,150,038.7 (in thousands)
PV = $104,150,038.7 / 2.69 = $38,691,341.7(in thousands)

Based on the PV, I arrived at an equity value of $39.12 billion and a price per share of $23.18.

4. Market Valuation

EV/Sales = 2.68 + 2.50(g) + 8.10(Op. Margin) + 2.10(DFR) - 5.10(Tax rate); R^2: 17.8%
EV/Sales = 2.68 + 2.50(1.88%) + 8.10(14%) + 2.10(42.43%) - 5.10(25%) = 3.48x

I multiplied this number by Nio's revenue in year 10 and arrived at an EV of $107.02 billion.
Discounting the EV at year 10 by the compounded interest rate of 2.69, the PV is $39.76 billion.

EV = 3.48 * 30,777,798.79 = $107,015,329.74 (in thousands)
PV = $107,015,329.74 / 2.69 = $39,755,786.38 (in thousands)

Based on the PV, I arrived at an equity value of $40.16 billion and a price per share of $23.79.



5. Conclusion

Market Price $8.15

Intrinsic Valuation $5.14

Relative Valuation $23.18

Market Valuation $23.79

The market has an "EV premium," with EV companies experiencing higher valuations due to
increasing demand for electric vehicles driven by sustainability and environmental concerns.
However, the EV premium may not last and is subject to changes in today’s uncertain market.
While tracking relative valuations for NIO is important, I believe the company’s fundamentals
provide a more objective picture of its worth. Therefore, I recommend selling the stock as I
believe its current market price is overvalued as compared to its intrinsic value.



TransDigm

1. Company Overview

TransDigm is a global designer, producer, and supplier of highly engineered aircraft for use on
nearly all commercial and military aircraft in service today. TransDigm maintains approximately
100 manufacturing facilities worldwide. The company primarily offers highly engineered
proprietary aerospace components with significant aftermarket contents. The company typically
chooses not to compete for non-proprietary business because it frequently offers lower margins
than proprietary products. Transdigm's customers include distributors of aerospace components,
worldwide commercial airlines and aircraft manufacturers, and armed forces of the U.S. and
friendly foreign governments.

2. DCF Valuation



The Story: TDG is a global manufacturer of thousands of small, highly engineered, low-cost
aircraft parts. The valuation tells a story of how TDG continues to produce highly engineered
proprietary components for different types of aircraft. TDG will have over 10% growth in the
next couple of years benefiting from the recovery of the commercial flights and the TDG’s
strong pricing power. As the company continues to generate a significant part of profit from
higher margin and stable aftermarket sales (sales occur for maintenance over the life of the
aircraft) and the company achieves more efficient manufacturing - the operating margin is going
to slightly improve from 42% to 47%. However, the company needs to reinvest heavily to keep
developing proprietary products, maintaining its barrier to entry. Even though TransDigm has a
large amount of debt, most of the debt is not due until 2025, given TDG’s long operating history,
stable and recurring revenue and the strong market position, it is expected that TDG will not
likely to fail.

3. Relative Valuation

I ran an EV/ Sales regression because the EBIT and EBITDA margin varies across different
manufacturers, revenue would better reflect the size of the company. I used a total of 31
comparable aerospace and defense manufacturers with enterprise value larger than 3 Billion
USD. For the variables, I used LTM EBIT Margin and estimated revenue growth rate in 2 years
from capital IQ. As a result, I get R-Square of 65.53% which is not the very ideal but still usable.

EV/Sales = -2.16114 + 31.09774 *(EBIT Margin) +0.162073*(g)

Based on the regression, I got a EV/Sales of 12.638 for TDG. TDG’s LTM sales is 5632 Million,
it has 19803 M of Debt, 8 M of minority interest and 3288 M of Cash. TDG has total shares
outstanding of 54.6 M with total value of employee options of 2501 M. Given data above, I
calculated the price per share for TDG is (12.638*5632-19803-8+3288-2501)/54.6 = $955.19



4. Market Valuation

EV/Sales = 2.32 + 2.60 g + 10.60 Oper Margin -1.40 DFR- 3.50 Tax rate
I used the Market-wide Regressions of Multiples: US Companies in January 2023 for the
calculation. As a result, I got an EV/ sales of 5.73 for TDG. I then calculated the price per share
for TDG: (5.73*5632-19803-8+3288-2501)/54.6 = $242.63

5. Conclusion

Market Price $767.19

Intrinsic Valuation $359.17

Relative Valuation $955.19

Market Valuation $242.63

The current market price for TransDigm is $767.19 (as of 5/6/2023). This is higher than intrinsic
price and market valuation, lower than relative price. At current market price, I believe
TransDigm is a sell because it is way overpriced compared to the intrinsic value. Even though it
may have some upside according to relative price, the upside potential does not match with the
downside risk given the intrinsic value is way below the market price.




