BUSINESS,
INVESTMENT, AND

MANAGEMENT
IMPLICATIONS

e

Publisher: Penguin Random House

Available: 2024 at your nearest
bookstore, or online

Aswath Damodaran



THE ”BI6” IDEA

= In every discipline, practitioners search for a framework that
helps them explain the whys, the why nots and the what ifs of
that discipline.

= In corporate finance and valuation, we have seen many such
attempts to build universal theories, and in our view, the
structure that offers the most promise is the corporate life
cycle, where companies go through the cycle of being born,
growing up, growing old and eventually perishing.

= It is one that we find ourselves coming back to, repeatedly, as
we try to understand the behavior and misbehavior of
businesses, differences across investing perspectives and the
allure of the next big thing.
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THE CORPORATE LIFE CYCLE
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THE LEAD IN: LIFE CYCLE DETERMINANTS
AND MEASURES

The Corporate Life Cycle: Drivers and Determinants

The Length/Value of the Harvest (Mature phase)
1. Growth in overall market

2. Magnitude of competitive advantages

3. Sustainability of competitive advantages

The Decline
1. Ease of entry ito
2. Access to capital
3. Investment needs
4. Time lag to market

Speed of Ascendancy,

AN

1. Growth in potentigd market

2. Ease of scaling Ap The End Game

3. Customer Inerfia (Stickiness of 1. Ease of liquidation

existing produgf or service) 2. Value of salvageable assets

N

Failure Rate

1. Ease of entry into m
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Aswath Damodaran



CORPORATE FINANCE ACROSS THE LIFE CYCLE
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VALURTION ACROSS THE LIFE CYCLE
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INVESTING ACROSS THE LIFE CYCLE

- — L b rd 7)) Q
5 a S kS @ E
g = 2 o 3] ()
= 3 5 > = B~ Revenues
P e o = 2 o
° o g [ = £
P '_GE') = 0 é’ /—
K=
=y
-l
2 .
= Earnings
.—/ /
V
Life Cycle Stage | Start-Up Young High Growth | Mature Mature Decline
Growth Growth Stable
Price vs. Value Price on Price on total | Price based on | Value based Value bgsed Value based
potential market growth on growth on earnings on assets
The Gap Wide gaps As companies age, gap becomes smaller & less volatile
between Price | with significant - > Smaller gap
and Value volatility

Investing vs.
Trading

Mostly traders

As companies age, investors replace traders in market

Y

More investors

Investing Focus

Trading Focus

- IPO growth | Public equity Public equity | Contrarian -
Activist growth growth e . Activist value
IS P Public market momentum Information trading Arbitrage trading

momentum
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MANAGING ACROSS THE LIFE CYCLE

The Corporate Life Cycle: The "Right" CEO
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The Right CEO Steve, the Paula, the Bob, the Oscar, the Donna, the Larry, the
9 Visionary Pragmatist Builder Opportunist Defender Liquidator
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