BUSINESS,
INVESTMENT, AND

MANAGEMENT
IMPLICATIONS

e

THE CORPORATE
LIFE CYCLE

= Thoughts about how businesses
age, and the implications for
corporate finance, valuation,
investing and managing.
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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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MEASURING CORPORATE AGE

= Chronological age: You can look at how old a business is, from
founding date to today. Implicitly, you assume that older
companies are further along the life cycle than younger firms.

= Industry/Sector: You can look at the industry and country that a
company operates in, and assume that companies that operate
in some industries (say technology) and some countries (India)
are earlier in the life cycle than companies that operate in
others (industries or countries).

= Operating metrics: You can look at a company’s revenue
growth, operating margins and reinvestment policy to
determine age; younger companies have higher revenue
growth, changing (usually rising) margins and large
reinvestment (relative to their earnings)
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CORPORATE LIFE CYCLE 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 (mirrors Failure Rate)
1. Ease of entry into market

2. Access to capital

3. Investment needs

4. Time lag to market

Speed of Ascendancy \
1. Growth in potential market

2. Ease of scaling up The End Game

3. Customer inertia (stickiness of 1. Ease of liquidation

existing product or service) 2. Value of salvageable assets

/

Failure Rate

1. Ease of entry into market
2. Easy access to capital

3. Investment needs

4. Time lag to market
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AGING IN DOG YEARS?

Tech Firm Life Cycle

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 are
able to climb the
growth ladder faster
because their growth
requires less
investment and their
products are more
quickly accepted by \
customers.

Tech companies have more
precipitous falls from grace, for
the same reasons that they
climbed so fast, i.e., the ease of
scaling and low customer loyalty.

Non-Tech Firm Life Cycle

Non-tech firms get longers mature periods, where they get to
milk their cash cows.

Non-tech companies take longer
to grow, because they need
more investment to grow, face
longer lags before commercial

success, and face more

consumer inertia to switching.

Non-tech companies decline
over long periods and may even
find ways to live on as smaller,
more focused versions of their
original selves. If this is not
feasible, they will liquidate.

With short life cycles, the same management is more
likely to be in place as the company moves across the life
cycle, creating the potential for mismatches.
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With long life cycles, the time that it takes to move across
the life cycle often takes care of management transitions,
as top managers age and are replaced by new managers,
with new skill sets.




CORPORATE FINANCE ACROSS THE LIFE CYCLE
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VALURTION ACROSS THE LIFE CYCLE
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The Lightbulb (Idea) Moment

\

\ The Bar Mitzvah

The Product Test

/

The Scaling Up\Test

The Midlife Criss

The EDGam/

PRICING ACROSS THE LIFE CYCLE
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INVESTING ACROSS THE LIFE CYCLE
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MANAGING ACROSS THE LIFE CYCLE

The Corporate Life Cycle: The "Right" CEO
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AGING GRACEFULLY? THE CHOICES

= Acceptance: Accept where you are in the life cycle, and act
your age.

= Denial: Deny that you are aging, blaming bad luck and

outsiders for aging symptoms, and repeat what you used to do
when you were younger.

= Desperation: Gamble on long-odds bets to become young
again, especially with other people’s money.

= Rebirth: Find that much sought after path back to youth, by
reinventing your business or entering new ones.

= Zombieland: Mistake your end game as survival, at any cost.
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WHAT NOW?

= If you have neither time nor money -> I have wasted enough of
your time, if you have watched all the way through this session, and
you have the gist of my thinking on corporate life cycles.

= If you have time, but no money -> Try the class that I have on
corporate life cycles. It contains 20 sessions, about 25-30 minutes
apiece, with exercises (if you are so inclined) for you to develop
your own corporate life cycle framework.

= YouTube Playlist:

= If you have time and money -> Take the class and get the book,

available starting August 20, 2024, at booksellers all over (with an
Indian edition waiting in the wings).

= Penguin Random House:

= If you have money, but no time -> Move on! Spend that time on
friends, family and living your life.
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