Valuation is a Story
Wrapped in Numbers

Surviving the illusion of math

in the age of Al agents. "
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The Math Was Perfect. The Stories Were Difterent.

Aswath Damodaran (NYU Stern) Bill Gurley (Venture Capital)

' Data Inputs:
Uber 2014 Financials |

Data Inputs:
Uber 2014 Financials
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The numbers did wot resolve the disaEreement The numbers were the
disagreement, translated into a format that made it look [ike a math problem.
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Y . erﬂne Trap: Treating

valuation (ike engineering

e \ (Right Formula + Accurate
Flow Factor \ Data = True Answer).

1 $1.00 0.700 :

2 | B0 | 06 {. Qf{'ﬂne Reality: The future

4 | $400 | 0485 4 { nput-is ﬁ“*ﬂm- Every

: gggg o Judgment call compressed

: $7.00 037 \tnfo a percentage.

8 $7.00 0.254 :

190 ggg gfgg & iZﬂThe Function: Valuation

T $0.00 0.160 ’ does :!_Of ‘i"”"';m o

 uncertainty—it organizes it

$150.00 | =

A good valuation doesn't tell you what a company ts worth,
It tells you what you have to believe for the company to be worth a given price.
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Three Tools, Three Specific Lies

Approach

Logic

|ldeal Use

Predictable cash flows,

The Specific Lie

e ——
False Precision. A single

Intrinsic Present value of . : :
stable business > number with decimals
(DCF) future cash flows. (e.g., Coke in 1990). | hides massive uncertainty.
Mature industries IS Market Anchoring. |
Relative Compare ratiosto | . If the whole sector is 1n
(Multiples) peers or history, | With many comparable | p,pp(s comparing against

companies. ‘

Asset-Based

Value of assets
minus liabilities.

P
Liquidations, (&
holding companies,

real estate.

it confirms the delusion. |

L
"
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[gnores the Engine. |
reats an operating

business as a static pile

1gnoring future earnings. |




MUltipleS' The Compressed A mgl_tkﬁ Is a one-sentence summary of
: someone else’s story—with the plot omitted.

Files of Valuation e o D

/& Risk Assessment
S~ Terminal Value

S| = pe— ) e— e | e [y

=== === ' '-‘_ '\ The Cisco 1999 Trap

1 5 .ﬂi 2 i : : Cisco traded at 120x earnings.
P/E Warnlh 'EV/EBITDA | [ - | Analysts called it “cheap” relative to
The most misused. Warning: Ignores real j SIENTENTEN . =l Microsoft and Inftel.
1 | Ignores debt, capital capital expenditure The relative comparison was
structure, and future | and actual technically accurate, but the entire

growth rates. L depreclatlun ) r_-‘

P/FCF Warh"“ﬂ P/S Warﬂmﬂ r IE
Grounded in cash, but | Revenue without
3 | highly volatile year-to- | profit is not

year based on lumpy inherently valuable

_ 25x
investments. P/E

peer group was averuafuea'

Bemg ﬂhenp relative to expenswe
provides the illusion of rigor, not a

margin of safety.
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Anatomy of a Story The 5 DCF Assumptlons

-

1_
Revenue
Growth -
The Total Addrescable
Market ctory. |

Operatmg

Margins

The Competitive
Advantage story.
(Revehue without margin IHtEHfff_y s*tary.

Reinvestment

(Cash cans’umed to grow)

Reinvestment |
The Capital AR

ie activity, not buginess) (Cash concumed to grow)

The Capital Intensity story. Wik

Discount = =

e

Terminal Value
The “Forever” story.

-_ﬁ

Rate o
The Rick story.

.ﬁ
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Where the Danger Hides

Terminal Value

| . 20-40% of Value: — Growth Expectations,
| . Explicit 5-Year [T~ o Margin Trajectory
| Forecast A

: 4 Y =k ___i__ gl | -_— L_
‘ he Discount Rate X : » ,
" Fudge Factor _ = j .

The Discount Rate

] LANE L AWNE 47 60-80%
5o = . — SR | of Value:
c ; 3eta /4 ';-i "4 | il . :
Afistorical Frivel Gy Business Risk | : 4
Volatility) = | (Would I lend them '|
Yo ] _ money at this rate?) |

Beta measures price risk, not business risk. i Analysts spend hours on the first 5 years, then
‘ casually assign a 3% growth rate to eternity.

: : 0 : 0
Changlr':g s ratet Dy 2% alters valuation by 30% valuano.n by 30%. .  The assumption that receives the least scrutiny
It's where disagreements get buried. : often carries(80%of the model’s weight.
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Sensitivity Analysis: Finding the Load-Bearing Wall

A DCEF is the output of five story choices. Sensitivity analysis asks:
Which of those choices are you actually betting on?

Lo

g2

The One-Variable Test: After the agent runs the model, force yourself to angwer:
“If T covld only be righ‘l' abovt one agsumption, which one wovld I choose?”
If vou cannot defend that pecific assumption with evidence, your thesis is weak.
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The Agent vs. The Human: The Compute and The Narrative

Data Retrieval: Pulls 10 years of Narrative Selection: Forms conviction

financials instantly.
[ on the -Fu‘f'ure..

Computation: Executes flawless

arithmetic. | Assumgﬁon Consisfency: Ensures hiﬁh
— A growth aligns with capital needs.

Scenario Mechanics: Calculates 50 |

permutations in seconds. | : :
B . Judgment Under UncertaintyDecides

Default Setting: Median-of-Wall-Street wha 0 eﬁeve wReh r‘ahﬂes are. wida-

Consensus.

| |t

- Ag R ;) The Human (Narrates)

‘ ‘ ‘ ‘ P |

o e
o o | il ‘

Aﬂen'l's compute correctly but narrate by default. |

" The output is consensus dressed as original analysis.

|
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The AI-Native Valuation Engine

| e
Agent Baseline.

~ Agent builds.

' default DCES= =

Translation

Read inputs as a
story, not numbers.

i Vo || |
Rule: Never accept a
number without selin

the assumptions.
| | | ]

(e.g., “18% growth”
= “penetrating 3

new markets”).

Human
Diagnosis
Run sensitivity

analysis.

|dentify the 1-2
assumptions you
disagree with.

T
I
Agent !(teration

——
I'l

'~ Inject your unique

assumptions

Agent recomputes
Compare to
consensus.

|

Feedback Loop S

Reals
Clnecflz

Do you have an
analytical edge, or
do you just like
your story better?
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Four Ways Agent Valuations Go Wrong

Consensus as Original Thought

-
-""'.-
-

Stock Ticker 7 ===

-
il
I

The Tell; Valvation axac.ﬂt] matches the mlrranf stock. Friw.

Reality: Circular logic using inputs that produced the price to verify the price.

42| Discount Rate Blindness

- %

Discount Rate

The Tell: Every company gets a 9-11 7 discount rate.

Reality: The agent used historical price stability instead of actual business risk.

ai Terminal Value Hand-Waving

7
ue”

Explicit /T Fou

Cash Flows

The Tell: Terminal Valua-fdwarfc explicit cagh ﬂnw5

Reality: You are betting blindly on what happens 15 years from now. V/4

Year 1 Year 2 Year 3 Year 4 Year 5+

The Tell: Captvring. 607, of a fragmented market by Year 5.
Reality: Growth rates mean-revert. Extrapolating current growth is structurally

impossible. /7
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Guardrails: When Narrative

N

— = T

1A 73 0 5 1 T I

Becomes Rationalization

Checkpoint 2: Inversion. Checkpoint 3:
Force the agent to play short-seller. The Outsider Test.
~ Demand *specific* bear cases, Show the raw assumptions (not the

not generic macro concerns. thesis) to an impartial peer.

The assumption that makes
you defensive is the one
most contaminated by
motivated reasoning.

S

A 1 I T O Y Y O

e ——

Checkpoint 1:
Pre-commitment.
Write down specific "kill criteria”

before you have a financial stake.

(e.g., “It margins don't expand by
year 3, the story is broken.")

-

Checkpnint 2: Inversion.

Force the agent to play short-seller. -
Demand *specific* bear cases, not
generic macro concerns.
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| The Commaodity:

ey _.Lr;

The End of the Math Illusion

——

= -

The Edge: The only remaining

The Final Rule:

. Alagents and public data feeds Ipha is The scarcest skill in valuation
have entirely commoditized and nar IS not computation. It is the
flawless calculation and honesty to tell a story you

consensus modelmg might not like—and the discipline

to abandon that story when
reality contradicts it.

havioral dlsmplme

Valuation does not tell you the answer. Tt tells Jou exacﬂy where you must be ri'ghf.
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