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about me

* Seasoned Navigator: Multi-cycle experience across investment banking, equity research, and private

equity.
* Technical Proficiency: Proficient in financial modeling and asset valuation.
* Credentialed: CFA Charterholder and CMA Certificate holder, plus Wharton School alumnus (AFP).

* Industry Contributor: ICMA Exam Review Committee Member (current) and IFRS FSA Level Il Exam

Subject Matter Expert (former).

* Community Engagement: Guest teacher for Denver Public Schools (current) and non-profit board

director and treasurer (former).




| the pitch

What game | How are you
are you going to
playing? win?




mindset

llII

You: “I'm in the value
creation business...”




value creation drivers

Economic
Spread

e Power x speed
 Being different
e Being better

Sustainability
(SCA)

e Forces at work

e Reinvention

« Exceptional

Organic
Growth

« Result vs. objective
e IR x RONIC

e Different forms




appropriating value
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> Customer’s Share

Price -~

Value
Share
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> Supplier’s Share

Supplier’s |
Cost

Source: Siggelkow, The Wharton School
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return on capital

Power Speed
NOPAT sales NOPAT
ROIC-= X =
sales capital capital




per unit economics

price per unit — cost per unit

ROIC =(1-taxrate)

invested capital per unit




systems view

investment depreciation

1 Capital 1

Stock

investment capital
fraction lifetime
annual
output
output
per unit
capital

Source: “Thinking in Systems: A Primer”, Meadows




competitive advantage

Strategic Operational
Positioning Effectiveness
“means performing “means performing
different activities from these activities better —
rivals, or performing that is, faster, or with
similar activities in fewer inputs and defects

different ways” — than rivals”

Source: “What is Strategy?”, Porter, HBR




different and better

Strategic Positioning

A
I 1

Operational Effectiveness

A

CA = (WTP - Cost)

- (WTP - Cost)

competitor

you




productivity frontier

Source: “What is Strategy?”, Porter, HBR

High

Differentiation
(strategic positioning)

High

Relative Cost Position
(operational effectiveness)

Productivity

Frontier
(state of best practice)

Low



intensive vs. extensive progress

vertical or

intensive progress
(0 to 1; technology)

horizontal or extensive progress
(1 to n; globalization)

Source: “Zero to One: Notes on Startups, or How to Build the Future”, Thiel




| strategic intent

Must go beyond imitation

Imitation may flatter, but doesn’t lead to competitive revitalization

Create a misfit between resources and opportunity

Stretch and close the gap by systematically building new advantages

Change terms of engagement

Refuse to accept the front-runner’s definition of industry and create a new space

Source: “Strategic Intent”, Hamel and Prahalad, HBR




economic spread

RONIC > OCC




OCC # expected return
OCC = what you forego




sustainable competitive advantage

* Competitive forces at work RONIC > OCC = +NPV

value-creating
* Requires constant reinvention

OCC

* Not common

RONIC

RONIC < OCC =-NPV
value-destroying

# of opportunities

Source: “The Blue Line Imperative: What Managing for Value Really Means”, Kaiser and Young




leverage

Solve via iteration

Then get paid via repetition

Source: “The Almanack of Naval Ravikant”, Naval Ravikant




Objective vs. Result




equality

Revenues

(COGs)

:S:&"’.r ) RONIC = return on new invested capital = NOPAT/capital;
- return the company earns on the capital invested
(Taxes) in the business

NOPAT (NOPAT = net operating profit after tax)

(Net investment in growth)

Free cash flow

NOPAT x g = NI x RONIC

NI = net investment;
g = growth investment amount beyond what’s required for
maintenance purposes

Source: “The Blue Line Imperative: What Managing for Value Really Means”, Kaiser and Young




growth as product

IR = NI/NOPAT; portion of NOPAT
invested back into the business

g = IR X RONIC

Return the company earns on the
capital invested in the business

Source: “The Blue Line Imperative: What Managing for Value Really Means”, Kaiser and Young




organic growth

Portfolio
Momentum

Organic growth from
expansion in the market
segments.

Source: “Valuation: Measuring and Managing The Value of Companies”, McKinsey & Company and Wessels, The Wharton School

Market
Share

Organic growth earned
by gaining share in a
market.



above average growth

Growth Type

e Create new markets through
new products

* Convince existing customers to
buy more of a product

e Attract new customers to the
market

Source: “Valuation: Measuring and Managing The Value of Companies”, McKinsey & Company

Rationale

* No established competitors;
diverts customer spending

e Competitors benefit; low risk of
retaliation

* Competitors benefit; low risk of
retaliation




leverage

Relationship between fixed Balance between debt and
and variable costs equity financing

DTL = DOL x DFL

degree of operating leverage degree of financial leverage

% A EBIT CMmM % A NI EBIT
- or — - or ——
% A sales EBIT % O EBIT EBT




value tree

Gross Margin

(-) || Operating Margin
(NOPAT/sales = power)

Support Costs

- J
( \ O
Working Capital
- J
(+)
4 N\

Capital Turnover
(sales/capital = speed)

Fixed Equipment

- J
(-)
4 N\
Free Capital
- J

Source: Wessels, The Wharton School

Return on Capital
(NOPAT/capital)

)

Cost of Capital

I

Organic Growth

Economic Spread

Sustainability

Everyday
Activities

Operating
Metrics

Financial
Metrics

Intrinsic
Value




| the organization

Buying customers vs. producing goods or services

Doing the things that will make people want to do business with it

A customer-creating and customer-satisfying organism

Must be done continuously and be part of the company’s fabric

Leadership is responsible for creating this environment

The CEO sets the company’s style, direction and goals

Source: “Strategic Intent”, Hamel and Prahalad, HBR




confidence and competence

Certain Uncertain
()]
| .
3 Obsessive Debilitating
Q Inferiority Doubt
]
£
()]
S
S Blind
8 Arrogance
(7]

Source: “Think Again”, Grant




decision making

Blameless
postmortem (pora)

Prospective Insight;
premortem (Klein)

Quality of Judgement

Low Level of Emotion High




cross-partial derivatives

Complementary
relationships

Value of one depends on
the other and where
differences are
complementarities.

Source: “Maxims for Thinking Analytically: The Wisdom of Legendary Harvard Professor Richard Zeckhauser”, Lev

y

Diversity of
thought

Gains potentially greater
by choosing people who
bring different
capabilities.



returns to scale

Price Premium Cost and Capital Efficiency

Innovative products Innovative business method

Quality * Unique resources

Brand * Economies of scale

Customer lock-in Scalable product/process

Rational price discipline

Increasing Returns to Scale (“network economies”)

Scalable products that offer increasing value to customers with scale

Source: “Valuation: Measuring and Managing The Value of Companies”, McKinsey & Company




response function

Effective Market Share

Effective Marketing Spend

Source: Wessels, The Wharton School




vc method

The VC Method builds on the sweet spot approach (preferred ownership at preferred investment level) to include an
exit valuation, dilution and target return. Companies are not so much valued as they are “priced”.

Start With Estimate Expected Determine Target Discount to
the Future Dilution Return Present Day
Market size (TAM, SAM, etc) + Additional growth capital likely + Traditional method considers * Portion of exit value discounted
needed beyond that considered multiple scenarios, assigns a to the present day applying the
in current round probability to each, and number of periods determined
Competitors (market share) discounts using an expected rate in the first step when picking a
* Calculate future ownership of return point in the future
(dilution) pro forma for
Margins (EBITDA, other) successive rounds of additional * Target return method focuses on * The target return combines the
financing the upside scenario and risk of failure and the cost of
discounts at higher “target” rate capital
Multiple (public comps) that compensates for losses in

the investment portfolio

Exit value

*MS Excel spreadsheet examples available for both VC method and dilution subjects

Source: Wessels, The Wharton School




early-stage valuation

Value -= PV of free cash flow during PV of free cash flow after
explicit forecast period + explicit forecast period

Revenues

(COGs) NOPAT ( 1 _g/RONIC)
(SG&A)

(El'::reciation) Fc FT + WACC - g

(Taxes) ( 1 + r)T

NOPAT (NOPAT = net operating profit after tax)

(Net investment in growth) (1 + r)T

Free cash flow




lean start

STRATEGY

NEW PRODUCT
PROCESS

ENGINEERING

ORGANIZATION

FINANCIAL
REPORTING

FAILURE

SPEED

Traditional

Business Model - Hypothesis-driven

Customer Development - Get out of the office and test
hypotheses

Agile Development - Build the product iteratively and
incrementally

Customer and Agile Development Teams - Hire for
learning, nimbleness and speed

Metrics That Matter - Customer acquisition cost, lifetime
customer value, churn and viralness

Expected - Fix by iterating on ideas and pivoting away from
ones that don’t work

Rapid - Operates on good-enough data

Source: “Why the Lean Start-Up Changes Everything”, Blank, HBR




| customer development

Search

Execution

Customer Customer
discovery validation
Pivot

Minimum viable Continue to test all
product created first other hypotheses and
by translating ideas to validate customer
hypotheses and interest; if no interest,
testing assumptions then pivot

Source: “Why the Lean Start-Up Changes Everything”, Blank, HBR

Customer
creation

Quickly build demand
for refined product by
ramping up marketing
and sales, and scaling
the business

Company
building

Business moves from
startup mode to a
company with
functional
departments




elements

Engineering

Timing

Monopoly

People

Distribution

Durability

Secret

Can you create breakthrough technology instead of incremental improvements?

Is now the right time to start your particular business?

Are you starting with a big share of a small market?

Do you have the right team?

Do you have a way to not just create but deliver your product?

Will your market position be defensible 10 to 20 years into the future?

Have you identified a unique opportunity that others don’t see?

Source: “Zero to One: Notes on Startups, or How to Build the Future”, Thiel




partnership development

Exploring Testing Committing
Customer and Market Proof of Concept
Discovery Project CVC Investment
. . Commercial
Technical Feedback Pilot Agreement
Relationship: Relationship: Licensing Deal /
Introductions Collaborating White Labeling
Acquisition

—
Progress

Source: Greentown Labs




capital formation and providers

A
©
5
8 IPO / Secondary
Series C+ - Offerings
SeriesA & B o g
Financial performance - revenue (o)
Seed/Angel Operating milestones — growth, margin capture, other a
v ... customers, vendors, 2
= Characteristics of transactions, other (&)
(S value creation ’
>
Time >
. Public Market Investors
Early-stage VC Late-stage VC / Growth Equity Buyout PE /

Source: Wessels, The Wharton School and Goldman Sachs Global Markets Division




