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OR: How Not to Execute an IPO…
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Is Uber Overvalued?
• SHORT ANSWER: Yes, which is why its IPO went poorly
• There is a small chance that Uber’s current share price range of
$40 – $50 is reasonable…

• …but we think it’s more likely to be worth $10 – $20 per share,
with a decent probability that it’s worth $0
• So, there’s 10-15% potential upside and 50-75% potential downside
• For the company to be valued appropriately, you have to use very
optimistic assumptions and believe its minority-stake investments
are worth what Uber claims they’re worth (or more!)

Plan for This Tutorial
• Part 1: How to Think About Uber at a High Level

• Part 2: Scenarios and Free Cash Flow Projections

• Part 3: Discount Rate Calculation

• Part 4: Terminal Value and Conclusions

• Part 5: Why I’m Not Shorting Uber, Despite All This

Part 1: How to Think About Uber
• Is it… a “transportation company”? A marketplace company like
eBay or Etsy? A food delivery company like Grubhub?

• Probably some combination of all of those… growing quickly but
also losing massive amounts of money
• Our Approach: Think about where the company is today and then
which mature companies it will resemble in the future
• And Then: Forecast its users, trips, bookings, revenue, and
margins so that the long-term picture over 10-20 years is
consistent with those more mature companies

Part 1: How to Think About Uber
• Uber’s S-1 IPO filing is almost useless – 396 pages of data and
disclosures…. signifying nothing:
• Nothing on user acquisition costs

• Revenue, trips, and bookings are not broken out by Ridesharing
vs. Uber Eats in each region
• Fixed vs. variable expenses are unclear
• Retention rates for drivers, passengers, etc. are missing

Part 1: How to Think About Uber
• Revenue: Linked to “Monthly Active Platform Consumers” (MAPCs),
Trips per MAPC, $ per Trip, and the “Take Rate” (% Uber collects)
• Market Sizes: Users as a % of total population; Total Bookings as
a % of the “Serviceable Addressable Market”
• Margins: Mature marketplace and transportation companies
typically have margins in the 10-15% range, so we assume Uber
reaches that level in each segment over the long term
• Self-Driving Cars: Not included due to lack of information; too
speculative to include, as the entire business model would change

Part 2: Scenarios for Ridesharing & Uber Eats
Current (FY 18)

Downside, Year 20

Base, Year 20

Upside, Year 20

MAPCs (% Population)

▪ 91 million (2%)

▪ 280 million (4%)

▪ 371 million (5%)

▪ 733 million (10%)

Annual Trips per MAPC

▪ 57

▪ 120

▪ 120

▪ 120

Average Bookings per Trip

▪ $9.54

▪ $10.63

▪ $11.23

▪ $13.49

Gross Bookings (% Market)

▪ $50 billion (1%)

▪ $356 billion (6%)

▪ $498 billion (9%)

▪ $1.2 trillion (20%)

“Take” (Revenue / Bookings)

▪ 20%

▪ 17%

▪ 17%

▪ 17%

▪ $10 billion

▪ $59 billion (9%)

▪ $82 billion (11%)

▪ $195 billion (16%)

▪ Expected to be negative
in the near-term

▪ $6 billion (10%)

▪ $10 billion (13%)

▪ $29 billion (15%)

▪ $10 – $11

▪ $17 – $20

▪ $40 – $46

Net Adjusted Revenue (CAGR)

Core Platform Contribution
Profit (Margin)

Implied Share Price

Part 2: Scenarios for Uber Freight & Company
Current (FY 18)
Serviceable Addressable
Market (SAM)

Downside, Year 20

Base, Year 20

Upside, Year 20

▪ $700 billion

▪ $2 trillion

▪ $2 trillion

▪ $2 trillion

▪ 0.05%

▪ 1.20%

▪ 1.60%

▪ 2.15%

▪ $373 million

▪ $24 billion (23.0%)

▪ $31 billion (24.8%)

▪ $42 billion (26.7%)

Contribution Profit (Margin)

▪ ($152 million) (-40.8%)

▪ $2.4 billion (10.0%)

▪ $3.9 billion (12.5%)

▪ $6.3 billion (15.0%)

“Unallocated Expenses” %
Revenue

▪ 27.7%

▪ 3.0%

▪ 3.0%

▪ 3.0%

CapEx and D&A % Revenue

▪ 5.4%; 4.1%

▪ 3.0%; 2.0%

▪ 3.0%; 2.0%

▪ 3.0%; 2.0%

Change in WC % Change in
Revenue

▪ 28.8%

▪ 10.0%

▪ 10.0%

▪ 10.0%

Normalized Operating Margin

▪ (25.8%)

▪ 4.0%

▪ 6.5%

▪ 9.0%

Market Penetration

Freight Revenue (CAGR)

Part 2: Treatment of Net Operating Losses (NOLs)
• Uber has a huge amount of NOLs – almost $10 billion – but many
of them, especially at the state-level, start expiring in 2019
• This explains why the NOLs on its Balance Sheet are much lower
than $10 billion, or even 25% * $10 billion
• Our Projections: We factored in only the federal NOLs, which last
much longer, allowed new NOLs to be created, and assumed NOL
usage once Operating Income turns positive
• And: Added the Present Value of the remaining NOL balance in
Year 20 to calculate Implied Enterprise Value

Part 3: The Discount Rate Calculation
• This is the easy part because we can’t use obviously similar
companies like Lyft, Didi, Grab, Yandex Taxi, Careem, etc.
• They’re not public or too new as public companies (Lyft), so
there’s not enough data to calculate Beta yet
• 3 Groups of Companies: High-growth marketplaces (Shopify, Etsy,
Grubhub), mature marketplaces (eBay, Cars.com), and trucking and
logistics companies (Knight-Swift, J.B. Hunt, Hertz, etc.)

Part 3: The Discount Rate Calculation
• These company groupings trade at very different multiples and
have very different margins and revenue growth rates…
• But, surprisingly, their Discount Rates did not differ dramatically –
8.75% vs. 9.36% for the two main groupings
• So: We just started WACC at 9.36% and made it decline to 8.75%
over time, so that Uber “reaches maturity” by Year 20
• Cost of Debt: Took some guesswork because it’s not clear what
Debt the company still has post-IPO, what the YTMs are rather
than just the interest rates, etc. – this is probably off

Part 4: Terminal Value and Conclusions
• Terminal Growth Rate: 0% to 2%, depending on the case
• Terminal Multiples: 6.6x to 8.7x range; close to the multiples of
mature trucking/logistics companies and some of the mature
marketplaces companies
• PV of FCF in Forecast Period: Negative (!) in the Base and
Downside cases, making the analysis dependent on the Terminal
Value and Uber’s current Balance Sheet
• Share Count: Also a bit murky… filing is vague/confusing, but we
made our best estimates (1.8 – 1.9 billion fully diluted range)

Part 4: Terminal Value and Conclusions
• Base and Downside Cases: Imply a range of $10 – $20 per share
• Upside Case: More like $40 – $50 per share
• BUT remember that all of these cases are somewhat
optimistic because we assume the company eventually turns
cash-flow-positive
• If not, then its core business is worth nothing, and its share price
is propped up only by the Cash and Equity Investments on its
Balance Sheet

Part 5: Why I’m Still Not Shorting Uber
• Real problem in this valuation is the following:

• So… how much are companies like Didi, Grab, Yandex Taxi, and
Careem worth? Does anyone know?

Part 5: Why I’m Still Not Shorting Uber
• It seems like they’re pretty similar to Uber, financially speaking:

Part 5: Why I’m Still Not Shorting Uber
• So, by longing or shorting Uber, you’re really longing or shorting the
entire ridesharing sector:

Viability of ridesharing business model

Part 5: Why I’m Still Not Shorting Uber
• Since it’s a bet on an entire sector, it’s much harder than saying
one specific company is overvalued or undervalued
• Also, remember that mispriced companies can stay mispriced for
years until a catalyst comes along
• Could happen for Uber (poor earnings, investment write-downs,
etc.), but it’s hard to pinpoint the timing/magnitude
• Self-Driving Cars: Even if this happens anytime soon, I’m skeptical
that this changes the picture dramatically – OpEx shifts to CapEx,
and FCF margins may not turn positive for a long time

Recap and Summary
• Part 1: How to Think About Uber at a High Level

• Part 2: Scenarios and Free Cash Flow Projections

• Part 3: Discount Rate Calculation

• Part 4: Terminal Value and Conclusions

• Part 5: Why I’m Not Shorting Uber, Despite All This

