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ABSTRACT 
 

In this thesis, we investigate how to evaluate the strategic potential of digital platforms, in terms of their ability 

to scale and monetize user activity, and we examine how an intrinsic user-based valuation approach can assist 

investors in estimating the enterprise value of such companies. In the process, we construct a framework 

around our findings, which we apply in two case studies by valuing Spotify and Lyft, respectively.  

In terms of platform strategy, the findings suggest that there exists a tradeoff between scaling and monetizing 

users. In order to assess a platform’s potential to scale user activity, it is found particularly important to eval-

uate its capability to leverage network effects; both positive/negative same-side effects, as well as posi-

tive/negative cross-side effects. In terms of evaluating monetization potential, it is found that monetization 

causes frictions with network effects, and thus analyzing the growth and profitability implications from such 

frictions, and how to alleviate them, is essential. 

In terms of platform valuation, the presented user-based valuation approach distinguishes between value of 

new users and value of existing users, enabling investors to assess if a platform’s investments in customer 

acquisition are paying off. Furthermore, the user-based valuation approach produced valuable, user-specific 

insights about where the value is created. Particularly, it became clear that, across both cases, the majority of 

the value was generated from new users. Finally, it enabled user-specific sensitivity-analysis, which provided 

concrete insights about the value implications from changes in key variables such as user growth, ARPU1 

growth and churn rates.  

The Lyft and Spotify case studies demonstrated that a user-based valuation approach can indeed help mitigate 

some of the challenges associated with valuing digital platforms. That being said, because of information non-

disclosure and opaque accounting practices, valuing platforms based on user data has practical limitations. 

  
  

                                                             
1 ARPU = Average Revenue Per User 
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1. INTRODUCTION 

 

1.1 Introduction: The Rising Challenge of Platform Valuation 

Digital platform companies (or simply “platforms”) provide digital infrastructures, enabling individuals and or-

ganizations to match and coordinate their activities on a large scale (Fijneman, Kuperus & Pasman, 2018). 

Across many industries, platforms add convenience, transparency and trust, and as platforms move to im-

portant aspects of our lives (from entertainment and shopping, to jobs, finances, healthcare, housing and 

mobility), their broader impact on the economy – and society as a whole – are now becoming apparent. In 

2007, the top-five most valuable companies on the S&P 500 Index were ExxonMobil, General Electric, Mi-

crosoft, AT&T and Procter & Gamble (ETF Database, 2013). Ten years later, the five most valuable companies 

on the index were Apple, Amazon, Microsoft, Alphabet (Google’s parent company) and Facebook (Siblis 

Research, 2018) – all of which operate in the technology industry and rely strongly on platform business mod-

els (Libert, Beck, & Wind, 2016a). 
 

 

S&P 500 - 2007 
 

(January 1st) 

 

S&P 500 - 2017 
 

(December 31st) 

Company: Market Cap ($bn): Company: Market Cap ($bn): 

 511.9  860.0 

 
379.8 

 
731.9 

 333.1  659.1 

 252.1  566.0 

 228.0  512.8 
 

 

During this period – and particularly in recent years – more and more platform companies have started meas-

uring their success based on number of active users. While value ultimately stems from free cash flows, the 

way such cash flows are generated in platform companies is through their users (and the implicit network 

effects they generate). Consequently, more and more investors price such companies based on their number 

of active users as a complement to conventional valuation approaches (Damodaran, 2018). However, while 

mature unicorn2 platforms such as Facebook and Google have managed to successfully monetize their enor-

mous user bases, there are plenty more less tested platforms that have yet to solve both sides of the equation; 

                                                             
2 A unicorn is a tech start-up company with a value of over $1 billion (Evans & Gawer, 2016) 
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they have millions of users, but little revenue and often no earnings to back up their user figures. Examples of 

unprofitable mega-platforms are illustrated in Exhibit 1 below: 
 

Exhibit 1: Examples of Unprofitable Platforms (EBITDA 2018, USD in millions) 
 

Companies: Uber, Snapchat, Lyft, WayFair, Cloudera, MakeMyTrip, HelloFresh, Blue Apron, Yext, Smartsheet and Spotify  
 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

When and if these mega-platforms can manage to turn their enormous userbases into positive earnings is 

fraught with great uncertainty. The platform business model is often built on the hypothesis that network 

effects can be leveraged to scale user activity, and when critical mass is eventually achieved, this can be turned 

into profits – “users first, monetization later”, as the saying goes in Silicon Valley (Parker, Alstyne, & Choudary, 

2016a). Uncertainty regarding whether or not a platform will continue to grow, and be able to increase mar-

gins as it scales, makes them difficult to value. And this valuation issue is further magnified by their asset-light 

nature and the fact that they are often very young (McCarthy, Fader, & Hardie, 2017). With few years of track 

record and hundreds of million dollars in net losses, the recent IPOs of Snapchat, Lyft and Spotify represent 

this valuation challenge in a nutshell. Yet, they were all valued at over $20 billion on the day of IPO (Russell & 

Grocer, 2019). 

With the increasing amount of digital platforms in the modern economy, the challenge of valuing such com-

panies is becoming increasingly evident. The fundamental motivation behind this thesis is to examine how this 

challenge can be mitigated.  

 

  

-1830

-1146

-956

-404

-154 -143
-81 -78 -69 -47 -19
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1.2. Research Question 

In this thesis, we (i) investigate how to evaluate the strategic potential of digital platforms, in terms of their 

ability to scale and monetize user activity, and (ii) we examine how an intrinsic user-based valuation approach 

can assist investors in estimating the enterprise value of such companies. In the process, we construct a frame-

work around our findings, which we apply in two case studies by valuing Spotify and Lyft, respectively. Thus, 

while the purpose of this thesis is somewhat twofold, these components are highly interconnected – in order 

to accurately estimate the value of a platform, developing an understanding of relations between platform 

strategy, user value dynamics and enterprise value, is advocated (Parker, Alstyne & Choudary, 2016; Damo-

daran, 2018). In short, the fundamental research question this thesis seeks to answer, is:   

 Which factors should investors examine to evaluate the strategic potential of a digital platform in 

terms of its ability to scale and monetize user activity, and how can an intrinsic user-based valua-

tion approach assist in estimating the enterprise value of such companies? 

 

 

In order to sufficiently answer this research question, we seek to answer the following six sub-questions: 
 

Q1 In what ways is platform strategy different from conventional business strategy? 

Q2 Which strategic factors determine a platform’s potential to scale user activity (user growth) and its 

ability to feasibly monetize its users (revenue growth and profitability)?  

Q3 What makes platforms difficult to value relative to traditional non-platform companies? And what 

are the advantages/disadvantages of applying user-based valuation relative to conventional valua-

tion approaches? 

Q4 How can intrinsic valuation be extended to value a user? And which underlying dynamics drive the 

value of a user? 

Q5 How do different types of publicly traded platforms perform across financial and user-specific metrics 

relative to each other, and relative to traditional non-platform companies? 

Q6 From applying our framework on case companies, how does this approach deepen our understand-

ing of relations between platform strategy, user value dynamics and enterprise value, relative to 

conventional strategic analysis and valuation approaches? And what are its limitations? 

It should be stressed that this paper will not offer a perfect solution to the challenge of valuing digital plat-

forms. Furthermore, it should be emphasized that the presented framework in this paper is not intended to 

replace conventional strategic analysis and valuation approaches, but rather to complement or extend these.   
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1.3. Structure 

The objective of this thesis is to extend the current literature on valuation of digital platforms by examining 

how to evaluate the strategic potential of a digital platform, and how a user-based valuation approach can 

assist investors in estimating the enterprise value of such companies. To meet this objective, the thesis is 

structured around a mixture of literature research, quantitative market analysis and case studies. How these 

components are structured, interconnected and related to the fundamental research question is explained in 

this section. At a high level, the thesis is structured in eight chapters. Their fundamental function and relation 

to the six sub-questions are highlighted in the below table: 

 

Chapter: Function: Sub-question: 

1. Introduction 

Introduction and scoping - 2. Research Design 

3. Introduction to Digital Platforms 

4. Platform Strategy and Valuation  
4.1.  Platform Strategy  

4.2.  Platform Valuation 

Literature research and  

framework development 

 
Q1 + Q2 
Q3 + Q4 

5. Quantitative Market Analysis 
Market-level analysis 

and application 
Q5 

6. Case Studies 
6.1.  Spotify  

6.2.  Lyft 

Company-level analysis  

and application Q6 

7. Discussion Synthesis and discussion 

8. Conclusion Conclusion - 
 

 

In order to answer our research question, we apply a mixture of; i) literature research (Chapter 4), ii) quanti-

tative market analysis (Chapter 5), and iii) case studies (Chapter 6). The intention behind this multi-method 

approach is to develop a holistic understanding of relations between platform strategy, user value dynamics 

and enterprise value. Along the way, we will infer results based on findings in previous chapters, and in the 

discussion (Chapter 7), we discuss the applications and limitations of our findings and methodical approach. 

The content and purpose of the eight chapters, and how they relate to each other and the respective sub-

questions, is explained below:  

§ Chapter 1 to 3 – Introduction: Chapter 1 to chapter 3 introduce the topic, objective, scope and applied 

methodology.  

§ Chapter 4 – Platform Strategy and Valuation: In chapter 4, based on literature research on platform 

strategy and valuation, findings are structured to develop a framework for valuing platforms, which will 
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later be applied in the case studies. This framework is split in two components; i) platform strategy and 

ii) platform valuation. Component i) examines the difference between platform strategy and conventional 

strategy (Q1), and attempts to identify which factors that determine a platform’s potential to scale and 

monetize user activity (Q2). Given the great uncertainty of valuing users, understanding the underlying 

business mechanisms of platforms is central to correctly assess their value. This leads us to component 

ii), where we first examine the difficulties of valuing digital platforms (Q3). We then attempt to extend 

intrinsic valuation approaches to value a company based on user data and examine key dynamics that 

drive the value of a user (Q4).  

§ Chapter 5 – Quantitative Market Analysis: Before applying the framework on the case companies, in 

chapter 5, we complement our literature-driven insights from chapter 4 with a quantitative assessment 

of publicly traded platforms. More specifically, we segment a sample of 44 digital platforms based on 

what revenue model they apply (11 advertisement-based platforms, 11 subscription-based platforms, 11 

transaction-based platforms and 11 freemium-based platforms), and examine how these different types 

of platforms perform (across numerous financial and user-specific metrics) relative to each other and 

relative to traditional non-platform companies (Q5). The purpose of this chapter is to obtain a market-

level understanding of relations between platform strategy, user value dynamics and enterprise value, 

before diving into the specific cases, thereby improving our understanding of the problem area and de-

veloping a foundation for better case analysis. Along the way, we will interpret the data based on the 

findings in chapter 4, thus complementing upon our conceptual and qualitative findings with quantitative 

analysis. 

§ Chapter 6 – Case Studies: In chapter 6, we apply the framework from chapter 4 on two case companies, 

Spotify and Lyft. These firms represent a freemium-based platform and a transaction-based platform, 

respectively. For both platforms, we analyze their strategic potential and utilize a user-based valuation 

approach to estimate their enterprise value. Along the way, we will briefly complement with conventional 

valuation approaches and compare the results, and we will also discuss whether and why the prices are 

consistent with their respective market prices. These case applications will shed light on the challenges 

of valuing digital platforms and how to mitigate them (Q6).   

§ Chapter 7 – Discussion: In chapter 7, we discuss how our framework complements conventional strategic 

analysis and valuation approaches, specifically in terms of its applications in assessing relations between 

platform strategy, user value dynamics and enterprise value. We will also discuss its limitations (in terms 

of reliability and validity) and need for further research (Q6).  

§ Chapter 8 – Conclusion: Chapter 8 concludes the thesis by summarizing our findings and serves as an 

answer to the research question.  
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1.4. Delimitations 

Given the scope of this thesis, a number of delimitations have been made on the basis of relevance to the 

research question. An overview of these delimitations is provided below. If it is found relevant to make minor 

delimitations, these will be indicated along the way to ensure that the reader understands the reasoning. 

§ Platform-type scope: The motivation behind this paper is rooted in the difficulties of assessing the strat-

egy and value of platform companies, given their asset-light nature, user growth focus, reliance on net-

work effects and monetization challenges. Therefore, the scope of this paper will focus mainly on “pure” 

platforms, as opposed to so-called “integrated platforms”. Integrated platforms are companies originally 

based on a non-platform business model, which have later integrated one or more platforms to comple-

ment their core business (Evans & Gawer, 2016). Examples include Apple and Microsoft. 

§ Platform size and life-cycle scope: The thesis will focus on large platforms. More specifically, it will focus 

on late-stage platforms (in terms of funding) with at least 10 thousand active users and $100 million in 

annual revenue. Small and medium early-stage platforms will therefore not be considered. The reasons 

behind this focus are; i) we find the high valuations of big platforms with negative profits (such as Snap-

chat, Lyft and Spotify) highly interesting, ii) we want to examine new customer-based valuation ap-

proaches rather than VC-valuation approaches, and iii) data availability.  

§ Public/private scope: While examples will be drawn to both public and private companies throughout 

the paper, since data about users – such as Monthly Active Users (MAU) and Average Revenue Per User 

(ARPU) – is rarely available for private companies, the quantitative market analysis (chapter 5) and the 

case studies (chapter 6) will only examine public platforms.  

§ Scope of strategy and valuation theory: The thesis is based on the assumption that the reader has a 

fundamental understanding of theory related to corporate valuation and business strategy. Thus, we will 

not go in depth with conventional valuation approaches, and the primary focus will be on new customer-

based valuation approaches, and how to extend intrinsic valuation approaches to value a user.  Similarly, 

we will not go in depth with conventional theory on business strategy. Rather, focus will be on new liter-

ature revolving around platform strategy, and how this type of strategic thinking differs from conventional 

strategy.  

§ Case study scope: While this paper presents four categories of business models that digital platforms can 

adopt, the scope of this paper does not allow for four case studies of meaningful depth. Instead, two case 

companies will be analyzed; Lyft (a transaction-based platform) and Spotify (a freemium-based platform). 

We will address this limitation further in the discussion (chapter 7).  
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2. RESEARCH DESIGN 
 

 

This chapter discusses the applied methodology and methods in this thesis. Methodology refers to “the theory 

of how research should be undertaken” (Saunders et al., 2007, p. 602), and method is the tools applied to the 

methodology in order to obtain and analyze data (Saunders et al., 2007). Based on Saunders et al.’s (2007) 

"Research Onion"-framework, this chapter is structured such that it first discusses aspects related to the over-

all methodology, followed by a more concrete discussion of the applied methods. The framework consists of 

six layers. The outer layer describes the research philosophy and eventually leads towards the core that de-

scribes the data collection and data analysis process. 

As emphasized, in order to answer our research ques-

tion, we apply a mixture of; i) literature research 

(chapter 4), ii) quantitative market analysis (chapter 

5), and iii) case studies (chapter 6). The intention be-

hind this multi-method approach is to develop a ho-

listic understanding of relations between platform 

strategy, user value dynamics and enterprise value. 

Consequently, this paper applies different methodical 

lenses. An overview of how these vary across the six 

layers in the “research onion” is presented in the ta-

ble below. 

 

 

 

 
Chapter 4: 

Platform Strategy 
and Valuation 

Chapter 5: 
Quantitative 

Market Analysis 

Chapter 6: 
Case Studies 

 

1. Research philosophy Post-positivism 

2. Research approach Inductive Deductive 

3. Research strategy  Experiment + case study 

4. Methodological choice 
Mono method 

Qualitative 
Mono method 
Quantitative 

Mixed methods 

5. Time horizon Cross-sectional 

6. Data collection and  
    data analysis 

Secondary data  
Academic articles, books  

and industry reports 

Secondary data 
Financial databases, industry statis-

tics, annual reports 

Primary and secondary data 
Semi-structured interview, annual re-
ports, equity reports, web site articles 

 

Exhibit 2: Research Onion. Source: Saunders et al., 2007 
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2.1. Research Philosophy 

The first layer of the “research onion” relates to the applied ontological and epistemological lens in the thesis. 

Ontology is concerned with the central question of whether social entities should be perceived as objective or 

subjective (Crotty, 1998). The epistemological assumption answers how we view the world, and it explains 

what criteria are used when deciding if knowledge is sufficient or legitimate (Blaikie, 2009). Thus, research 

philosophy is relevant since it defines how decisions are made and how the thesis is carried out. 

Our study takes on a post-positivistic perspective in the process of answering the research question. In post-

positivism, the objectivity-ideal is endeavored, but nonetheless, it has been accepted that humans are irra-

tional and subjective (Guba, 1990). In other words, we strive to assist investors in finding the true enterprise 

value of platform companies, fully knowing that this ideal can never be perfectly realized. 

 

2.2. Research Approach 

In broad terms, research can either be based on a deductive or an inductive approach. Deduction is about 

testing theories against empirical data and observations, thereby examining whether propositions are true or 

valid, whereas induction is about collecting data and developing theory as a result of data analysis. In simple 

terms, deduction is about testing theory, whereas induction is about building theory (Cooper & Schindler, 

2008). That being said, in practice it can be difficult to distinguish between the two, and as emphasized by 

Saunders et al. (2007 p. 119), combining them can be beneficial: “Not only is it perfectly possible to combine 

deduction and induction within the same piece of research, but also, in our experience, it is often advantageous 

to do so”. In line with this rationale, we combine both approaches.  

In the beginning of the thesis, a theoretical foundation about platform strategy and valuations is developed, 

with the purpose of constructing a framework, which will later be applied on case companies. By detecting 

and structuring patterns and regularities from specific observations (in this case, different literature and com-

pany examples), we develop a general framework. Thus, we are applying what can be categorized as an induc-

tive approach. In the remainder of the thesis, the applied research approach is much more deductive – in 

valuations, we work with the assumption that theories can be generalized to the specific phenomenon; in this 

case, to value specific platform companies. Thus, while the thesis applies inductive rationales, it is to a great 

extent based on deductive reasoning (Saunders et al., 2007). 

 

2.3. Research Strategy 

To answer the research question, we apply a combination of research strategies. In chapter 5, based on quan-

titative data, we examine relations between platform strategy and enterprise value by analyzing how different 
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types of publicly traded platforms perform (across numerous financial and user-specific metrics) relative to 

each other and relative to traditional non-platform companies. Thus, although we are not conducting a re-

gression, we are applying what can be categorized as an experimental strategy (Hakim, 2000). Such a strategy 

is useful for producing generalizations but often has limited applications in a concrete context (Saunders et 

al., 2007). This leads us to Chapter 6. 

In chapter 6, we apply the framework from chapter 4 on two case companies, Spotify and Lyft, with the pur-

pose of examining the challenges of valuing digital platforms – and how to mitigate them – in a concrete 

context. Thus, we are applying a case study strategy (Saunders et al., 2007). The advantage of a case study is 

that by applying theories in a concrete context, we achieve a deeper understanding of the valuation challenge, 

thereby enabling us to challenge our framework and provide a source of new research questions (Rendtorff, 

2007). By examining two companies, we conduct a multiple-case study, and this approach has been chosen 

over a single-case approach because it enables us to compare and validate findings (Yin, 2003). That being 

said, with only two case studies, perfectly reliable generalizations cannot be produced. Two case studies were 

chosen to allow meaningful depth of analysis and to illustrate how valuing different types of platforms requires 

different adjustments to the framework. We will further elaborate the choice of cases in chapter 6 and discuss 

the limitations from our case studies in chapter 7.  

 

2.4. Methodological Choice 

As per Saunders et al. (2007), the choices between mono method, mixed methods and multi-methods has 

considerable impact on the way data collection and analysis will be structured. Qualitative methods are often 

useful for developing a deep, contextual understanding of a specific topic or analysis, whereas quantitative 

methods often use statistical methods to generate generalizing explanations for the phenomenon analyzed 

(Andersen, 2013). 

In this thesis, mixed methods are applied, meaning that both quantitative and qualitative data collection tech-

niques and analysis procedures are used in the research design (Saunders et al., 2007). More specifically, chap-

ter 4 utilizes a qualitative mono method approach, chapter 5 utilizes a quantitative mono method approach, 

and chapter 6 utilizes a mixed method approach. By using a mixed method approach, different methods are 

used for different purposes in the study. Furthermore, mixed methods enable triangulation (Saunders et al., 

2007). While quantitative and qualitative data collection techniques and analysis procedures each have their 

own weaknesses, triangulation can help mitigate this ‘method effect’, thereby leading to greater confidence 

in the conclusions being produced (Smith, 1975),. 
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2.5. Time Horizon 

Regarding time horizon, this study is identified as a cross-sectional study, because the data was collected in a 

limited time and represents the challenge of valuing platforms at this particular point in time (Saunders et al., 

2007). The paper is based on data collected up until April 30 2019. 

 

2.6. Data Collection and Data Analysis 

The sixth and final layer of the “research onion” relates to data collection and data analysis (Saunders et al., 

2007). The key criteria for selecting data have been source and relevance to the problem area, as well as 

articles selected mainly from acknowledged academic journals. In order to analyze the gathered data, pattern 

matching is used to draw conclusions based on similarities and differences in the collected data (Yin, 1994). 

Hence, data reduction is applied in order to sort out what data is relevant by selectively focusing on parts of 

the data, as well as summarizing and simplifying the collected data (Saunders et al., 2007).  In this way, validity 

is assured, since irrelevant data is left out of the analysis and relevant data is organized and structured based 

on the triangulation of various data sources.  

Below, the applied data are summarized and evaluated in relation to its validity and reliability. Validity is con-

cerned with whether the findings are really about what they appear to be about, e.g. is the relationship be-

tween two variables a causal relationship. Reliability refers to the extent to which our data collection tech-

niques or analysis procedures will yield consistent findings (Saunders et al., 2007). 

§ Primary data: Apart from an interview with Daniel Ovin, Senior Analyst at Nordea Equity, who covers 

the Spotify stock, this thesis is solely based on secondary data. This is partly because the case companies 

are greatly out of reach, and partly because very few venture capitalists and M&A professionals within 

our reach (i.e. Scandinavia) have practical experience with user-based intrinsic valuation. Talking to plat-

form entrepreneurs has been considered, but due to time constraints and limited general applications 

of such data, we chose to deprioritize this. A logical next step would be to include such parties, as this 

would increase the degree of triangulation, thus leading to greater confidence in the conclusions being 

produced (Saunders et al., 2007). We will discuss this further in chapter 7.  
 

The interview with Daniel Ovin from Nordea aimed at deepening topics that secondary data did not go 

into depth with and to understand the Bank’s view on the stock’s long-term potential. A semi-structured 

interview guide was developed to ensure flexible, yet valid data collection (Kvale & Brinkmann, 2009). 

Since Nordea are very bullish on the Spotify stock, the weakness of this primary data source is that the 

interviewee may had an incentive to paint a biased picture of the company. Robson (2002) refer to this 

as a threat to reliability, categorized as “subject bias”. To mitigate this, we have compared questionable 
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arguments with external sources, such as market reports and web articles, and only included infor-

mation in our analysis that – based on this cross-check – was considered reliable. 
 

§ Secondary data: The applied secondary sources in this thesis include academic articles, textbooks, an-

nual reports, market reports, financials, and web site articles. Each of these has its limitations. Starting 

with annual reports, while such data is approved by independent accountants, forecasts by the man-

agement might be biased, and important information – particular user figures – might have been omit-

ted. Similarly, although market reports and financial information from databases are generally consid-

ered objective sources, these might also be biased or poorly processed. If the reliability of a source has 

been considered questionable, it has been either excluded or attempted mass-verified through further 

research. 
 

Independent scientific knowledge on the case companies, Spotify and Lyft, is more or less non-existing. 

Most of the accessible information is either in the form of web articles and online blogs or enclosed in 

the company's financial statements and investor memorandums. Consequently, great deals of the sec-

ondary data sources that are used in the case studies are not scientifically reviewed. We have strived to 

use as credible data sources from as acknowledged sources as possible, but recognize the fact that some 

information could be biased and thus limits the reliability of this data.  
 

The applied academic articles and textbooks revolve around strategic and financial theory written by 

renowned valuation experts, such as Aswath Damodaran, Daniel McCarthy and Peter Fader, and recog-

nized platform strategy specialists such as Marshall Van Alstyne and Sangeet Paul Choudary. With their 

clearly defined methods and theories, this improves the reliability and validity of our findings. That being 

said, while our framework was developed based on the work by such experts, the way we combined 

and structured this information, could had been done in an infinite amount of other ways. This limits 

the reliability and validity of the conclusions we draw from applying our framework. This will be further 

discussed in chapter 7. 

Since the nature of our research question requires generalization, the fact that we “only” study two cases, is 

critical. Admittedly, perfectly reliable generalizations cannot be produced from such few cases, which down-

grades the validity of our findings. To enhance the validity and reliability of the findings in the case studies, we 

followed Kane’s (2006) advice of employing consistent measurement procedures and evaluating evidence re-

lated to the inferences. We did that by applying the same framework and structure across the case studies, 

and we tested the robustness of our valuations by performing benchmark analysis. To further increase the 

confidence in the conclusions, we utilized triangulation by including primary data, as we interviewed Daniel 

Ovin, Senior Analyst at Nordea Equity, who covers the Spotify stock. However, given the biased nature of this 
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interviewee, and the fact that we did not include more interviews in the data collection process, the triangu-

lation effect from this primary data source is, admittedly, limited. 

Further aspects related to data collection will be elaborated in the respective chapters, including; the literature 

we have used to develop our framework (chapter 4), how we collected the sample of 44 platforms in the 

quantitative market analysis (chapter 5), and why we chose the specific companies for the case studies (chap-

ter 6).  Furthermore, we will discuss the limitations of our framework and findings, in terms of reliability and 

validity, in the discussion (chapter 7). 
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3. INTRODUCTION TO DIGITAL PLATFORMS 

 

3.1. Defining Digital Platforms 

As pointed out by Evans (2011) and Van Damme, Filistrucchci & Affeldt (2010), a clear and widely accepted 

definition of a digital platform does not exist. Also, the literature is characterized by lack of consistency in 

terminology – depending on context, scope and author preference, platforms can be referred to as digital 

platforms (Parker, Alstyne, & Choudary, 2017); multi-sided platforms (Hagiu, 2013) , platform ecosystems 

(Canning & Kelly, 2015), network businesses (Daugherty, Carrel-Billiard, & Biltz, 2016) and two-sided markets 

(Parker, Alstyne, & Eisenmann, 2006). In this thesis, we refer to them as digital platforms or just platforms, 

and we apply the definition by Parker, Alstyne & Choudary (2016a, p. 11), as these are amongst (if not the) 

most cited authors within research on platform strategy. They define platforms as follows: “A platform is a 

business based on enabling value-creating interactions between external producers and consumers. The plat-

form provides an open, participative infrastructure for these interactions and sets governance conditions for 

them. The platform’s overarching purpose: to consummate matches among users and facilitate the exchange 

of goods, services, or social currency, thereby enabling value creation for all participants”.  

Furthermore, it should be emphasized that there is no “industry of platforms” in official statistics, as platforms 

are technologies which come in many varieties and can span across a wide range of industries (Parker, Alstyne, 

& Choudary, 2017). That being said, platforms all have an ecosystem build up around a similar structure, com-

prising four types of participants; i) the owners of the platform, which control their intellectual property and 

governance; ii) the providers, which serve as the platforms’ interface with users; iii) the producers, which cre-

ate and promote their offerings, and; iv) the consumers, which use those offerings. This terminology will be 

applied throughout this chapter to label the different categories of participants. The participants in a platform 

ecosystem, exemplified by Google’s Android operating system, are illustrated in Exhibit 3 below (Parker, 

Alstyne, & Choudary, 2016c). 
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Exhibit 3: The Participants in a Platform Ecosystem 
 

The participants in an ecosystem have four main roles; producers and consumers (external) as well as providers and owners (inter-
nal). Understanding the relationships between participants in the ecosystem, is central to platform strategy. 
 

Source: Author’s creation, inspired by Parker, Alstyne, & Choudary (2016a). 

 

 

Other well-known examples of digital platforms, and the participants they connect, include; Amazon, Alibaba, 

eBay and Taobao (buyers and sellers); Facebook and Snapchat (users, advertisers and third-party content de-

velopers); Apple’s App Store (application developers and users); Airbnb (household owners and renters); Turo 

(car owners and renters); Uber and Lyft (drivers and passengers); Sony’s PlayStation and Microsoft’s Xbox 

gaming platforms (game developers and users); PayPal (merchants and consumers); and Ticketmaster (events 

and consumers) (Hagiu, 2013). 

 

3.2. The Rising Significance of Platforms in the Modern Economy 

Platforms are orchestrating increasingly important aspects of life; from shopping and entertainment to aspects 

related to our jobs, finances, healthcare and transportation. Not surprisingly, estimating the value of the global 

platform market is tremendously challenging due to inconsistent definitions, lack of data, and because of the 

great variety of types of platform that exists as well as the fact that many offer parts of their services for free. 

In recent research conducted by Fijneman, Kuperus & Pasman (2018), they examine 242 digital platforms from 

all over the globe with either a reported (private) valuation or a public market value of $100m or more. Of 

these, 187 platforms (77%) are worth more than $1bn – this is partly because the most reliable market capi-

talization data can be found for digital platforms with values exceeding $1bn. The 242 companies in the study 

represent an aggregate market value of $7.2tn, which emphasizes the significance of the platform economy. 

As illustrated in Exhibit 4, the platforms are particularly concentrated within the four sectors; Internet Software 

and Services, Ecommerce/Retail, Social and Search. However, in recent years digital platforms are also starting 
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to become increasingly evident within a wide range of other sectors, such as Financial Services, Travel and 

Healthcare (Evans & Gawer, 2016). 

 

Exhibit 4: Platforms Worth £$100m by Sector (n = 242) 
 

Strong concentration exists within Internet Software & Services, Ecommerce/Retail, Social and Search. However, in recent years 
platforms are becoming increasingly evident within a variety of other sectors, such as Financial Services, Travel and Healthcare. 
 

Source: Author’s creation, inspired by Fijneman, Kuperus & Pasman (2018). 

 

 

 

Apart from industry-clustering, firm-clustering is also evident. Out of the 242 platforms and the total market 

value of $7.2tn, seven so-called “super platforms” represent 69% ($4.9tn) of the total market value. The Super 

Platforms are defined as companies with a market capitalization exceeding $250bn and consist of; US-based 

Google, Apple, Microsoft, Amazon and Facebook as well as China-based Alibaba and Tencent (Fijneman, 

Kuperus, & Pasman, 2018). 
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4. PLATFORM STRATEGY AND VALUATION 

 

In this chapter, based on literature research on platform strategy and valuation, findings are structured to 

develop a framework for valuing platforms, which will later be applied in the case studies. This framework is 

split in two components; i) Platform Strategy and ii) Platform Valuation.  

i) Platform Strategy: Here, we examine the difference between platform strategy and conventional strat-

egy, and attempt to identify which factors determine a platform’s potential to scale and monetize user 

activity. Given the great uncertainty of valuing users, understanding the underlying business mechanisms 

of platforms is central to correctly assess their value. This leads us to the second component. 

ii) Platform Valuation: Here, we first examine the difficulties of valuing digital platforms relative to con-

ventional non-platform companies. We then attempt to extend intrinsic valuation approaches to value a 

company based on user data and examine key dynamics that drive the value of a user.  

It should also be stressed that the presented framework in this chapter is not intended to replace conventional 

strategic analysis and valuation approaches, but rather to complement or extend these. Furthermore, it should 

be emphasized that the purpose of this chapter is not to provide a literature review on platform strategy and 

valuation, where we summarize, compare and evaluate literature within the field. Rather, focus will be on 

highlighting important aspects specifically related to the topics specified in the introduction of the two sec-

tions. 

In writing this chapter, we have applied numerous secondary data sources, including academic papers, text-

books, web articles and reports. An overview of this literature is provided below – split by “platform strategy” 

and “platform valuation”, and sorted by source category and year of publication. The overview includes liter-

ature that we have either directly used (i.e. quoted), or indirectly used to obtain a general understanding of 

the problem area during the research process. The key criteria for selecting the data have been relevance (i.e. 

key-words related to the problem area) and source (i.e. acknowledged publishers, authors or experts within 

the field – academic as well as practitioners). 
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As the reader will notice, a significant proportion of the literature is quite new (from 2010 and onwards) and 

rather non-academic. While it strengthens the validity of our findings that we are using updated sources, the 

lack of academic rigor within the field weakens the validity. Given the increasing relevance of platform tech-

nology in society and the lack of academic research within the fields of platform strategy and valuation, there 

exists a research gap. While this makes our study relevant, it makes it challenging to ensure high reliability and 

validity. The applications and limitations of our conclusions will be further discussed in the final discussion in 

chapter 7.   

Literature - Platform Strategy
Category Title Author Year Publisher
Academic papers Multi-Sided Platforms And Markets - A Literature Review Sanchez-Cartas, Leon 2019 Universidad Politecnica Madrid
Academic papers Platform Launch Strategies Stummer, Kundisch, Decker 2018 Information Systems Research
Academic papers Entrepreneurship Through The Platform Strategy In The Digital Era Hsieh, Wu 2018 Computers in Human Behavior
Academic papers Platform Strategy Parker, Alstyne 2016 The Palgrave Encyclopedia of Strategic Management
Academic papers Platform Ecosystems: How Developers Invert The Firm Parker, Alstyne, Jiang 2016 Boston University Business Research Paper
Academic papers Multi-Sided Platforms Hagiu, Wright 2015 International Journal of Industrial Organization
Academic papers Platform Performance Investment In The Presence Of Network Externalities Anderson, Parker, Tan 2014 Information Systems Research
Academic papers Linking Business Ecosystem Lifecycle With Platform Strategy Rong, Lin, Shi, Yu 2013 International Journal of Technology Management
Academic papers Co-creation Of Value In A Platform Ecosystem: The Case Of Enterprise Software Ceccagnoli, Forman, Huang, Wu 2012 Management Information Systems
Academic papers Platform Envelopment Parker, Alstyne, Eisenmann 2011 Strategic Management Journal
Textbooks Business Architecture Strategy And Platform-Based Ecosystems Park 2017 Springer Singapore
Textbooks Platform Revolution Parker, Alstyne, Choudary 2016 WW Norton & Co
Textbooks Platform Scale Choudary 2015 Platform Thinking Labs
Textbooks Platform Ecosystems: Aligning Architecture, Governance, And Strategy Tiwana 2014 Morgan Kaufmann
Web articles Eight Ways To Launch A Successful Platform Business Choudary 2019 INSEAD
Web articles How To Build A Platform Strategy For Your Business Choudary 2018 INSEAD
Web articles The Importance Of Building A Platform Company In The Modern Economy Janes 2018 Medium
Web articles Platform Strategy, Explained Church 2017 MIT Sloan
Web articles New Evidence For The Power Of Digital Platforms Bughin, Zeebroeck 2017 McKinsey
Web articles Pipelines, Platforms, And The New Rules Of Strategy Parker, Alstyne, Choudary 2016 Havard Business Review
Web articles 6 Reasons Platforms Fail Parker, Alstyne, Choudary 2016 Havard Business Review
Web articles Network Revolution: Creating Value Through Platforms, People And Technology Libert, Beck, Wind 2016 The Wharton School - University of Pennsylvania
Web articles Rethinking Networks - Exploring Strategies For Making Users More Valuable Schrage 2016 MIT Sloan
Web articles Strategic Decisions For Multisided Platforms Hagiu 2014 MIT Sloan
Web articles Three Elements Of A Successful Platform Strategy Choudary, Bonchek 2013 Havard Business Review
Web articles Why Business Models Fail: Pipes Vs. Platforms Choudary 2013 Wired
Web articles Strategies For Two-Sided Markets Parker, Alstyne, Eisenmann 2006 Havard Business Review
Web articles Create Colleagues, Not Competitors Alstyne 2005 Havard Business Review
Reports Unlocking The Value Of The Platform Economy Fijneman, Kuperus, Pasman 2018 KPMG
Reports Digital Platforms: Will Define The Winners And Losers In The New Economy Elliott, Nguyen, Tanguturi 2018 Accenture
Reports From Business Modeling To Platform Design Cicero 2018 Inno Tribe
Reports 2018 Platform Strategy Summit Evans, Parker, Alstyne 2018 MIT Digital
Reports Technology Is Changing How We View Industry, Value Companies, And Develop Strategy Ribaudo 2016 Strategic News Service
Reports The Rise Of The Platform Enterprise - A Global Survey Evans, Gawer 2016 The Center of Global Enterprise

Literature - Platform Valuation 
Category Title Author Year Publisher
Academic papers Going To Pieces: Valuing Users, Subscribers And Customers Damodaran 2018 Stern School of Business, New York University

Academic papers Customer-Based Corporate Valuation For Publicly Traded Non-contractual Firms McCarthy, Fader 2018 Journal of Marketing Research

Academic papers Valuation Of Digital Platforms: Experimental Evidence For Google And Facebook Herzog 2018 International Journal of Financial Studies

Academic papers Valuing Subscription-Based Businesses Using Publicly Disclosed Customer Data McCarthy, Fader, Hardie 2017 Journal of Marketing

Academic papers The Leverage Effect In Customer-Based Valuation Schulze, Sjiera, Wiesel 2012 Journal of Marketing

Academic papers Quantitative Valuation Of Platform Technology Based Entrepreneurial Ventures Achleitner, Lutz, Schraml 2009 Technische Universität München

Academic papers Customer-Based Valuation Gupta 2009 Journal of Interactive Marketing

Academic papers Valuing Young, Start-Up And Growth Companies: Estimation Issues And Valuation Challenges Damodaran 2009 Stern School of Business, New York University

Academic papers Customer Lifetime Value And Firm Valuation Gupta 2006 Journal of Relationship Marketing

Academic papers Customer-Based Corporate Valuation Bauer, Hammerschmidt 2005 University of Mannheim

Textbooks The Customer Centricity Playbook: Strategy Driven By Customer Lifetime Value Fader, Toms 2018 Wharton Digital Press

Textbooks Valuation: Measuring And Managing The Value Of Companies Koller 2015 Wiley

Textbooks Investment Valuation: Tools And Techniques For Determining The Value Of Any Asset Damodaran 2012 Wiley

Textbooks The Dark Side Of Valuation: Valuing Young, Distressed, And Complex Businesses Damodaran 2010 Financial Times Press

Web articles Why Customer Retention Lies At The Heart Of Corporate Valuation McCarthy, Fader 2018 The Wharton School - University of Pennsylvania

Web articles The Rise Of User-Based Valuation In Tech Bocconi Investment Club 2017 Bocconi Investment Club

Web articles 5 Reasons Valuing Tech Firms Is Tough Hennessy 2017 London Business School 

Web articles Are Technology Firms Madly Overvalued? Schumpeter 2017 Economist 

Web articles Valuing Technology Companies Turner 2017 Catalyst Venture Partners 

Web articles Subscription Businesses Are Booming. Here’s How To Value Them McCarthy, Fader 2017 Havard Business Review

Web articles Valuing High-Tech Companies Goedhart, Koller, Wessels 2016 McKinsey

Web articles Finding A Better Way To Value Companies In The Digital World Libert, Beck and Wind 2016 The Wharton School - University of Pennsylvania

Reports Revolutionizing Finance Through Customer-Based Corporate Valuation McCarthy, Fader, Rastorguev 2018 Theta Equity Partners

Reports Customer-Based Corporate Valuation McCarthy, Fader 2017 The Wharton School - University of Pennsylvania

Reports Technology Is Changing How We View Industry, Value Companies, And Develop Strategy Ribaudo 2016 Strategic News Service

Video Valuing the Customer McCarthy, Fader 2016 The Wharton School - University of Pennsylvania
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4.1. Platform Strategy 
This section relates to the first two sub-research questions. First, we examine how platform strategy is differ-

ent from conventional business strategy. Then, we examine how platforms can scale user activity (user growth) 

and how they can monetize such user activity (revenue growth and profitability). Based on these findings, a 

framework is constructed, which can be used to assess the strategic potential of a platform. This represents 

the first of two components of the framework (the second being platform valuation), which we apply in the 

case studies in chapter 6. Accordingly, this section is structured as follows: 

1. Platforms Strategy vs. Conventional Strategy 

2. Platform Growth Strategies 

3. Platform Monetization Strategies 

4. Summary and Framework 

 

4.1.1. Platforms Strategy vs. Conventional Strategy 

Platform business is not a new phenomenon. For decades malls have connected consumers with retailers and 

newspapers have linked subscribers to advertisers. What has changed in the last few decades are the intro-

duction of information technology, which has significantly reduced the need to possess tangible infrastructure 

and assets. Enabling almost frictionless participation, information technology makes constructing and scaling 

platforms profoundly faster and cheaper through generation of network effects, and it improves the oppor-

tunity to capture, analyze, and exchange vast quantities of data, consequently increasing the value of the plat-

form to all participants (Parker, Alstyne, & Choudary, 2016c). To better understand how digital platforms are 

transforming competition, it is useful to study how platforms differ from conventional “pipeline” businesses. 
 

Pipelines 
Linear value creation 

Platforms 
Non-linear value creation 

 

Platforms differ from the conventional pipeline busi-

nesses model, which has dominated industries for dec-

ades. The difference can be explained using Porter’s 

(1985) value chain terminology. Pipeline businesses cre-

ate value by controlling a series of linear activities. 

Value is produced upstream and consumed down-

stream, thereby generating a linear flow of value – like 

water flowing through a pipe. In effect, pipelines were 

developed to enable the flow of value in a straight, con-

trolled line (Choudary, 2015). 

Unlike pipelines, digital platforms create value in a non-

linear manner. As defined by Rochet & Tirole (2004), a 

digital platform is a “technology-enabled business model 

that creates value by facilitating exchanges between two 

or more interdependent groups, often end-users and pro-

ducers. The platform’s ecosystem connects two or more 

sides, creating powerful network effects whereby the 

value increases as more members participate”. Parker, 

Alstyne & Choudary (2016) describe this as a shift from 

the linear value chain to a complex value matrix. 
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Shifting From Pipeline Strategy to Platform Strategy 

Having clarified the difference between the two categories of business models, it should be emphasized that 

it is indeed possible for firms to have both a pipeline and a platform business. For example, Apple manufacture 

and sell physical consumer electronics product and have complemented these physical products with the App 

Store marketplace to generate network effects and increase switching costs (Schenker, 2019). Implementing 

platforms in pipeline businesses involve three key strategic shifts, which Parker, Alstyne & Choudary (2016a) 

capture as explained below: 

Shift #1 
 

From resource  

control to resource  

orchestration 

Rooted in the resource-based view (RBV) (Barney, 1991), pipeline businesses gain and 

retain competitive advantage by controlling scarce and valuable assets; both tangible 

and intangible. For platforms, on the other hand, the asset that is difficult to copy is 

the ecosystem of users, i.e. the community, and the resources the users own and 

contribute; be it rooms, cars, ideas or information. Thus, the network of producers 

and consumers is the most valuable asset. “Because platform businesses create value 

using resources they do not own or control, they can grow much faster than traditional 

businesses” (Parker, Alstyne & Choudary, 2016a, p. 17).  

Shift #2 
 

From internal  

optimization to  

external interaction 

While pipeline firms organize their resources to create value through optimization of 

internal value chain activities, platforms create value by facilitating external interac-

tions between producers and consumers. This entails lower variable costs and the 

focus shifts from process optimization to persuading participants. Consequently, at-

tracting external parties and ecosystem governance becomes crucial skills (Parker, 

Alstyne, & Choudary, 2016a). 

Shift #3 
 

From focus on  

customer value to focus 

on ecosystem value 

While pipeline firms aim to maximize the customer lifetime value (CLV) of individual 

customers of products and services, who are positioned at the end of a linear process, 

platforms aim to maximize the aggregate value of a growing ecosystem in a continu-

ous, circular, feedback loop-driven way. Contrary to pipelines, this sometimes re-

quires subsidizing one type of consumer in order to attract another type. The purpose 

of this is to create an optimal balance of supply and demand, such that the platform 

is consistently attractive to all parties involved in the ecosystem (Parker, Alstyne, & 

Choudary, 2016a). 

 

As highlighted by these three key shifts, it is clear that competition in the platform world can be rather com-

plicated, and while the competitive forces described by Michael Porter (1985) still apply, the forces behave 

differently, and new factors come into play.  
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Network Effects: The Power Of Platforms 

An essential feature of digital platforms is generation of network effects, also known as network externalities. 

Network effects are prevalent in platforms when more users attract more users; a powerful dynamic which 

can ignite a self-reinforcing cycle of so-called convex growth. On top of this, as digital platforms attract more 

and more users, they can capture exponentially increasing amounts of data, which in turn increases the accu-

racy and value of the inferences they can draw about their users’ behavior and needs. This is often referred to 

as data-driven network effects (Parker, Alstyne, & Choudary, 2016a).  

Combined, this creates a virtuous growth cycle, which can enable platforms to grow significantly faster than 

pipeline businesses. And because platforms can create value by tapping into resources that they do not own, 

value can increase exponentially while costs only grow marginally (Daugherty, Carrel-Billiard, & Biltz, 2016). 

This makes the economics of network effects combinatorically powerful, and it explains how established in-

dustries (such as the taxi, hotel, music and retail industry) were disrupted by platforms in a matter for years 

(by, respectively, Uber, Airbnb, Spotify and Amazon). Jeff Bezos, founder and CEO of Amazon, refers to this 

reinforcing dynamic as the “Amazon flywheel” (Evans & Gawer, 2016). This growth “flywheel” is illustrated for 

Amazon as well as Uber in Exhibit 5.  

 

Exhibit 5: Self-Reinforcing Cycles of Value Generation Driven by Network Effects, Amazon and Uber 
 

Self-reinforcing cycles of growth for Amazon and Uber: More supply (sellers and drivers) generates more demand (e-commerce consumers and 
passengers), which in turn decreases prices, increases cost efficiency and produces substantial data advantages. 
 

Source: Author’s creation, inspired by Evans & Gawer (2016). 

 

 

Demand Economics of Scale versus Supply Economics of Scale 

In the industrial era of the 20th century, enormous monopolies were built based on supply economies of scale. 

Supply economies of scale are driven by production optimization, where the cost per unit of creating a certain 

product or service is reduced as the production quantity increases (Libert, Beck, & Wind, 2016b). This led to 
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the rise of industrial giants such as Edison Electric (which became General Electric) and Rockefeller’s Standard 

Oil (Tiwana, 2014).  

Now, in the internet era of the 21st century, monopolies are shaped based on demand economies of scale. 

Contrary to industrial firms, which take advantage of supply economies of scale, platforms take advantage of 

demand economies of scale through generation of network effects enabled by advancements in information 

technology and data analytics. More users lead to more demand, which leads to richer data and innovation, 

which in turn create more value and attract even more users. This virtuous feedback loop, in some cases, 

creates winner-takes-all markets and has produced monopolies such as Facebook (the world's dominant social 

media platform), Google (accounts for 94% of mobile search as well as 82% of mobile operating systems) and 

Alibaba (accounts for more than 75% of Chinese e-commerce transactions) (Canning & Kelly, 2015). 

In conventional strategic thinking based on supply-side economics, companies gain market power by control-

ling resources, increasing production efficiency, and fending off challenges from the five forces (Park, 2017). 

However, Porter’s (1985) five forces model does not take into account network effects and the value such 

effects can create through new technology. In fact, it considers external forces “depletive”, or something 

which extracts value from the firm, thus arguing to build barriers against them (Parker, Alstyne, & Choudary, 

2016a). In the case of platforms, on the other hand, external forces are crucial to scale and generate value. 

Consequently, the power of suppliers and customers, which are considered threads in the supply-side world 

of the five forces model, may actually be viewed as one of the most valuable assets in the demand-side world 

of platform economy. In platform strategy, understanding when and how external forces add or extract value 

in an ecosystem is crucial (Tiwana, 2014). 

 

Negative Network Effects 

The sustainability of the user interactions – that lead to the acceleration of a platform network – is critical to 

examine. While network effects are key to create sustainable competitive advantages for platforms, the con-

cept is a double-edged sword, as network effects can also produce spiraling growth cycles of negative charac-

ter. When scaling a platform, generation of negative network effects can drive away participants, ultimately 

(and rapidly) leading to the collapse of the platform (Parker, Alstyne, & Choudary, 2016a).To exemplify, the 

dating platform Tinder has experienced that when increasing the number of users by attracting significantly 

more males than females, females get bombarded with date requests, which leads many women to leave the 

platform, making the network increasingly unattractive to both parties. In other words, the positive network 

effects reverse, and the business model breaks down (Iqbal, 2019). Distinguishing between positive and neg-

ative network effects is therefore important in platform strategy; while positive network effects increase the 

value for each user of the platform, negative network effects reduce it. 
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Same-Side and Cross-Side Network Effects 

Platforms can generate two main kinds of network effects; same-side network effects and cross-side network 

effects. Same-side network effects are produced by the impact of users from one side of the ecosystem on 

the users on the same side, i.e. the effects which users have on other users, and producers have on other 

producers. To exemplify, when the number of users on Snapchat increases, the platform becomes increasingly 

attractive, which, in turn, attracts even more users. Cross-side network effects, on the other hand, are pro-

duced by the impact of users from one side of the ecosystem on the users on the other side, i.e. the effects 

which users have on producers and vice versa (Libert, Beck, & Wind, 2016b). To exemplify, when the number 

Netflix subscriptions increase, this makes the platform increasingly attractive to producers, who want to 

broadcast their movies and series on Netflix.  

Same-side network effects and cross-side network effects can be positive or negative, depending on the design 

of the ecosystem (Libert, Beck, & Wind, 2016b). This gives a total of four kinds of network effects. These are 

illustrated, using examples, below. It is necessary to examine all four kinds when designing, managing and 

investing in platforms.  

 

 
POSITIVE 

Network Effects 

NEGATIVE 

Network Effects 

SAME-SIDE 

Network Effects 

LinkedIn 

More users increase  

interaction possibilities, which  

in turn attract more users 

eBay 

More sellers increase price competi-

tion amongst sellers, which in turn 

attract less sellers 

CROSS-SIDE 

Network Effects 

Alibaba 

More sellers increase  

offerings, which in turn  

attract more consumers 

YouTube 

More companies advertising de-

creases user experience, which in 

turn attracts less users 

 

Since platforms bring parties together, they benefit uniquely from cross-side network effects. Consequently, 

platforms often spend substantial amounts of money to attract participants from one side of the market – 

because then the other side will eventually follow (Libert, Beck, & Wind, 2016b). 
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4.1.2. Platform Growth Strategies 

According to Bonchek & Choudary (2013), there are three key factors which determine the success of a plat-

form strategy in terms of its ability scale user activity and obtain high growth (Bonchek & Choudary, 2013): 

1. Connection: “Connection” describes how easily participants can plug into the platform, and the term 

covers the infrastructure which enables frictionless participation and interaction. To exemplify, 

YouTube offers video hosting infrastructure to creators, Wikipedia provides writers with tools to col-

laborate, and Apple provides software developers with its operating system and the underlying code 

libraries. 

2. Gravity: “Gravity” describes how well the platform attracts participants, both producers as well as 

consumers. Platform developers must consider aspects such as incentivization, reputation systems, 

and pricing models.  A big challenge when launching a digital platform is referred to as the infamous 

“chicken-or-egg”-dilemma (Stummer, Kundisch & Decker, 2018); when trying to build a platform in 

which both sides (producers and consumers) are equally crucial, how do you attract one side without 

the other? This section looks further into this dilemma and how to overcome it. 

3. Flow: “Flow” covers how efficiently a platform matches participants in its ecosystem, and the term 

describes how well the platform stimulates exchange and co-creation of value. To exemplify, Taobao, 

Alibaba’s marketplace, matches consumers to relevant products, and Google matches supply and de-

mand of online search content. Big data is essential to ensure efficient matchmaking (Bonchek & 

Choudary, 2013). 

 

Strategies For Scaling User Activity  

As emphasized by Stummer, Kundisch & Decker (2018), one of the biggest challenges associated with scaling 

a platform business is the “chicken-or-egg” dilemma; when both sides (producers and consumers) of the plat-

form are equally important, how do you attract one side without the other, and which comes first? If no one 

uses the platform, there is little (if any) incentive to join the platform. To ignite network effects, it is necessary 

to first reach a significant level of user activity, i.e. critical mass. Once this point has been reached and network 

effects kick in, the platform becomes increasingly self-sustaining in terms of attracting users. Realizing critical 

mass is therefore crucial, and it explains why platform managers and investors often focus first on generating 

user activity before attempting to monetize the ecosystem (Stummer, Kundisch & Decker, 2018). While the 

next section will examine the challenge of monetizing platforms, this section examines how to beat the 

chicken-or-egg dilemma. Below, eight growth strategies to overcome the chicken-or-egg problem and ignite 

network effects, are summarized and exemplified. It should be noted that the growth strategies are not nec-

essarily mutually exclusive – they can be combined.  
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Growth strategy Applied example 

1) Follow-the-rabbit-strategy: A “follow-the-rabbit-strat-

egy” entails developing a platform, which builds on an 

already existing non-platform business by using it as a 

demonstration of the company’s proven infrastructure 

(Choudary, 2016). 

 

Amazon: Before becoming a platform, Amazon operated 

a successful pipeline business that sold products, incl. 

books, via its website. After it had built up a large cus-

tomer base, it transformed into the platform Amazon 

Marketplace by opening its system to external mer-

chants. By facilitating the platform, Amazon took a per-

centage of revenue from every transaction and no longer 

needed to carry physical inventory itself (Choudary, 

2016). 

2) Piggyback strategy: By applying a “piggyback strat-

egy”, a platform connects with an existing user base 

from a different platform, thereby recruiting those users 

to participate in the business’ own platform  (Choudary, 

2016). 

PayPal: PayPal used the “piggyback strategy” to board 

eBay users on to their own platform. Because most of the 

sellers on eBay were private people without facilities to 

accept credit cards or online payment, PayPal opportun-

istically focused its efforts towards enabling payments on 

eBay (Parker, Alstyne, & Choudary, 2016a). 

3) Seeding strategy: By applying a “seeding strategy”, a 

platform kickstarts interaction by acting as the first pro-

ducer. This enables the platform owners to define the 

kind and quality of interactions/content they wish to see 

on the platform, thereby advocating high-quality contri-

butions amongst the following producers (Parker, 

Alstyne, & Choudary, 2016a). 

Google: When Google introduced its Android operating 

system for smartphones, it kickstarted the supplier side 

of the platform by giving out $5m prizes to the software 

developers who created the best apps across a wide 

range of categories. This encouraged high-quality contri-

butions amongst producers, thereby attracting a large 

number of users (Choudary, 2016). 

4) Marquee strategy: By applying a “marquee strategy”, 

is based on the concept of providing incentives to attract 

a group of participants, which are key to the success of 

the network. This can either be through coupons, dis-

counts or other special benefits (Parker, Alstyne, & 

Choudary, 2016a). 

Uber: Uber spends millions of dollars of money from in-

vestors to give away free rides worth $25 each. These 

coupons attract riders who will eventually be willing to 

pay the full price to participate in the system, which in 

turn will attract more driver, i.e. cross-side network ef-

fects (Parker, Alstyne, & Choudary, 2016a). 

5) Single-side strategy: A "single-side strategy" is based 

on the concept of first launching a pipeline business, 

which benefits one side of the network (consumers or 

suppliers), with the purpose of eventually transforming 

into a platform business by attracting the other side 

(Choudary, 2016). 

OpenTable: The restaurant reservation platform, Open-

Table, solved the chicken-or-egg dilemma by first distrib-

uting booking management software to restaurants 

(pipeline business model). Later, when OpenTable had 

adequate restaurants on board, the company converted 
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into a platform by developing a customer interface. Ra-

ther than selling software, they now started collecting 

fees for lead generation (Choudary, 2016). 

6) Producer evangelism strategy: A “producer evange-

lism strategy” entails designing a platform which focuses 

mainly on attracting the producer side of the network, 

assuming that these producers will then persuade their 

customers to also join the platform (Choudary, 2016). 

Kickstarter: Kickstarter, the crowdfunding platform, ap-

ply the “producer evangelism strategy” by providing en-

trepreneurs, who seek funding, with an infrastructure to 

host their own funding campaign. The platform attracts 

producers (entrepreneurs), which, in turn, induce cus-

tomers to become users of the platform too (Choudary, 

2016). 

7) Big-bang adoption strategy: A “big-bang adoption 

strategy” involves applying opportunistic push market-

ing strategies to attract attention to the platform, 

thereby triggering an immediate on-boarding effect 

(Choudary, 2016). 

Tinder: In 2012, the location-based dating app, Tinder, 

got its breakthrough by introducing the app during a 

large college party at the University of Southern Califor-

nia. Filled with young men and women looking to inter-

act, Tinder quickly reached critical mass in the dense lo-

cation. This immediate trending spread around the cam-

pus and eventually grew exponentially across the US 

west coast (Choudary, 2016). 

8) Micromarket strategy: A "micromarket strategy" in-

volves starting by targeting a tiny market where mem-

bers are already interacting. Focusing on a specific mi-

cromarket decreases the critical mass required to start 

interactions. The strategy enables a platform to realize 

effective matchmaking, even in the earliest stages of 

growth and assumes that this can eventually be scaled 

to larger markets (Parker, Alstyne, & Choudary, 2016a).  

Facebook: Facebook applied a “micromarket strategy” by 

first launching in the closed community of Harvard Uni-

versity. Because students here were already engaging in 

interactions, attracting 500 users in the concentrated 

university community ensured the creation of an active 

community at launch. Growth then took off when Face-

book started allowing cross-campus friend connections 

(Parker, Alstyne, & Choudary, 2016a). 

 

 

Reasons Why Platforms Fail  

Having examined the elements of a successful platform strategy, it is equally important to study the key rea-

sons why they fail. For every successful platform, there are dozens that struggle and never scale. Based on our 

literature research, we have found that failure to scale platforms often comes down to managerial mistakes 

that inhibit value exchange and network effects. More specifically, these can be divided into four key catego-

ries of failures:  

1. Failure to balance degree of "openness”: “Openness” describes the degree of accessibility that partic-

ipants (consumers and producers) have to the platform. A platform, which is too closed, keeps out po-

tentially desirable participants and, consequently, generation of network effects halt. A platform, which 
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is too open, can have value-destroying implications in case of e.g. low quality contributions or miscon-

duct amongst some participants, causing value-creating members to leave the platform (Rong, Lin, Shi, 

& Yu, 2013). Since platforms depend on the value created by its participants, it is important to wisely 

manage the concept of openness.  
 

2. Failure to share surplus fairly: Realizing network effects involves generating valuable interactions, and 

to realize this, it is necessary that both the consumer-side and the producer-side participate. Appropri-

ately sharing the value surplus is therefore crucial. If all parties (both the consumer, the producer and 

the platform owners) are satisfied with the division of value, all win. If, on the other hand, one party 

gets insufficient value, then they have no reason to participate and the business model breaks down. 

According to Parker, Alstyne & Choudary (2016a, p. 2), a best-practice for platform managers is "to take 

less value than you make and share value fairly with all participants".   
 

3. Failure to stimulate the right side: Determining which of the two sides of a platform to stimulate the 

most (consumers versus producers), and when, are important aspects of managing a platform; for some 

platforms both sides need equal attention, for others attracting consumers should receive most atten-

tion, and in some cases attracting producers is most crucial (Parker, Alstyne, & Choudary, 2016c). When 

Uber collects a transaction fee from the driver (rather than rider) and spends millions of dollars to give 

away free rides worth $25 each, this is an example of stimulating the consumer-side over the producer-

side. This is partly because Uber needs many more riders than drivers in their ecosystem (it is not a one-

to-one ratio) to generate cross-side network effects (Fijneman, Kuperus, & Pasman, 2018). 
 

4. Failure to balance scaling and monetization: After having reached critical mass and network effects 

kick in, this phase is typically followed by another key challenge of platforms; monetization. Because 

platforms, as we have learned, create value at scale, monetization mechanisms that come at the ex-

pense of scaling network effects are typically not sustainable in the long run (Hsieh & Wu, 2018). This 

tradeoff between scaling and monetizing a platform explains why we observe companies such as Snap-

chat and Uber are being valued at billions of dollars, although they are generating negative profits year 

after year. Some investors argue that they are overvalued; others argue that negative profits are a nat-

ural result of their business model and their lifecycle phase (growth phase).  

To further examine the challenge of monetizing platforms, in the next section, we turn our focus from how to 

scale platforms, to how to monetize them.  
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4.1.3. Platform Monetization Strategies 

As emphasized, the fundamental value of platforms lies primarily in the network effects they generate. While 

these effects can produce self-reinforcing feedback loops that scale user activity, this powerful growth dy-

namic also makes monetizing them very challenging – charging for access discourages participation; charging 

for usage discourages frequency of usage; charging for production makes the platform less attractive to pro-

ducers; and charging for consumption makes the platform less attractive to consumers. Hence, monetization 

causes frictions with network effects and platform managers face another dilemma; how can you capture 

value from a platform without sabotaging positive network effects? Determining where the ecosystem can 

afford frictions and how much friction can be tolerated is a complex matter, and it requires weighing the eco-

nomic upside against the inevitable frictions produced. 

 

Value Creation by Platforms 

Overcoming the monetization-dilemma begins with an assessment of the value generated on the platform. In 

this regard, it should be noted that the amount of users, alone, does not mechanically reflect the monetary 

value of a platform. Platforms facilitate open and frictionless participation to their ecosystem, and when mass 

is adequate to ignite network effects, they seek to charge for the value that their platform technology creates 

for the participants – in other words, “users first, monetization later” (Parker, Alstyne, & Choudary, 2016a, p. 

80). This value generation can be segmented in three categories:  

1. Value for consumers: Access to value on the platform, e.g. videos (YouTube and Vimeo), dates (Tin-

der) and online courses (Skillshare).  

2. Value for producers: Access to a market or community, e.g. online consumers (Alibaba), professionals 

(LinkedIn) and travelers (Airbnb and Trustpilot). 

3. Value for both consumers and producers: Access to an infrastructure that breaks down barriers and 

facilitates frictionless interaction, as well as access to data-driven curation mechanisms which effi-

ciently connects the right consumers with the right producers (and vice versa). 

Crafting a monetization strategy begins with analyzing these three forms of value and is followed by an assess-

ment of which value generating mechanisms can be monetized by the platform without discouraging the con-

tinued growth of network effects. According to Parker, Alstyne & Choudary (2016a), most successful platforms 

are characterized by creating far more value than they actually capture – this is how they attract large amounts 

of users.  
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Strategies for Monetizing Platforms  

Although monetization causes frictions with network effects, simply refraining from charging participants is 

not sustainable. Platform managers need to figure out how to generate revenues without reducing positive 

network effects. Based on various academic papers and articles, we have identified four different monetization 

strategies, which have proven successful in balancing the tradeoff between value capture and network effects. 

These are summarized and exemplified below. It should be noted that the monetization strategies are not 

mutually exclusive and can be combined. 

 

Monetization strategy Applied example 

1) Charge a transaction fee: Platforms which facilitate 

interactions where monetary transaction takes place 

can capture value by charging a transaction fee. Charg-

ing a transaction fee is the most common way for plat-

forms to monetize, and it is appealing because it rarely 

decelerate the growth of network effects – since buyers 

and sellers are not charged before they accept to enter 

a deal, they are not discouraged from joining the plat-

form (assuming that the fee is not excessive, of cause) 

(Posthumus & Samsom, 2018). 

Airbnb: When monetizing via transaction fees, it is im-

portant to ensure that the platform has the ability to 

capture the transaction on-platform. Airbnb charges a 

fee when consumers book accommodation, but if users 

find that the premium is too high, they will switch to re-

sume the deal off-platform. Airbnb – and many other 

platforms – take in to account this risk when adjusting 

the transaction fees, they charge (Posthumus & 

Samsom, 2018). 

2) Charge a membership or subscription fee: Contrary 

to transaction fees, membership/subscription fees gen-

erally significant friction with network effects, because 

they essentially constitute a barrier for users to join. 

However, the significance of such frictions depends 

largely on which side of the platform is charged. Most 

platforms are asymmetrical in the sense that the two 

sides do not enjoy the value of the network equally. 

Consequently, one side tolerates more frictions than 

the other and may be willing to pay to participate 

(Parker, Alstyne, & Choudary, 2016a). 

Alibaba: Alibaba charges producers a membership fee 

rather than the consumers. This is because the produc-

ers extract more value from the cross-side network ef-

fects on the platform than the consumers. While the 

platform enables producers to reach many more con-

sumers, the consumers’ marginal utility from an in-

crease in offerings becomes smaller and smaller, as the 

platform scales. Thus, the producers derive most value 

from the ecosystem, which makes them willing to pay 

for participation (Parker, Alstyne, & Choudary, 2016a). 

3) Charge for advertisement: Platforms may also mone-

tize their business through advertisements. Although 

the model often requires a big user base to generate 

substantial revenue, the advertisement model is ap-

pealing because it causes minimal friction with network 

effects – entry is often free to attract as many users as 

possible (to increase the value per advertisement). That 

YouTube: YouTube does not charge users to enjoy their 

video platform, nor the interaction between them. Ra-

ther, they charge third-parties for the right to broadcast 

advertisements. To avoid customer dissatisfaction from 

the abundance of advertisements, YouTube recently in-

troduced a new revenue stream; YouTube Premium – a 
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being said, it should be emphasized that excessive use 

of advertisements can decrease the customer experi-

ence, and advertisement clutter may reduce the value 

per advertisement (Posthumus & Samsom, 2018).  

paid streaming subscription service that provides adver-

tising-free streaming of all videos. With this new offer-

ing, YouTube no longer monetizes only from advertise-

ments, but also from subscription fees (Alexander, 2018) 

4) Charge for premium access: Charging for premium 

access involves enabling a producer to stand out above 

the crowd and gain increased exposure on the platform. 

Such a monetization strategy usually does not harm 

network effects – while all consumers and producers 

have access to the platform on a non-enhanced basis, 

the producers that find the additional value of en-

hanced access particularly great will be willing to pay for 

that extra value (Parker, Alstyne, & Eisenmann, 2006). 

Yelp: Yelp, a platform aggregating information about 

restaurants to help consumers find a place to eat, offers 

restaurants enhanced exposure in search results by 

charging a listing premium – similar to Google’s Add 

Words business for search results. However, while this 

can be effective, it should be done with care – with too 

many sponsored listings, the relevance of the content 

may reduce and cause customer dissatisfaction. To mit-

igate this risk, sponsored listings on Yelp look different 

from organic results such that users can distinguish. This 

creates a sense of transparency and enhances trust, thus 

reducing frictions with network effects (Parker, Alstyne, 

& Eisenmann, 2006). 

 

Transitioning From Free to Fee 

While the presented monetization strategies can help platform managers balance monetization and network 

effects, to create and grow network effects, many platforms offer their services for free in the beginning. 

Creating value for users while asking nothing in return is an efficient way to attract members and encourage 

participation, but transitioning from “free to fee” can prove very difficult. To manage this transition success-

fully, Parker, Alstyne & Choudary (2016) advice not charging for value which users previously received for free, 

nor to reduce access to value that users have become accustomed to receiving for free. Rather, when transi-

tioning from free to fee, they argue that platform managers should attempt to create new, additional value 

that justifies the charge. To exemplify, Uber introduced a “Safe Rides”-fee, which covered background checks 

or riders and other safety measures to increase trust and stimulate willingness to pay (Carson, 2016). 
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4.1.4. Summary and Framework 

Platform strategy is different from conventional strategy in the sense that it is based on the principles of re-

source orchestration and external interaction, rather than resource control and internal optimization – while 

conventional strategy argues that businesses gain market power by controlling resources, increasing produc-

tion efficiency, and building barriers against challenges from the five forces, digital platforms generate most 

of their value using resources they do not own or control, and external forces are their most valuable assets.  

Having examined selected underlying business mechanisms of digital platforms, and how platform strategy 

differs from conventional strategy, we have constructed a framework for how to assess the strategic potential 

of a platform. This assessment will lay the foundation for the following valuations in the cases studies in chap-

ter 6. To shed light on tradeoff dynamics between user growth and monetization, growth potential and mon-

etization potential will be analyzed separately. The framework is illustrated underneath, followed by a brief 

explanation of the components3: 

 

 

 

 

Growth potential: Many of today’s tech giants exploit demand economies of scale through generation of 

network effects, enabled by advancements in information technology and data analytics. For evaluating 

                                                             
3 It should be emphasized that – given the focus of this thesis – the framework is developed to assess platforms which have already reached a substantial 
number of users. An assessment of an early-state platform would require more in-depth analysis of growth aspects in relation to overcoming the 
chicken-or-egg dilemma. 
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growth potential, it is found crucial to assess the given platform’s ability to scale user growth by analyzing 

four categories of network effects; positive/negative same-side effects, as well as positive/negative cross-

side effects. Network effects are prevalent in platforms when more users attract more users; a powerful 

dynamic which can ignite a self-reinforcing cycle of exponential growth in user activity and data. Combined, 

this can enable platforms to scale significantly faster than pipeline businesses, and because platforms can 

create value by tapping into resources that they do not own, value can increase exponentially while costs 

only grow marginally.  

By implementing components from conventional strategy, three other key areas to examine when as-

sessing the growth potential of the platforms in the case studies, will include; i) big data opportunities (i.e. 

capturing data and leveraging it); ii) business development opportunities (particularly, integration of com-

plementary platforms, development of complementary products/services, and expansion of geographic 

coverage and saturation); and iii) external factors (particularly, the legal environment, consumer trends 

and competition from other platforms as well as pipelines). 

Monetization potential: Monetization causes frictions with network effects. Thus, evaluating monetization 

potential includes analyzing the growth and profitability implications from such frictions, and how to alle-

viate them. This includes identifying the platform’s monetization model and its associated strengths and 

weaknesses in terms of retaining and monetizing users. Apart from figuring out how to monetize, one of 

the most important decisions includes deciding whom to charge. Most platforms are asymmetrical in the 

sense that the two sides (consumers versus producers) do not benefit from the value of the network 

equally. Consequently, one side may tolerate more frictions than the other, thus making it more willing to 

pay to participate. Similarly, subsidizing one of the sides is often a vital part of a monetization strategy. 
 

When applying this framework, it should be emphasized that growth potential and monetization potential are 

not two mutually exclusive analysis components. Rather, they are interconnected. To exemplify, while “busi-

ness development” is placed under “growth potential”, this – of cause – also has monetization implications.  

 

The next chapter shifts from a focus on platform strategy to a focus on platform valuation. This constitutes 

the second component in the framework, which we apply in the case studies in Chapter 6.  
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4.2. Platform Valuation 
This section relates to sub-research question three and four. First, we examine the difficulties of valuing digital 

platforms and shed light on some of the holes in information disclosure that analysts and investors face when 

assessing such companies. After having examined the issues of valuing digital platforms, a framework which 

extends intrinsic valuation approaches to value platforms based on user data, is presented. Finally, the findings 

from the previous section on platform strategy and this section on platform valuation are combined to develop 

propositions that describe the underlying dynamics which drive the value of a user. At the very end, the strat-

egy and valuation framework are merged. This represents the full framework, which we apply in the case 

studies in chapter 6. Accordingly, this section is structured as follows: 

1. Valuation Issues: The Challenge of Valuing Digital Platforms 

2. The Emergence of User-Based Valuation 

3. Intrinsic Valuation of Users 

4. Proposition Development: User Value Dynamics 

5. Summary and Framework 

 

4.2.1. Valuation Issues: The Challenge of Valuing Digital Platforms 

Valuing platforms is difficult, not only because they create value based on the external resources of their users, 

but also because the majority of such companies are young and based on novel ideas with little or no history 

(Schulze, Skiera, & Wiesel, 2012). This section sheds light on the difficulties of valuing platforms and is split in 

two sub-sections: 

Issue I: The challenge of valuing young companies 

Issue II: The challenge of valuing users and subscribers 

 
 

Issue I: The Challenge of Valuing Young Companies 

Valuing companies early in the life-cycle is challenging for several reasons; they have a limited track record; 

they are often unprofitable and generate only little revenues; they are particularly prone to failure (most do 

not make it through the first tough years); and they can be very illiquid investments (they tend to be privately 

held and in non-standardized units (i.e. equity investors have different cash flow claims and voting rights) 

(Gupta, 2009). In this sub-section, we investigate the estimation challenges of valuing young companies using 

conventional valuation approaches; first by examining intrinsic valuation (discounted cash flow, DCF), followed 

by relative valuation (multiples). 
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Intrinsic Valuation (DCF): As illustrated below, five key components of intrinsic valuation of young companies, 

which require particularly uncertain assumptions, include judgments regarding; cash flow from current assets; 

cash flow from growth assets; estimating the discount rate; assessing the terminal value; and pricing the li-

quidity discount (Damodaran, 2010).  

 

 
 

 

While all these components require critical assumptions irrespective of life-cycle, as elaborated below, the 

estimation challenges are particularly evident for young companies.  

1. Existing assets: Lack of historical data makes it challenging to evaluate how revenues and cash flow from 

existing assets will develop going forward, and if they will sustain under less favorable conditions. With a 

financial statement including only few years of available data, judging whether or not revenues represent 

a brief success or are sustainable, requires complementary strategic analysis (Bauer & Hammerschmidt, 

2005). 
 

2. Growth assets: Intuitively, the majority of the value of a young company stems from growth assets. With 

little historical data, using past revenue growth to estimate future revenues is often very misleading. Sim-

ilarly, since young companies tend to be unprofitable (particularly platforms), assessing future margins 

can be tremendously difficult (Damodaran, 2010).  
 

3. Discount rates: Standard approaches for estimating a discount rate that reflects the business and equity 

risk of a company (i.e. weighted average cost of capital, WACC) are dependent on the availability of public 

prices for securities issued by the company (e.g. beta equity is found by regressing stock returns against a 

benchmark market index like the S&P 500 Index) and focus only on systematic risk, assuming that investors 

are diversified. However, since the majority of young firms are privately held and owned by private inves-

tors (often founders, business angels or venture capitalists) who are either completely or only partially 

diversified, these assumptions rarely hold (Schulze, Skiera, & Wiesel, 2012). For these reasons, estimating 

a discount rate that reflects the underlying business and equity risk of a young company can be difficult.  
 

VALUATION ISSUES
Intrinsic valuation
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Assessing the sustainability 
of cash flow from 

existing assets

3.  DISCOUNT RATES

Estimating a discount rate 
that correctly reflects both 

business risk and equity 
risk

2.  GROWTH ASSETS

Forecasting expected 
growth from new 

investments and from 
improvements of 

existing assets

4.  TERMINAL VALUE

Assessing if and when a 
company will reach stable 

growth, allowing for 
estimation of terminal 

value

5.  LIQUIDITY DISCOUNT

Measuring and pricing 
lack of liquidity of a 

private company with 
non-standardized 

equity units

Exhibit 7: Valuation Issues – Intrinsic valuation. Source: Author’s creation. 
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4. Terminal value: Often the terminal value accounts for more than 50% of the enterprise value of a mature 

firm. For young companies, it is not unusual that the proportion of this component accounts for close to 

100%, or even more than 100% (Koller, Goedhart, & Wessels, 2015). Therefore, assumptions regarding if 

and when a company will reach a state of stable growth (a necessity for calculating the terminal value) and 

what will be the characteristics of this state, have significant influence on the valuation of a young firm. 

Although this is challenging to estimate for any given firm, the lack of historical data of young companies 

increases the complications significantly.  
 

5. Liquidity discount: Because equity in young companies tend to be privately held and be in non-standard-

ized units (e.g. different rights and equity claims), equity investments in such companies are typically more 

illiquid than for publicly traded companies. While lack of liquidity can have great impact on value – and 

therefore is a critical component to assess –, pricing the illiquidity of a young, privately held businesses 

with non-standardized equity shares is significantly more difficult than for publicly traded companies 

(Koller, Goedhart, & Wessels, 2015). 

 

Relative Valuation (Multiples): As a result of the difficulties of valuing young companies using intrinsic valua-

tion, many analysts prefer applying relative valuation methods, i.e. valuing a company based on multiples and 

comparables. However, this method is also fraught with issues. These are highlighted in Exhibit 8, and under-

neath, issue I (scaling metric) and II (comparability) will be elaborated (Damodaran, 2010).  

 

 

 

 

1. Scaling metrics: Conventional scaling metrics such as earnings, revenues and book value can pose 

problems when applied on young companies. Because many companies are unprofitable early in the 

life cycle, using price-to-earnings ratios and EBITDA multiples is not meaningful. Similarly, many young 

companies such as digital platforms, or pipeline firms that have recently transitioned into commercial 

production, generate no or little revenues in the early stages. In such cases, a valuation based on 

revenue multiples can be highly misleading. Lastly, applying book value as scaling measure often 
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Exhibit 8: Valuation Issues – Relative valuation. Source: Author’s creation. 
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causes issues, because the book value of many young companies is fairly small and may not reflect the 

true capital invested in the firm (McCarthy, Fader, & Hardie, 2017). 

2. Comparability: Identifying comparable firms (in terms of both industry and life-cycle) with available 

market prices, is difficult in the context of young companies. To value young companies using relative 

valuation, you would logically need other young firms within the same industry. However, since the 

majority of young companies are privately held, no market prices are available. An alternative would 

be to apply multiples from publicly traded companies within the same industry, but this approach 

ignores the fact that such firms have significantly different risk profiles as well as earnings and growth 

characteristics. With low comparability, relative valuation generates misleading results (Achleitner, 

Lutz, & Schraml, 2009).  
 

In conclusion, although relative valuation is more simplistic than intrinsic valuation approaches, in the context 

of young companies, both approaches have significant shortcomings – which is why analysts rarely rely on just 

one of the alternatives.  

 

Issue II: The Challenge of Valuing Users and Subscribers 

In the context of platforms, the valuation difficulties explained above are magnified by the fact that not only 

are digital platforms often young and relatively unproven, they also generate value using external assets and 

resources – as opposed to conventional pipeline businesses that invest in internal assets and resources. This 

has implications on valuations, and to accommodate for this key difference in business model, digital platforms 

are often valued based on user data – as a complement to conventional valuation approaches. How to value 

a company based on user data will be inspected in later sections. In this section, key issues associated with 

valuing users and subscribers, are examined. These are highlighted and elaborate below (Damodaran, 2018). 

 

 
 

 

As opposed to conventional valuation approaches, the issues of user-based valuations are rarely theoretical 

but more often related to information non-disclosure and opaque accounting practices.  

VALUATION ISSUES
User-based valuation

1. INFORMATION NON-DISCLOSURE
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Exhibit 9: Valuation Issues – User-based valuation. Source: Author’s creation. 
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1. Information non-disclosure: As the following sections will demonstrate, it is fairly straightforward to 

adapt traditional valuation approaches to estimate the value of a Lyft, Netflix or Spotify user/sub-

scriber. However, the data required to value these users are often either not disclosed or only 

opaquely provided by platform companies. As emphasized my Damodaran (2018, p. 8), this lack of 

transparency raises suspiciousness; “It is ironic that companies that are quick to tout the number of 

users they have and ask to be priced on that number are unwilling to share information about those 

users that investors need to better judge their value or price”.  
 

2. Opaque accounting practices: In conjunction with lack of information disclosure about user data, an-

other key issue is how accounting practices treat intangible assets in platforms. As analysts have ex-

perienced in the pharmaceutical industry, where the largest capital expenditure, Research & Devel-

opment (R&D), is not placed as an asset on their books but rather treated as an operating expense, 

we face the same issue when dealing with platform companies. For digital platforms to ignite genera-

tion of network effects, their biggest investment is the capital they spent on user acquisition. This 

expenditure is expensed, and – as with pharmaceutical companies – this causes critics to argue that 

the earnings of digital platforms are generally understated and that their biggest assets are hidden 

from their balance sheet. In fact, the lack of transparency caused by this issue is magnified for platform 

companies, because – unlike R&D, which can be separately recognized as a capital expense – user 

acquisition costs are often disguised under Selling, General and Administrative (SG&A), making it very 

difficult, if not impossible, to separate (McCarthy, Fader, & Hardie, 2017).  
 

3. User diversity: Intuitively, not all users/subscribers are of equal value; it depends on activity and can 

vary from user to user, across geographies, industries and companies. Some users may use a service 

much more frequent than others, making them more valuable. This has risk implications; if a platform, 

for example, derives 80% of its value from 20% of its users, it is based on a significantly riskier foun-

dation compared to a platform with a more uniform value distribution. Because of the aforemen-

tioned lack of information disclosure of user data, platforms typically choose only to report total user 

numbers and average user statistics, making this business risk proxy difficult or impossible to assess 

(Damodaran, 2018).   
 

As emphasized the greatest issues of user-based valuations are related to accounting rules and information 

disclosure laws. Now, after having examined the difficulties of valuing digital platforms, the next section ex-

amines the rationale behind applying user-based valuation by studying its emergence.  
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4.2.2. The Emergence of User-Based Valuation 

Conventional valuation approaches value companies on an aggregated basis by discounting cash flows – across 

businesses units, geographies and customers – with a company-wide cost of capital rate. However, since plat-

forms generate the majority of their value from their multitude of users, it can be argued that in order to value 

such firms, analysts should apply a bottom-up approach by valuing users separately – using separate cash flow 

projections and discount rates –, and then aggregating, to arrive at an aggregate value. This can be referred 

to as disaggregate valuation (Damodaran, 2010), bottom-up valuation (Damodaran, 2018) or sum-of-the-parts 

valuation (Koller, Goedhart, & Wessels, 2015). In theory, at least, aggregate and disaggregate valuation should 

derive the same end-value, and, while the underlying principles of valuation remain the same, the required 

information, and the mistake analysts must avoid, change with disaggregate valuation. 

 

Applications in Venture Capital versus Public Markets 

Knowing the potential of the platform business model – as evidenced by the so-called "FANG" companies 

(Facebook, Amazon, Netflix and Google) –, venture capital investors have been in need of a useful pricing 

metric to justify the great amount of capital they invest in such companies. And since the only number of real 

magnitude in young platform companies is their number of users or subscribers, intuitively, this metric has 

become a basis for pricing them (Ma, 2018). The pitfall of simply pricing a platform based on its number of 

users is that this approach ignores user diversity. The value across users vary depending on loyalty, activity 

level and the revenue model of the platform. To mitigate this issue, venture capitalists exploit their access to 

non-disclosed information about user characteristics as a part of their due diligence before they invest. How-

ever, when platforms go public, the pricing problem is magnified because public market investors often have 

inadequate information to accurately assess user value (Achleitner, Lutz, & Schraml, 2009).  

 

 
Applications From Marketing Research 

The shift from valuing companies based on aggregate cashflows to utilizing users and customers instead has 

been praised by many marketing researchers, including Sunil Gupta, Daniel McCarthy and Peter Fader. Critics, 

on the other hand, argue that much of marketing research on customer value tends to be overly abstract, as 

it requires inputs about user characteristics that are either not disclosed, hard to quantify and/or are unob-

servable, consequently making the models impossible to apply on real companies in real time.  

Gupta, Lehmann and Stuart (2003) were amongst the pioneers to value public firms from the bottom up by 

valuing users and subscribers. Although they based their valuations on critical assumptions regarding retention 
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rates, capital structure and cost allocations, which may have skewed their findings, they provided an insightful 

foundation for how to assess the key drivers of customer value.  

Since then, Peter Fader (Professor of Marketing at Wharton Business School) and Daniel McCarthy (Professor 

of Marketing at Goizueta Business School) have become amongst the most cited authors on user valuation, or 

customer-based corporate valuation (CBCV), as they define it. In a string of academic papers, Fader and McCar-

thy initially applied intrinsic value principles to value users and eventually developed advanced models for how 

to value subscribers of public so-called contractual firms (platforms applying subscription-based revenue mod-

els) as well as users of public so-called non-contractual firms (platforms not monetizing through contractual 

agreements such as subscriptions) (McCarthy & Fader, 2018a; McCarthy & Fader, 2018b). 

After having examined the rationale behind applying user-based valuation, the next section will demonstrate 

how to extend intrinsic valuation approaches to valuing a user.  

 

4.2.3. Intrinsic Valuation of Users 

This section presents a framework for valuing platforms, which will be applied to value Lyft and Spotify in a 

later chapter. It has been developed as a consolidation of different findings, models and frameworks from 

literature by particularly Gupta (2009), McCarthy, Fader and Hardie (2017), McCarthy and Fader (2018a) and 

Damodaran (2018) – with the latter being our main source of inspiration. The model extends intrinsic valuation 

approaches to value users and is split in three main components; i) the value of existing users, ii) the value of 

new users, and iii) the value of so-called corporate drag. Mathematically, the model is expressed as follows 

(where V = value):  
 

𝑽𝑷𝒍𝒂𝒕𝒇𝒐𝒓𝒎 			= 					 𝑽𝑬𝒙𝒊𝒔𝒕𝒊𝒏𝒈	𝑼𝒔𝒆𝒓𝒔 +	𝑽𝑵𝒆𝒘	𝑼𝒔𝒆𝒓𝒔	–	𝑽𝑪𝒐𝒓𝒑𝒐𝒓𝒂𝒕𝒆	𝑫𝒓𝒂𝒈 

	

First, the value of an existing user is estimated and applied to value all existing users. Second, the value of a 

new user is estimated by netting out customer acquisition costs (i.e. the cost of adding a new user). To get the 

value of all new users, the quantity of new users added in future years is estimated. Summarizing the value of 

existing and new users gives the value of all users. Third (and lastly), the value of so-called corporate drag – 

which is an expression for expenses unrelated to serving or acquiring users – is subtracted from the value of 

all users to arrive at the enterprise value of the platform (Damodaran, 2018).  

The framework distinguishes between new and existing users to enable analysis of acquisitions costs. Thereby, 

analysts can critically assess if a platform’s investments in customers acquisition (a key costs component in 

platforms) are paying off – not just in terms of adding more users to the platform, but in terms value created 
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from these investments, i.e. return on investment. The below framework illustrates the model and its sub-

components in more detail.  

 

 
 

 

 

As the reader will notice, the model requires input about users which is often not publicly available. While this 

may be impractical, it emphasizes the need for better information disclosure amongst platform companies. 

Furthermore, it should be noted, that the above framework provides a generic overview of the model's sub-

components, the model requires customization depending on the platform's revenue model, i.e. transaction-

based, subscription-based, advertisement-based or hybrid. How to customize the model will be demonstrated 

in the case studies in later sections. First, the components will be elaborated in the following sub-sections.  

 

Valuing Existing Users 

The value of a user is derived from the cash flow that can be generated from the user’s interactions. As previ-

ously mentioned, there exist four main revenue models which platforms can use to generate cash flows from 

their users; charging a transaction fee, charging a subscription fee, charging for advertisement and charging 

for enhanced access. For simplicity, the rest of this paper will ignore the latter revenue model – charging for 

enhanced access –, because; i) the model is often used as a secondary supplement to the other models (and 

thus is often impossible to isolate), and ii) it can take many different shapes and forms, making meaningful 

generalization impossible (Damodaran, 2018). Furthermore, there exist hybrid versions of the models, as they 

User lifetime

User renewal 
rate

Business model

Competition

Market size and 
growth

Total 
operational 

costs

User-related 
costs

Revenue growth

Margin 
development 
(economics of 

scale)

Uncertainty in 
cost development

Costs from 
serving 

existing users

Costs from 
acquiring 
new users

2. Value of
new users

User-based valuation 
of platform

Cost of acquiring 
a new user

1. Value of
existing users

3. Value of
corporate drag

High growth time 
horizon (years till 

steady-state)

Trade-off between 
customer acquisition 

costs and number new 
users added

Number of new 
users added

Value of an 
existing user

Number of 
existing users

Non-user-
related costs

User-
related cost

Technological 
changes

CompetitionUncertainty in 
user growth

Annual 
revenue per 

user

Annual costs 
of service 
per user

Taxes
(effective 
tax rate)

Cash flow from new services/products

Cash flow from existing services/products

Uncertainty about renewal rates over time 

Uncertainty about cash flow/user over time 

Cash flow/user

Uncertainty in
cash flow/user

Growth in cash 
flow/user

X – X –

–+

Value of an 
existing user

– –

Positive
same-side 

effects 

Negative,
same-side 

effects

Positive
cross-side

effects

Negative
cross-side

effects

Integrate 
complementary 

platforms  

Develop 
complementary 

products/
services

Data 
capture  

Data 
exploitation

Transaction
fee

Membership/ 
subscription

fee

Advertisement

Premium
access

Value for 
consumers

Value for 
producers

Value for 
consumers and

producers

Monetization 
options 

Frictions with 
same-side 

effects 

Frictions with 
cross-side 

effects

Startup phase
metrics

Maturity phase
metrics

Growth phase
metrics

Growth in 
MAU/DAU

Active users 
to total users 

ratio

Liquidity 
metrics

Matching quality 
metrics  

Trust 
metrics

Growth in 
MAU/DAU

ARPU

Sales 
conversion 

rate

Active producers
to consumers 

ratio

PLTV and 
CLTV metrics

Metrics that 
drive innovation

Metrics that 
identify 

strategic threats

ARPU

AMPU 

PLTV and 
CLTV metrics

2. Monetization
potential

Strategic assessment of 
platform potential

What side to 
charge/

subsidize?

1. Growth 
potential

3. Metrics 
analysis 

Expand 
geographic 

coverage and 
saturation 

Frictions with 
network 
effects 

Legal 
environment

Consumer 
trends

Competition 
(from platforms 
and pipelines)

Network 
effects 

Business 
developmentBig data External 

factors  

Exhibit 10: Valuation Framework. Source: Author’s creation, inspired by Aswath Damodaran (2018). 
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are often combined – particularly, combining subscription and advertisement in a "freemium" revenue model 

is common amongst platforms. Freemium examples include LinkedIn, Tinder and Spotify. Irrespective of reve-

nue model, the value of a user is equal to the present value of the forecasted after-tax cash flows generated 

from the user over the time period the user is expected to use the platform. To compute this value, the fol-

lowing input is necessary in the model:  

1. User lifetime: User lifetime refers to how many years the users of a platform are expected the use it. 

Intuitively, this cannot be forever because of mortality. Similarly, assuming it to be for the rest of their 

lives would be rather optimistic, as technology, competition and brand perception changes over time 

(Gupta & Lehmann, 2006).  
 

2. User renewal rate: The annual user renewal rate reflects the survival likelihood for a user. If it equals 

100%, it is certain that the user will continue using the platform year after year, and, thus, the associ-

ated annual cash flows will continue until the user essentially dies. However, if the annual renewal 

rate is 95%, the likelihood that the user will still be around in, for example, 5 years is only 33% (80%5 

= 10.7%). When estimating annual user renewal rates, some important aspects to keep in mind, in-

clude (Bauer & Hammerschmidt, 2005): 

Year-specific renewal rates: Annual renewal rates tend to change over time; often from lower 

probabilities (startup phase) to higher probabilities (growth/maturity phase) to lower proba-

bilities (decline phase). Thus, the model should ideally be based on year-specific renewal rates 

as opposed to a constant rate.  
 

Subscription vs. other revenue models: The implications of renewal rates on value is signifi-

cantly greater for subscription-based platforms than for platforms applying other revenue 

models. This is because non-renewal leads to a direct loss in revenue for subscription-based 

platforms, whereas e.g. transaction-based platforms only generate value from a user when a 

transaction occurs. Therefore, assumptions regarding renewal rates have much greater im-

pact on the valuation of e.g. Netflix (subscription-based) than for Lyft (transaction-based), 

with Spotify (subscription/advertisement-hybrid) somewhere in the middle. 
 

3. Current cash flow per user: The cash flow per user is equal to the expected revenue per user minus 

the expected costs of servicing that user. If Netflix, for example, generates $100 per subscriber in 

annual revenue, while having costs of $30 to service that subscriber, and pays an effective tax rate of 

25%, the cash flow per subscriber is $53 ((100-30)*(1-25%)). Although, this sounds simple, calculating 



Page 43 of 164 
 

the cash flow per user can be a rather diffuse number to estimate for platforms applying advertise-

ment-based business models – such as Snapchat and Facebook – because users do not actively pay 

for a product on the platform (Damodaran, 2018).  
 

4. Growth in cash flow per user: Growth in cash flow per user can stem from several sources, e.g. by 

making existing users spend more money on the platform, thereby increasing per-user revenues, and 

if service costs are relatively fixed, the operating profit margin per user will continuously expand as 

revenues grow. The potential for growth, however, depends on the applied revenue model. For sub-

scription-based platforms such as Netflix, for example, there is a limit to how much they can increase 

their subscription price, and thus revenue growth in their existing business can only come from in-

creasing the number of subscribers. Amazon, on the other, can grow revenue both by attracting more 

users and by increasing the revenue per user (Gupta & Lehmann, 2006). 
 

5. Risk in cash flow: While the likelihood of losing a user is already included in the expected cash flow 

estimations (renewal rate), the risk in cash flow also includes uncertainty regarding possible variations 

in renewal rates over time and how much cash flow can be generated from each user. Intuitively, the 

subscription-based model is generally much more predictable than other revenue models, and the 

applied discount rate should reflect this difference in risk (McCarthy & Fader, 2018b). 
 

From realizing the inputs necessary to derive the value of an existing user, it is clear that the lack of user 

information disclosure amongst platforms makes user-based valuation difficult (if not impossible) to apply in 

many cases.  

 

Valuing New Users 

As shown in the presented framework, the value of new users is a result of the value of an existing user, minus 

the cost of adding a new user, multiplied by the quantity of new users acquired.  
 

𝑽𝑵𝒆𝒘	𝑼𝒔𝒆𝒓𝒔 			= 					 ;𝑽𝑬𝒙𝒊𝒔𝒕𝒊𝒏𝒈	𝑼𝒔𝒆𝒓 +	𝑪𝑨𝒄𝒒𝒖𝒊𝒓𝒏𝒈	𝑨	𝑵𝒆𝒘	𝑼𝒔𝒆𝒓@ 	× 𝑸𝑵𝒆𝒘	𝑼𝒔𝒆𝒓𝒔	𝑨𝒄𝒒𝒖𝒊𝒓𝒆𝒅	 

 

Thus, while the value of new users is derived using many of the same variables as for existing users, there are 

two key additional inputs to include in the equation:   

1. Cost of acquiring a new user: Adding new customers to a platform requires investing in customer 

acquisition. If existing users are valued at $100/user and it costs $40 in marketing and promotions to 

acquire a new user, this cost has to be netted out such that the value of a new user equals $60. A new 

user is therefore worth less than an existing user (McCarthy, Fader, & Hardie, 2017).  
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2. Uncertainty about new user growth: Intuitively, due to factors such as technology and competition, 

there is uncertainty associated with estimating the expected number of new users. While some of this 

risk may be firm-specific and thus diversifiable, the applied discount rate must take into account mac-

roeconomic factors that can cause changes in user activity (Damodaran, 2018). 
 

While it is tempting to conclude that a platform can simply increase the value of a new user by (holding all else 

constant); i) increasing the quantity of new users, ii) increasing the value of existing users, or iii) minimizing 

the cost of acquiring new users, there exist trade-offs across these variables, which should be taken into ac-

count. These include (Damodaran, 2018): 

I. Reducing customer acquisitions per new users to increase the value of new users may cause reduc-

tions in new user growth.  

II. Increasing the value of existing users through increased monetization may cause frictions with net-

work effects, leading to decreasing growth in new users. 

III. Decreasing monetization to attract more new users decreases the value of both existing and new users. 

The value dynamics of platforms will be further examined after this sub-section. 

 

Valuing Corporate Drag 

The final component in the model is the value of so-called corporate drag, which are non-user related ex-

penses, i.e. costs that are neither related to servicing existing users or acquiring new users. Subtracting this 

cost from the total user value (the value from existing and new users) equals the enterprise value of the plat-

form. Corporate drag often includes costs associated with General & Administrative (G&A), but may also in-

clude operating costs – both of which can be difficult to isolate accurately (Damodaran, 2018). Deriving these 

non-user related expenses involves working backward from the total operating costs by first determining the 

user-related costs and then subtracting this cost group from the total operating costs. Thus, as the below 

example illustrates, all costs which are not assigned to existing users or new users in the model, fall into the 

corporate drag category. 

Company data 
Input 

Corporate drag 
Computations 

• Existing users now: 100m 

• Existing users last year: 70m 

o New users added: 30m 

• Cost of servicing an existing user: $20/year 

• Cost of acquiring a new user: $100 

• Total operating costs: $7000m 

• Cost of servicing existing users: $20*85m = $1700m  

(85m is the midpoint of the 70m users the company started 
the year with and the 100m users it ended the year with) 

• Cost of adding new users: $100*30m = $3000m 

• Total operating costs: $7000m 

• Corporate drag: $7000m - $1700m - $3000m = $2300m 
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Once corporate drag is computed, two other key assumptions must be made and included in the valuation:  

1. Expected growth in user- vs. non-user related costs: How big a proportion on a platform's total costs 

is connected to servicing or acquiring users has implications on its value. In healthy platforms, which 

are geared to scale feasibly, there exists economies of scale such that the growth in user-related costs 

will grow at a lower rate than the growth in revenue from existing and new users (Schulze, Skiera, & 

Wiesel, 2012). 
 

2. Uncertainty in cost development: Uncertainty about the development in costs depends on the busi-

ness model, the cost structure and the related cost types. To exemplify, Netflix enters long-term con-

tracts with studios, and because the cost associated with these contracts are more or less predeter-

mined, they are quite predictable. For other platforms, however, the uncertainty in cost development 

is often much greater (Duprey, 2018). 
 

The proportion of non-user related expenses (i.e. corporate drag) relative to user-related expenses (i.e. costs 

related to servicing existing users and acquiring new ones) in platforms has implications on value that are 

similar to the relation between fixed and variable costs we know from unit economics in pipeline firms, i.e. 

economies of scale. Platforms with a large proportion of fixed corporate drag costs, experience significant 

margin growth as revenue from users accelerate because the cost of corporate drag per user gradually shrinks. 

However, the opposite is of cause true on the downside; if revenue from users decreases, high fixed costs 

cause margin deterioration and put survival at risk (Herzog, 2018).  

After having presented a model for extending intrinsic valuation approaches to value platforms using user 

data, the next section examines the underlying dynamics that drive the value of a user.  

 

4.2.4. Proposition Development: User Value Dynamics 

As illustrated, user-based valuation has practical limitations due to lacking disclosure of user data, and because 

the approach requires critical assumptions. That being said, it provides an insightful framework for assessing 

user value dynamics – i.e. the key user variables what separate highly valuable platforms from less valuable 

platforms. Combining the findings from the previous section on platform strategy and this section on platform 

valuations we have developed three propositions that describe the underlying dynamics which drive the value 

of a user.  
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User Cost Propositions: Existing User Costs vs. New User Costs: 

Many young digital platforms are unprofitable; not because they are platform companies per se, but because 

they are early in their life-cycle. While a conventional value investment perspective would suggest that these 

firms are highly overvalued – and some arguably are –, the rise of platforms in the last decade has taught us 

that some of these companies will eventually become tremendously profitable. As emphasized, monetization 

causes frictions with network effects, and thus scaling and monetizing simultaneously is often a losing strategy 

in the world of platforms. Therefore, Damodaran (2018) argues that to value platforms, only considering ag-

gregate revenues and expenses is inadequate and leads to misinterpretation. Investors and analysts need to 

also assess why and what the company is spending money on since there are "good" and "bad" ways of losing 

money.  

As illustrated, the framework presented in this paper distinguishes between new and existing users, allowing 

analysts to critically assess if a platform’s investments in customer acquisition are paying off. Breaking down 

costs into costs related to serving existing users versus costs related to acquiring new users can be insightful 

analysis for understating the value of a platform. In a paper by Damodaran (2018), an approach comparable 

to the framework presented in this paper is applied to value Uber’s users. By estimating Uber’s operating 

expenses spent on users, Damodaran conducted a sensitivity analysis to assess how the value of the company’s 

users would change if more or less of the user-related operating costs were allocated to acquiring new users 

versus serving existing users. The below exhibit summarizes the findings. 
 

Exhibit 11: Uber Value - User-Related Expenses Spent on Acquiring New Users vs. Serving Existing Users  

The greater the proportion of user-related costs allocated to acquiring new users (versus serving existing users), the greater the value of Uber. This 
implies that a platform value is greatest when serving existing users is costless, and all user-related operating costs are spent on acquiring new users.   
Source: Author’s creation, inspired by Damodaran (2018). 
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As the proportion of user acquisition costs (relative to costs of serving existing users) increases, the value of 

Uber’s existing users increases (from 6.2bn to 28.4bn). This is intuitive because the cost per existing user de-

creases. However, surprisingly we also see that the value of new users increases (from 18.1bn to 22.6bn). This 

is somewhat counterintuitive – since the value of a new user is equal to the value of an existing user minus the 

costs of acquiring that user, as customer acquisition costs increase, we would expect the value of new users 

to decrease. The reason why we observe that the value of new users is also increasing is because user acqui-

sition costs are being offset by the value (i.e. cash flow) added by the new users. As emphasized by Damodaran 

(2018), the value of a platform is greatest when all user-related operating costs are spent on acquiring new 

users and serving existing users is costless. This leads to the first proposition: 
 

User value proposition I: A platform that is losing money because of large investments in customers acquisi-

tion is more valuable than an otherwise identical platform that generates equivalent losses from serving ex-

isting users.  
 

This proposition can help explain why platforms with millions of dollars in net losses, such as Snapchat, Spotify 

and Uber, are being valued at billions of dollars. Although losses are mounting year after years, they continue 

investing in expensive customer acquisition. The hypothesis behind this strategy is economics of scale – as the 

number of users scales up, fixed costs per user is expected to decrease, causing the value of both existing and 

new users to increase. As mentioned earlier, demand economics of scale is a key component of platform strat-

egy. Positive network effects can ignite a self-reinforcing cycle of growth in users, making a platform grow 

faster and faster, the bigger it gets. Combining exponential user growth with a cost structure characterized by 

diminishing variable costs per user can lead to substantial margin expansion (Evans & Gawer, 2016).  

 

 

User Growth Proposition: Existing User Growth vs. New User Growth 

While young growth companies are often rewarded with high valuations, it should be emphasized that not all 

growth strategies create equal value. For platforms, two major ways of growing revenues are either by acquir-

ing more new users or to get existing users to spend more money on existing or new services/products. In 

Damodaran’s (2018) user-based valuation of Uber, it is examined how these two growth strategies affect 

value. First, it is examined how changing the growth rate in transaction revenues per user effects value, and, 

secondly, it is examined how value is affected by changing the growth rate in number of users (holding the 

existing user value constant). The below exhibit summarizes the findings. 
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Exhibit 12: Uber Value - Implications From Growth in Revenue per User vs. Growth in Number of New Users 
The exhibit illustrates how growth in revenue per user versus growth in number of new users affects the value of Uber. The findings indicate that   
Uber's value is much more sensitive to the growth rate in revenues per user relative to the growth rate in number of users.  
Source: Author’s creation, inspired by Damodaran (2018). 

 

 

From the graph on the left it can be inferred that as the projected revenue per user is raised from 0% to 20%, 

the value of Uber increases from 800m to 92.5bn, corresponding to a factor of 115x. Comparing this with the 

graph on the right, we see that increasing the growth rate in number of users from 0% to 25% (and holding 

the existing user value constant), increases the value of Uber from 16.4bn to 57.3bn, corresponding to a factor 

of 2.5x. This indicates that Uber’s value is much more sensitive to the growth rate in revenues per user relative 

to the growth rate in number of users – a key insight for any investor considering buying a stake in the business. 

This brings us to the second proposition: 
 

User value proposition II: A platform which is growing revenues from increasing revenues per user is more val-

uable than an otherwise identical platform which is deriving growth from increasing the number of users. 
 

While it is intuitive that increasing revenue per user – in the short run – is a more profitable growth strategy 

than increasing the number of users (because of customer acquisition costs), this does not imply that this 

growth strategy is always the most feasible strategy to allocate resources to. In the long run, it might make 

more sense to first grow the user base in order to reach critical mass, i.e. follow the “users first, monetize 

later”-approach. Furthermore, the growth potential also depends on the applied revenue model. For subscrip-

tion-based platforms there is a natural limit to how much they can increase the subscription price, meaning 

that increasing the number of users (as opposed to revenue per user) is the main growth strategy for such 

companies (McCarthy, Fader, & Hardie, 2017).  
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Revenue Model Proposition 

In the previous sections on Platform Strategy, we examined the different monetization strategies, or revenue 

models, that platforms can adapt. The three major revenue models are; transaction-based, subscription-based 

and advertisement-based models. To understand how these revenue models affect value, based on our accu-

mulated knowledge from studying platform strategy and valuation, we have assessed how they vary across 

different value drivers relative to each other. The assessment is summarized in the table below: 

 

 
Transaction- 

based 
Subscription- 

based 
Advertising- 

based 

User loyalty  
(Annual renewal probability) 

Medium 
(Medium renewal probability) 

High  
(High renewal probability) 

Low 
(Low renewal probability) 

Revenue/user predictability 
(Discount rate) 

Low 
(High discount rate) 

High 
(Low discount rate) 

Medium 
(Medium discount rate) 

Growth in revenue per user  
 (CAGR in revenue/user) 

High 
(High CAGR in revenue/user) 

Low 
(Low CAGR in revenue/user) 

Medium 
(Medium CAGR in revenue/user) 

Growth in number of users 
(CAGR in # users) 

Medium 
(Medium CAGR in # users) 

Low 
(Low CAGR in # users) 

High 
(High CAGR in # users) 

Cost of adding new users 
(Cost/new user) 

Medium 
(Medium cost/new user) 

High 
(High cost/new user) 

Low 
(Low cost/new user) 

  

From studying the table, it is clear that no revenue model is categorically superior to other revenue models. 

Not surprisingly, the “optimal” revenue model will vary across platforms, depending on where the company is 

in the life cycle, what products/services it offers and whether user growth, revenue growth or revenue sus-

tainability is the main objective. In conclusion, it can be generalized that each model has its key strengths and 

weaknesses. This leads us to our third (and final) proposition. 
 

User value proposition III:  Transaction-based platforms exhibit the greatest potential for revenue growth 

from existing users, subscription-based platforms tend to generate the most predictable and sustainable 

growth, and advertising-based platforms allow for the most exponential growth in number of users.  
 

Having developed propositions on the underlying dynamics that drive the value of a user, these propositions 

will be applied in the following sections when interpreting our findings. It should be stressed that their purpose 

is not to be tested statistically.   
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4.2.5. Summary and Framework 

Valuing digital platforms is challenging for two fundamental reasons. First, given the novelty of the technology, 

platform companies are often young and have little track record or comparable peers. Second, since young 

platforms often generate little revenues, are unprofitable and have no significant assets on their books, valuing 

them based on users becomes the best alternative. However, because of information non-disclosure and 

opaque accounting practices, valuing platforms based on user data has practical limitations.  

Accepting the impracticality of user-based valuation – and emphasizing the need for better information dis-

closure –, a framework that extends intrinsic valuation approaches to value platforms using user data was 

presented. The framework distinguishes between new and existing users to enable analysis of return on in-

vestment associated with acquisition costs. Finally, the findings from the previous section on platform strategy 

and this section on platform valuations were combined to develop propositions on user value dynamics. These 

propositions will be applied in the following sections when interpreting the findings. 

Combining this framework on user-based valuation and the framework on platform strategy presented in the 

previous section constitutes the complete framework, which will be applied in the case studies in chapter 6. 

The complete framework is presented on the next page.  
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5. QUANTITATIVE MARKET ANALYSIS 
 

 

This chapter relates to the fifth research question. Before applying the framework on the case companies, in 

this chapter, we complement our literature-driven insights from chapter 4 with a quantitative assessment of 

publicly traded platforms. The purpose of this chapter is to obtain a market-level understanding of relations 

between platform strategy and enterprise value, before diving into the specific cases.  

More specifically, we segment a sample of 44 digital platforms based on what revenue model they apply (11 

advertisement-based platforms, 11 subscription-based platforms, 11 transaction-based platforms and 11 free-

mium-based platforms, respectively), and examine how these different types of platforms perform relative to 

each other and relative to traditional non-platform companies. Accordingly, the chapter is structured as fol-

lows: 

1. Data Collection and Sample Construction 

2. Comparison of Financial Performance Across Platform Types 

3. Summary 

 
 

5.1. Data Collection and Sample Construction 
 

 

Data Collection 

Data for the quantitative analysis has been obtained through the databases, S&P Global Capital IQ and FactSet, 

and has been cross-checked to ensure reliability. Furthermore, industry-specific data, such as number of 

monthly active users (MAU), has been manually collected through company reports, since such information is 

rarely available via databases. The reliability of the collected data is considered relatively high, given standard-

ized accounting rules and approval from independent accountants. That being said, a constraint to the validity 

of the data is the usage or different accounting standards across countries, e.g. GAAP in the US and IFRS in 

Europe. This can have a negative impact on the comparability of the numbers, yet the impact from this is 

considered relatively insignificant and acceptable. What is more critical, however, is the lack of standardized 

definitions of user metrics. To exemplify, what platform companies define as an “active” user varies across 

industries and firms. While this limit the reliability of the collected data, adjusting for such differences across 

all the companies in the samples would have been extremely tedious and more or less impossible to do in a 

consistent way. Given the purpose of the analysis, this imperfection has been accepted. 
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Sample Construction  

While a traditional approach for collecting financial data would be to use the GICS industry classification stand-

ard, there is no “industry of platforms” in official statistics, as platforms are technologies which come in many 

varieties and can span across a wide range of industries (Wharton, 2016). To exemplify, the two ridesharing 

marketplaces, Lyft and Uber, are classified to belong in the Road and Rail industry (GICS, 2019). This is a com-

prehensive classification, and identifying platforms within such a broad scope is tedious. To overcome this 

problem, we first constrained our search to listed companies, as this category of firms generally reports much 

more detailed data about users than private firms (Leskin, 2018). We then scoped our search to only include 

companies that; i) generate at least $100 million in annual revenue, ii) have a market value of at least $100 

million, and iii) are fully or partly classified to operate within the Information Technology industry. Further-

more, we complemented the output from this search with lists of platforms which we had found in various 

market reports. Combined, this resulted in a list of 3.450 public companies. To condense this, we conducted four 

steps. These are summarized in Exhibit 14 below.  
 

 

Exhibit 14: Funnel Approach – Sample Construction 
Source: Author’s creation. Company data extracted from FactSet and Capital IQ. 

 

 
1. Platform business model: The first exclusion criteria involved determining if the company was a plat-

form company or not. This was done by first searching for specific keywords in the company descrip-

tion, such as "platform", "network", "aggregator" or "marketplace". This reduced the list considerably. 

Hereafter we manually read the company descriptions and looked up the companies on the internet, 

to assess if they could be categorized as platforms. For determining this, we; i) followed our applied 

platform definition (as previously described), ii) only included companies which we both agreed could 

be categorized as a platform, and iii) only included platforms operating either a subscription model, a 

freemium model, an advertisement model or a transaction model (for the purpose of this analysis). 

3.450 companies

223 companies
1. Platform business model

130 companies
2. Financial and historical data

60 companies
3. Industry-specific data 

44 companies
4. Sample size alignment

#32 #20 #44 #127

#18 #15 #20 #78

#14 #12 #15 #29

Subscription Freemium Advertising Transaction

#11 #11 #11 #11

Number of companies#
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Furthermore, as per our focus on “pure” platforms, so-called “integrated platforms” (as previously 

described) were also excluded. This led to a sample of 223 platform companies. 

2. Financial and historical data: The second criteria was excluding companies where we could not obtain 

the necessary financial information from the databases, including, revenue, gross profit, EBITDA and 

enterprise value, and which had less than two years of historical data as a public company. This led to 

a sample of 130 platform companies. Historical data for more than the last two years would have 

strengthened the analysis, but due to the novel nature of platform business, we found that increasing 

this threshold reduced the sample to unacceptable levels.  

3. Industry-specific data: Given the purpose of this chapter, industry specific-data was necessary. More 

specifically, we needed data on number of active users (i.e. MAU or DAU4) to calculate ARPU (Average 

Revenue Per User) and AMPU (Average Margin Per User). As this information is not to be found in 

databases within our reach, we had to collect it manually by looking through company reports. Con-

sequently, companies which did not report MAU or DAU on a yearly basis were excluded. This led to 

a sample of 60 platform companies. 

4. Sample size alignment: Lastly, while we had ended up with a rather small sample size (limiting the 

validity our generalizations), we wanted to ensure comparability across the four different sub-samples 

(by sub-sample, we refer to the four different revenue models). Thus, we made the four sub-samples 

equally big, and since the freemium sub-sample included the lowest number of companies, we ex-

cluded companies from the other three samples until all four groups were equally big. The applied 

exclusion criteria for this was data availability and led to a sample of 44 platform companies – with 11 

in each sub-sample. A short description of each company, as well as company-specific financial data 

and user data, is to be found in Appendix 1.1, although such micro-level knowledge is not necessary 

to understand the rationales presented in the following analysis.  

 

Benchmark Groups 

Apart from the four sub-samples, for benchmarking and comparability purposes, two more sample groups 

were constructed; integrated platforms and a global index. The integrated platforms-group consists of infor-

mation technology companies, which have integrated one or more platforms to complement their core, non-

platform, business (Evans & Gawer, 2016). This group consists of 11 companies, including Apple, Amazon, and 

Google (Appendix 1.1). The second group consists of the global S&P market index, excluding companies in-

cluded in the other samples. In the remainder of this chapter, when we refer to the "platform groups" or 

                                                             
4 MAU = Monthly Active Users / DAU = Daily Active Users. 
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"platform samples", this does not include either the integrated platforms or the index group (i.e. the two 

benchmark groups).   

 

5.2. Comparison of Financial Performance Across Platform Types  
Having emphasized how platform companies are different from “pipeline” companies, this section aims to dig 

a bit deeper by examining how different types of platforms perform relative to each other and relative to 

traditional non-platform companies. More specifically, we compare the four platform samples, across the be-

low dimensions, and – when applicable – also compare with the two benchmark groups: 

I. Maturity, Profitability and Market Value Uncertainty 

II. Average Revenue Per User (ARPU) and Average Margin Per User (AMPU) 

III. Profitability and Growth Expectations  

IV. Relative Valuation Benchmarking 

 

I. Maturity5, Profitability and Market Value Uncertainty 

One of the key reasons why platforms are difficult to value is because they are often very young firms, priori-

tizing top-line growth over profitability. As emphasized by Damodaran (2010) and numerous other econo-

mists, maturity has implications on value. To exemplify, in the advertising segment, Facebook is a relatively 

mature platform with high margins and a medium growth rate (Appendix 2.1), whereas Snapchat is in the 

growth phase and unprofitable, still having to prove that it can monetize its business (Appendix 2.1).  

To examine this relationship between maturity, profitability and market value, in the below chart we have 

plotted the IPO date of the companies in the platform sample on the X-axis, versus their respective profit-

margin6 on the Y-axis. Each bubble represents a platform and its size reflects its relative market value. As the 

reader will notice, the IPO dates of the companies are clustered around 2010-2018 with a slow-down in IPO's 

from 2003 to 2010. This clustering can, plausibly, be explained by the dotcom bubble in 2000 and the financial 

crisis of 2007-08, as well as shifts in venture capitalist interest and the introduction of the smartphone in the 

early 2010's. A further examination of each platform type is presented below: 

 
 

                                                             
5 In this chapter, when referring to maturity, we refer to time since IPO (unless otherwise stated).  
6 Profit margin in Exhibit 15 has been calculated as Net Income/Revenue. 
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Exhibit 15: IPO Dates, Profit-Margin and Market Size of the Four Platform Groups 
Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

 

1. Subscription platforms: The youngest companies in the sample, with an average IPO month of February 

2017, are the subscription platforms. This is in line with literature stating that subscription services are a 

new and growing business model (McCarthy & Fader, 2017c). From studying the Y-axis, it is evident that 

these firms are characterized by low (relatively speaking) profit margins. More specifically, the average 

profit margin from 2016-18 was 4.9%, thus representing the second-least profitable platform group (Ap-

pendix 2.1). This can be explained by the young age of this group, as well as high customer acquisition costs, 

as emphasized in chapter 4.  

2. Freemium platforms: With an average IPO month of November 2015, the freemium platforms represent 

the second-youngest group. In accordance with the young age of this group, these companies are charac-

terized by low (relatively speaking) profit margins. In fact, with an average profit margin of -2.3% from 

2016-18, this was the least profitable of the four groups (Appendix 2.1), and the only one being unprofita-

ble. Although this group is still young, its unprofitability is somewhat surprising given that it is characterized 

by lower customer acquisitions costs, relative to the subscription model. This can be explained by lower 

customer loyalty and (as the next section will show) that this group exhibits lower ARPU. 

3. Advertisement platforms: With an average IPO month of March 2012, the advertising group is the second-

oldest and relatively mature. The advertisement platforms are clustered around 2012-2014, where e.g. 

Facebook, Twitter, Momo and Yelp went public (Appendix 2.4). Since 2014, only Snapchat has gone public 

in this group. Accordingly, this group is relatively profitable – with an average profit margin of 12.6% from 
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2016-18 it is in fact the most profitable group (Appendix 2.1). Apart from maturity, this can also be ex-

plained by the minimal customer acquisition costs associated with this model, as well as social media plat-

forms' ability to generate significant cross-side and same-side network effects, as described in chapter 4.   

4. Transaction platforms: The transaction group is the most mature of the platform samples, with an average 

IPO month of February 2011. However, many companies are still going public in this segment, including 

Lyft in March 2019, and Uber which is also expected to go public in 2019 (Mabud, 2019). The transaction 

sample is particularly concentrated around marketplaces and travel booking (Appendix 1.1), and with a 

profit-margin from 2016-18 of 7.6%, it was the second-most profitable platform group (Appendix 2.1). 

Aside from maturity, the relatively high profitability of this group can be explained by its high ARPU-growth 

potential, as well as relatively low customer acquisition costs, as emphasized in chapter 4.  
 

Across all four groups, from observing horizontally, it is evident that there is a clear relation between maturity 

and market value. From studying 2015 and onwards, no group-leading platforms (in terms of market value, 

i.e. bubble size) have gone public. Also, from observing vertically, it is clear that companies with high margins 

often also tend to be the most valuable. While this is no surprise, it emphasizes that user and revenue growth 

is not enough to become a group-leading platform (in terms of market value) – sooner or later, investors will 

demand margin expansion.  

 

Market Value Uncertainty 

Having emphasized the difficulty of valuing young firms and examined relations between maturity, profitability 

and market value for the different platform types, inspired by Schumpeter (2017), we have also attempted to 

numerically assess the degree of uncertainty, or ‘speculation’, associated with their value. One way to assess 

if investors are overly optimistic and a ‘bubble’ is underway, is to calculate how much market value is expected 

to be realized in the near future, versus how much is expected further out in the future. Following this ra-

tionale, we have segmented the market value of the sample companies in three components; i) cash held, ii) 

estimated net income in the next three years (2019-21), and iii) a residual value representing the market value 

that is expected to be realized after 2021 (Schumpeter, 2017). The findings for the respective groups, including 

the two benchmark groups, are summarized in Exhibit 16 below: 
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Exhibit 16: Market Value Allocation of Platform Samples and Benchmark Groups (Market Value, %) 
Source: Author’s creation, inspired by Schumpeter (2017). Data extracted from FactSet and Capital IQ. 

 

 

 In the exhibit, the grey area represents the value that is expected to be materialized after 2021. Thus, the 

proportion of this component can be used as a proxy for speculation/uncertainty associated with the value of 

the group – although it is, of cause, not a perfect predictor (Schumpeter, 2017). From studying the graph, it is 

clear that the platform groups, including integrated platforms, are more ‘speculative’ relative to the S&P index. 

Given what we have learned about platform strategy and valuation – and the fact that such companies are 

often considered growth stocks (as opposed to value stocks) (Parker, Alstyne, & Choudary, 2016a) –, this is 

not surprising. Across the four platform groups, on average 86% of their value is expected to be realized after 

2021. Particularly, we note that the freemium segment is the most ‘speculative’ and the advertisement seg-

ment is the least ‘speculative’ of the four platform samples. This can be explained by the fact that the adver-

tisement segment is somewhat mature, whereas the freemium segment is much younger and also character-

ized by smaller companies (in terms of market size, as per Exhibit 16).   

 

II. Average Revenue Per User (ARPU) and Average Margin Per User (AMPU) 

As emphasized in chapter 4, data required to value users is often not disclosed or only opaquely provided by 

platform companies (Damodaran, 2018). With lacking accounting standards within this area, assessing the 

value of users or communities based on such data is fraught with uncertainty. This is problematic since user 

metrics are becoming increasingly utilized by tech-entrepreneurs, when seeking funding. Important user met-

rics include churn (percentage of customers leaving), ARPU and number of active users (BCG, 2019).  

Given our applied exclusion criteria, all the companies in the platform samples disclose their number of active 

users (MAU or DAU) on a yearly basis, enabling us to calculate ARPU (computed as revenue divided by number 

of active users) and AMPU (computed as EBITDA divided by number of active users). In this section, we exam-

ine how these figures vary across the four different platform samples. More specifically, as illustrated in Exhibit 
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17 below, we have plotted AMPU along the X-axis and ARPU up the Y-axis. The size of the bubbles represents 

the average number of active users across the companies in the four sample (MAU or DAU).  

 

Exhibit 17: Average Margin Per User (AMPU) and Average Revenue Per User (ARPU) 
Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

From studying the exhibit, it can be seen that the subscription and freemium models are characterized by 

lower AMPU as well as fewer users, yet higher ARPU, relative to the more mature models, advertising and 

transaction, which exhibit higher AMPU, significantly more users and lower ARPU. As elaborated below, this 

confirms many aspects from our assessment in chapter 4: 

§ Subscription and freemium platforms: The subscription model exhibits the highest ARPU, which makes 

sense given the contractual nature of such companies, causing users to be loyal/locked-in and thus paying 

on a frequent basis. While this is an attractive attribute from a predictability perspective, the subscription 

fee has the downside that it works as a barrier of entry, causing frictions with network effect. This explains 

the few users on these platforms, relative to the advertisement and transaction platforms. Also, the sub-

scription model exhibits the lowest AMPU, which can be explained by the higher customer acquisition 

costs associated with this model, as previously emphasized.  
 

Being a hybrid between the advertisement and subscription model, many of the same arguments can be 

applied to the freemium segment. While this model is characterized by lower ARPU (because users can 

use parts of the service for free), it has the upside that attracting users is ‘easier’ and thus cheaper, which 

explains the higher AMPU. Consequently, we see this group to have a higher number of users relative to 

the subscription group. 
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§ Advertisement and transaction platforms: From observing the more mature platform groups, advertise-

ment and transaction, these models – and particularly the advertisement model – are characterized by a 

much higher number of users. This makes sense given the trade-off between barriers to join (i.e. sub-

scription vs. free entry) and user quantity, as discussed. In line with previous reasoning, they also exhibit 

lower ARPU relative to the two other models, and their higher AMPU can likely be explained by their 

maturity and the fact that they are characterized by lower customer acquisition costs.  

Finally, it should be emphasized that the size of the four bubbles, which represents number of active users, is 

greatly influenced by a few dominant companies in each category, particularly Netflix (subscription), Spotify 

(freemium), Facebook (advertisement) and PayPal (transactions). As previously mentioned, in some cases, vir-

tuous feedback loops ignited by network effect, create winner-takes-all markets (Canning & Kelly, 2015). While 

these companies – except maybe for Facebook – do not represent monopolies, their substantial number of 

users exemplifies this point.   

 

III. Profitability and Growth Expectations 

The stereotype that media often portray of digital platforms is a Silicon Valley unicorn characterized by ag-

gressive growth and negative earnings (Lee, 2018). With companies such as Uber and Snapchat, this is some-

times true. However, as previous sections and this section will illustrate, the platform landscape is much more 

nuanced than that. In this section, we switch our focus from industry-specific metrics to traditional, financial 

metrics, by examining historical and forecasted profitability and growth levels across the different platform 

types. Furthermore, we compare these figures with our two benchmark samples; integrated platforms and 

the S&P Global Index.  

 

Profitability Margins 

In this sub-section, we examine historical (2016-18) and forecasted (2019-21) profitability margins across the 

different samples, more specifically; gross profit margin, EBITDA margin and net income margin. The fore-

casted data is obtained from FactSet and Capital IQ and represent an average across estimations conducted 

by different sources, including banks and industry reports. The findings are summarized in Exhibit 18 below. 

First, we examine the two benchmark samples, and hereafter we turn our focus to the four platform types. 
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Exhibit 18: Historical and Expected Profitability Margins 
Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

In the exhibit, gross margin is highlighted as the best value indicator for platforms of the three alternatives. 

This is because most of the companies in the four platform samples are in the growth phase and thus not 

optimized for bottom line profitability (Parker, Alstyne, & Choudary, 2016a). That being said, in the following 

analysis, we have chosen to mainly focus on the EBITDA margin. This metric is considered a relatively reliable 

indicator of a company's operational efficiency and financial soundness because it enables investors to focus 

on a company's baseline profitability without capital expenses factored into the assessment. For that reason, 

EBITDA is also the most commonly used metric for valuing companies (Koller, Goedhart, & Wessels, 2015). 

Furthermore, the comparability across the platforms and the benchmark groups is greater for EBITDA than for 

gross margin, because it is a less life-cycle dependent metric (Damodaran, 2010). 

 

Benchmark samples: From studying the integrated platform benchmark sample, it is clear that this segment 

exhibits higher margins than the four “pure” platform types in terms of both EBITDA and net income. This 

explains why some platforms eventually start developing their own proprietary content/products/services, 

e.g. Netflix starting to produce movies and Spotify to produce podcasts (Sprangler, 2017). From studying the 

historical EBITDA- and net income margin of the S&P Index, the four platform samples were, on average, 

slightly underperforming relative to the benchmark groups. However, looking at the forecasts, they are ex-

pected to catch up as they mature – with the difference being particularly evident at the net income level.  
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Platform-type samples: In the below table, the profitability of the four different platform samples is examined 

individually, particularly by focusing on the EBITDA margin. On the right side, for the respective groups, we 

have illustrated companies which are driving the average EBITDA margin up, down or at par (Appendix 2.1):  

 

General development… …driven by 

Subscription platforms: 

From 2016-18, the EBITDA margin was 8%, and is expected to grow to 13% during 2019-21 – 

slightly lower than the S&P forecast level of 16%. The EBITDA margin of the subscription sample is 

the lowest amongst the four platform groups. This can be explained by high customer acquisition 

costs and that it is still a relatively immature business model, as previously discussed. 

In terms of gross and net income margin, the indication is the same as with the EBITDA-margin, 

but expected to increase at a marginal level.  

 

 Sirius XM 

 Cars.com 

 Ellie Mae  

® Netflix 

¯ Yext  

¯ Cloudera 

¯ Smartsheet 

Freemium platforms: 

From 2016-18, the average EBITDA margin was 12%, and is expected to grow to 18% during 2019-

21 – thus slightly exceeding the S&P forecast level of 16%. As previously illustrated, the freemium 

samples exhibit higher AMPU than the subscription sample, partly because customer acquisition 

is cheaper, and partly because of monetization via advertisements, which can be quite profitable 

as illustrated by the high margins of the advertisement sample.  

In terms of gross margin, we observe only a 1%-point increase during the forecast period, whereas 

net income margin is expected go from being the most unprofitable category at -2%, to become the 

second-most profitable platform type during 2019-21, with an expected margin of 10%. This is par-

ticularly driven by 5 companies, that went public around 2017, starting to mature (Appendix 2.4).  

 

 Match Group 

 Info Edge 

 Dropbox 

® Splunk 

¯ Spotify 

¯ Box 

¯ LiveXLive 

Advertising platforms: 

From 2016-18, the EBITDA margin was 27%, and is expected to grow to 28% during 2019-21. With 

such high margins, this is by far the most profitable of the four platform samples, almost reaching 

the level of the integrated benchmark sample, consisting of e.g. Google, Apple and Microsoft. The 

high margins can be explained by the facts that the model is characterized by low customer acqui-

sition costs and is relatively mature, as previously discussed.    

In terms of gross and net income margin, the indication is almost the same as EBITDA-margin, but 

the gross margin is expected to take a slight hit – although it is still the highest across all groups.  

 

 Facebook 

 Kakaku.com 

 Mixi 

 Twitter 

® TripAdvisor  

® Yelp 

¯ Snap 

Transaction platforms: 

From 2016-18, the EBITDA margin was 18%, and is expected to grow to 19% during 2019-21 – 

thus exceeding the S&P forecast level of 16% by 3%-points. The moderate and stable margin-level 

 

 Booking 

 eBay 

 Just Eat 

 Very high   ® moderate   ¯ Very low  
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is partly because this model is characterized by low-to-medium customer acquisition costs, and 

because it is the most mature of the four platform samples, as previously discussed. 

In terms of gross and net income margin, contrary to the other three platform types, the transac-

tion sample is the only segment to expect slight decreases across both these margins. Again, this 

can to some extent be attributed to the sample’s maturity. 

® Grubhub 

¯ Groupon 

¯ Zooplus 

¯ Wayfair 

 

Revenue and Profitability Growth 

In this sub-section, we examine historical (2016-18) and forecasted (2019-21) revenue and profitability growth 

across the different samples, more specifically; sales CAGR7, gross profit CAGR and EBITDA CAGR. The findings 

are summarized in Exhibit 19 below. First, we examine the two benchmark samples, and hereafter we turn our 

focus to the four platform types. 
 

Exhibit 19: Historical and Expected Revenue and Profitability Growth  
Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

 

Growth is particularly interesting to examine in the context of platforms because growth (as opposed to prof-

itability) is the main reason why many inventors allocate resources to such companies (Choudary, 2016). In 

line with this and previous arguments, in the above exhibit, sales growth and gross profit growth have been 

highlighted as the best value indicators of the three alternatives. EBITDA is included to enable comparison 

with the previous sub-section on margin expectations.  

Benchmark samples: From studying the integrated platform benchmark sample, this group has historically 

grown more or less in line with the platform samples, except for the subscription segment which has been 

                                                             
7 CAGR = Compounded Annual Growth Rate 
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lacking behind but is expected to pick up during the forecast period. Comparing with the S&P Index, all plat-

form samples, including the integrated platforms, are growing significantly faster, more specifically about 2-3 

times faster, on average. This supports the statement by Parker, Alstyne & Choudary (2016) that a platform 

business can grow much faster than a traditional non-platform businesses.  

Lastly, it is somewhat puzzling that the integrated platform sample has grown, and is expected to grow, at a 

faster rate than many of the four – much less mature – “pure” platform samples. Again, this explains why some 

platforms eventually start developing their proprietary products or services – not only can this combination 

lead to higher margins (as we found in the previous sub-section) but also to higher growth rates. 

 

Platform-type samples: In the below table, the historical and expected growth of the four different platform 

samples is examined individually, particularly by focusing on Sales CAGR. Similar to the previous table, on the 

right side, we have illustrated companies which are driving the average Sales CAGR up, down or at par (Ap-

pendix 2.1): 
 

 

General development… …driven by 

Subscription platforms: 

From 2016-18, sales CAGR was 13%, and is expected to increase by 4%-points during 2019-21, to 

17%. When comparing with the other three platform samples, the subscription model has histor-

ically grown at the slowest pace but is expected to become the second-fastest growing platform 

type in the near future. This growth is in line with literature stating that subscription services are 

a new and growing business model, with more consumers and companies wanting to pay for prod-

ucts and services on a predictable, on-going basis (McCarthy & Fader, 2017c).  

In terms of gross profit and EBITDA CAGR, we also observe substantial growth across these met-

rics, indicating that the subscription platforms will enhance their profitability during 2019-21. In 

fact, the subscription model is the only platform sample to expect growth increases across all three 

figures.   

 

 Netflix 

 Cornerstone 

 Cargurus 

® Sirius XM  

¯ Smartsheet 

¯ Yext 

¯ Blue Apron 

Freemium platforms: 

From 2016-18, sales CAGR was 31%, and is expected to decrease by 12%-points during 2019-21, 

to 19%. While this is a drastic drop, it should be kept in mind that the historical sales CAGR was 

extraordinarily high. Furthermore, with the lower revenue predictability of this model, relative to 

the subscription model, revenue fluctuation must be expected.  

In line with revenue, gross profit CAGR is expected to take a hit of 11%-points, whereas EBITDA 

CAGR is expected to increase from 26% to 35%. With decreasing revenue growth expectations and 

substantial EBITDA margin expansion, the freemium platforms in the sample seem to be maturing.  

 

 Splunk 

 SVMK  

 Eventbrite 

 Hubspot 

 Splunk 

 Match 

® LiveXLive 

 Very high   ® moderate   ¯ Very low  
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Advertising platforms: 

From 2016-18, sales CAGR was 33%, and is expected to decrease by 21%-points during 2019-21, 

to 12%. This means that the advertising model is expected to go from being the fastest-growing 

segment to becoming the slowest-growing segment, relative to the four platform samples and the 

integrated benchmark sample. This drastic decrease can be explained by the maturity of this seg-

ment, as well as the increasing focus on data-security, which has led several social media platforms 

(including Facebook) to reduce their growth expectations (Kanter, 2018).  

In line with revenue, gross profit CAGR is expected to take a hit of 11%-points, and EBITDA CAGR 

is expected to remain at 18%. Indeed, this segment seems to have matured.  

 

 SINA 

 Inixigexn 

 Facebook  

® Twitter 

® TripAdvisor 

® Kakaku.com 

¯ Mixi 

Transaction platforms: 

From 2016-18, sales CAGR was 19%, and is expected to decrease by 5%-points during 2019-21, to 

14%. Being the most mature group in terms of average IPO month (February 2011), a reduction in 

top-line growth expectations is not surprising. That being said, several companies are still going 

public in this segment, including Lyft in March 2019, and Uber in May 2019 (Mabud, 2019). 

These are not represented in the sample.  

In line with revenue, gross profit CAGR is expected to take a hit of 6%-points, whereas EBITDA 

CAGR is expected to increase from 18% to 22%. With decreasing revenue growth expectations and 

EBITDA margin expansion, the transaction platforms in the sample seem to be maturing. 

 

 Grubhub 

 Just Eat 

 Wayfair 

 PayPal 

® Ocado Group 

® eBay 

¯ Groupon 

 

IV. Relative Valuation Benchmarking 

In this last comparison, we examine valuation multiples across the different samples. Multiples are the pro-

portion of one financial metric (e.g. Enterprise Value, EV) to another financial metric (e.g. EBITDA). It is a useful 

and simple way to compute a company’s value and compare it with other businesses, and it is often used as a 

complementary sanity-check to intrinsic valuation approaches (NonGAAP, 2015). In the case studies, we com-

plement our intrinsic user-based valuations with the multiples from this section to compare results and con-

duct sanity-checks.  

When valuing established and profitable companies, analysts often apply EV/EBITDA, EV/EBIT and Price/Earn-

ings multiples. However, with younger companies, it often makes better sense to apply EV/sales or EV/gross 

profit, because determining the value of a private company with negative or low profits using EBITDA or EBIT, 

can be misleading (Damodaran, 2010). In line with this argument, in the below exhibit, EV/sales or EV/gross 

profit are included and have been highlighted as the best value indicators of the three alternatives. Further-

more, EV/EBITDA is included to enable comparison with previous sections.  
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Exhibit 20: Historical and Expected Valuation Multiples 
Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

Benchmark samples: From studying the exhibit it is clear that the integrated platforms as well as the four 

“pure” platform samples exhibit much higher EV/sales multiples relative to the S&P market index. A high 

EV/Sales means in this case, high growth expectations are incorporated in the enterprise value but not realized 

in the form of sales, yet (Appendix 2.2). Thus, the future prospects for these companies are high, in terms of 

growth expectations, and at the same time, many investors have faith in these platforms to generate positive 

cash flows in the future. 

This pattern of high multiples becomes much less clear when moving from sales multiples to gross profit and 

EBITDA multiples. While the sales multiples skew towards valuations much higher than the S&P-index, EBITDA 

multiples suggest valuations much closer to the market level – although, they are still slightly above.  

 

Platform-type samples: In the below table, the historical and expected valuation multiples of the four differ-

ent platform samples are examined individually, particularly by focusing on EV/sales. Similar to the previous 

tables, on the right side, we have illustrated companies which are driving the average EV/sales multiple up, 

down or at par (Appendix 2.3): 

 

General development… …driven by 

Subscription platforms: 

From 2016-18, EV/sales was 6.0x, and is expected to decrease to 5.5x during 2019-21. This illus-

trates that investors, on average, are willing to pay six times the value of the sales for the subscrip-

tion companies. Historically, the subscription model represented the second-highest sales multi-

ple, and is expected to become the highest across all samples during the forecast period.  
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Regarding EV/EBITDA, this multiple varies from -100x to +100x in the sample (Appendix 2.3), due 

to some companies exhibiting negative or low EBITDA (e.g. Yext), whereas others are highly prof-

itable (e.g. Netflix). Thus, interpreting the average of this is not meaningful.  

¯ Smartsheet 

¯ Yext  

Freemium platforms: 

From 2016-18, EV/sales was 8.1x, and is expected to decrease to 4.9x during 2019-21. Historically, 

the freemium model represented the highest sales multiple, but is expected to become the sec-

ond-highest across all samples during the forecast period. 

Regarding EV/EBITDA, similar to the subscription model, this multiple varies substantially across 

the companies in the sample. Interpreting the average of this is therefore also not meaningful, and 

similarly, the variation can be partly explained by the immature nature of this model.  

 

 Hubspot 

 SVMK 

® Splunk 

¯ Eventbrite 

¯ LiveXLive 

¯ Box 

¯ Spotify 

Advertising platforms: 

From 2016-18, EV/sales was 4.1x, and is expected to decrease to 3.8x during 2019-21. Thus, it is 

trading lower than the subscription and freemium samples, which, plausibly, is driven by the fact 

that it is a more established model. It is, however, still trading much higher than the S&P index.  

Consisting of more mature companies, applying an EV/EBITDA multiple on this sample is much 

less misleading, compared to the previous two samples. Here, we observe a decrease from 13x to 

11x, which is in fact below the S&P index of 12x in 2019-21. Apart from maturity, a possible reason 

for this reduction is the increasing focus on data-security, which has led several social media plat-

forms to scale down expectations, as previously mentioned (Kanter, 2018).  

 

 Meet Group 

 Yelp 

® Twitter 

® Facebook 

® Mixi 

® Momo 

® Snap  

Transaction platforms: 

From 2016-18, EV/sales was 3.5x and is expected to remain the same in 2019-21. Thus, the trans-

action platforms exhibit the lowest average EV/sales multiple of the platform samples, including 

the integrated benchmark sample. This relatively low sales multiples can be explained by the fact 

that it is the most mature of the four platform groups – although it is still quite close to the level 

of the advertisement segment as well as the integrated benchmark sample.  

On the other hand, when looking at the EV/EBITDA multiples, the transaction model is the highest-

trading platform type. As with the advertisement model, EBITDA multiples for this segment is a 

relatively good value indicator given its maturity.  

 

 Grubhub 

 Zalando 

® Just Eat 

¯ Booking 

¯ Wayfair 

¯ Ocado Group 

¯ Zooplus 
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5.3. Summary 
The purpose of this chapter was to obtain a quantitatively-driven understanding of relations between platform 

strategy and enterprise value, before diving into the specific cases. We have done so, not only by assessing 

how platforms perform relative to non-platforms, but also by assessing how different types of platforms per-

form relative to each other, and how they are driven by different user value dynamics. While these generali-

zations have limited direct applications in a concrete case contexts, complementing our qualitative and con-

ceptual findings from chapter 4 with quantitative analysis, has improved our understanding of the general 

problem area and thus developed a foundation for better case analysis. In the below table, we have summa-

rized key findings from this chapter as well as the previous chapter.  
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User loyalty  

Annual renewal probability 

High  
High renewal  

probability 

Medium 
Medium renewal 

probability 

Low 
Low renewal  
probability 

Medium 
Medium renewal 

probability 

 

N/A N/A 

Revenue/user predictability 

Discount rate 

High 
Low discount  

rate 

High 
Low discount  

rate 

Medium 
Medium discount 

rate 

Low 
High discount  

rate 

 

N/A N/A 

Growth in revenue/user  
 CAGR in revenue/user 

Low 
Low CAGR in  
revenue/user 

Low 
Low CAGR in  
revenue/user 

Medium 
Medium CAGR  

in revenue/user 

High 
High CAGR in  
revenue/user 

 

N/A N/A 

Growth in number of users 

CAGR in # users 

Low 
Low CAGR in  

# users 

Medium 
Medium CAGR in  

# users 

High 
High CAGR in  

# users 

Medium 
Medium CAGR in  

# users 

 

N/A N/A 

Cost of adding new users 

Cost/new user 

High 
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Medium 
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Low 
Low cost per 

new user 
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Maturity 
Avg. IPO month 

Young 
Feb 2017 

Young 
Nov 2015 

Medium 
Mar 2012 

Medium 
Fed 2011 

 

Mature 
Jan 2004 

N/A 

Market value uncertainty 
Market value allocated after 2021 

Medium 
85% 

High 
89% 

Medium 
81% 

High 
88% 

 

Medium 
81% 

Low 
69% 

Revenue per user  
ARPU 2018 

High 
$352 

High 
$258  

Low 
$7 

Medium 
$105 

 

N/A N/A 

EBITDA per user 
AMPU 2018 

Low 
$5 

Low 
$20 

High 
$120 

Medium 
$80 

 

N/A N/A 

Growth expectations 
Sales CAGR 2019-21 

High 
17.0% 

High 
18.6% 

Medium 
12.1% 

Medium 
13.9% 

 

High 
16.7% 

Low 
4.2% 

Profitability expectations 
EBITDA margin 2019-21 

Low 
12.8% 

Medium 
18.1% 

High 
27.8% 

Medium 
18.6% 

 

High 
33.5% 

Medium 
15.2% 

Valuation 
EV/Sales E2019 

High 
5.5x  

High 
4.9x 

Medium 
3.8x  

Medium 
3.5x  

 

Medium 
3.6x  

Low 
1.6x 

 

Combining these insights, the following generalizations across the four different platform types can be made 

(in the following summary, when mentioning “high”, “medium” or “low”, we refer to the assessments in the 

table underneath). In chapter 7, we discuss the limitations of these generalizations further. 
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§ Subscription: The subscription model represents the youngest of the four platform samples, and it is 

characterized by high growth forecasts, yet low profitability expectations. Its high growth is driven by its 

superior ARPU as well as user loyalty, although it has relatively few active users. Its lacking profitability 

can be explained by immaturity and high customer acquisition costs, causing AMPU to be low. The aver-

age EV/sales forward multiple for the subscription segment is 5.5x, categorized as high.  
 

§ Freemium: The freemium model represents the second-youngest of the four platform samples, and it is 

characterized by high growth forecasts and medium profitability expectations. Although ARPU and user 

loyalty is less than for the subscription model, the model is on average more profitable because it has 

lower customer acquisition costs, is slightly more mature, and because it also monetizes from advertise-

ments. The average EV/sales forward multiple for the freemium segment is 4.9x, categorized as high. 
 

§ Advertisement: The advertisement model represents the second-most mature of the four platform sam-

ples, and it is characterized by medium growth forecasts and the highest profitability expectations. Alt-

hough it is characterized by the lowest ARPU, its medium growth is driven by the fact that this model 

attracts far more users than any of the other three models. It is the most profitable model with the highest 

AMPU, because of its superiority in terms of number of users and low customer acquisition costs, and 

because it is rather mature. The average EV/sales forward multiple for the advertisement segment is 3.8x, 

categorized as medium. 
 

§ Transaction: The transaction model represents the most mature of the four platform samples, and it is 

characterized by medium growth forecasts and medium profitability expectations. Growth is driven by its 

high quantity of users and medium ARPU and ARMU. The average EV/sales forward multiple for the trans-

action segment is 3.5x, categorized as medium. 
 

Furthermore, the analysis has shown that not all platforms are young, unprofitable and growing aggressively 

– the platform landscape is much more nuanced. While the companies in the four "pure" platform samples 

generally grow faster than the S&P index and receive high valuations, the high growth and profitability of the 

integrated platform sample, shows that there are clear advantages in also leveraging supply economics of 

scale, by eventually starting to  develop proprietary content/products/services, as exemplified by Netflix start-

ing to produce movies (Libert, Beck, & Wind, 2016b). As the following case studis of Spotify and Lyft will show, 

such integration can play a key role in expanding margins.  
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6. CASE STUDIES 
 

This chapter relates to the sixth (and last) sub-research question. Here, we apply the framework from chapter 

4 on the two chosen case companies, Spotify and Lyft. These case applications will shed light on the challenges 

of valuing digital platforms and how to mitigate them. Why specifically Spotify and Lyft have been chosen will 

be explained in this introduction. After the introduction, the remainder of this chapter is structured as follows:   
 

1. Case I: Spotify  

2. Case II: Lyft  

3. Summary 
 

In accordance with our framework, each case will be structured as summarized below. First, the case com-

panies will be briefly described (1). Next, we assess their strategic potential (2), and finally, we utilize a user-

based valuation approach to estimate their enterprise value (3).  

 

Strategic analysis: In assessing the strategic potential, we examine the 

companies’ historical growth and profitability, and, in turn, analyze their 

growth and monetization potential by applying the strategy framework. 

It should be emphasized that while all components in the strategy frame-

work have been used to analyze the respective companies, not all com-

ponents are included in the analysis – due to the scope of this thesis, 

space only allowed for elaboration on the most important aspects. The 

strategic analysis is summarized with a strategic assessment, which lays 

the foundation for the applied assumptions in the following valuation. 

 

User-based valuation: In accordance with our valuation framework, the 

model is based on a bottom-up approach, where the value of existing  

 

Case structure: 

 

1. Company description 

2. Strategic analysis 

§ Historical growth 

§ Growth potential 

§ Historical profitability 

§ Monetization potential 

§ Strategic assessment 

3. User-based valuation 

§ Value of existing users 

§ Value of new users 

§ Value of corporate drag 

§ Sensitivity analysis 

§ Benchmarking  
 

users, new users and corporate drag are determined and summarized to arrive at the enterprise value. For 

each of these components, the applied assumptions and calculations will be explicitly described. Because some 

assumptions have significant value impact and are fraught with uncertainty, following the valuations, a sensi-

tivity analysis is conducted. Here, we examine the impact from changes in key assumptions such as user 

growth, user retention, user revenue and user costs. Finally, each user-based valuation is benchmarked by 

complementing with valuations based on conventional approaches (DCF and multiples) and by comparing the 

results with their respective market prices and market consensus estimates. 
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Case choice: In the previous chapter, four revenue models have been examined; the advertisement model, 

the transaction model, the subscription model and the freemium model. Unfortunately, the scope of this the-

sis does not allow for four case studies of meaningful depth, although examining one company of each kind 

could have led to interesting and relevant comparisons. To ensure adequate depth of analysis, while still touch-

ing upon aspects related to all four models, the two companies, Spotify and Lyft, have been chosen. Lyft is a 

transaction-based platform, and Spotify is a freemium-based platform As a freemium platform, Spotify is a 

hybrid between the subscription and the advertisement model, meaning that it represents aspects from both 

types of models. Thus, while there are – admittedly – fundamental differences between the subscription, ad-

vertisement and freemium model, this case choice at least partly accommodates for the lack of case reach. 

The research limitations associated with our case studies will be further addressed in the final discussion in 

chapter 7.  

Furthermore, Spotify and Lyft were chosen, because they lived up to four key criteria: 

I. They are large platforms (in terms of number of active users and revenue) 

II. They are well-covered in media (meaning that there is lots of available secondary data) 

III. They provide sufficient user statistics to enable a meaningful user-based valuation 

IV. They are unprofitable (making them highly interesting cases given the focus of this thesis) 
 

The following case studies will be theme-colored in accordance with company logo colors; Spotify with green 

colors and Lyft with purple colors. 

 

6.1. Case I: Spotify  

6.1.1 Company Description 

Spotify licenses music from music labels and enables its sub-

scribers to stream it via app and website. It can be catego-

rized as a three-sided platform, with; i) record labels as the 

suppliers, ii) users who opt for different tiers of subscription, 

and iii) advertisers (Juan, 2018). Spotify was founded in 2006 

in Stockholm, by Daniel Ek and Martin Lorentzon, with the 

purpose of making music legal, affordable and seamlessly 

accessible, using streaming technology (Cuofano, 2018).  

 

Key figures (2018):  
 

• Revenue: €5259 million 
 

• Net income/loss: -€78 million 
 

• Number of active users: 212 million MAUs  
(96 million premium subscribers and 116 million 
freemium MAUs) 
 

• Market share: 36% of the global music stream-
ing subscription market 
 

• Geographic presence: 78 countries globally 
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Today, Spotify is the world’s largest music streaming subscription service with a community of 212 million 

users (MAUs), including 96 million premium subscribers, across 78 countries (MarketWatch, 2019). Spotify 

generates revenue via monthly subscription fees charged to premium subscribers and ad-revenues from non-

premium (i.e. freemium) subscribers (Modi, 2018). A freemium account has ads and lower quality audio, while 

a premium account has no ads, higher audio quality and offline capabilities (Easley & Benson, 2015). Although 

advertisement is a small source of revenues (approx. 10%), it is a key component of its customer acquisition 

strategy, since the freemium option serves as a funnel, driving more than 60% of Spotify total gross added 

premium subscribers in 2018 (Cuofano, 2018). 

 

6.1.2. Strategic Analysis 

Historical Growth 

Spotify is characterized by high, consistent historical 

growth. Over the last five years, the company has grown 

at an annual rate (CAGR) of 48%. In 2018, the company 

generated €5.3 billion in revenue, up 28% from 2017. To 

compare, year-over-year (YoY) growth for 2016-17 and 

2015-16 was 38% and 52%, respectively. Although still 

growing at a very high rate, the decelerating topline 

growth indicates that Spotify is starting to mature 

(Swahnberg & Soderpalm, 2019).               

Moving from financial metrics to user metrics, in Q4 

2018, Spotify had 212 million MAUs, of which 96 million 

(45%) were premium subscribers – about twice as many 

paying customers as its closest rival, Apple Music, with 50 

million (Swahnberg & Soderpalm, 2019). In Q4 2017, 

Spotify had 164 million MAUs in total, of which 71 million 

were premium subscribers, representing a YoY growth of 

32% and 51%, respectively.  

 

 

Out of Spotify's €5.3 billion in revenues in 2018, premium subscriptions accounted for 90%, and the remainder 

10% came from ad-supported MAUs, i.e. freemium subscribers. This split has remained constant since 2015 – 

although the company has managed to increase its proportion of premium subscribers from 30% to 45%, this 
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Exhibit 21: Revenue by segment & Number of users.  
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, 

FactSet and Capital IQ. 
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has been somewhat offset by a decline in ARPU on premium subscribers (Ingham, 2019a). Premium ARPU has 

decreased partly due to the introduction of student discounts and family bundling, and partly due to expan-

sions into emerging markets such as India, where ARPU for digital services are lower relative to Spotify’s main 

markets, Europe (37% of MAUs) and US (30% of MAUs) (Forbes, 2018).  

 

 

 

 

Growth Potential  

Network effects: Spotify’s business is founded on strong network effects, both cross-side and same-side; 

cross-side effects in the sense that more music on the platform creates value for consumers with a larger 

library, and more consumers on the platform increases the potential royalties for artists and labels; and same-

side network effects because of social media integration (incl. Facebook, Snapchat and Tinder) and sharable 

playlists, which allow users to listen to what their friends are listening to, thereby discovering new music 

(Everson, 2015). The following components of Spotify’s network play a key role in generating continuous 

growth for the company.  

1. Freemium concept: By offering the platform’s content for free – and eventually converting freemium 

users into premium subscribers – frictions with network effects are minimized. The freemium concept 

serves as a catalyst for the platform’s aggressive growth in users, and with more users, labels and 

artists are becoming increasingly dependent on Spotify. In other words, supplier power decreases. 
 

2. Social features: By integrating with social media platforms, Spotify is leveraging same-side network 

effects. Spotify users can subscribe to their friends to see what they are listening to and discover new 

music. This increases user interaction – the more users, the more playlists, the better the music dis-

covery (CSS, 2015). Having 30 million songs available, Spotify has over 1 billion playlists (Kazakov, 

2018). 
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Exhibit 23: Premium vs. freemium users. Source: Author’s creation. Data extracted 
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3. Lock-in design: As users expand their collection of saved songs and tailored playlists, they are increas-

ingly more likely to keep using Spotify because there is no feature to export user libraries outside of 

Spotify’s ecosystem (Kazakov, 2018). These switching costs serve as a strong barrier of entry to new 

competitors. Since offerings across music streaming services are not particularly differentiated (rela-

tive to film and TV platforms), locking in users to minimize churn is a key success factor (Juan, 2018). 
 

4. Data network effects: A key competitive advantage of Spotify is its algorithm. Using machine learning, 

the algorithm creates music discovery and personalized curation for listeners. The more users that 

Spotify can attract, the more data the company can collect, and, in turn, utilize to enhance user expe-

rience and further develop the business (CSS, 2015).  

 

Business development: From a business development perspective, the following four areas will be crucial for 

Spotify to continue driving high growth (ranked by time-horizon; from short-term to long-term):   

1. Geographic expansion: MIDiA Research predicts that 2019 will likely be the year that streaming sub-

scription growth slows in North America and Europe (Ingham, 2019a). Since these regions account for 

67% of Spotify's user base, to sustain high growth, the company will need to increase its activities in 

other regions. Much of Spotify's strong 2018 growth was fueled by emerging markets like Latin Amer-

ica, and it has a major opportunity in India, where 1.3 billion potential customers reside (Hassan, 

2018). Apple Music is currently available in 40+ countries that Spotify is not, and given that only 1% of 

the world pays for streaming music, geographic expansion remains a significant growth opportunity 

(Juan, 2018; Bezek, 2018). 
 

2. Strategic alliances: To compete with tech giants Apple, Google and Amazon in the streaming space, 

Spotify has the opportunity to grow via strategic alliances. Partnership with other enterprises can in-

crease the company’s market reach and impose strategic challenges against its competitors (Garcia, 

2019). Spotify has already leveraged strategic alliances when it partnered up with Samsung that made 

it the primary music streaming service on its mobile devices. Spotify can also attract users by bunding 

its product with those of telecommunication companies. For now, strategic alliances represent only a 

small percentage of revenue but constitutes a substantial growth opportunity in the near future. 

(Book, 2018) 
 

3. Non-music content: Similar to Netflix, Spotify is moving towards original content creation, and re-

cently the company announced plans to transition from being known as a music platform to being 

recognized as a leading audio platform. Spotify estimates that in a few years, more than 20% of its 

content will be non-music related, e.g. podcasts, audiobooks and video. To drive growth in this area, 
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in 2019 Spotify acquired two leading podcasting companies, Gimlet and Anchor (Sramanamitra, 2019). 

With these acquisitions, Spotify is positioned to become both the premier producer of podcasts and 

the global leading platform for podcast creators. However, these two acquisitions are only the begin-

ning. According to IAB, US podcast advertising revenues are estimated to grow to from $314 million 

in 2017 to $659 million in 2020. To exploit this opportunity, Spotify plans to spend €400-€500 million 

on podcast acquisitions in 2019 (Sramanamitra, 2019). 
 

4. Disintermediation of music labels: Currently, the music labels Universal, Sony, Warner and Merlin 

own the rights to approx. 80% of the streams on Spotify and have high bargaining power. As a result, 

Spotify paid 74% of revenues to labels in 2018. Signing artists directly by producing original content, 

similar to Netflix, could be a game-changer. It would give Spotify and artists a more generous share of 

royalties, and Spotify’s data analytics capabilities could potentially provide it with an edge over music 

labels in terms of identifying emerging talent and changes in consumer taste (Book, 2018). In the near-

term, this option seems unlikely, because Spotify would turn suppliers into competitors and risk ter-

mination of music supply. However, in the long-run, it seems to become increasingly likely. As a pro-

portion of revenue, “cost of revenues” – which are the royalties Spotify pays music labels – has de-

creased from 98% to 74% since 2011, indicating decreasing supplier power (Juan, 2018; Bezek, 2018). 

As Spotify’s bargaining power increases, the company is expected to eventually move into original 

music production.  

 

External factors: The following three external factors will likely have significant effect on Spotify’s growth 

potential (ranked by time-horizon; from short-term to long-term): 

1. Competitive pressure from tech giants: Spotify faces a wide variety of competition and particularly 

competition from tech companies with superior financial resources, such as Apple, Amazon, Google 

and Tencent, constitute a big threat. Spotify remains in the lead with 36% market share and, supported 

by a lead in preference among young listeners and scale in data insight, the company has achieved 

strong revenue growth relative to its competitors in its main markets in 2018 (Appendix 3.1). In the 

long run, however, the increasing competition is expected to decelerate Spotify’s revenue growth 

(Juan, 2018). 
 

2. Music label supplier power: If music labels manage to maintain a strong position in the value chain 

and play streamers up against each other, this could significantly decrease the expected revenue 

growth and margin expansion (Appendix 3.1) 
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3. Industry/artist criticism: Criticism regarding revenue sharing could discourage artists and music pro-

ducers from allowing their content on Spotify. For example, Taylor Swift and Jay-Z have pulled their 

music off Spotify. In fact, Taylor Swift received substantial media attention when Apple Music changed 

their artist payout, following her tweet regarding how artists are not being properly compensated 

(Easley & Benson, 2015). Apart from hurting Spotify’s brand, it made the platform less appealing for 

the millions of consumers who want Taylor Swift and Jay-Z on their playlist.  

 

Historical Profitability  

Spotify’s EBITDA for FY 2018 stood at -€11 million, repre-

senting a drastic improvement relative to the record low 

EBITDA of -€324 million it suffered in 2017. With reve-

nues increasing from $4.0 billion to €5.3 billion, the 

EBITDA-margin improved by 7.7%-points (from -7.9% to 

-0.2%) in 2018. Furthermore, in Q4 2018, operating in-

come, net income, and free cash flow were all positive 

(for the first time in the company’s history), indicating 

that Spotify is well on its way to become a profitable 

company. A key reason behind the company’s improving 

profitability is the decrease in “cost of revenues”, i.e. roy-

alties to labels. As a proportion of revenue, this cost 

group has decreased from 98% to 74% since 2011 

(Zanoni, 2019).  
 

That being said, Spotify is not expecting to end 2019 with positive numbers on the bottom-line. The company 

forecasts an operating loss for FY 2019 of €200-€360 million, partly because of plans to spend €400-€500 

million on acquisitions (Ingham, 2019a). 

 

Monetization Potential 

The following three factors are considered crucial for Spotify’s future monetization potential: 

1. Scale: Spotify's value proposition rests on improved operating margins through scale, and a large por-

tion of the improvement has to come from continuing to reduce content costs (i.e. royalties). As the 

company grows larger, Spotify aims to negotiate lower royalties, and historically this has allowed the 

gross margin to increase from 12% in 2015 to 26% in 2018. Spotify has a goal of increasing it to 30%-
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35%, implying that it sees content costs dropping to 65%-70% of revenues (Zanoni, 2019). Realizing 

that, while still keeping artists and labels satisfied enough to participate on the platform, will become 

increasingly challenging to balance. The music label business is very consolidated, and with intensify-

ing competition and some major artists already opting out, the potential for further margin improve-

ment might reach a saturation-point in the short- to mid-term.  
 

2. Competitive price pressure: While investors hope to see Spotify expand margins as scale enables the 

company to negotiate better terms with music labels, the other component of the margin equation 

should also be kept in find; revenues. Spotify is facing a wide variety of competition, and since stream-

ing services are not particularly differentiated (relative to film and TV platforms), pressure on pricing 

is increasing. With diversified players, such as Apple and Amazon, looking at music streaming as a loss-

leader segment to enhance their broader product ecosystems, they can, and will likely, tolerate 

greater losses than Spotify (Juan, 2018).  
 

3. Dependency on labels: Given increasing competitive price pressure and diminishing scale economics 

on content costs, Spotify's sustainability depends on  finding novel models to reduce their reliance on 

labels, either by entering in to new verticals (e.g. podcasts, video or selling tickets for concerts) or by 

signing its own artists and developing exclusive content to drive differentiation. Spotify has so far 

thrived by building a better user experience than Apple and Amazon, but the platform’s future might 

depend on it evolving into a full entertainment platform or a record label (Juan, 2018).  

 

Strategic Assessment  

Key takeaways from the strategic analysis of Spotify are listed below. These will lay the foundation for the 

following user-based valuation of the platform. 

Growth potential Monetization potential 
 

® Spotify’s is characterized by high historical growth 

(5yr CAGR of 48%), but the decelerating topline 

growth indicates that the current business model 

is maturing.  
 

 Spotify exhibits strong cross-side and same side-

network effects. Social features and lock-in mech-

anisms stimulate user loyalty, serving as barriers of 

entry to new competitors. 

® While Spotify was EBITDA-negative of -€11 million 

in 2018, this represented a 7.7%-points margin im-

provement since 2017, and the company was prof-

itable for the first time in Q4 2018.   
 

® Spotify has increased its gross profit from 12% to 

26% since 2015 by negotiating better terms with 

music labels, but the potential for further gross 

margin improvements is likely to reach a saturation 

point in the short- to mid-term.   
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 With only 1% of the world paying for streaming 

music, geographic expansion and strategic alli-

ances constitute significant growth opportunities. 
 

 In the mid- to long-term, non-music content (e.g. 

podcasts, audiobooks and video) and potential dis-

intermediation of music labels constitute opportu-

nities for higher growth. 
 

¯ Competitive pressure from tech giants, music label 

supplier power and industry/artist criticism repre-

sents major external threats. 

 

¯ Due to lack of differentiation and intensifying com-

petition, pressure on pricing is increasing – particu-

larly due to diversified players looking at music 

streaming as a loss-leader segment to enhance their 

broader product ecosystems. 
 

 Combined with scale, expanding the platform (with 

e.g. podcasts, audiobooks and video), or vertically 

integrating by signing its own artists, are considered 

key opportunities for realizing sustainable, profitable 

margins in the long run.    

 

 

6.1.3. User-Based Valuation 
 

To determine the enterprise value of Spotify, the intrinsic user-based valuation approach presented in chapter 

4 is applied. The approach is based on a bottom-up approach, where the value of existing users, new users 

and corporate drag are determined and summarized to arrive at the enterprise value. For each of these com-

ponents, the applied assumption will first be summarized in tables. In these assumption-tables, “harvey balls” 

(i.e. small pie charts) are used to illustrate how critical the respective assumptions are in terms of uncertainty 

and value sensitivity. If a “harvey ball” is colored red, it implies that the associated assumption is highly im-

pactful and that it will be tested in the following sensitivity analysis. Furthermore, the respective assumptions 

have been classified with letters to illustrate where they are applied in the presented valuation output.  

For use throughout the valuation, a breakdown of Spotify’s cost groups (in million euros) is illustrated under-

neath, showing how they are categorized and allocated to the respective subparts; value of existing users, new 

users and corporate drag (Spotify, 2018). They will be further elaborated throughout the valuation.  

 

 

 

Costs, 2018 €m % Allocation Avg. %YoY growth 

Cost of revenue €3,906m 74% Existing users 55% 

Research and development (R&D) €493m 9% Corporate cost 61% 

Sales and marketing €620m 12% New users 47% 

General and administrative (G&A) €283m 5% Corporate cost 78% 

Total €5,302m 100%   
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Value of Existing Premium Subscribers 

The first component we need to determine, is the value of existing users – in this case, premium subscribers 

(we will get back to the freemium users later). As presented in chapter 4, the value of an existing subscriber is 

the present value of the expected after-tax cash flows generated from the subscriber, over its subscription 

lifetime. This value is derived using the input and assumptions summarized underneath. Later, we will conduct 

sensitivity analysis on assumption C and D, marked with red harvey balls. 

 

Input and Assumptions: 

 

A. Lifetime of a subscriber in year: Subscriber lifetime refers to how many years the users of a platform, on 

average, are expected to use it, as explained in chapter 4. Given what we have learned from the strategic 

analysis, changes in technology, competition and brand perception makes it unlikely that users will continue 

to subscribe to Spotify’s platform for the rest of their lives. On the other hand, with a global market share of 

36%, Spotify is quite established, and considering its lock-in mechanisms and acknowledged user experience 

(as explained in the strategic analysis), users are likely to stay loyal for numerous years. Following these ra-

tionales, subscriber lifetime is set to 15 years. However, it should be emphasized that this prediction is fraught 

with great uncertainty and arguing for both a higher or lower value is indeed possible. 
 

B. Annual renewal probability: As mentioned in chapter 4, the annual renewal probability reflects the survival 

likelihood of a user. Companies rarely disclose this figure. However, Spotify reported churn rates in its prospect 

when it went public in 2017 (Appendix 3.3). The churn rate is essentially the inverse of the renewal probability, 

and with a churn rate of 5.5% in 2017, this implies an annual renewal probability of 94.5% (Damodaran, 2018). 

The company reported a decrease from 7.9% in 2015 (implying a renewal probability of 92.1%), meaning that 

subscribers had become more loyal. This increase in renewal probability can be explained by Spotify’s lock-in 

mechanisms and same-side network effects, as mentioned in the strategic analysis.  

Ideally, the model should be based on year-specific renewal probabilities, but since Spotify has not reported 

churn rates since its IPO, we lack data points to conduct a meaningful forecast of this. To be conservative, we 

assume that it will not increase further and that it will remain constant during the budgeting period – meaning 

that a constant rate of 94.5%, based on the 2017-level, has been applied.  
 

 Lifetime of a subscriber 
(years) 

Annual renewal  
probability (%) 

Growth in subscription 
charge (%) 

Growth in content 
cost/subscriber (%) 

WACC (%) 

Rank      

Value 15 94.5% 3.2% 2.0% 8.0% 

 A B C D E A B C D E 

◑ ◔ ◕ ◔ ◑ 
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C. Growth in subscription charge: Subscription charge equals the fixed monthly price that Spotify charges its 

premium subscribers. Currently, Spotify charges an average rate of $9.99/month in the US, which is the same 

as its key competitors; Apple, Amazon, Google and YouTube Premium (Appendix 3.4). It has remained at this 

level since 2008, thus ignoring inflation (Ingham, 2019b). Growth in subscription charge has significant impli-

cations on Spotify's value because it affects the company's ARPU and quantity of premium subscribers. As 

emphasized in the strategic analysis, Spotify has experienced decreasing ARPU from 2015-18 for two key rea-

sons; i) growth in premium subscribers from emerging markets where subscription fees are lower, and ii) the 

introduction of family and student plans, implying quantity discounts (Ovin, 2018).  

While expansions to emerging markets is expected to continue, two factors are causing investors to believe 

that the negative ARPU trend will reverse; i) millennials switching to the regular subscription plan as they 

graduate or move from home, and ii) the introduction of more content such as podcasts and audiobooks has 

led Spotify to start increasing prices in established markets (Ovin, 2018). Following these arguments, the sub-

scription charge is expected to increase by 1.2% plus an inflation rate of 2% (Amadeo, 2019), equaling 3.2%. 
 

D. Growth in content cost/subscription: The growth in content cost per subscription is an indication of the 

costs associated with serving Spotify’s subscribers, and it is used for estimating the operating income per sub-

scriber. According to Spotify's IPO prospectus, the majority of these costs are related to royalties and publisher 

fees (a breakdown is illustrated in Appendix 3.5). It represented 74% of Spotify’s revenues in 2017, down from 

79% the year before – indicating that Spotify’s negotiation power is increasing. However, as emphasized in the 

strategic analysis, the music label business is very consolidated, and with intensifying competition and some 

major artists already opting out, the potential for further margin improvement might reach a saturation-point 

in the short- to mid-term. To push down content cost, Spotify is expected to diversify into adjacent areas, 

including podcasts, audiobooks or selling of concert tickets (Appendix 3.1). Following this rationale, we have 

forecasted that content cost per subscription will grow by 2%, meaning that the content costs as a percentage 

of the projected revenue (which will be elaborated later) will decrease to 62% by 2028, as illustrated below: 
 

Exhibit 25: Content Cost as a Percentage of Revenue – Spotify  
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 
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Thus, with increased bargaining power and diversification, we expect Spotify’s gross margin to expand from 

26% to 38% over the next ten years. This is in line with the company’s goal of increasing it to 30%-35% in five 

years (Zanoni, 2019). 

 

E. WACC: WACC is short for weighted average costs of capital, and it is used for discounting future cash flows 

to arrive at their present value. It represents the expected return from investing in a company’s assets and 

should reflect the risk associated with it. WACC is calculated as a weighted average, consisting of the cost of 

debt and cost of equity (Brealey, Myers, & Allen, 2011). Since Spotify has no outstanding debt, its cost of capital 

is equal to its cost of equity (Appendix 3.8), calculated as (Brealey, Myers, & Allen, 2011):  
 

𝐶𝑜𝑠𝑡	𝑜𝑓	𝑒𝑞𝑢𝑖𝑡𝑦 = 𝑅𝑖𝑠𝑘	𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒 + 𝐵𝑒𝑡𝑎S ∙ (𝑀𝑎𝑟𝑘𝑒𝑡	𝑟𝑖𝑠𝑘	𝑝𝑟𝑒𝑚𝑖𝑢𝑚) 
 

The market risk premium is based on a trailing 12-month premium8 in the United States (where Spotify is 

listed) and is thus set at 5.1% (Damodaran, 2019). The unlevered beta is estimated based on Spotify’s business 

mix, with 90% premium and 10% advertising revenues, and is 1.02 (Damodaran, 2019). Spotify has no out-

standing debt, meaning that the levered beta is the same as the unlevered beta. The risk-free rate is based on 

a trailing 12 months average of a 10-year treasury bond in the United States and is thus set to 2.9% (Appendix 

3.7). This leads to a cost of equity (hence WACC) of 8.0%.  

 

Valuation of Existing Premium Subscribers: 

Having determined key inputs for the model, we are now ready to value Spotify’s existing premium subscrib-

ers. In Exhibit 26 underneath, the forecast and valuation are illustrated, using the assumptions presented 

above, marked by capital letters.  

Exhibit 26: Value of Existing Premium Subscribers – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

                                                             
8 Adjusted for pay-outs 

Base year 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Life Indicator 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

Membership Survival 1.0 0.9 0.9 0.8 0.8 0.8 0.7 0.7 0.6 0.6 0.6 0.5 0.5 0.5 0.5 0.43

Revenue/Subscriber € 49 € 51 € 52 € 54 € 56 € 58 € 59 € 61 € 63 € 65 € 67 € 69 € 72 € 74 € 76 € 79

Content Cost/ Subscriber € 36 € 37 € 38 € 39 € 40 € 40 € 41 € 42 € 43 € 44 € 44 € 45 € 46 € 47 € 48 € 49

Operating Profit/Loss per Subscriber € 13 € 13 € 14 € 15 € 16 € 17 € 18 € 19 € 20 € 22 € 23 € 24 € 25 € 27 € 28 € 30

Tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

After-tax Operating Income € 9 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10 € 10

Present Value (at Cost of Capital) € 9 € 8 € 8 € 7 € 7 € 6 € 6 € 5 € 5 € 5 € 4 € 4 € 4 € 3 € 3

Life of subscriber 15

Value per Subscriber € 83

Number of Premium Subscribers 96m

Value of Premium Subscribers € 7,950m

A 
B 
C 

D 

E 
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First, we make the budgeting period equal to the assumed user lifetime, 15 years (A). Then, we calculate the 

membership survival probability per year, by taking the assumed annual renewal probability (B) and com-

pounding this by a time factor (e.g. for year 10: 94.5%^10 = 57%). After this, we calculate revenue per sub-

scriber and content costs per subscriber. In 2018, Spotify reported a revenue per subscriber of €49, with con-

tent costs per subscriber of €36. We projected these to annually increase by 3.2% (B) and 2.0% (C), respectively 

– meaning that the operating margin per subscriber is expected to expand as Spotify matures and diversifies. 

Subtracting contents costs from revenues leads to the operating profit per premium subscriber. To get these 

numbers on an after-tax basis, we apply a tax rate of 25% (a global effective tax rate9) and apply the equation, 

Membership Survival*Operating Profit*(1-Tax rate), which takes into account the membership survival prob-

ability (Damodaran, 2018). Now that we have the after-tax operating income per premium subscriber, we 

discount this by the WACC of 8.0% (E) across the 15 years. By accumulating the present values, we arrive at a 

value per premium subscriber of €83. Since Spotify had 96 million premium subscribers by the end of 2018, 

this means the value of the company’s existing premium subscribers is €7,950 million.  

 

Value of New Premium Subscribers 

The second component we need to determine is the value of new subscribers. As presented in chapter 4, the 

value of new users (in this case, subscribers) is a result of the value of an existing user, minus the cost of 

acquiring a new user, multiplied by the number users added in the given period. Thus, while the value is de-

rived using many of the same variables as for existing subscribers, some additional inputs are needed for the 

calculation. These are presented below. Later, we will conduct sensitivity analysis on assumption B and C, 

marked with red harvey balls.   

 

Input and Assumptions: 

 

A. Cost of acquiring a new subscriber: Adding new subscribers requires investment, and the money a company 

spends on obtaining new subscribers is usually classified as marketing costs in the income statement. This is 

                                                             
9 Data extracted from Effective Tax Rates - NYU Stern 

 Cost of acquiring  
a new subscriber (€) 

Annual growth in  
subscribers, 1-5 years (%) 

Annual growth in  
subscribers, 6-10 years (%) 

Annual growth in  
subscribers, >10 years (%) 

 
WACC (%) 

Rank      

Value €21.4 26.0% 5.0% 1.0% 10.0% 

 A B C D E A B C D 

◕ ◑ ◔ ◕ 

●

●

◑ 

◔ 

E 
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also the case for Spotify (Appendix 3.1). While marketing costs also cover expenses not directly related to 

customer acquisition, in the absence of a better estimate, this cost group will be used as a proxy for cost of 

acquiring new subscribers. To estimate the cost of acquiring a new subscriber, the marketing costs are divided 

by the net number of subscribers added (30.6m in 2018), multiplied by the annual renewal probability (Dam-

odaran, 2018). 
 

 

𝑪𝒐𝒔𝒕	𝒐𝒇	𝒂𝒄𝒒𝒖𝒊𝒓𝒊𝒏𝒈	𝒂	𝒏𝒆𝒘	𝒔𝒖𝒃𝒔𝒄𝒓𝒊𝒃𝒆𝒓:	
𝑀𝑎𝑟𝑘𝑒𝑡𝑖𝑛𝑔	𝑐𝑜𝑠𝑡

	#𝐴𝑑𝑑𝑒𝑑	𝑠𝑢𝑏𝑠𝑐𝑟𝑖𝑏𝑒𝑟𝑠	 ∙ 𝐴𝑛𝑛𝑢𝑎𝑙	𝑟𝑒𝑛𝑒𝑤𝑎𝑙	𝑝𝑟𝑜𝑏𝑎𝑏𝑖𝑙𝑖𝑡𝑦 →
€620𝑚

30.6𝑚 ∙ 94.50% = €21.4 

 

This leads to an average subscriber acquisition cost of €21.4. For simplicity, we assume this to remain constant 

throughout the forecasting period.  

 

B.+C.+D. Annual growth in subscribers: As emphasized in chapter 4, great uncertainty is associated with esti-

mating the expected number of new users. To accommodate for this, the estimation of the growth rate will 

be divided into three different horizons (1-5 years, 6-10 years and >10 years), and we will base the growth 

estimates on the rationales presented in the strategic analysis in combination with the following three growth 

indicators: 

 

Growth indicator: Advantages and disadvantages of growth indicator: Horizon 
(Source) 

Growth  
Estimate 

Historic development 
(# of Spotify premium  

subscribers) 

P An indication of how the company’s historical user growth. 
O Few years of available data (4). 

2015-18 
(Annual report)  

45% 
(28% in 2018) 

Industry growth 
(Digital Music, # users) 

P Indication of how the industry growth will be. 
O Generalization approach, ignoring network effects and diversification. 

2018-23 
(Statista) 

5% 
(Appendix 3.10) 

Market consensus 
(28 equity reports) 

P A large comparison of different equity reports, covering the stock. 
O Can be very biased, either bullish or bearish. 

2018-21 
(FactSet) 

24% 
(Appendix 3.9) 

 

B. Annual growth in subscribers, 1-5 years: For predicting this, we will base our estimate on an average 

between the year-on-year growth in 2018 (28%) and the market consensus (24%), equaling 26%. Fol-

lowing the strategic analysis, Spotify still has great room for growth in the short term, including geo-

graphic expansion, strategic alliances and diversification into new segments such as podcasts and au-

diobooks.  
 

C. Annual growth in subscribers, 6-10 years:  The growth rate after five years is expected to fall, as Spotify 

reaches a saturation point in key markets, and because of increasing competition from Google, Ama-

zon and Apple. As Spotify and the industry matures, the company is expected to shift its focus from 
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user growth to increasing the value of existing subscribers and keeping the renewal probability high. 

Following these arguments, we have conservatively set the growth rate for year 6-10 to 5%. 

 

D. Annual growth in subscribers, >10 years:  The growth rate after ten years (terminal year) is set at 1%. 

Typically, when forecasting future cash flows, perpetuity growth rates are set to range between the 

historical inflation rate of 1-2%  and the historical GDP growth rate of 3-4% (Amadeo, 2019). However, 

since we are forecasting user growth and not growth in monetary cash flows, inflation will not drive 

growth (Damodaran, 2018). Thus, we have set user growth below the inflation rate, with the reason 

being that given the rapid technological evolvement and emergence of disruptive business models, it 

is very uncertain if the young company will even exist in 10 years.  

 

Our growth estimates in number of subscribers are summarized in the illustration below.  
 

Exhibit 27: Number of Premium Subscribers – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

E. WACC: The cost of capital was estimated for existing subscribers in the previous section. A higher WACC 

should be applied when valuing new users because there is greater uncertainty associated with this value – 

not only does it rely on the same assumptions as for the existing subscribers, it also requires further – very 

uncertain and impactful – assumptions, as evidenced by the above user growth estimates. This rationale is in 

line with Brealey, Myers & Allen (2011), who argue that each part of a business should ideally apply its own 

cost of capital. Therefore, two percentage-points have been added to the previously presented WACC calcu-

lation, thus equaling 10%.  
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Valuation of New Premium Subscribers:  

Having determined key inputs for the model, we are now ready to value Spotify’s new premium subscribers. 

In Exhibit 28 underneath, the forecast and valuation are illustrated, using the assumptions presented above, 

marked by capital letters. 
 

Exhibit 28: Value of New Premium Subscribers – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

First, we estimate the number of new premium subscribers based on the presented three forecasting rates 

(B, C and D). When doing this, subscription cancelation should also be kept in mind – in other words, leaving 

customers. We do this by applying the assumed renewal probability of 94.5% from the previous section. To 

exemplify, Spotify’s number of subscribers in year 1 is calculated as (Damodaran, 2018):  
 

𝑵𝒆𝒘	𝒔𝒖𝒃𝒔𝒄𝒓𝒊𝒃𝒆𝒓𝒔	𝒊𝒏	𝒚𝒆𝒂𝒓	𝟏:	96𝑚 ∙ 26%+ 96𝑚 ∙ (1 − 94.5%) = 30𝑚 

𝑻𝒐𝒕𝒂𝒍	𝒔𝒖𝒃𝒔𝒄𝒓𝒊𝒃𝒆𝒓𝒔	𝒊𝒏	𝒚𝒆𝒂𝒓	𝟏:	96𝑚 ∙ 94.5%+ 30𝑚 = 121𝑚 

 

Thus, while Spotify is projected to acquire 30 million new subscribers in year 1 (i.e. 2019), the net new sub-

scribers is only 25 million (96 million subtracted from 121 million). This calculation is carried out across all the 

years in the forecast period (using the three different growth rates), which leads to Spotify having 389 million 

premium subscribers in 10 years, according to the projections. To sanity check this number, the music stream-

ing industry is forecasted to consist of 978m users in 2028 (Statista, 2019a), implying that Spotify would have 

a market share of 39%. Given the company’s current market share of 36% (as shown in the strategic analysis), 

a 39% market share in 10 years does not seem unreasonable. 

To estimate the value a new subscriber, the value of an existing subscriber of €83 (from the previous section) 

is netted out with the cost of acquiring a new subscriber, which we estimated at €21.4 (A), thereby arriving at 

a value of €61 per new premium subscriber. Furthermore, we project the value of a subscriber to grow at the 

A 

B C D 

E 

Cost of acquiring New Subscriber € 21

Value per New Subscriber € 61

Base year 1 2 3 4 5 6 7 8 9 10

Total Subscribers 96m 121m 152m 192m 242m 305m 320m 336m 353m 371m 389m

New Subscribers 30m 38m 48m 60m 76m 32m 34m 35m 37m 39m

Value per Subscriber € 61 € 63 € 64 € 65 € 66 € 68 € 69 € 70 € 72 € 73 € 75

Value added by new Subscribers € 1,893m € 2,432m € 3,126m € 4,018m € 5,164m € 2,212m € 2,369m € 2,537m € 2,717m € 2,910m

Terminal Value (New Subscribers) € 3,708m

Present Value € 1,720m € 2,010m € 2,348m € 2,744m € 3,205m € 1,248m € 1,215m € 1,183m € 1,152m € 2,550m

Value Added by New Subscribers € 19,376m
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inflation rate of 2.0%, thus keeping the value in line with the market (Damodaran, 2018). Multiplying the num-

ber of new subscribers by the value of a new subscriber leads to the aggregate value added from new sub-

scribers (e.g. for year 1: 30m*€63 = 1893m). 

Hereafter, we calculate the value of the new subscribers in the terminal period (i.e. >10 years). We do so by 

applying Gordon’s growth formula (Plenborg, Kinserdal, & Petersen, 2017). The formula has been adjusted to 

account for an expected growth rate based on an inflation rate of 2% (Damodaran, 2018): 

 

#𝑆𝑢𝑏𝑠𝑐𝑟𝑖𝑏𝑒𝑟𝑠 ∙ 𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙	𝑔𝑟𝑜𝑤𝑡ℎ	𝑟𝑎𝑡𝑒 ∙ 𝑉𝑎𝑙𝑢𝑒	𝑝𝑒𝑟	𝑠𝑢𝑏𝑠𝑐𝑟𝑖𝑏𝑒𝑟 ∙ (1 + 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛)
𝐶𝑜𝑠𝑡	𝑜𝑓	𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 →

389𝑚 ∙ 1% ∙ €75 ∙ (1 + 2%)
10%− 2% = €3,708 

 

Finally, to get the present value of the new subscribers in the forecast and terminal period, we apply the WACC 

of 10% (E), and by summarizing the components, we arrive at a value of new premium subscribers of €19,376 

million. 

 

Value of Advertising Income (Freemium Users) 

In our valuation framework, we value three components; existing users, new users and corporate drag. So far 

we have computed the first two components, but before moving on to valuing corporate drag, another sub-

component must be valued in the case of Spotify; freemium users – or in other words, advertisement income. 

This illustrates how the framework requires customization.  

Apart from advertising income, the freemium concept serves as a catalyst for the platform’s aggressive growth. 

There are two key reasons for this; i) it breaks down participation barriers, eventually leading to premium 

conversion, and ii) with more users (freemium or premium) labels become increasingly dependent on Spotify, 

thus increasing the platform’s bargaining power. At the end of 2018, Spotify had 116 million freemium users, 

corresponding to 55% of its user base. Despite its big user proportion, the advertising revenues generated 

from this segment only accounted for 10% of the total revenue. To value this segment, we apply the below 

assumptions.  

 

Input and Assumptions: 
 

 Annual growth in advertising revenues, 1-5 years (%) Annual growth in advertising revenues, 6-10 years (%) 

Rank   

Value 26.0% 5.0% 

 A B A 

◕ ◔ 
B 
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A. and B. Growth rate in advertising revenues (1-5 and 6-10 years): The advertising proportion has been stable 

at 10% of revenues in the last five years. Thus, for simplicity, we assume it will continue to grow in line with 

the number of premium subscribers, such that the proportion remains 10% (Appendix 3.13). This means ad-

vertising revenues will be expected to grow 26% in year 1-5 and 5% from year 6-10.  

 

Valuation of Advertising Income (Freemium Users): 

To value the advertising element, revenues are first forecasted over the 10-year period, using the above 

growth assumptions (A and B). To determine operating income, content costs are then subtracted. In this 

regard, content costs associated with freemium users are assumed to be the same as for the existing premium 

subscribers, which we previously calculated by projecting that the operating margin will increase from 26% to 

34% over the forecast period. Next, taxes are deducted, to get after-tax operating income. 

 

Exhibit 29: Value of Advertising Income (Freemium Users) – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

Hereafter we calculate the value from the advertisement income generated in the terminal period. Again, we 

apply Gordon’s growth formula (Plenborg, Kinserdal, & Petersen, 2017), using a risk-free rate of 2.9% in line 

with previous calculations (appendix 3.7). The formula is as follows (Damodaran, 2018): 

 

𝐴𝑓𝑡𝑒𝑟𝑡𝑎𝑥	𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔	𝑖𝑛𝑐𝑜𝑚𝑒 ∙ (1 + 𝑅𝑖𝑠𝑘𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒)
𝐶𝑜𝑠𝑡	𝑜𝑓	𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑅𝑖𝑠𝑘𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒 =

€559𝑚 ∙ (1 + 2.9%)
8%− 2.9% = €11,150𝑚 

 

To get the present value of the advertising income in the forecast and terminal period, we discount by the 

WACC of 8%. We apply a WACC of 8% in line with our valuation of existing subscribers, as opposed to the 

WACC of 10% – which we used to value new premium subscribers –, because there is less risk associated with 

the income from advertisements, given the stable proportion of revenues this stream has had historically. 

By summarizing the present values, we arrive at a value from advertising income of €7,409 million. 

Base year 1 2 3 4 5 6 7 8 9 10

Advertising Revenue € 542m € 683m € 860m € 1,084m € 1,366m € 1,721m € 1,807m € 1,898m € 1,993m € 2,092m € 2,197m

 - Content Costs € 403m € 501m € 624m € 778m € 968m € 1,206m € 1,251m € 1,299m € 1,348m € 1,399m € 1,452m

Operating Income € 139m € 182m € 236m € 307m € 398m € 515m € 556m € 599m € 645m € 694m € 745m

After-tax Operating Income € 105m € 136m € 177m € 230m € 298m € 387m € 417m € 449m € 484m € 520m € 559m

Terminal Value € 11,150m

PV of After-tax Operating Income € 126m € 152m € 183m € 219m € 263m € 263m € 262m € 261m € 260m € 5,420m

Value of Advertising Business € 7,409m

A B 
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Value of Corporate Drag 

The fourth and final piece in the valuation is the value of the so-called corporate drag. In chapter 4, we defined 

this as non-user related expenses, meaning costs which are neither related to servicing existing users or ac-

quiring new users. To value this component, corporate expenses must be estimated as well as its growth rate: 

 

Input and Assumptions: 

 

A. Corporate expenses estimation: As described in chapter 4, deriving corporate expenses involves calculating 

backwards from the total operating expenses and isolating the costs which are not related to either acquiring 

of servicing users (in this case, subscribers) (Damodaran, 2018). In the introduction of the valuation of Spotify, 

we provided an overview of the company’s cost groups and categorized them by function. Following this cat-

egorization, Spotify’s corporate expenses consist of R&D and G&A, totaling €776 million in 2018.  

 

B. Corporate expense growth rate, 10 years: In 2018, R&D and G&A made up 15% of Spotify’s revenues, down 

1.5%-points relative to the year before (Appendix 3.12). Following the rationales in the strategic analysis, we 

expect Spotify to gain economies of scale, such that corporate expenses will grow at a lower rate than reve-

nues. While investments in R&D can cause spikes over the years, on average, we forecast that corporate ex-

penses – as a fraction revenues – will decrease by 1.5%-points annually, in line with last year's development. 

Solving for this means corporate expenses must grow by 5% annually. 

 

Valuation of Corporate Drag:  

The value of corporate drag is calculated by first forecasting its growth, using the assumed rate of 5% (A and 

B). Then, taxes are deducted, and the present value of after-tax corporate expenses in the budgeting period 

is found by discounting with the (less risky) WACC of 8%. The terminal value is calculated using the same 

approach as for the advertising segment, using the risk-free rate of 2.9% and the WACC of 8%. Summarizing 

the present value for the budgeting and terminal period, this leads to a value of corporate drag of €13,753m. 

 Corporate expenses estimation (€) Corporate expense growth rate, 10 years (%) 

Rank   

Value €776m 5.0% 

 A B A 

◑ ◑ 
B 
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Exhibit 30: Value of Corporate Drag – Spotify  
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

 

Valuation of Spotify 

By summarizing; i) the value of existing premium subscribers (€7,950m), ii) the value of new premium sub-

scribers (€19,376m), iii) the value of freemium advertising income (€7,409m), and subtracting iv) the value of 

corporate drag (€13,753m), Spotify's operating assets (i.e. enterprise value) is valued at €20,981 million. The 

value distribution is visualized in Exhibit 31 underneath.  
 

Exhibit 31: Value Segmented by User Components – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

Excluding corporate expenses, 23% of the value is generated from existing subscribers, 56% from new sub-

scribers and 21% from advertising income. This split illustrates how important it is for Spotify to continue 

acquiring new premium subscribers, as this is where the majority of the value is generated from – a key insight, 

which a traditional DCF would not have revealed.  

To determine the value of equity in common stock (i.e. the market value), cash is added to the enterprise value 

and debt and equity options are subtracted. While Spotify has a small amount of cash and some equity options, 

which are calculated in Appendix 3.18, the company has, as mentioned, no outstanding debt. Following these 

steps, the equity value of common stock is €21,425, implying a stock price of €119. The Spotify shares were 

trading at €122 per share on April 26, 2019 (Yahoo Finance, 2019b). Thus, our user-based intrinsic valuation 

Base year 1 2 3 4 5 6 7 8 9 10

Corporate Expenses -€ 776m -€ 815m -€ 856m -€ 898m -€ 943m -€ 990m -€ 1,040m -€ 1,092m -€ 1,147m -€ 1,204m -€ 1,264m

After-tax Corporate Expenses -€ 611m -€ 642m -€ 674m -€ 707m -€ 743m -€ 780m -€ 819m -€ 860m -€ 903m -€ 948m

Terminal Value (Corporate Exp) -€ 18,910m

PV of Corporate Expenses -€ 566m -€ 550m -€ 535m -€ 520m -€ 505m -€ 491m -€ 478m -€ 464m -€ 451m -€ 9,193m

Value Drag of Corporate Expenses -€ 13,753m

A B 

€7,950m

€19,376m

€7,409m
-€13,753m

€20,981m

€1,676m €0m -€1,232m

€21,425m

Existing subscribers New subscribers Advertising Expenses Operating assets Cash Debt Equity Options Equity 
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indicates that Spotify is worth 2.5% less than the market, suggesting either that the market is overvaluing the 

stock or that our assumptions are too conservative.  

 

Sensitivity Analysis 

Being an intrinsic valuation approach, the user-based valuation requires several critical assumptions. For this 

reason, intrinsic valuation methods are often complemented with relative valuations, since such approaches 

require much fewer assumptions and have comparative qualities – we will do this in the next sub-section. In 

this section, we challenge key assumptions by conducting sensitivity analysis on the value of existing subscrib-

ers and new subscribers, respectively. We base the analysis on the value of common stock (i.e. market value), 

and conduct sensitivity checks across four critical assumptions, which were marked with red “harvey balls” 

throughout the valuation. The findings are summarized underneath:  
 

Exhibit 32: Sensitivity Analysis of Equity Value – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

  

 

§ Existing premium subscribers: From analysis, we have found that growth in subscription charge and 

growth in content cost are amongst the assumptions that have the greatest impact on the value of 

Spotify’s existing users. By changing the subscription charge by +/-1%-point, this will result in an equity 

value of, respectively, €13,735m and €29,493m, corresponding to a percentage change of +/-37% relative 

to our valuation. For the growth rate in content cost, a change of +/-1%-point results in an equity value 

of, respectively, €17,793m and €24,934m, representing a percentage change of +/-16%. Thus, both as-

sumptions greatly influence the value of Spotify's existing users, even from small changes. It illustrates 

that Spotify’s ability to grow ARPU and decrease content costs are key for its market value to increase.  
 

§ New premium subscribers: For new subscribers, the assumptions that exhibit the greatest value influ-

ence are the estimations of the annual growth in subscribers in year 1-5 and year 6-10. By changing the 

subscriber growth rate in year 1-5 by +/-5%-points, this results in an equity value of, respectively, 

Value of Existing Subscribers 

(€m) 

Value of New Subscribers 

(€m) 
######### -5% 0% 5% 10% 15%

16% 9,605 11,487 13,737 16,411 19,567

21% 12,178 14,502 17,281 20,582 24,480

26% 15,177 18,022 21,425 25,467 30,239

31% 18,654 22,111 26,244 31,155 36,952
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1% 10,008 17,307 24,934 32,945 41,398
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€17,281m and €26,244m, corresponding to a percentage change of +/-23%. For the subscriber growth 

rate in year 6-10, a change of +/-5%-point results in an equity value of, respectively, €18,022m and 

€25,467m, representing a percentage change of +/-17%. As illustrated, both assumptions have a high 

influence on the valuation of Spotify and emphasize the importance of user growth for the company's 

value to increase. 

If the reader is curious, sensitivity analysis across other parameters, such as WACC and the renewal probability, 

are illustrated in Appendix 3.14.  

 

Valuation Benchmarking 

To test the robustness of the user-based valuation, in this section we benchmark our valuation against a DCF 

valuation, relative valuations and market consensus estimates. Unfortunately, space does not allow for elab-

oration on the DCF valuation but is to be found in elaborate form in Appendix 3.15-3.17. The DCF is based on 

the same outlook as our user-based valuation and serves as a sanity check to compare results. The relative 

valuations are based on the freemium peer group constructed in the quantitative market analysis (chapter 4) 

and include forward multiples for EV/sales (4.9x) and EV/gross profit (10.0x). For estimating the equity value, 

cash has been added and equity options subtracted (Appendix 3.18). The valuations are illustrated under-

neath.  

 

Exhibit 33: Valuation Benchmarking, Equity Value and Share Price – Spotify 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, FactSet and Capital IQ. 

 

 

With the DCF, we arrive at a similar value because it is based on the same outlook and valuation principles 

(both are intrinsic, after all). The relative approaches indicate very different valuations, with the sales multiple 

suggesting a higher equity value of €26,213m and the gross profit multiple suggesting a significantly lower 

equity value of €10,862m. This variation across multiples is consistent with the findings in chapter 4, and it 

€ 21,425m € 22,141m
€ 26,213m

€ 10,862m

€ 27,003m
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Equity: €22,141m

Price: €123

Current 
Equity: €21,933m

Price: €122

€119 €123 €146 €60 €150

Stock price



Page 92 of 164 
 

illustrates the challenges of valuing platforms using this approach. Interestingly, the market consensus (repre-

senting an average across numerous equity research reports, extracted via FactSet and Capital IQ (Appendix 

3.9), suggests the highest equity value of €27,003m, indicating that the stock price as of April 26 2019 (Yahoo 

Finance, 2019b), was undervalued by €28 (€150-€122). Across all estimates, the median share price is €123. 

While this is close to our valuation of €119, the variation across the benchmarks illustrates the difficulty of 

valuing platforms. With a user-based approach – although it gives almost the same value as the DCF – it has 

the advantage that gives a better indication of where the value is created in the company.  

In the next case study, we value Lyft. We apply the same principles and the same structure, but as the analysis 

will show, since Lyft applies a different business model (transaction-based, as opposed to freemium-based), 

different valuation adjustments and assumptions must be made. 

 

 

6.2. Case II: Lyft 
6.2.1. Company Description 

Lyft develops, markets, and operates the Lyft mobile app, 

which is an on-demand transportation-as-a-service (TaaS) 

marketplace that allows riders to quickly find a driver and 

get from one place to another. Recently, Lyft has also ex-

panded with a “multimodal platform” that gives more op-

tions like bike sharing or electric scooters, and it is experi-

menting with autonomous driving (Cuofano, 2019). 

 

Key figures (2018):  
 

• Revenue: $2.2 billion 

• Net income/loss: -$911 million 

• Number of active riders: 18.6 million active riders  

• Market share: 29% of the US ridesharing market 

• Geographic presence: 640 cities in the US and  
9 cities in Canada 

 

Lyft’s mission is to “improve people’s lives with the world’s best transportation” by giving consumers as many 

options as possible to serve their transportation needs through a tap-and-go experience (Webster, 2019). Each 

transaction happening on Lyft's app is divided between the driver and the company; Lyft takes 20%-30% from 

the amount paid by a passenger and the remainder goes to the driver (Jungleworks, 2019). The business model 

is similar to that of Uber and that’s why Lyft is often termed as an imitation of Uber (Jungleworks, 2019). 

Lyft is based in San Francisco, California, and is operating in 640 cities in the United States and 9 cities in 

Canada (Lyft.com, 2019). With $2.2 billion in revenue in 2018 and a market share of 29% in the United States, 

Lyft is the second-largest transportation network company (TNC) in the country (after Uber with 69% market 

share in the US) (Molla, 2018). In 2018, it generated a net loss of $911 million and had 18.6 million active riders 

on its platform (as of Q4 2018). 
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6.2.2 Strategic Analysis 
 

Historical Growth 

Lyft has seen triple-digit revenue growth over the last 

few years. The company captured $2.2 billion in reve-

nue during 2018, up 103% from $1.1 billion in 2017. 

However, revenue growth is decelerating. Although 

103% in year-over-year (YoY) growth between 2017 

and 2018 is an impressive feat for Lyft, that figure is 

significantly less than the 209% growth the firm expe-

rienced between 2016 and 2017 (Aouad, 2019). 
 

Lyft has made up significant ground on its rivals during 

the last three years. Between January 2015 and Octo-

ber 2018, Lyft increased its share of the US ridesharing 

market from 9% to 29% (Aouad, 2019). However, it 

should be noted that the bulk of Lyft's gains came in 

2017 during the “#deleteuber”-campaign, and that the 

company's market share in 2018 only improved by 3%-

points year-over-year (Trainer, 2019). Lyft's decelerat-

ing revenue growth could be an indicator that the ride-

hailing market is already maturing, causing uncertainty 

around the uptake of Lyft's core service (Aouad, 2019).  

 

 

 

Moving from financial metrics to user metrics, Lyft pre-

sented a series of figures regarding usage. The com-

pany closed Q4 2018 with 18.6 million “Active Riders” 

(the number of users who take at least one ride per 

quarter), up 48% from Q4 2017 (Rowley, 2019). In the 

same period, average revenue per active rider has in-

creased by 32%, from $27.34 to $36.04 (Salinas, 2019). 

While these growth figures are impressive, research 

from online analytics firm SEMrush suggests that growth 
 

 

 

0%
10%
20%
30%
40%
50%
60%
70%
80%
90%
100%

ja
n 

20
15

ju
l 2

01
5

ja
n 

20
16

ju
l 2

01
6

ja
n 

20
17

ju
l 2

01
7

ja
n 

20
18

ju
l 2

01
8

Uber Lyft Other

343
1060

2157

2016 2017 2018

Revenue, 2016-2018 ($ millions) 

Revenue

Market share – US ridesharing market

$0,00

$5,00

$10,00

$15,00

$20,00

$25,00

$30,00

$35,00

$40,00

-3,0

2,0

7,0

12,0

17,0

22,0

Q1
2016

Q2
2016

Q3
2016

Q4
2016

Q1
2017

Q2
2017

Q3
2017

Q4
2017

Q1
2018

Q2
2018

Q3
2018

Q4
2018

Active Riders (millions) and Revenue
per Active Rider ($)

Active riders Revenue per active rider

3.5 4.5 5.7 6.6 8.1 9.4
11.4 12.6 14.0 15.5

17.4 18.6$15.88
$14.11

$18.03

$21.42

$25.29
$26.59 $27.34

$28.34

$32.67
$33.67

$36.04

$18.53

Exhibit 34: Revenue & Market share.  
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet 

and Capital IQ. 

Exhibit 35: Active Riders and Revenue per Active Rider.  
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet 

and Capital IQ. 



Page 94 of 164 
 

may not be what it once was. According to the company, Google searches for Lyft grew 60% in 2017, but only 

by 4.5% in 2018. “Search correlates really with new customers,” says Eugene Levin, chief strategy officer at 

SEMRush. “And the market is switching from exponential growth to linear growth (Royal, 2019).” This is an-

other indicator that the ride-hailing market might already be maturing. 

 

Growth Potential 

Network effects: In the prospectus of Lyft’s recent IPO, it notes that; “Network effects among the drivers and 

riders on our platform are important to our success” (Frick, 2019). Similar to the Uber flywheel illustrated in 

previous sections, Lyft's feedback loop works such that; more drivers lead to better prices for riders, more 

riders leads to less downtime for drivers, and greater coverage leads to shorter pickup times – all of which 

drives increasing demand (Sacks, 2018). While this network mechanism has been key to Lyft’s high growth, to 

assess the future growth potential of the platform, the strength of its network should be examined further. 

When network effects are strong, the value provided by a platform continues to rise sharply with the number 

of participants (Zhu & Iansiti, 2019). In this regard, Lyft’s platform has three weak-points, making its network 

effects less strong relative to e.g. Facebook and Google.  

1. Weak same-side network effects: While Lyft exhibits strong cross-side network effects (i.e. more rid-

ers attracts more drivers, and vice versa), it exhibits weak same-side network effects – riders care very 

little if other individuals are using Lyft's car-hailing service and, similarly, Lyft having more drivers does 

not increase the value of Lyft to other drivers (Varma, 2017). All other things being equal, a platform 

which exploits both same- and cross-side network effects can grow at a higher rate, than an otherwise 

similar platform which utilizes just one type of network effect. 
 

2. Localized networks: The structure of a network influences a platform’s 

ability to sustain its scale. The more a network is fragmented into local 

clusters – and the more isolated those clusters are from one another – 

the more vulnerable a business is to challenges (Zhu & Iansiti, 2019). In 

the case of Lyft, drivers in e.g. San Francisco (SF) care mainly about riders 

in SF, and riders in SF care mainly about drivers in SF. Except for frequent 

travelers, none of the participants in SF care much about the number of 

drivers/riders in e.g. Los Angeles. Such localized clustering opens up op-

portunities for other ridesharing services to reach critical mass in local 

markets. This is the case in e.g. the US, where Lyft and Uber face local 

competition from other TNC platforms such as Juno, Via and Didi. For e.g. 

 

Exhibit 36: Lyft & Airbnb Network. 
Source: Zhu & Iansiti (2019). 

Airbnb 

Lyft 
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Airbnb, on the other hand, travelers don’t care much about the number of Airbnb hosts in their home 

cities; instead, they care about how many there are in the cities they plan to visit. Hence, the network 

is much less localized, and new entrants would have to enter the market on a global scale to be com-

petitive, making it much more costly to obtain critical mass (Zhu & Iansiti, 2019). 

3. Multi-homing: Ride-hailing is characterized by fierce competition and platforms burning through sub-

stantial amounts of venture capital to offer rebate-coupons in an effort to attract user and scale. How-

ever, in the US ride-hailing industry, many drivers and riders use both Lyft and Uber – riders to com-

pare prices and wait times, and drivers to reduce their idle time. This simultaneous use of multiple 

platforms is known as multi-homing, and it generally occurs when the cost of adopting an additional 

platform is low. Multi-homing slows down generation of network effects, and to compete for riders 

and drivers, Uber and Lyft are constantly undercutting each other (Frick, 2019). 

 

Business development: From a business development perspective, the following four areas will be crucial for 

Lyft to continue driving high growth (ranked by time-horizon; from short-term to long-term):   

1. Geographic expansion: Lyft is expected to expand the coverage of its platform to new geographies 

and markets. As the firm expands, it expects to benefit from the "growing percentage of the popula-

tion who are born as digital natives accustomed to on-demand and shared offerings." (Aouad, 2019). 
 

2. Data analytics: Utilizing machine learning technology, Lyft can continue using its troves of data to 

improve forecasts about consumer behavior, which, in turn, enables the company to offer competitive 

prices, reduce wait times, and maximize driver earning potential. Lyft is also using data to inform its 

future product development efforts, such as its newly launched subscription offering (Royal, 2019). 
 

3. Bikes and scooters: Lyft is expected to strengthen its multimodal transportation network by building 

out its bike and scooter offerings. In 2018, Lyft made its biggest play into the micro-mobility industry 

by acquiring Motivate, the largest bike-sharing platform in the US. In 2017, Motivate systems ac-

counted for 74% of the 35 million bike-share trips in the US (Aouad, 2019). 
 

4. Autonomous vehicles: Lyft plans to focus on autonomous vehicles. The company is following a two-

pronged strategy in the autonomous vehicles space; i) the firm is providing an Open Platform to give 

developers of autonomous vehicle technology access to Lyft's network in order to provide rides on its 

platform, and ii) it is building out its own autonomous vehicle system. The company plans to deploy 

an autonomous vehicle network, capable of delivering a portion of the rides on the company's plat-

form in the next five years, as well as a scaled autonomous vehicle network expected to perform the 

majority of rides within 10 years (Webster, 2019). 
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External factors: The following three external factors will likely have significant effect on Lyft’s growth poten-

tial (ranked by time-horizon; from short-term to long-term): 

1. Competitive pressure from Uber: Lyft experiences competition from multiple ridesharing services, 

but the main competitor in its current markets is, undisputedly, Uber. In the long-run, however, the 

companies seem to be moving in slightly different directions. Lyft’s mission is to give consumers as 

many options as possible to serve their transportation needs through a tap-and-go experience 

(Webster, 2019). For Uber, transportation is a platform feature that is central to its business, but it is 

not its end-game – Uber also want to enable adjacent businesses to solve their own logistics frictions, 

and Uber too are investing heavily in autonomous vehicles (Webster, 2019). 
 

2. Regulation: While thus far, the industry has been largely able to over-power the regulators, due to 

the degree to which consumers like the newly available services, as the industry matures there could 

be further risks (Mishuris, 2019). This can have negative impact on the company’s projected growth 

from global expansion as well as its growth from its current markets.  
 

3. Replacement by self-driving taxis: The inevitable rise of self-driving taxis will likely make it challenging 

for Lyft to sustain their market share. If Lyft is unable to cost-effectively develop its own autonomous 

vehicle technology, or get partners to join its Open Platform, in a timely fashion, it could experience 

significant losses in market share. While Uber is Lyft's principal competitor, the rise of autonomous 

vehicle technology will likely cause a number of new competitors to enter the ride-hailing market, incl. 

Google’s self-driving technology spinoff, Waymo, and General Motor's autonomous vehicle, named 

Cruise (Aouad, 2019). 
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Historical Profitability  

Lyft has a history of high revenue growth and increasing 

losses. While Lyft generated $2.2 billion in revenues in 

2018, it reported a net loss of $911 million (Rowley, 

2019).  At $911 million, Lyft’s 2018 net loss represented 

the largest ever for a company at the time of an IPO, with 

the closets being Snapchat (a social media platform) that 

lost $498 million the year before its IPO in March 2017 

(Trainer, 2019). The previous year, Lyft lost $696 million 

on revenues of $1.06 billion, meaning that the company 

has shrunk its net income margin from -65% in 2017 to  

-42% in 2018 (Rowley, 2019). While this relative develop-

ment is indeed positive, the fact that the absolute volume 

of its net deficits rose by 31% during the period, raises 

concerns about whether the company can achieve prof-

itability over the coming years (Forbes, 2019). 

 

 

 

Monetization Potential 

The following three factors have had significant impact on Lyft’s profitability and are key to consider when 

assessing the platform’s future monetization potential: 

1. Implications from subsidies: The combination of multi-homing and lack of differentiation between 

Lyft and Uber's ridesharing services have ignited fierce price competition. In the battle for market 

share, the rivals have had to spend substantial amounts of cash on subsidies to drivers and promo-

tional discounts to riders – Uber has reportedly spent over $11 billion since its founding (Elfman, 

2019). This is driving down profitability and helps explain why Lyft and Uber’s EBITDA for 2018 was  

-$956 billion and -$1830 billion, respectively (Capital IQ). Furthermore, critics argue, that instead of 

consumers choosing the most efficient car service, subsidies are leading them to choose the platform 

that offers the greatest discount (Royal, 2019). If this is the case, it suggests that a significant propor-

tion of Lyft’s 103% revenue growth in 2018 is inorganic (i.e. it is bought), and that the business model 

may be unsustainable without subsidies.  
 

2. Rider monetization: Lyft has improved its net income margin from -199% in 2016 to -42% in 2018 

(Rowley, 2019), but it is unclear whether this trend will continue going forward, as it has relied heavily 
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on cutting driver’s wages. From 2016 to 2018, the transaction fee charged by Lyft has increased con-

sistently from 18% to 27%. This has significant implications on the bottom line – had the 2016 fee of 

18% remained in place, Lyft’s 2018 net loss would have been $1.6 billion, and its net margin would 

have been -72% (Royal, 2019). This increase in fee charged by Lyft is to some degree offset by de-

creases in driver downtime (because as the platform scales up, matching efficiency improves). How-

ever, with driver wages already near minimum wage levels (by US standards), continuous fee increases 

seem unsustainable (Forbes, 2019). 
 

3. Scale: As evidenced by the company’s margin improvement over the last couple of years, scale is a 

key component of Lyft’s monetization strategy. However, as stated explicitly in the risks section of the 

company’s IPO prospectus: “We have a history of net losses and we may not be able to achieve or 

maintain profitability in the future” (Royal, 2019). Using Uber as a proxy, with more than five times as 

much in revenue in 2018 ($11.3 billion versus $2.2 billion), the company is still EBITDA negative by a 

margin of -16% (versus Lyft’s EBITDA-margin of -43%) (Capital IQ). While this difference in margin 

indeed verifies that scale is key in improving profitability, it also suggests that Lyft cannot count on 

scale alone to become profitable in the short- to mid-term. To realize positive margins, further busi-

ness development is therefore considered crucial.  

 
Strategic Assessment  

Key takeaways from the strategic analysis of Lyft are listed below. These will lay the foundation for the follow-

ing user-based valuation of the platform. 

Growth potential Monetization potential 
 

® Lyft’s topline grew by 103% in 2018, but 

growth is expected to decelerate as current 

markets are maturing. 
 

® Lyft exhibits strong cross-side network ef-

fects, but localized networks and multi-hom-

ing make the business vulnerable to competi-

tion. 
 

 With little international presence, geographic 

expansion exhibits a significant growth oppor-

tunity for Lyft.   

® While Lyft increased its net loss by 31% in 2018, 

the net income margin improved by 23%-

points, indicating a positive direction towards 

profitability. 
 

¯ Multi-homing and lack of differentiation drive 

down profitability and makes the business 

model highly reliant on subsidies. 
 

¯ Opportunities for increasing transaction fees 

on drivers seems exhausted in the US.   
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 In the mid- to long-term, bikes, scooters and 

potentially even autonomous vehicles consti-

tute opportunities for higher growth rates.  
 

¯ Competitive pressure from Uber, regulation 

and self-driving taxis represent major external 

threats.  

® Scale is key to improve margins, but scale alone 

might not be enough to become profitable.  
 

 Combined with scale, further business devel-

opment (e.g. integration of bikes and scooters) 

is key to differentiate from Uber and realize 

profitable margins in the long run.   

 

 

 

6.2.3. User-Based Valuation 

For this valuation of Lyft, we apply the same framework and the same structure as in the Spotify case, but 

since Lyft operates a different business model (transaction-based, as opposed to freemium-based), different 

adjustments and assumptions must be made.  

For use throughout the valuation, a breakdown of Lyft’s cost groups (in million dollars) is illustrated under-

neath, showing how they are categorized and allocated to the respective subparts; value of existing users, new 

users and corporate drag (Lyft, 2018). They will be further elaborated throughout the valuation. 

 

 

Value of Existing Riders  

The first component we need to determine is the value of existing users – in this case, riders. As presented in 

chapter 4, the value of an existing user is the present value of the expected after-tax cash flows generated 

from the user over its estimated lifetime. This value is derived using the input and assumptions summarized 

underneath. Later, we will conduct sensitivity analysis on assumption B and C, marked with red harvey balls. 

 

Costs, 2018 $m % Allocation Avg. %YoY growth 

Cost of revenue $1,243m 40% Existing users 112% 

Operations and support $338m 11% Existing users 86% 

Research and development (R&D) $301m 10% Corporate expense 116% 

Sales and marketing $804m 26% New users 36% 

General and administrative (G&A) $448m 14% Corporate expense 70% 

Total  $3,134m 100%   
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Input and Assumptions: 

 

A. Lifetime of a rider in years: Given the intense competition with Uber, the immaturity of the shared driving 

industry, and uncertainty about how autonomous vehicles will affect Lyft and its competitors, it is unlikely that 

riders will continue using the Lyft app for the rest of their lives. On the other hand, with its recent IPO, a market 

share of 29% in the US and long-term investments in autonomous vehicles, Lyft is positioning for becoming an 

established, long-lasting transportation provider. Following these rationales, driver lifetime is set to 15 years. 

 

B. Annual renewal probability: Lyft does not disclose the annual renewal probability of their riders, nor do they 

disclose churn rates, like Spotify did. As emphasized in the strategic analysis, because of lacking differentiation, 

Lyft and Uber complete intensely on price (Sheridan, 2019), and with low switching costs, users “multi-home”, 

picking whichever app provides the best deal at the given time. While this anti-loyal behavior does not directly 

affect the annual renewal probability (users still use the Lyft app, after all), it reduces it if Uber manages to 

lock-in riders, such that they only pick their service. However, with Lyft diversifying into a multimodal trans-

portation platform, this might increase loyalty. Furthermore, the company is experimenting with subscription 

offerings (such as their so-called “All-Access Plan”) and reward programs to increase loyalty and incentivize 

higher ARPU (Anmuth, 2019a).  

Given these initiatives and the duopolistic market structure (i.e. high market share and few significant com-

petitors, apart from Uber), we predict the annual renewal probability to be relatively high (considering that it 

is a transaction platform). We have therefore set it to 92% – slightly lower than for the freemium platform, 

Spotify (94.5%). With an annual renewal probability of 92%, the likelihood that a rider is still using the app in 

15 years is 29% (92%^15). 
 

C. Growth in revenue/rider: The revenue per rider reflects the company’s ability to drive usage and monetiza-

tion of the platform. Lyft’s ARPU increased by 47% during 2017 and by 32% during 2018 (Salinas, 2019). Look-

ing forward, Lyft still has a significant opportunity to  grow APRU as it; i) lowers incentives and promotions to 

drivers and riders; ii) improves the efficiency and utilization of the platform, including through shared rides 

and subscriptions; and iii) attracts users to more premium offerings such as “Lux” and “Lux Black XL” (Salinas, 

2019). However, given that the year-over-year growth decreased by 15%-points in 2018 relative to the year 
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before, the ARPU growth is expected to decelerate. In line with estimates by J.P. Morgan, we expect the APRU 

to grow at an average rate of 13% during the forecast period (Anmuth, 2019a).  
 

D. Operating costs/rider in base year: The operating costs per rider for 2018 is used as baseline to forecast the 

future costs associated with servicing existing riders. As presented in the cost group overview in the introduc-

tion of the valuation, Cost of Revenues (includes insurance costs, payment processing and hosting fees) and 

Operations & Support (includes personnel costs of local operation teams) have been allocated under the cat-

egory “Existing users” (Anmuth, 2019). The components make up the operating costs in the base year and 

represented 73% of revenues (Appendix 4.8). With $130 in ARPU in 2018, this leads to an operating cost per 

rider in the base year of $95 ($130*73%). 

 

E. Growth in operating costs/rider: Next, we need to project the growth rate of the costs associated with 

servicing existing riders – in other words, the growth in operating costs per rider. To project the growth of this 

component, it is necessary to split it in variable and fixed costs, since the mix between these two components 

determines scaling opportunities. In this regard, Cost of Revenues represents the variable component, and 

Operations & Support make up the fixed component (although this categorization might be a slight simplifica-

tion). Underneath, we have illustrated their proportions of revenues, and how the components have grown 

over the last two years:  

 

Exhibit 38: Operating Expenses10, Historical Development – Lyft  
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

  

 

Studying the right chart, it is evident that both cost components have grown rapidly (+80% YoY), although at 

a slower rate than revenues. From observing the left graph, it is clear that Cost of Revenues (the variable part) 

make up a much bigger part of revenues than Operations & Support (the fixed part). Given that Lyft owns no 

cars, it has a low proportion of fixed costs, which limits opportunities for reaching supply economics of scale 

                                                             
10 Percentages in the left graph sum to more than 100%, because Lyft has higher costs than revenues (i.e. negative profits). 
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on its operating expenses (Dickey, 2019). With Cost of Revenues making up approximately 80% of the operat-

ing costs across the three years, we assume this split will remain constant. Based on this assumption and an 

inflation rate of 2% (Amadeo, 2019), we estimate the growth in operating costs per rider, using the following 

formula (Damodaran, 2018):  

𝑮𝒓𝒐𝒘𝒕𝒉	𝒊𝒏	𝒐𝒑𝒆𝒓𝒂𝒕𝒊𝒏𝒈	𝒄𝒐𝒔𝒕𝒔	𝒑𝒆𝒓	𝒓𝒊𝒅𝒆𝒓: 

(%	𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒	𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔	𝑐𝑜𝑠𝑡𝑠) ∙ 	𝐴𝑅𝑃𝑈	𝑔𝑟𝑜𝑤𝑡ℎ	𝑟𝑎𝑡𝑒 + (1 −%	𝑣𝑎𝑟𝑖𝑎𝑏𝑙𝑒	𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔	𝑐𝑜𝑠𝑡𝑠) ∙ 𝐼𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛	𝑟𝑎𝑡𝑒 
 

	80% ∙ 13%+ (1 − 80%) ∙ 2% = 10.8% 

 

Thus, we estimate operating costs per rider to grow at a rate of 10.8%, which is 2.2%-points lower than the 

projected revenue per rider of 13% – meaning that we project the operating margin to gradually increase. 

 

F. WACC: As with Spotify, Lyft has no debt, meaning that cost of capital is equal to its cost of equity. This is 

calculated as (Brealey, Myers, & Allen, 2011):  
 

𝐶𝑜𝑠𝑡	𝑜𝑓	𝑒𝑞𝑢𝑖𝑡𝑦 = 𝑅𝑖𝑠𝑘	𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒 + 𝐵𝑒𝑡𝑎S ∙ (𝑀𝑎𝑟𝑘𝑒𝑡	𝑟𝑖𝑠𝑘	𝑝𝑟𝑒𝑚𝑖𝑢𝑚) 
 

Since Lyft is also listed in USA, we apply the same risk premium of 5.1% (Damodaran, 2019) and risk-free rate 

2.9% (Appendix 4.3). The unlevered beta is based on Lyft’s business belonging to the transportation sector, 

leading to a value 0.80 (Damodaran, 2019). While this might be slightly misleading, since its business model is 

significantly different from traditional transportation companies (i.e. it owns no vehicles), for simplicity and 

lack of a better alternative, we accept this generalization. Lyft has no outstanding debt, meaning that the 

levered beta is the same as the unlevered beta. This leads to a cost of equity (hence WACC) of 6.9%, which is 

relatively low given the novelty of the business and the ridesharing industry. To accommodate for this, we 

conservatively add a market risk premium of 1%, leading to a WACC of 7.9% – 0.1%-point lower than for 

Spotify. 

 

Valuation of Existing Riders: 

Having determined key inputs for the model, we are now ready to value Lyft’s existing riders. In Exhibit 39 

underneath, the forecast and valuation are illustrated, using the assumptions presented above, marked by 

capital letters.   
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Exhibit 39: Value of Existing Riders – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 

Similar to the Spotify valuation, we first make the budgeting period equal to the assumed user lifetime, 15 

years (A). Then, we calculate the membership survival probability per year, by taking the assumed annual 

renewal probability (B) and compounding this by a time factor (e.g. for year 5: 92%8 = 51%).  

After this, we calculate net revenue and operating profit per rider. Lyft reports both gross billings and net 

revenue (referred to as revenue). Gross billings are defined as the total value of services being facilitated 

through Lyft’s platform, and net revenue is the margin that Lyft is retrieving, corresponding to 27% in 2018 

(Anmuth, 2019a). With 18.6 million users, Lyft’s net revenue per rider in 2018 was $130, and with operating 

costs per rider of $95 (D), the operating profit per user was $35. Using these numbers as the baseline for our 

forecasts, we project an annual increase in revenue per rider and operating costs per rider of 13% (C) and 

10.8% (E), respectively. This means that the operating margin per rider is expected to expand as Lyft matures 

and diversifies in transportation offerings – more specifically it will grow from 27% to 45% during the 15-year 

period.  

To get operating profit per rider on an after-tax basis, we use a tax rate of 25% (A global effective tax rate11) 

and apply the equation, Membership Survival*Operating Profit*(1-Tax rate), which takes into account the sur-

vival probability (Damodaran, 2018). Now that we have the after-tax operating income per rider, we discount 

this by the WACC of 7.9% (F) across the 15 years. By accumulating the present values, we arrive at a value per 

rider of $399. Since Lyft had 18.6 million riders by the end of 2018, this means the value of the company’s 

existing riders is $7,419 million.  

 

                                                             
11 Data extracted from Effective Tax Rates - NYU Stern 

Base year 1 2 3 4 5 6 7 8 9 10 11 12 13 14 15

Life Indicator 1 1 1 1 1 1 1 1 1 1 1 1 1 1 1

Membership Survival 1 0.92 0.85 0.78 0.72 0.66 0.61 0.56 0.51 0.47 0.43 0.40 0.37 0.34 0.31 0.286

Net revenues / riders $130 $147 $166 $188 $212 $240 $271 $306 $346 $391 $441 $499 $563 $637 $720 $813

Operating expenses / riders $95 $106 $117 $130 $144 $159 $176 $195 $217 $240 $266 $295 $326 $362 $401 $444

Operating Profit / riders $35 $41 $49 $58 $68 $80 $94 $110 $129 $151 $175 $204 $237 $275 $319 $369

Survival adjusted Operating Profit $38 $41 $45 $49 $53 $57 $62 $66 $71 $76 $82 $87 $93 $99 $106

Tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

After-tax Operating Income $26 $28 $31 $34 $37 $40 $43 $46 $50 $53 $57 $61 $65 $70 $74 $79

Present Value (at Cost of Capital) $26 $27 $27 $27 $27 $27 $27 $27 $27 $27 $27 $26 $26 $26 $25

Life of rider 15

Value per rider $399

Number of existing riders 19m

Value of existing riders $7,419m

A 

B 

D 
C 

E 

F 
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Value of New Riders  

As presented in chapter 4, the value of new users (in this case, riders) is a result of the value of an existing 

user, minus the cost of acquiring a new user, multiplied by the number users added in the given period. This 

value is derived using the input and assumptions summarized underneath. Later, we will conduct sensitivity 

analysis on assumption B and C, marked with red harvey balls. 

 

Input and Assumptions: 

 

A. Total cost of acquiring new riders: The money a company spends on obtaining new users is usually allocated 

under marketing costs in the income statement. For Lyft, Sales & Marketing costs, which includes advertising 

and rider promotions, has historically been the largest operating cost component in the company, making up 

155% and 58% of revenues in 2017 and 2018, respectively (Appendix 4.8). As in the Spotify case, Sales and 

Marketing is used as a proxy for customer acquisition costs. Thus, to estimate the cost of acquiring a new rider, 

marketing costs are divided by the number of riders added (6.0m in 2018), multiplied by the annual renewal 

probability estimated earlier (Damodaran, 2018). 

	

𝑪𝒐𝒔𝒕	𝒐𝒇	𝒂𝒄𝒒𝒖𝒊𝒓𝒊𝒏𝒈	𝒂	𝒏𝒆𝒘	𝒓𝒊𝒅𝒆𝒓:	
𝑀𝑎𝑟𝑘𝑒𝑡𝑖𝑛𝑔	𝑐𝑜𝑠𝑡

	#𝐴𝑑𝑑𝑒𝑑	𝑟𝑖𝑑𝑒𝑟𝑠 ∙ 𝐴𝑛𝑛𝑢𝑎𝑙	𝑟𝑒𝑛𝑒𝑤𝑎𝑙	𝑝𝑟𝑜𝑏𝑎𝑏𝑖𝑙𝑖𝑡𝑦 →
$804𝑚

6.0𝑚 ∙ 92% = $𝟏𝟒𝟓.𝟔 

 

Thus, the average rider acquisition cost is $145.6, which is substantially higher than that of Spotify of €21.4. 

This contradicts proposition III from chapter 4, where we categorize both the transaction and freemium model 

as being categorized by "medium"-level acquisition costs. While this illustrates the limitations of such gener-

alizations, it should be emphasized that Lyft's high customer acquisition costs are largely a results of the sub-

stantial amounts of venture capital cash the company spends on giving out coupons to conquer market share 

from Uber in the ridesharing market (Anmuth, 2019a). Following the strategic analysis, we expect this compe-

tition to remain intense in the following years. Therefore, we assume the cost of acquiring a rider to remain 

constant throughout the forecasting period.  

 

 
Total cost of acquiring  

new users ($) 
Annual growth  

in riders, 1-5 years (%) 
Annual growth  

in riders, 6-10 years (%) 
Annual growth 

 in riders, >10 years (%) 
WACC (%) 

Rank      

Value $146 25.0% 10.0% 1.0% 9.9% 

 A B C D E A B C D 

◕ ◑ ◔ ◕ 

●

●

◑ 

◕ 

 
E 
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B.+C.+D. Annual growth in riders: As emphasized in chapter 4, great uncertainty is associated with estimating 

the expected number of new users. To accommodate for this, the estimation will be divided into three differ-

ent horizons (1-5 years, 6-10 years and >10 years), as in the Spotify case, and we will base the projections on 

the rationales presented in the strategic analysis in combination with the following four growth indicators: 

 

Growth indicator: Advantages and disadvantages of growth indicator: Horizon 
(Source) 

Growth  
estimate 

Historic development 
(# of Lyft riders) 

P An indication of how the company’s historical user growth. 
O Few years of available data (3). 

2016-18 
(Annual report)  

69% 
(48% in 2018) 

Industry growth 
(Ride-hailing, # users) 

P Indication of how the industry growth will be. 
O Generalization approach, ignoring network effects and diversification. 

2018-26 
(Statista) 

10% 
(Appendix 4.6) 

Market consensus 
(21 equity reports) 

P A large comparison of different equity reports, covering the stock. 
O Can be very biased, either bullish or bearish. 

2018-23 
(Capital IQ) 

20% 
(Appendix 4.5) 

Uber growth 
(Biggest competitor) 

P A very comparable competitor (proxy). 
O Difference in maturity and long-term strategy, with Uber gaining  

traction in freight and food delivery. 

2018 
(Annual Report) 

 

34% 
 

 

 

B. Annual growth in riders, 1-5 years: Lyft closed Q4 2018 with 18.6 million riders, up 48% from Q4 2017 

(Rowley, 2019). However, competitive pressure from Uber, regulation and self-driving taxis represent 

major external threats, and as market matures, the growth rate in number of riders is expected to even-

tually decelerate. A growth rate of 25.0% has been chosen – 44%-points lower than the company’s 

historical growth in riders of 69%. The estimate is set slightly higher than the market consensus of 20% 

for three reasons; i) with little international presence, geographic expansion exhibits a significant 

growth opportunity, ii) the platform has shown promising potential in other markets such as bikes and 

scooters, which could drive a wider adoption to its multimodal transportation network, iii) being three 

years older, Uber managed to grow users by 34% in 2018, which is a positive indicator for the younger 

and much less established Lyft (Lyft, 2019; Uber, 2019). 
 

C. Annual growth in riders, 6-10 years: The growth rate after five years is expected to fall, as Lyft reaches 

a saturation point in key markets, and because of increasing competition from other players and self-

driving taxis. As Lyft and the industry matures, the company is expected to shift its focus from rider 

growth to increasing the value of existing riders and keeping the renewal probability high. Following 

these arguments, we have conservatively set the growth rate to 10%, in line with industry estimates 

(Statista, 2019b).  
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D. Annual growth in riders, >10 years: The growth rate after ten years (i.e. the terminal period) is set at 

1.0%, following the same argumentation as for Spotify. 
 

Our growth estimates in number of riders are summarized in the illustration below.  
 

Exhibit 40: Number of Riders – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 

E. WACC: The cost of capital was estimated for existing riders in the previous section. As argued in the Spotify 

case, a higher WACC should be applied when valuing new users, because there is greater uncertainty associ-

ated with this value as evidenced by the above growth assumptions. Therefore, two percentage-points have 

been added to the previously presented WACC calculation, thus equaling 9.9%. 

 

Valuation of New Riders: 

In Exhibit 41 underneath, the forecast and valuation of new riders are illustrated, using the assumptions pre-

sented above, marked by capital letters. 
 

Exhibit 41: Value of New Riders – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 

A 

B C D 

E 

7m
13m

19m
23m

29m
36m

45m

57m
62m

69m
76m

83m
91m91%

48%

25%
25% 25%

25% 25%

10% 10% 10% 10% 10%

0%
10%
20%

30%
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90%
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0
10
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30
40
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60
70
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100

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Active riders %YoY growth

Cost of acquiring New rider $146

Value per new rider $253

Base year 1 2 3 4 5 6 7 8 9 10

Total riders 19m 23m 29m 36m 45m 57m 62m 69m 76m 83m 91m

New riders 6m 8m 10m 12m 15m 10m 11m 12m 14m 15m

Value per riders $253 $258 $263 $269 $274 $280 $285 $291 $297 $303 $309

Value added by new riders $1,586m $2,022m $2,577m $3,286m $4,190m $2,914m $3,269m $3,668m $4,116m $4,618m

Terminal Value (New riders) $3,645m

Present Value $1,443m $1,674m $1,942m $2,253m $2,614m $1,654m $1,689m $1,724m $1,760m $3,216m

Value Added by New riders $19,969m
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To determine the value of a new rider, the exact same approach as for Spotify is used. First, the value of an 

existing rider of $399 (which we found in the previous section) is reduced by the costs estimated to gain a new 

rider of $146 (A), resulting in a value per new rider of $253. We then project the number of new riders across 

the forecast period based on the above growth assumptions (B, C and D), while also taking into account riders 

stopping to use the service (using the assumed renewal probability), as elaborated in the Spotify case. This 

leads to 91 million riders in year 10. Furthermore, we project the value of a rider to grow at the inflation rate 

of 2.0%, thus keeping the value in line with the market (Amadeo, 2019). Multiplying the number of new riders 

by the value of a new rider leads to the aggregate value added from new riders (e.g. for year 5: 15m*$280 = 

4,190m). Again, we calculate the value of the new riders in the terminal period (i.e. >10 years) using Gordon’s 

growth formula (Plenborg, Kinserdal, & Petersen, 2017). The formula has been adjusted to account for an 

expected growth rate based on an inflation rate of 2% (Damodaran, 2018; Amadeo, 2019): 

 

#𝑅𝑖𝑑𝑒𝑟𝑠 ∙ 𝑇𝑒𝑟𝑚𝑖𝑛𝑎𝑙	𝑔𝑟𝑜𝑤𝑡ℎ	𝑟𝑎𝑡𝑒 ∙ 𝑉𝑎𝑙𝑢𝑒	𝑝𝑒𝑟	𝑟𝑖𝑑𝑒𝑟 ∙ (1 + 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛	𝑟𝑎𝑡𝑒)
𝐶𝑜𝑠𝑡	𝑜𝑓	𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑖𝑛𝑓𝑙𝑎𝑡𝑖𝑜𝑛 →

91𝑚 ∙ 1% ∙ $309 ∙ (1 + 2%)
9.9%− 2% = $3,645 

 

Finally, to get the present value of new riders in the forecast and terminal period, we apply the WACC of 9.9% 

(E), and by summarizing the components, we arrive at a value of new riders of $19,969 million. 

 

Value of Corporate Drag 

The third and final piece in the valuation is the value of corporate drag. To value this component, corporate 

expenses must be estimated as well as its growth rate: 

Input and Assumptions: 

 

A. Corporate expenses: Deriving corporate expenses involves calculating backwards from the total operating 

expenses and isolating the costs which are not related to either acquiring of servicing users (in this case, riders) 

(Damodaran, 2018). In the introduction of the valuation of Lyft, we provided an overview of the company’s 

cost groups and categorized them by function. Following this categorization, Lyft’s corporate expenses consist 

of R&D and G&A, totaling $749 million in 2018. 

 

 Corporate expenses Growth rate 

Rank   

Value $749m 5.0% 

 A B A 

◑ ◑ 
B 
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B. Growth rate: Corporate expenses as a fraction of revenues has dropped from 65% to 35% during 2016-18. 

While investments in R&D can cause spikes over the years, on average, we forecast that corporate expenses 

– as a fraction revenue – will continue decreasing, in line with last years’ development. More specifically, we 

project it to grow by 5% annually such that its fraction of revenues reduces from 35.0% in 2018 to 9.0% in 

2028.   

 

Valuation of Corporate Drag: 

As in the Spotify case, the value of corporate drag is calculated by first forecasting its growth, using the as-

sumed rate of 5% (A and B). Then, taxes are deducted to get after-tax corporate expenses, and the terminal 

value is calculated based on Gordon’s growth formula, using  the (less risky) WACC of 7.9% and a risk-free rate 

of 2.9% (Appendix 4.3) (Plenborg, Kinserdal, & Petersen, 2017): 

 

𝐴𝑓𝑡𝑒𝑟𝑡𝑎𝑥	𝑐𝑜𝑟𝑝𝑜𝑟𝑎𝑡𝑒	𝑒𝑥𝑝𝑒𝑛𝑠𝑒𝑠 ∙ (1 + 𝑅𝑖𝑠𝑘𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒)
𝐶𝑜𝑠𝑡	𝑜𝑓	𝑐𝑎𝑝𝑖𝑡𝑎𝑙 − 𝑅𝑖𝑠𝑘𝑓𝑟𝑒𝑒	𝑟𝑎𝑡𝑒 =

$915𝑚 ∙ (1 + 2.9%)
7.9%− 2.9% = $18,641𝑚 

 

To get the present value of corporate drag in the forecast and terminal period, we discount by the WACC of 

7.9%. Summarizing the present values leads to a value of corporate drag of $13,567m. 

 

Exhibit 42: Value of Corporate Drag – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 

  

A B 

Base year 1 2 3 4 5 6 7 8 9 10

Corporate Expenses -$749m -$786m -$826m -$867m -$910m -$956m -$1,003m -$1,054m -$1,106m -$1,162m -$1,220m

After-tax Corporate Expenses -$590m -$619m -$650m -$683m -$717m -$753m -$790m -$830m -$871m -$915m

Terminal Value (Corporate Exp) -$18,641m

PV of Corporate Expenses -$547m -$532m -$518m -$504m -$490m -$477m -$464m -$452m -$440m -$9,145m

Value Drag of Corporate Expenses -$13,567m
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Valuation of Lyft 

By summarizing the value of existing riders ($7,419m) with the value of new riders ($19,969m), and subtracting 

the value of corporate drag ($13,567m), Lyft's operating assets (i.e. enterprise value) is valued at $13,820 

million. The value distribution is visualized in Exhibit 43 underneath.  

 

Exhibit 43: Value Segmented by User Components – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 

Excluding corporate expenses, 73% of the value is generated from existing riders and 27% from new riders. As 

in the Spotify case, the majority of the value is generated from new riders. This explains why Lyft continues 

investing substantial amounts in customer acquisition (in the form of rebate coupons, sign-up discounts, etc.), 

although the company’s net losses are mounting.  

To determine the value of equity in common stock (market value), cash is added to the enterprise value and 

equity options are subtracted12. Following these steps, the equity value of common stock is $15,249m, imply-

ing a stock price of $53. The Lyft shares were trading at $61 per share on April 26, 2019 (Yahoo Finance, Yahoo 

Finance, 2019b). Thus, our user-based intrinsic valuation indicates that Lyft is substantially overvalued, more 

specifically by 13.1%.   

 

  

                                                             
12 Lyft has no outstanding debt, otherwise this should also be subtracted. 

$7,419m

$19,969m

-$13,567m

$13,820m

$2,038m
$0m

$15,249m

-$609m

Existing riders New riders Expenses Operating assets Cash Debt Equity Options Equity 



Page 110 of 164 
 

Sensitivity Analysis 

In this section, we challenge key assumptions by conducting sensitivity analysis on the value of existing riders 

and new riders, respectively. We base the analysis on the value of common stock (market value), and conduct 

sensitivity checks across four critical assumptions, which were marked with red "harvey balls" throughout the 

valuation. The findings are summarized underneath. 
 

Exhibit 44: Sensitivity Analysis of Equity Value – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

   

 

§ Exiting riders: From analysis, we have found that the growth in revenue per rider and the annual renewal 

probability are amongst the assumptions that have the greatest impact on the value on Lyft’s existing 

riders. By changing the growth in revenue per rider by +/-1%-point, this will result in an equity value of, 

respectively, $11,904m and $18,925m, corresponding to a percentage change of +/-23% relative to our 

valuation. For the annual renewal probability, a change of +/-1%-point results in an equity value of, re-

spectively, $12,606m and $18,005m, representing a percentage change of +/-18%. Thus, both assump-

tions greatly influence the value of Lyft’s existing riders, even from small changes. It illustrates that con-

tinuing to grow ARPU and keeping customers loyalty is key for Lyft to increase its market value.  
 

§ New rider: For new riders, the assumptions that exhibit the greatest value influence are the estimations 

of the annual growth in riders in year 1-5 and year 6-10. By changing the rider growth rate in year 1-5 by 

+/-5%-points, this results in an equity value of, respectively, $11,150m and $20,024m, corresponding to 

a percentage change of +/-29%.  For the rider growth rate in year 6-10, a change of +/-5%-point results 

in an equity value of, respectively, $12,007m and $19,069m, representing a percentage change of +/-

23%. As illustrated, both assumptions have a high influence on the valuation of Lyft and emphasize the 

importance of user growth for the company's value to increase. 

If the reader is curious, sensitivity analysis across other parameters, including WACC, is to be found in Appendix 

4.7.  

Value of Existing Riders ($m) Value of New Riders ($m) 

######## 90% 91% 92% 93% 94%

11% 4,595 6,689 8,859 11,108 13,438

12% 7,209 9,511 11,904 14,392 16,977

13% 10,071 12,606 15,249 18,005 20,878

14% 13,207 16,001 18,925 21,981 25,176

15% 16,642 19,727 22,963 26,356 29,911
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######## 0% 5% 10% 15% 20%

15% 3,712 5,515 7,652 10,169 13,118

20% 6,276 8,507 11,150 14,265 17,913

25% 9,271 12,007 15,249 19,069 23,543

30% 12,750 16,079 20,024 24,671 30,114

35% 16,772 20,792 25,556 31,168 37,743
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Valuation Benchmarking 

To test the robustness of the user-based valuation, we benchmark our valuation against a DCF valuation, rel-

ative valuations and market consensus estimates. Unfortunately, space does not allow for elaboration on the 

DCF valuation but is to be found in elaborate form in Appendix 4.8-4.10. The DCF is based on the same outlook 

as our user-based valuation and serves as a sanity check to compare results. The relative valuations are based 

on the transaction peer group constructed in the quantitative market analysis (chapter 5) and include forward 

multiples for EV/sales (3.5x) and EV/gross profit (5.5x). For estimating the equity value, cash has been added 

and equity options subtracted (Lyft, 2019). The valuations are illustrated underneath.  

 

Exhibit 45: Benchmarking, Equity Value and Share Prices – Lyft 
Source: Author’s creation. Data extracted from Lyft IPO Prospectus, FactSet and Capital IQ. 

 

 
 
Across the benchmarks, we see a picture similar to what we observed from the Spotify case. With the DCF, we 

arrive at a fairly similar value (because it is based on the same outlook), while the relative valuations exhibit 

great variation. Again, the market consensus estimates (Appendix 4.5) suggest the highest equity value of 

$21,728m, indicating that the stock price as of April 26 2019 (Yahoo Finance, Yahoo Finance, 2019b) was un-

dervalued by $17 ($78-$61). Across all estimates, the median share price is $50, which is 6% lower than the 

user-based valuation and 34% lower than the market consensus estimate. As in the Spotify case, there is great 

variation across the valuation benchmarks, which – again – illustrates the difficulty of valuing platforms. While 

the user-based approach has produced similar valuations as the DCF across both cases, it has produced valu-

able, user-specific insights about where the value is created.  

 

  

$15,249m $16,725m
$13,300m

$9,471m

$21,728m

Intrins ic value Intrins ic value Relative value Relative value Blended

User-based valuation DCF valuation EV/sales EV/gross profit Market Consensus

Equity value Median Stock price

Median 
Equity: $14,274m

Price: $50

Current 
Equity: $17.443m

Price: $61

$53 $59 $47 $76$33

Stock price
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6.3. Summary 
 

In this chapter, we applied our framework from chapter 4 on Spotify and Lyft, by assessing their strategic 

potential and valuing the companies based on user data. These case studies have shed light on the challenges 

of valuing digital platforms and how to mitigate them. 
 

In the strategic analysis, we examined the companies’ historical growth and profitability in order to, in turn, 

assess their growth and monetization potential. Analyzing growth aspects and profitability aspects separately, 

made it clear that while both companies are leveraging network effects and technology to grow rapidly, they 

both face difficulties turning user interaction into profits. To become profitable, both companies invest heavily 

in customer acquisition to achieve demand economics of scale as well as supply economics of scale – a strategy 

associated with substantial venture capital investments and great uncertainty. Furthermore, both companies 

are facing competition from major integrated platforms, such as Google, Amazon and Apple, and are attempt-

ing to diversify their business model – Spotify by vertically integrating (producing non-music content) and Lyft 

by expanding their platform (bikes, scooters and autonomous vehicles). 
 

The strategic analyses laid a foundation for the following valuations – the growth assessments were particu-

larly useful for valuing new users, while the monetization assessments were particularly useful for valuing 

existing users. The user-based valuations are summarized below: 
 

Exhibit 46: User-Based Valuation – Spotify and Lyft 
Source: Author’s creation. Data extracted from Spotify’s Annual Reports, Lyft IPO Prospectus, FactSet and Capital IQ. 

  

 

 
While the user-based approach produced similar valuations as the DCF across both cases, it produced valuable, 

user-specific insights about where the value is created. Particularly, it became clear that – across both cases – 

the majority of the value is generated from new users, thus verifying our cost proposition (II) from chapter 4: 

A platform that is losing money because of large investments in customers acquisition is more valuable than 

an otherwise identical platform that generates equivalent losses from serving existing users. This is due to 

economies of scale – as the number of users scales up, fixed costs per user decrease, causing the value of both 

Spotify Lyft 

$7,419m

$19,969m

-$13,567m

$13,820m

Existing riders New riders Expenses Operating assets

€7,950m

€19,376m

€7,409m
-€13,753m

€20,981m

Existing subscribers New subscribers Advertising Expenses Operating assets
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existing and new users to increase. As mentioned earlier, demand economics of scale is a key component of 

platform strategy. Positive network effects can ignite a self-reinforcing cycle of growth in users, making a plat-

form grow faster and faster, the bigger it gets. Combining exponential user growth with a cost structure char-

acterized by diminishing variable costs per user can lead to substantial margin expansion (Evans & Gawer, 

2016).  

While user growth is important, the sensitivity analyses also illustrated that APRU growth has substantial value 

implications. From closely studying the sensitivity analyses, it becomes clear that a 1%-point change in ARPU 

growth has much greater influence on user value than a 1%-point change in user growth. This verifies our 

revenue proposition (I) from chapter 4: A platform which is growing revenues from increasing revenues per 

user is more valuable than an otherwise identical platform which is deriving growth from increasing the number 

of users. However, while it is intuitive that increasing revenue per user – in the short run – is a more profitable 

growth strategy than increasing the number of users (because of customer acquisition costs), this does not 

imply that this growth strategy is always the most feasible strategy to allocate resources to. In the long run, it 

might make more sense to first grow the user base in order to reach critical mass, i.e. follow the “users first, 

monetize later”-approach.  

The applications and limitations of the user based valuation approach will be discussed further in the next 

chapter.  
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7. DISCUSSION 

 

This chapter relates to the sixth (and last) sub-research question. Here we discuss applications and limitations 

(in terms of reliability and validity) related to the applied strategy and valuation framework (chapter 4), the 

quantitative market analysis (chapter 5) and the cases studies (chapter 6). Accordingly, the chapter is struc-

tured as follows: 

1. Strategy Framework 

2. Valuation Framework 

3. Quantitative Market Analysis 

4. Case Studies  

 

7.1. Strategy Framework 

As emphasized, platform strategy is different from conventional strategy because it is based on the principles 

of resource orchestration and external interaction, rather than resource control and internal optimization. 

While the resource-based view (RBV) and the market-based view (MBV) argue that businesses gain market 

power by controlling resources, increasing production efficiency, and building barriers against challenges from 

the five forces, digital platforms create most of their value using resources they do not own or control, and 

external forces are their most valuable assets (Parker, Alstyne & Choudary, 2016). To take into account this 

difference, we analyzed the case companies through a platform strategy-lens, using our developed framework. 

This included assessing the companies' ability to scale user growth through same-side and cross-side network 

effects and to examine frictions with network effects from monetizing user activity. Furthermore, to shed light 

on tradeoff dynamics between user growth and monetization, we analyzed growth potential and monetization 

potential separately. This laid the foundation for the following valuations, with the growth assessments being 

particularly useful for valuing new users, and the monetization assessments being particularly useful for valu-

ing existing users.  

However, as illustrated throughout the strategic analyses of Spotify and Lyft, we also analyze many of the same 

factors (including, competitors, capabilities and differentiation) as one would analyze by applying conventional 

strategy. To exemplify, in line with the resource-based view (RBV), Lyft is investing heavily in autonomous 

vehicle technology, and in line with the market-based view (MBV), Spotify is expanding margins following its 

increasing bargaining power over music suppliers. Thus, many of the principles from conventional strategy still 

apply in the world of platforms. As emphasized, the presented framework in this paper is not intended to 
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replace such conventional strategic analysis, but rather to complement it. Complementing with Porter's Five 

Forces analysis (Porter, 1985) or a VRIN13 analysis (Barney, 1991) may have strengthened the validity of our 

strategic assessments, but given the scope and focus of the paper, such frameworks were not applied.   

To improve the validity and reliability of our proposed framework and findings, collecting primary data from 

interviewing platform entrepreneurs and venture capitalists about platform strategy and performance could 

have been advantageous. As illustrated, the literature on platform strategy is still very young and few papers 

on the topic are academically reviewed. While it strengthens the validity of our findings that we are using 

updated sources and that we developed the framework based on literature by platform strategy specialists 

(including Marshall Van Alstyne and Sangeet Choudary), the lack of academic rigor within the field weakens 

the validity our findings. Enabling triangulation by including relevant primary data could have led to greater 

confidence in the conclusions we produced from applying the framework (Smith, 1975). 

 

7.2. Valuation Framework 

As emphasized, monetization causes frictions with network effects, and thus scaling and monetizing simulta-

neously is a key challenge for platform managers, forcing them to apply the expensive “users first, monetiza-

tion later”-approach. Due to this, only considering aggregate revenues and expenses can lead to misinterpre-

tation – investors need to also assess why and what the company is spending money on since there are "good" 

and "bad" ways of losing money (Damodaran, 2018).  

Unlike conventional valuation approaches, the presented user-based valuation approach distinguishes be-

tween new and existing users to enable analysis of acquisition costs. Thereby, analysts can critically assess if a 

platform’s investments in customer acquisition are paying off. Furthermore, while the user-based approach 

produced similar valuations as the DCFs, it produced valuable, user-specific insights about where the value is 

created. Particularly, it became clear that, across both cases, the majority of the value was generated from 

new users. It also enabled user-specific sensitivity-analysis, which provided concrete insights about the value 

implications from changes in key variables such as user growth, ARPU growth and renewal rates. 

That being said, the valuation approach also has its weaknesses. The data required to value the users are often 

either not disclosed or only opaquely provided by platform companies, and as emphasized by Damodaran 

(2018, p. 8), this lack of transparency raises suspiciousness; “It is ironic that companies that are quick to tout 

the number of users they have, and ask to be priced on that number, are unwilling to share information about 

                                                             
13 A VRIN framework can help determine if a resource is a source of sustainable competitive advantage by evaluating four criteria: Valuable, Rare, 
Inimitable and Non-substitutable (Barney, 1991).  
 



Page 116 of 164 
 

those users that investors need to better judge their value or price”. Consequently, the approach not only has 

practical limitations, but the lack of transparency also diminishes the reliability of the valuation, since critical 

assumptions and simplifications must be made – an example is defining Sales & Marketing as customer acqui-

sition costs in lack of better measurement. Thus, while the user-based valuation can indeed help mitigate 

some of the challenges associated with valuing digital platforms, it has its flaws, and complementing it with 

conventional valuation approaches, as demonstrated in the cases, is advocated.   

 

7.3. Quantitative Market Analysis 

The fundamental purpose of this thesis is to examine how to mitigate the challenges of valuing digital plat-

forms. To do so, we argue it necessary to understand relations between platform strategy, user value dynamics 

and enterprise value. We first studied such relations by examining literature on platform strategy and valua-

tion in chapter 4. Hereafter, we complemented these qualitative and conceptual findings with quantitative 

analysis in chapter 5, by examining how different types of platforms perform (across numerous financial and 

user-specific metrics) relative to each other and relative to traditional non-platform companies. This analysis 

was useful for improving our understanding about platform economics, but given the limited sample size con-

sisting of 44 companies, and the fact that we did not conduct any regressive analysis, we cannot verify that 

any of the produced generalizations are statistically significant. While testing for significance may had led to 

interesting insights, given the research question, this was not the purpose of the analysis. Rather, it was to 

better understand how user-specific metrics such as MAU, ARPU and AMPU vary across different platform 

types, before applying them in the user-based valuations in the case studies. Thus, while the generalizations 

(as expected) had limited direct applications in the concrete case contexts, complementing our qualitative and 

conceptual findings from chapter 4 with quantitative analysis in chapter 5, improved our understanding of the 

general problem area and developed a foundation for better case analysis.  

 

7.4. Case Studies 

With the purpose of examining the challenges of valuing digital platforms – and how to mitigate them – in a 

concrete context, we apply the framework from chapter 4 on the two case companies, Spotify and Lyft. The 

advantage of a case study is that by applying theories in a concrete context, we achieved a deeper understand-

ing of the valuation challenge, thereby enabling us to test our framework (Rendtorff, 2007). Unfortunately, 

the scope of this thesis did not allow for more cases. Two case studies were chosen to allow meaningful depth 

of analysis, and to illustrate how valuing different types of platforms requires different adjustments to the 

framework. In that regard, performing four case studies, one company of each platform type, could have led 
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to interesting and relevant comparisons – although the generalizability from this, would – of cause – still be 

limited given the sample size.  

Since the nature of our research question requires generalization, the fact that we “only” study two cases, is 

critical. Admittedly, reliable generalizations cannot be produced from such few cases, which downgrades the 

validity of our findings. As mentioned in chapter 3, to enhance the validity and reliability of the findings in the 

case studies, we followed Kane’s (2006) advice of employing consistent measurement procedures and evalu-

ating evidence related to the inferences. We did that by applying the same framework and structure across 

the case studies, and we tested the robustness of our valuations by performing benchmark analysis. Following 

this approach, the Lyft and Spotify case studies showed that a user-based valuation could indeed help mitigate 

some of the challenges associated with valuing platforms. However, this conclusion cannot necessarily be gen-

eralized across all platforms, as the data required to value users are often either not disclosed or only opaquely 

provided. Consequently, a user-based valuation approach has practical limitations unless the given company 

discloses user data. As illustrated by the small sample size in the quantitative market analysis (44 companies), 

only few platforms live up to this criteria.  
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8. CONCLUSION 

 

Research question: Which factors should investors examine to evaluate the strategic potential of a digital 

platform in terms of its ability to scale and monetize user activity, and how can an intrinsic user-based valuation 

approach assist in estimating the enterprise value of such companies? 

 

As illustrated from the Lyft and Spotify case, many of the principles from conventional strategy still apply in 

the world of platforms. However, platform strategy is different from conventional strategy in the sense that it 

is based on the principles of resource orchestration and external interaction, rather than resource control and 

internal optimization. To take into account this difference, we analyzed the case companies, Spotify and Lyft, 

through a platform strategy-lens. Furthermore, to shed light on tradeoff dynamics between user growth and 

monetization, we analyzed growth potential and monetization potential separately. Based on findings from 

literature research and case analysis, for evaluating growth potential, it was found crucial to assess the given 

platform’s ability to scale user growth by analyzing four categories of network effects; positive/negative same-

side effects, as well as positive/negative cross-side effects. By implementing components from conventional 

strategy, it was also found particularly important to examine; big data potential (capturing data and leveraging 

it); ii) business development opportunities (particularly, integration of complementary platforms, development 

of complementary products/services, and expansion of geographic coverage and saturation); and iii) external 

factors (particularly, the legal environment, consumer trends and competition from other platforms as well as 

non-platforms). When evaluating monetization potential, it was found essential to; i) identify the given plat-

form’s revenue model and its associated strengths and weaknesses in terms of acquiring, retaining and mon-

etizing users; ii) examine frictions with network effects (both cross- and same-side effects) from monetizing 

user activity; and iii) assess the need for subsidization to incentivize participation. 

Because of the tradeoff between user growth and monetization, platforms often apply an expensive “users 

first, monetization later”-approach, which implies accepting substantial losses in early years in the hope of 

becoming profitable in the long-run. Thus, only considering aggregate revenues and expenses can lead to mis-

interpretation – investors need to assess why and what the platform is spending money on, since there are 

“good” and “bad” ways of losing money. Unlike conventional valuation methods, the presented user-based 

valuation approach distinguishes between value of new and value of existing users to enable analysis of acqui-

sition costs. Thereby, investors can critically assess if a platform’s investments in customer acquisition are 

paying off. Furthermore, while the user-based approach produced similar valuations as the DCFs, it produced 

valuable, user-specific insights about where the value is created. Particularly, it became clear that, across both 
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cases, the majority of the value was generated from new users. It also enabled user-specific sensitivity-analysis, 

which provided concrete insights about the value implications from changes in key variables such as user 

growth, ARPU growth and churn rates. 

Thus, the Lyft and Spotify case studies demonstrated that a user-based valuation can indeed help mitigate 

some of the challenges associated with valuing digital platforms. However, this conclusion cannot necessarily 

be generalized across all platforms, as the data required to value users is often either not disclosed or only 

opaquely provided. Consequently, a user-based valuation approach has practical limitations unless the given 

company discloses user data – as illustrated by the small sample size in the quantitative market analysis, con-

sisting of only 44 companies, few platforms live up to this criteria. Furthermore, in the few cases where an 

intrinsic user-based valuation approach is in fact possible, it should be emphasized that its reliability may be 

limited, because it requires numerous assumptions and simplifications. Thus, complementing with conven-

tional intrinsic and relative valuation approaches, as demonstrated in the cases studies, is advocated.  
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APPENDIX  1: QUANTITATIVE ANALYSIS 

1.1 Sample companies 

Company Description 

Subscription  

Netflix An Internet subscription service company, which provides subscription service streaming movies and television episodes over 
the Internet.  

Smartsheet Engages in managing and automating collaborative work. Its platform provides solutions that eliminate the obstacles to cap-
turing information.  

Cloudera Provides enterprise data management solutions for machine learning and advanced analytics. It operates through two seg-
ments: Subscription and Services.  

Ellie Mae Engages in the provision of software solutions and services for the residential mortgage industry.  

Yext An emerging growth company engages in software development. It offers a cloud-based digital knowledge platform, which 
allows businesses manage their digital knowledge. 

HelloFresh A meal kit company, which engages in the food service business. The firm provides home-cooked meals to its customers.  

Blue Apron Engages in making home cooking accessible.  

Sirius XM  A radio company. The company offers music, sports, entertainment, comedy, talk, news, traffic and weather channels, as well 
as infotainment services. 

Cars.com  Engages in the provision of automotive products and services through online automotive classifieds. It offers a digital automo-
tive marketplace search engine. 

Cornerstone OnDemand Engages in the provision of learning and talent management solutions delivered as Software-as-a-Service. It is also involved in 
providing support packages. 

Cargurus Engages in the provision of online auto shopping. It offers proprietary technology, search algorithms, and innovative data ana-
lytics to analyze new and used car listings.  

Freemium 

Match Group Engages in providing dating products. Its brands include: Match, Tinder, PlentyOfFish, Meetic, OkCupid, Pairs, Twoo, OurTime, 
BlackPeopleMeet, and LoveScout24. 

Spotify Technology A digital music service offering music fans instant access to a world of music. 

Dropbox Collaboration platform that's transforming the way people and teams work together. It offers following products: Dropbox 
Basic, Plus, Professional and Business.  

Box Engages in the provision of enterprise content platform that enables organizations to securely manage enterprise content while 
allowing easy, secure access.  

SVMK Engages in the provision of survey software products. Its People Powered Data platform enables organizations of any size to 
have conversations at scale to deliver customer.  

Splunk  Engages in the development and provision of software solutions. Its software solutions include cloud services, enterprise secu-
rity, application delivery, big data, business analytics. 

Eventbrite Provides event management services encompassing online ticketing, event hosting, organization, promotion and advertising.  

Info Edge Engages in the provision of Internet based service delivery services. It operates through the following segments: Recruitment 
Solutions, 99acres for Real Estate, and Others.  

YY Engages in managing a communication social platform, which enables users to join real-time online group activities through 
voice, text, and video.  

HubSpot Provides cloud-based marketing and sales software platform that enables businesses to deliver an inbound experience. 

LiveXLive Media Engages in the acquisition, distribution and monetization of live music, Internet radio, and music-related streaming and video 
content. 

Advertising  

Facebook Engages in the development of social media applications for people to connect through mobile devices, personal computers, 
and other surfaces.  

Kakaku.com Engages in the provision of Internet services through its website Kakaku.com.  

Momo  Operates as a mobile-based social networking platform. The platform includes Momo mobile application and related features, 
functionalities, tools and services.  

SINA  Engages in the provision of online and mobile media services. It operates through the following segments: SINA Portal, Weibo, 
and Others. 
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The Meet Group Engages in the provision of mobile social entertainment apps designed for human connections. Its primary apps include 
MeetMe, LOOVOO, Skout, and Tagged.  

Twitter A global platform for public self-expression and conversation in real time. It provides a network that connects users to people, 
information, ideas, opinions, and news.  

Snap  Engages in the operation of its camera platform.  

TripAdvisor An online travel company, which owns and operates a portfolio of online travel brands. It operates its business through the 
Hotel and Non-Hotel segments.  

Yelp Hosts an online database of user-generated reviews of local businesses. It provides reviews on local businesses, which include 
restaurants, boutiques and salons.  

mixi Engages in the provision of social networking and job recruitment services. It operates through the Entertainment and Media 
Platform segments.  

INIZIGExN Engages in the management and operation of a specialized online site, EX for jobs, dwellings, marriage and car booking.  

Transaction  

PayPal Engages in the development of technology platform for digital payments. Its solutions include PayPal, PayPal Credit, Braintree, 
Venmo, Xoom, and Paydiant products.  

Booking  An online travel company, which provides travel and related services. It offers accommodation reservations including hotels, 
hostels, apartments, vacation rentals.  

Expedia Group An online travel company, which engages in the provision of travel products and services to leisure and corporate travellers.  

Wayfair  Engages in an online home furnishing store. It offers a selection of home furnishings and decor across all styles and price points.  

Ocado Group  Engages in the operation of online grocery supermarket. It operates through the following segments: Retail, Solutions, and 
Other.  

Zalando Operates online retail stores, which offers shoes and fashion apparels. Its products include apparel, shoes and accessories for 
women, men and children.  

zooplus AG Engages in the online retail and distribution of pet supplies. It includes dry and wet pet food and supplements; accessories such 
as scratching posts, and dog baskets and toys.  

Just Eat  Operates an online marketplace for food delivery. It provides online takeaway ordering service that allows consumers to search 
for and order in real-time. 

Grubhub  Operates as an online and mobile food-ordering company, which connects diners with local takeout restaurants. 

Groupon Provides marketing services by selling vouchers through online local marketplaces. It offers mobile and online marketplace 
where people discover and save on amazing things to do. 

eBay  Operates as a commerce company, which engages in the provision of investments and acquisitions to help enable commerce 
on platforms for buyers and sellers online 

Integrated  

Adobe  Engages in the provision of digital marketing and media solutions. It operates through the following segments: Digital Media, 
Digital Experience, and Publishing. 

Alphabet  A holding company, which engages in the business of acquisition and operation of different companies. It operates through the 
Google and Other Bets segments.  

Tencent  Chinese multinational technology company specializing in Internet-related services and products and artificial intelligence (AI). 

Baidu Chinese language internet search company, which engages in the provision of internet search solutions and online marketing 
solutions. 

NAVER  Engages in the provision of internet advertisement and search portal business. It offers services through the internet portals 
such as Naver, Jr. Naver and Happybean. 

Weibo Engages in the creation, distribution, and discovery of Chinese-language content. It operates through the Advertising and Mar-
keting Services, and Other Services segments.  

Yandex Operates as an investment holding company, which engages in the provision of search engines and online services.  

Intel Engages in the design, manufacture, and sale of computer products and technologies. It delivers computer, networking, data 
storage and communications platforms. 

Salesforce.com Engages in the design and development of cloud-based enterprise software for customer relationship management.  

Apple  Engages in the design, manufacture, and marketing of mobile communication, media devices, personal computers, and porta-
ble digital music players. 

Amazon.com The largest e-commerce marketplace and cloud computing platform in the world 
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1.2 Search 

Screening has been based on Capital IQ screener. The given sectors have been selected based upon the overall sector 
“Information Technology” and different reports mentioning platform companies. This has led to the following sectors: 

 

 

  

Social Media and networking platform 166
Online entertainment 42
Payment service providers 101
Online speciality retail 262
Application software 1711
Published electronics material 205
Internet and Direct Marketing retail 480
Interactive Media and Services 483

3,450
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APPENDIX  2: QUANTITATIVE MARKET ANALYSIS 

 

2.1 Profitability and Growth 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

  

Company name

16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E

Blue Apron n.a. 2.9% n.a. 9.4% n.a. 168.2% n.a. (44.8%) 31.9% 40.6% (12.4%) 3.8% (19.3%) (5.1%) (21.1%) (6.6%)
Cargurus n.a. 21.9% n.a. 22.2% n.a. 46.5% n.a. 49.7% 94.6% 94.3% 8.4% 12.8% 7.2% 11.7% 8.6% 6.5%
Cars.com 2.3% 7.1% 6.4% 7.1% (6.4%) 13.3% (31.1%) 22.6% 85.0% 85.5% 37.9% 32.3% 20.7% 15.1% 23.2% 8.0%
Cloudera n.a. 23.1% n.a. n.a. n.a. n.a. n.a. n.a. 74.7% 76.5% (18.1%) 6.0% (21.4%) 0.7% (61.5%) 1.0%
Cornerstone OnDemand 12.7% 15.2% 15.0% 16.5% 56.5% 19.9% 187.9% 40.2% 72.7% 76.4% 13.1% 23.6% 6.4% 17.4% 5.2% 14.5%
Ellie Mae 15.5% 15.3% 8.1% n.a. 4.1% 24.9% (11.2%) 91.8% 62.2% 60.2% 28.8% 29.8% 20.5% 12.8% 14.7% 15.7%
HelloFresh n.a. 17.0% n.a. 23.0% n.a. n.a. n.a. n.a. 61.2% 65.3% (6.5%) 2.9% (8.2%) 1.4% (8.3%) 1.0%
Netflix 33.7% 21.6% 44.2% 25.5% 81.3% 41.8% 105.6% 48.7% 34.4% 40.0% 9.7% 18.2% 7.2% 16.3% 4.9% 11.9%
Sirius XM 7.2% 6.2% 7.0% 2.1% 9.3% 7.7% 9.8% 10.2% 60.5% 53.1% 38.4% 30.5% 29.6% 24.5% 15.7% 14.3%
Smartsheet n.a. 38.7% n.a. 37.6% n.a. (53.6%) n.a. (0.5%) 81.6% 79.2% (11.8%) (10.9%) (22.0%) (18.1%) (31.1%) (23.8%)
Yext n.a. 30.9% n.a. 32.1% n.a. (46.0%) n.a. (29.4%) 75.4% 76.7% (17.3%) (6.9%) (20.3%) (9.7%) (20.1%) (9.3%)

Subscription 12.7% 17.0% 8.1% 22.2% 9.3% 19.9% 9.8% 22.6% 72.7% 76.4% 8.4% 12.8% 6.4% 11.7% 4.9% 6.5%

Box 23.9% 16.5% 23.3% 18.0% n.a. 82.5% (50.8%) n.a. 74.7% 72.4% (2.9%) 10.7% (11.3%) 4.6% (25.3%) 4.0%
Dropbox n.a. 13.7% n.a. 12.6% n.a. 21.8% n.a. 37.8% 71.4% 75.0% 23.0% 24.7% 8.8% 13.9% 8.7% 12.2%
Eventbrite n.a. 20.1% n.a. 20.0% n.a. 42.4% n.a. 81.9% 58.6% 64.9% 9.8% 12.7% (2.0%) 5.9% (22.0%) (3.4%)
HubSpot 37.6% 24.2% 40.7% 24.9% n.a. 45.4% n.a. 54.5% 80.1% 82.6% 5.7% 14.4% 1.4% 9.6% (2.3%) 10.0%
Info Edge 15.9% n.a. 21.6% n.a. 25.2% n.a. 28.0% n.a. 54.2% 62.0% 29.9% 33.9% 27.4% 32.1% 27.3% 29.2%
LiveXLive Media n.a. 62.5% n.a. 71.5% n.a. n.a. n.a. (75.6%) 6.6% 27.7% (44.5%) (0.5%) (89.6%) (8.7%) (108.5%) (14.8%)
Match Group 19.0% 14.4% 15.6% 15.9% 27.2% 17.8% 34.5% 22.2% 78.7% 76.2% 35.4% 39.7% 28.0% 34.7% 22.7% 25.3%
Splunk 37.8% 21.7% 37.4% 18.7% 68.7% 35.8% 96.9% 36.3% 84.1% 82.8% 12.0% 18.1% 9.2% 15.8% 7.9% 13.2%
Spotify Technology n.a. 22.9% n.a. 26.2% n.a. n.a. n.a. n.a. 23.2% 24.9% (4.1%) (0.7%) (5.0%) (1.3%) (15.8%) (1.2%)
SVMK n.a. 17.1% n.a. 20.4% n.a. 27.4% n.a. 114.9% 73.6% 76.7% 22.8% 18.7% 5.9% 6.8% (60.8%) (14.2%)
YY 40.8% 17.1% 38.2% 18.5% 24.4% 34.0% 26.1% 34.5% 37.9% 35.3% 23.1% 18.7% 20.3% 15.8% 16.8% 14.7%

Freemium 30.8% 18.6% 30.4% 19.3% 26.2% 34.9% 28.0% 37.0% 71.4% 72.4% 12.0% 18.1% 5.9% 9.6% (2.3%) 10.0%

Facebook 42.1% 20.5% 39.0% 19.8% 35.9% 20.2% 22.9% 17.4% 85.6% 80.2% 63.8% 51.8% 51.3% 35.6% 41.2% 30.7%
INIZIGExN 32.6% 17.3% 30.3% 18.5% n.a. n.a. 35.7% 19.1% 85.5% 86.3% 34.4% 36.7% 31.4% 33.9% 19.5% 22.0%
Kakaku.com 9.3% 9.5% n.a. n.a. 9.5% 11.3% 9.2% 13.6% 90.2% n.a. 50.5% 49.6% 47.5% 47.6% 32.7% 32.4%
mixi (12.2%) (6.9%) (13.6%) (7.9%) (24.5%) (34.2%) (26.2%) (20.8%) 87.2% 82.6% 39.5% 19.8% 38.0% 21.5% 24.0% 14.5%
Momo 90.1% 14.9% 73.3% 13.7% 81.7% 20.3% 85.7% 22.7% 51.4% 48.4% 27.4% 27.6% 26.5% 26.5% 23.9% 23.2%
SINA 43.0% 18.2% 56.5% 18.2% 71.3% 30.2% 178.6% 29.6% 72.8% 78.2% 25.2% 30.8% 20.5% 28.7% 12.6% 8.9%
Snap 70.8% 26.9% n.a. 41.1% 12.0% n.a. 56.1% (20.2%) 12.5% 50.7% (83.2%) (6.1%) (219.5%) (43.5%) (217.1%) (38.8%)
The Meet Group 53.2% 10.5% n.a. n.a. 4.5% 6.0% (54.9%) 36.7% n.a. n.a. 27.3% 18.0% 4.2% 9.6% 3.2% 5.6%
TripAdvisor 4.5% 10.8% 4.2% 11.2% 9.5% 13.2% 5.3% 17.4% 95.1% n.a. 23.8% 27.8% 10.2% 14.5% 4.6% 9.9%
Twitter 9.7% 12.1% 12.8% 12.8% 26.4% 18.1% 37.7% 14.8% 66.6% 68.5% 34.8% 38.5% 21.2% 21.8% 5.7% 19.0%
Yelp 15.0% 11.7% 16.5% 11.6% 23.5% 21.9% n.a. 54.8% 92.8% 94.2% 18.3% 23.9% 7.7% 8.3% 7.8% 7.5%

Advertising 32.6% 12.1% 23.4% 13.7% 17.7% 18.1% 29.3% 17.4% 85.6% 79.2% 27.4% 27.8% 21.2% 21.8% 12.6% 14.5%

Booking 16.3% 9.2% 18.7% 9.2% 17.6% 9.0% 35.6% 9.0% 98.0% 99.9% 38.8% 38.0% 33.2% 35.1% 22.0% 28.3%
eBay 9.4% 6.1% 9.7% 5.9% 2.7% 7.5% 2.4% 6.0% 78.1% 78.0% 35.6% 34.7% 28.9% 28.4% 22.4% 21.8%
Expedia Group 13.1% 8.4% 13.6% 8.1% 10.4% 12.9% 25.0% 23.2% 82.4% 82.4% 17.7% 18.6% 5.9% 9.6% 7.6% 9.2%
Groupon (8.4%) 1.4% (1.3%) 1.9% 23.1% 7.6% n.a. 48.6% 46.7% 52.8% 8.2% 12.0% (0.1%) 4.9% 2.4% 6.0%
Grubhub 42.9% 23.2% 31.1% 34.2% 27.1% 35.7% 0.7% 97.4% 60.2% 53.8% 26.5% 20.5% 12.9% 11.1% 10.8% 7.3%
Just Eat 44.0% 22.3% 28.6% 18.4% 22.9% 31.0% 26.4% 52.4% 81.8% 63.2% 27.6% 19.3% 21.8% 13.0% 19.1% 9.0%
Ocado Group 12.0% 10.2% n.a. 13.2% (14.9%) 25.0% n.a. 1.2% 34.3% 34.8% 5.3% 5.6% 0.1% (0.9%) (0.7%) (2.6%)
PayPal 19.4% 17.5% 15.8% 10.5% 19.8% 19.9% 24.1% 18.9% 57.8% 50.0% 25.7% 26.5% 20.9% 22.6% 17.8% 19.3%
Wayfair 41.6% 26.4% 40.2% 25.5% 55.7% n.a. 52.8% (36.7%) 23.7% 23.8% (2.5%) (1.2%) (4.2%) (3.4%) (6.1%) (5.2%)
Zalando 21.7% 17.8% 19.1% 17.4% (0.9%) 27.7% (24.1%) 37.8% 43.4% 42.5% 6.0% 4.8% 4.0% 2.7% 2.2% 1.6%
zooplus AG 21.5% 13.9% 30.7% 13.6% (33.9%) 56.4% n.a. n.a. 26.2% 28.4% 1.2% 1.4% 0.8% 0.3% 0.4% 0.1%

Transactions 19.4% 13.9% 18.9% 13.2% 17.6% 22.5% 24.6% 21.1% 57.8% 52.8% 17.7% 18.6% 5.9% 9.6% 7.6% 7.3%

Adobe 24.1% 15.9% 24.7% 16.3% 30.6% 16.2% 34.4% 20.3% 87.7% 88.0% 42.1% 45.2% 37.5% 41.9% 31.2% 36.1%
Alphabet 36.5% 16.8% 17.2% 16.5% 17.1% 17.1% 5.3% 17.3% 68.8% 55.4% 45.1% 36.1% 26.9% 22.4% 23.1% 20.1%
Amazon.com 30.9% 16.6% 40.2% 20.5% 47.2% 25.6% 72.3% 44.7% 37.5% 43.5% 12.3% 16.8% 3.6% 8.1% 2.6% 6.3%
Apple 9.6% 3.8% 8.6% 3.9% 6.5% 4.0% 6.8% 5.2% 38.5% 38.2% 31.3% 29.8% 26.8% 25.0% 21.6% 21.2%
Baidu 21.8% 14.4% 21.1% 18.5% 25.6% 33.8% 25.7% 47.3% 49.5% 49.0% 24.5% 22.1% 16.0% 13.6% 21.7% 15.9%
Intel 9.2% n.a. 9.2% n.a. 19.3% n.a. 21.8% n.a. 63.5% 61.5% 42.0% 45.8% 31.2% 33.9% 26.5% 29.2%
NAVER 17.8% 14.7% 17.8% 13.4% (3.8%) 19.0% (7.5%) 20.5% 100.0% 99.6% 27.3% 19.2% 23.2% 15.1% 15.7% 10.7%
Salesforce.com 25.8% 19.7% 26.2% 19.5% 35.7% 24.7% 42.4% 29.0% 76.5% 77.0% 22.2% 25.8% 14.8% 19.7% 11.1% 15.2%
Tencent 45.4% 25.2% 31.4% 25.2% 38.2% 22.4% 33.7% 24.3% 50.1% 42.9% 39.9% 33.5% 35.2% 26.6% 27.4% 22.6%
Weibo 61.9% 18.9% 72.4% 19.5% 93.6% 23.3% 107.9% 22.9% 79.2% 82.9% 33.7% 38.2% 31.8% 36.8% 26.8% 33.2%
Yandex 20.6% 23.4% 18.8% 29.4% 14.7% 33.2% 18.6% 38.8% 73.5% 74.9% 31.8% 34.0% 16.7% 21.4% 20.6% 17.6%

Integrated 24.1% 16.7% 21.1% 19.0% 25.6% 22.9% 25.7% 23.6% 68.8% 61.5% 31.8% 33.5% 26.8% 22.4% 21.7% 20.1%

All peer median 21.6% 16.8% 20.1% 18.2% 22.9% 21.8% 25.7% 22.8% n.a. 72.1% 66.9% 23.8% 20.5% 12.9% 14.5% 8.7% 10.7%

Peer group medians

16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E
Subscription 12.7% 17.0% 8.1% 22.2% 9.3% 19.9% 9.8% 22.6% 48.5% 50.9% 8.4% 12.8% 6.4% 11.7% 4.9% 6.5%
Freemium 30.8% 18.6% 30.4% 19.3% 26.2% 34.9% 28.0% 37.0% 47.6% 48.3% 12.0% 18.1% 5.9% 9.6% (2.3%) 10.0%
Advertising 32.6% 12.1% 23.4% 13.7% 17.7% 18.1% 29.3% 17.4% 57.1% 52.8% 27.4% 27.8% 21.2% 21.8% 12.6% 14.5%
Transactions 19.4% 13.9% 18.9% 13.2% 17.6% 22.5% 24.6% 21.1% 38.5% 35.2% 17.7% 18.6% 5.9% 9.6% 7.6% 7.3%
Integrated 24.1% 16.7% 21.1% 19.0% 25.6% 22.9% 25.7% 23.6% 45.8% 41.0% 31.8% 33.5% 26.8% 22.4% 21.7% 20.1%
S&P Global 8.0% 4.2% 7.4% n.a. 10.9% 6.1% 13.8% 24.9% 36.0% n.a. 15.4% 15.2% 10.2% n.a. n.a. n.a.
All peer median 21.6% 16.8% 20.1% 18.2% 22.9% 21.8% 25.7% 22.8% 48.1% 44.6% 23.8% 20.5% 12.9% 14.5% 8.7% 10.7%

Sales CAGR EBITDA CAGR EBIT CAGRGross profit CAGR

Sales CAGR EBITDA CAGR EBIT CAGRGross profit CAGR

Avg. Net income marginAvg. EBITDA margin

Avg. Net income marginAvg. EBIT marginAvg. EBITDA marginAvg. Gross profit margin

Avg. EBIT marginAvg. Gross profit margin

Peer group medians

16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E 16A - 18A 19E - 21E
Subscription 12.7% 17.0% 8.1% 22.2% 9.3% 19.9% 9.8% 22.6% 67.4% 70.8% 8.4% 12.8% 6.4% 11.7% 4.9% 6.5%
Freemium 30.8% 18.6% 30.4% 19.3% 26.2% 34.9% 28.0% 37.0% 71.4% 72.4% 12.0% 18.1% 5.9% 9.6% (2.3%) 10.0%
Advertising 32.6% 12.1% 23.4% 13.7% 17.7% 18.1% 29.3% 17.4% 85.5% 80.2% 27.4% 27.8% 21.2% 21.8% 12.6% 14.5%
Transactions 19.4% 13.9% 18.9% 13.2% 17.6% 22.5% 24.6% 21.1% 60.2% 53.8% 17.7% 18.6% 5.9% 9.6% 7.6% 7.3%
Integrated 24.1% 16.7% 21.1% 19.0% 25.6% 22.9% 25.7% 23.6% 68.8% 61.5% 31.8% 33.5% 26.8% 22.4% 21.7% 20.1%
S&P Global 8.0% 4.2% 7.4% 6.3% 10.9% 6.1% 13.8% 24.9% 72.7% 71.6% 15.4% 16.1% 10.2% n.a. n.a. n.a.
All peer median 21.6% 16.8% 20.1% 18.2% 22.9% 21.8% 25.7% 22.8% 72.1% 66.9% 23.8% 20.5% 12.9% 14.5% 8.7% 10.7%

Avg. EBIT marginAvg. Gross profit margin Avg. Net income marginAvg. EBITDA marginSales CAGR EBITDA CAGR EBIT CAGRGross profit CAGR
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2.2 Market Value 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

Company Trading Share price Market Cap EV Cash Leverage Gearing (%) Equity ratio (%)

name Currency (LOC) (USDm) (USDm) LTM (x) Current Current

Blue Apron USD 0.95 186 245 96 -1.3x 0.5x 0.3x
Cargurus USD 37.55 4,279 4,121 158 -3.5x -0.8x 0.7x
Cars.com USD 21.80 1,475 2,142 25 3.0x 0.4x 0.6x
Cloudera USD 11.07 2,936 2,456 481 9.4x -0.3x 0.7x
Cornerstone OnDemand USD 53.41 3,157 3,103 388 -0.5x -1.0x 0.1x
Ellie Mae USD 98.55 3,544 3,242 303 -2.4x -0.4x 0.9x
HelloFresh EUR 8.80 1,627 1,408 219 3.4x -0.8x 0.6x
Netflix USD 361.01 162,935 169,528 3,794 2.9x 1.3x 0.2x
Sirius XM USD 5.76 27,732 34,565 55 3.0x -3.8x -0.2x
Smartsheet USD 40.00 1,998 1,791 213 7.8x -1.2x 0.5x
Yext USD 20.88 2,261 2,118 143 5.1x -1.7x 0.3x

Subscription 2,936 2,456 213 3.0x -82% 54%

Box USD 19.07 2,752 2,648 218 -3.3x -3.3x 0.0x
Dropbox USD 21.72 8,933 8,007 1,089 -2.7x -1.4x 0.4x
Eventbrite USD 21.29 1,668 1,273 497 -13.1x -1.0x 0.5x
HubSpot USD 165.63 6,819 6,541 597 -4.6x -1.1x 0.3x
Info Edge INR 1,892.40 3,351 3,143 208 -4.1x -0.7x 0.6x
LiveXLive Media USD 5.73 298 298 15 0.0x 0.0x 0.2x
Match Group USD 57.59 17,017 18,346 187 2.0x 10.6x 0.1x
Splunk USD 125.68 19,281 18,158 2,757 -4.1x -0.7x 0.3x
Spotify Technology USD 139.00 26,003 23,939 2,065 36.2x -0.9x 0.5x
SVMK USD 15.02 1,902 2,058 154 2.8x 0.7x 0.3x
YY USD 88.00 7,142 5,432 2,084 0.0x -0.8x 0.7x

Freemium 6,819 5,432 497 -2.7x -77% 34%

Facebook USD 164.34 471,414 430,790 41,124 -1.2x -0.5x 0.9x
INIZIGExN JPY 576.00 586 534 70 -1.3x -0.4x 0.7x
Kakaku.com JPY 2,010.00 3,801 3,630 180 -0.7x -0.5x 0.8x
mixi JPY 2,620.00 1,800 517 n.a. -2.9x -0.8x 0.9x
Momo USD 40.00 7,621 6,688 245 -0.3x -0.6x 0.6x
SINA USD 57.76 4,153 3,718 n.a. -2.6x -0.5x 0.5x
Snap USD 10.73 14,628 13,366 1,279 2.4x -0.5x 0.9x
The Meet Group USD 5.60 434 443 28 0.3x 0.0x 0.7x
TripAdvisor USD 50.75 7,163 6,576 670 -1.4x -0.4x 0.7x
Twitter USD 33.02 25,836 22,345 6,211 -2.9x -0.5x 0.7x
Yelp USD 35.00 2,818 2,063 756 -3.9x -0.7x 0.9x

Advertising 4,153 3,718 670 -1.3x -54% 74%

Booking USD 1,721.59 78,274 80,618 6,305 0.4x 0.3x 0.4x
eBay USD 36.65 33,714 38,030 4,915 1.2x 0.7x 0.3x
Expedia Group USD 121.64 18,251 20,815 2,730 0.5x 0.2x 0.2x
Groupon USD 3.38 2,098 1,486 844 -2.3x -1.6x 0.2x
Grubhub USD 68.59 6,242 6,357 227 0.5x 0.1x 0.7x
Just Eat GBP 7.28 6,645 6,550 246 -0.5x -0.1x 0.6x
Ocado Group GBP 12.32 11,270 11,204 543 -0.8x -0.1x 0.4x
PayPal USD 104.00 118,811 115,712 9,109 0.0x -0.5x 0.4x
Wayfair USD 158.50 14,440 114,738 964 -0.2x -0.1x -0.2x
Zalando EUR 34.21 9,936 8,764 1,182 -3.9x -0.7x 0.5x
zooplus AG EUR 106.00 854 844 67 -0.9x -0.1x 0.3x

Transactions 11,270 11,204 964 -0.2x -9% 36%

Adobe USD 259.69 128,611 129,514 3,226 0.2x 0.1x 0.5x
Alphabet USD 1,207.65 367,975 262,847 109,140 -2.0x -0.6x 0.8x
Amazon.com USD 1,764.77 886,273 893,886 41,676 0.2x 0.2x 0.3x
Apple USD 191.05 908,006 936,309 86,427 0.4x 0.2x 0.3x
Baidu USD 174.00 56,174 -1,383 3,072 -0.5x -0.5x 0.5x
Intel USD 53.26 243,238 258,366 11,650 0.5x 0.2x 0.6x
NAVER KRW 127,000.00 16,427 14,489 3,593 -2.5x -0.6x 0.5x
Salesforce.com USD 161.50 127,747 126,781 4,342 -0.3x -0.1x 0.5x
Tencent USD 365.00 3,494,955 3,495,737 3,152 0.0x 0.0x 0.4x
Weibo USD 68.00 15,321 14,404 272 -0.2x -0.5x 0.5x
Yandex USD 35.31 12,990 11,214 992 -1.5x -0.4x 0.8x

Integrated 128,611 129,514 3,593 -0.2x -6% 53%

All peer median 7,621 6,576 670 -0.3x -47% 51%
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2.3 Relative Valuation Benchmarking 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

 

Company 

name 2018A 2019E 2020E 2018A 2019E 2020E 2018A 2019E 2020E 2018A 2019E 2020E 2018A 2019E 2020E

Blue Apron 0.4x 0.4x 0.4x 1.0x 1.1x 1.0x -4.0x 43.0x 11.0x -2.1x -5.4x -8.3x -1.5x -3.4x -5.3x
Cargurus 9.1x 7.3x 6.0x 9.6x 7.7x 6.3x 98.8x 69.1x 47.8x 112.5x 78.3x 51.0x 121.1x 95.3x 67.7x
Cars.com 3.2x 3.3x 3.1x 3.8x 3.9x 3.6x 9.4x 10.9x 9.5x 25.5x 25.8x 19.9x 39.6x 37.3x 25.6x
Cloudera 5.2x 3.0x 2.4x 6.8x 4.0x 3.1x -45.1x -60.1x 31.8x -35.2x -26.4x 145.6x -25.3x -32.0x 188.4x
Cornerstone OnDemand 5.8x 5.5x 4.8x 7.8x 7.3x 6.3x 31.7x 25.0x 19.3x 48.9x 39.3x 27.6x 72.2x 55.6x 37.5x
Ellie Mae 6.7x 6.3x 5.7x 11.6x 10.6x 9.3x 26.5x 22.7x 19.5x 44.3x 90.9x 46.0x 54.8x 50.8x 43.6x
HelloFresh 1.0x 0.8x 0.6x 1.6x 1.2x 1.0x -18.4x -54.3x 35.5x -14.9x -25.0x 67.5x -17.8x -25.1x -880.0x
Netflix 10.7x 8.4x 6.7x 29.1x 21.6x 16.8x 84.4x 54.2x 36.9x 105.6x 64.1x 41.6x 134.7x 88.7x 54.6x
Sirius XM 6.0x 4.4x 4.2x 10.0x 8.1x 7.8x 15.4x 14.7x 13.9x 20.0x 18.8x 17.2x 22.2x 24.0x 20.2x
Smartsheet 10.4x 7.2x 5.3x 12.7x 9.0x 6.6x -87.8x -37.7x -45.3x -47.4x -29.7x -30.0x -111.6x -72.4x -75.0x
Yext 9.5x 7.3x 5.6x 12.5x 9.5x 7.3x -82.1x -62.0x -80.3x -65.2x -49.5x -54.7x -64.2x -53.2x -60.5x

Subscription 6.0x 5.5x 4.8x 9.6x 7.7x 6.3x 9.4x 14.7x 19.3x 20.0x 18.8x 27.6x 22.2x 24.0x 25.6x

Box 4.4x 3.8x 3.3x 6.0x 5.4x 4.5x 96.5x 57.8x 35.5x -144.4x -893.7x 73.7x -130.8x -673.1x 105.0x
Dropbox 5.8x 4.9x 4.3x 7.7x 6.5x 5.6x 23.8x 21.5x 16.9x 47.1x 44.1x 29.6x 53.0x 55.6x 40.2x
Eventbrite 4.4x 3.8x 3.1x 7.4x 5.8x 4.8x 44.6x 35.4x 25.2x -217.8x 108.0x 49.3x -17.7x -85.2x -266.1x
HubSpot 12.8x 10.0x 8.1x 15.6x 12.2x 9.8x 117.8x 82.5x 57.3x 203.8x 133.7x 84.5x 190.4x 144.0x 99.8x
Info Edge 20.6x 17.3x 14.7x 36.4x 29.0x 22.9x 65.8x 52.4x 42.4x 70.8x 55.8x 44.3x 79.0x 64.7x 52.1x
LiveXLive Media 10.1x 3.8x 2.1x 153.9x 15.3x 6.6x -22.7x -105.1x 169.0x -11.3x -19.0x -35.9x -9.2x -18.6x -46.3x
Match Group 10.6x 9.2x 8.0x 13.9x 12.2x 10.6x 28.1x 23.9x 20.0x 33.2x 28.2x 23.3x 35.8x 34.8x 28.4x
Splunk 10.3x 8.4x 6.8x 12.3x 9.9x 8.2x 72.8x 52.3x 37.0x 82.9x 59.9x 43.1x 98.9x 76.2x 58.3x
Spotify Technology 4.0x 3.2x 2.6x 15.5x 13.1x 10.2x -103.0x -116.4x -424.3x -489.3x -95.6x -187.7x -277.6x -107.1x -198.7x
SVMK 8.1x 7.0x 6.0x 11.0x 9.4x 7.7x 35.5x 40.5x 32.5x 137.2x 228.2x 86.5x -10.5x -28.5x -46.9x
YY 2.3x 1.9x 1.6x 6.3x 5.4x 4.6x 12.3x 11.7x 8.6x 13.8x 13.7x 10.3x 11.9x 14.1x 11.2x

Freemium 8.1x 4.9x 4.3x 12.3x 9.9x 7.7x 35.5x 35.4x 32.5x 33.2x 44.1x 43.1x 11.9x 14.1x 28.4x

Facebook 7.7x 6.2x 5.2x 9.3x 7.7x 6.4x 12.9x 12.0x 10.0x 17.3x 17.1x 14.6x 21.7x 21.8x 18.6x
INIZIGExN 4.8x 4.0x 3.4x 5.7x 4.7x 4.0x 14.0x 11.3x 9.1x 15.1x 12.0x 10.2x 25.0x 21.2x 17.5x
Kakaku.com 7.6x 6.8x 6.2x n.a. n.a. n.a. 15.1x 13.8x 12.6x 16.1x 14.6x 13.4x 25.2x 22.6x 20.6x
mixi 0.4x 0.4x 0.5x 0.4x 0.5x 0.6x 1.1x 1.6x 2.2x 1.1x 1.7x 2.1x 6.6x 8.9x 11.0x
Momo -0.1x -0.1x 0.0x -0.1x -0.1x -0.1x -0.3x -0.2x -0.2x -0.3x -0.2x -0.2x 19.9x 16.0x 12.9x
SINA 1.8x 1.5x 1.3x 2.2x 2.0x 1.6x 6.8x 5.5x 4.2x 6.5x 5.8x 4.5x 18.3x 17.0x 13.3x
Snap 11.3x 8.7x 6.7x 34.6x 19.3x 12.9x -23.2x -39.8x -159.0x -10.5x -13.4x -16.5x -11.1x -15.3x -20.8x
The Meet Group 2.5x 2.1x 1.9x n.a. n.a. n.a. 13.8x 11.3x 10.3x 113.6x 27.7x 20.0x 280.0x 37.3x 31.1x
TripAdvisor 4.1x 3.8x 3.4x 4.3x 4.0x 3.6x 15.6x 13.9x 12.4x 35.7x 28.1x 23.4x 29.8x 26.4x 22.9x
Twitter 7.3x 6.4x 5.6x 10.7x 9.4x 8.3x 18.6x 17.5x 14.8x 28.1x 29.1x 27.7x 38.4x 38.2x 33.0x
Yelp 2.2x 2.0x 1.8x 2.3x 2.1x 1.9x 11.3x 9.2x 7.5x 79.6x 34.7x 22.0x 54.7x 50.7x 36.1x

Advertising 4.1x 3.8x 3.4x 4.3x 4.0x 3.6x 12.9x 11.3x 9.1x 16.1x 14.6x 13.4x 25.0x 21.8x 18.6x

Booking 5.5x 5.2x 4.7x 5.5x 5.2x 4.7x 14.1x 13.6x 12.3x 15.1x 14.7x 13.4x 18.6x 17.1x 15.3x
eBay 3.5x 3.5x 3.3x 4.5x 4.5x 4.3x 10.5x 10.2x 9.6x 13.0x 12.4x 11.5x 15.8x 13.7x 12.1x
Expedia Group 1.9x 1.7x 1.5x 2.2x 2.0x 1.9x 10.6x 9.4x 8.3x 29.2x 20.0x 16.0x 20.9x 17.6x 14.9x
Groupon 0.6x 0.6x 0.6x 1.1x 1.2x 1.2x 5.5x 5.5x 5.0x 27.5x 18.8x 13.5x 18.8x 16.9x 13.5x
Grubhub 6.3x 4.7x 3.7x 11.5x 9.3x 7.1x 27.2x 25.5x 17.7x 74.8x 77.9x 30.9x 41.3x 48.6x 31.3x
Just Eat 6.4x 4.7x 3.8x 8.8x 7.2x 6.0x 28.5x 26.0x 20.3x 34.4x 45.5x 30.4x 43.1x 84.7x 38.5x
Ocado Group 5.3x 4.7x 4.2x 15.3x 13.8x 12.3x 42.3x 50.3x 67.3x -276.4x -333.8x 8679.5x -186.0x -154.2x -560.7x
PayPal 7.5x 6.4x 5.5x 13.5x 12.1x 10.9x 29.2x 24.7x 20.7x 34.6x 28.8x 24.0x 43.0x 36.1x 30.0x
Wayfair 2.1x 1.6x 1.2x 9.1x 6.7x 5.1x -67.3x -53.2x -99.9x -43.0x -29.8x -36.2x -38.8x -30.4x -36.1x
Zalando 1.4x 1.2x 1.0x 3.4x 2.8x 2.4x 29.9x 27.2x 20.8x 65.2x 53.4x 37.7x 148.7x 99.6x 70.4x
zooplus AG 0.6x 0.5x 0.4x 1.9x 1.7x 1.5x 86.9x 49.8x 29.0x -498.4x -650.1x 130.0x -365.5x -225.5x 258.5x

Transactions 3.5x 3.5x 3.3x 5.5x 5.2x 4.7x 27.2x 24.7x 17.7x 27.5x 18.8x 24.0x 18.8x 17.1x 15.3x

Adobe 14.1x 11.4x 9.7x 16.0x 13.1x 11.1x 31.9x 25.5x 21.3x 35.0x 28.5x 23.2x 37.9x 32.6x 26.5x
Alphabet 1.9x 1.6x 1.4x 3.4x 2.9x 2.5x 5.2x 4.5x 3.8x 10.0x 7.2x 6.1x 27.6x 26.0x 22.2x
Amazon.com 3.8x 3.3x 2.8x 9.5x 7.7x 6.3x 26.7x 21.0x 16.3x 72.0x 50.5x 34.4x 87.6x 64.7x 44.9x
Apple 3.6x 3.6x 3.5x 9.3x 9.5x 9.0x 11.7x 12.2x 11.5x 13.6x 14.7x 13.8x 16.2x 16.0x 14.1x
Baidu -0.1x -0.1x -0.1x -0.2x -0.2x -0.1x -0.4x -0.4x -0.3x -0.6x -0.8x -0.5x 0.0x 0.0x 0.0x
Intel 3.6x 3.6x 3.5x 5.8x 5.9x 5.7x 8.0x 7.9x 7.6x 10.5x 10.7x 10.3x 11.6x 11.7x 11.2x
NAVER 2.9x 2.5x 2.2x 2.9x 2.5x 2.2x 14.0x 13.9x 10.9x 17.4x 18.0x 13.6x 31.8x 31.4x 22.8x
Salesforce.com 9.7x 8.0x 6.7x 12.6x 10.4x 8.7x 40.3x 32.0x 26.7x 57.6x 43.9x 34.2x 61.3x 58.5x 47.7x
Tencent 75.0x 58.7x 46.3x 164.9x 136.9x 108.1x 198.2x 172.0x 137.5x 240.1x 219.0x 173.4x 297.4x 272.3x 210.5x
Weibo -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.2x -0.2x -0.2x -0.2x -0.2x -0.2x 25.3x 22.4x 18.7x
Yandex 5.9x 4.3x 3.5x 8.1x 6.0x 4.7x 18.9x 13.7x 10.2x 35.8x 22.7x 16.3x 34.7x 24.4x 17.9x

Integrated 3.6x 3.6x 3.5x 8.1x 6.0x 5.7x 14.0x 13.7x 10.9x 17.4x 18.0x 13.8x 31.8x 26.0x 22.2x
All peer median 5.2x 3.8x 3.5x 8.1x 6.7x 5.7x 14.1x 13.8x 12.6x 17.4x 18.8x 20.0x 25.0x 22.4x 20.6x

EV/SALES EV/EBITDA EV/EBIT P/EEV/GROSS PROFIT

2018A 2019E 2020E 2018A 2019E 2019E 2018A 2019E 2020E 2018A 2019E 2020E 2018A 2019E 2020E
Subscription 6.0x 5.5x 4.8x 9.6x 7.7x 6.3x 9.4x 14.7x 19.3x 20.0x 18.8x 27.6x 22.2x 24.0x 25.6x
Freemium 8.1x 4.9x 4.3x 12.3x 9.9x 7.7x 20.0x 25.0x 32.5x 33.2x 44.1x 43.1x 11.9x 14.1x 28.4x
Advertising 4.1x 3.8x 3.4x 4.3x 4.0x 3.6x 12.9x 11.3x 9.1x 16.1x 14.6x 13.4x 25.0x 21.8x 18.6x
Transactions 3.5x 3.5x 3.3x 5.5x 5.2x 4.7x 27.2x 24.7x 17.7x 27.5x 18.8x 24.0x 18.8x 17.1x 15.3x
Integrated 3.6x 3.6x 3.5x 8.1x 6.0x 5.7x 14.0x 13.7x 10.9x 17.4x 18.0x 13.8x 31.8x 26.0x 22.2x
S&P Global market index 1.8x 1.6x n.a. 5.0x 4.3x n.a. 11.3x 11.8x n.a. 16.6x 16.1x n.a. n.a. 18.3x n.a.
All peer median 5.2x 3.9x 3.5x 9.0x 7.3x 6.2x 14.6x 13.9x 14.4x 18.7x 18.8x 21.6x 25.1x 22.5x 21.4x

Peer group medians EV/SALES EV/EBITDA EV/EBIT P/EEV/GROSS PROFIT
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2.4 Life-Cycle 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

  

  

 

 

2.5 Relative Valuation Benchmarking (EV/sales vs. EV/EBITDA) 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

Blue Apron 29-Jun-17
Cargurus 11-Oct-17
Cars.com 07-Jul-17
Cloudera 27-Apr-17
Cornerstone OnDemand 16-Mar-11
Ellie Mae 14-Apr-11
HelloFresh 01-Nov-17
Netflix 22-May-02
Sirius XM 22-Nov-13
Smartsheet 27-Apr-18
Yext 12-Apr-17

Subscription
Box 23-Jan-15
Dropbox 22-Mar-18
Eventbrite 19-Sep-18
HubSpot 09-Oct-14
Info Edge 30-Oct-06
LiveXLive Media 05-Nov-17
Match Group 18-Nov-15
Splunk 18-Apr-12
Spotify Technology 03-Apr-18
SVMK 25-Sep-18
YY 20-Nov-12

Freemium

Facebook 17-May-12
INIZIGExN 13-Nov-13
Kakaku.com 09-Oct-03
mixi 14-Sep-06
Momo 10-Dec-14
SINA 30-Aug-00
Snap 01-Mar-17
The Meet Group 24-Jun-99
TripAdvisor 21-Dec-11
Twitter 06-Nov-13
Yelp 01-Mar-12

Advertising
Booking 29-Mar-99
eBay 24-Sep-98
Expedia Group 10-Nov-00
Groupon 04-Nov-11
Grubhub 03-Apr-14
Just Eat 03-Apr-14
Ocado Group 21-Jul-10
PayPal 17-Jul-15
Wayfair 01-Oct-14
Zalando 29-Sep-14
zooplus AG 05-Mar-08

Transaction

-4.0x

98.8x

9.4x

-45.1x

31.7x

26.5x

-18.4x

84.4x

15.4x

96.5x

23.8x

44.6x

-22.7x

28.1x

72.8x

35.5x

12.3x

12.9x

14.0x
15.1x

1.1x -0.3x

6.8x

-23.2x

13.8x
15.6x

18.6x

11.3x

14.1x

10.5x 10.6x

5.5x

27.2x 28.5x

42.3x

29.2x

29.9x

86.9x

-50.0x

-30.0x

-10.0x

10.0x

30.0x

50.0x

70.0x

90.0x

-2.0x 0.0x 2.0x 4.0x 6.0x 8.0x 10.0x 12.0x 14.0x

Advertising and transaction have more stabil EV/EBITDA and the multiples 
from subscription and freemium are all over the place

2x

EV/EBITDA

EV/sales

Bubble-size represents market value 
Subscription Freemium Advertising Transaction



Page 138 of 164 
 

2.6 Profitability and Growth (Sales CAGR vs. EBITDA CAGR) 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 
 

 

2.7 Historic Share price development (indexed to 100) 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 

 

  

4,279

1,475

2,936

3,157

3,544

1,627

162,935

27,732

20.2% 

-

11.3% 

20.3% 

30.2% 

-

6.0% 

13.2% 

18.1% 

21.9% 

9.0% 

7.5% 

12.9% 

7.6% 

35.7% 

31.0% 

25.0% 

19.9% 

-

27.7% 

56.4% 

21.8% 

42.4% 

45.4% 

17.8% 

35.8% 

-

27.4% 

34.0% 

(10.0%)

-

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

0% 5% 10% 15% 20% 25% 30%

EBITDA CAGR

Sales CAGR

Bubble-size represents market value 
Subscription Freemium Advertising Transaction

40

90

140

190

240

290

340

390

440

490

Mar / 11 Mar / 12 Mar / 13 Mar / 14 Mar / 15 Mar / 16 Mar / 17 Mar / 18 Mar / 19

Subscription Freemium Advertising Transaction Integrated MSCI world

274%

299%

276%

202%

75%

37%



Page 139 of 164 
 

2.8 Historic Margin development 

Source: Author’s creation. Data extracted from FactSet and Capital IQ. 
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2.9 Historic Multiple development 

 Source: Author’s creation. Data extracted from FactSet and Capital IQ. 
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APPENDIX  3: SPOTIFY 

3.1 Interview – Spotify (Daniel Ovin – Senior Analyst Nordea Equity) Covering Spotify 
 

I can just mention briefly what I do and how I got into this and maybe you can also talk a little bit what you do. I work as 

a sale side analyst since 2007 the first as a retail analyst H&M and also heading up to European retailer and then I was at 

the buy side five times at Nordea and know I am back to sell side to focus on e-commerce and digital business you know, 

so Spotify's one of the companies I cover it's not because we have so many customers in the Nordic region that look at 

that but it's because we do a lot of business with I'm on the wholesale bank and then we feel we need to have a coverage 

also to push their foots. So that's why but I thought it was redefined case the that I also look at, you know Netflix a bit 

when I was on the when I was on the buy side. So, I'm quite familiar with the sector.  

And basically, all our stock and this is how I would say most sell-side analysts and also buy side they will look at companies 

today. So, I would say that a DCF what that do is to give you kind of an idea of roughly where stock should be trading. I 

mean, it's an it's a very exact science but it's thousands of input variables and it's basically I can probably change the 

Target price by a 30 to 40% and it for a client difficult to see what I changed because you can do small things in WACC or 

networking Capital you can put margins increasing faster rather than slower and then you can change the terminal period 

I mean, there's hundreds a way to change a DCF value basically. So, for me this year has very little value when it comes 

to deciding if I'm going to buy a stock today or not. So, I mean, I think that most analysts tend to look at a few things. I 

mean you spend some time on picking, you know companies where you see all relevant from a peer group perspective 

and think about why they have that kind of valuation and whether you think that company you don't get a similar and 

then also you look at the history. So, saying what has this come in trading at historically and then you start to think about 

why is the valuation like this? What is the market believing in and that's you can say that there may be DCF can help you 

because if you already have a Target price in the market, you can say what do I need to put in that DCF to meet to reach 

today's price basically the market and if you think that those estimates are completely crazy then it's some kind of right 

or you think that all to use it to say what a stock should be priced at today or tomorrow. It's not a good method to use.  

So that's how I look at it. And when I then looked at Spotify for example how I did that was that I knew I knew Netflix 

quite well because I looked at it when I was on the buy side and then I know that there's a bunch of differences between 

the Spotify and the Netflix both positive and negative. So, then I also looked at a few other streaming companies. This 

one called the Ruku, which is a US based peer, which do you know, you can stream channels Etc, but it's not that they 

own the movies in the same kind of way. But still they offer streaming service and you can have chance on the map 

etcetera. So that was very similar and then there's a company called Sirius XM in the US which was relatively similar not 

they're a little bit different because they own Hardware that they installed in cars Etc. But otherwise, there's quite some-

thing that's also know if those companies and then I know that from the day they became profitable the been quite 

significantly and if you look at the EV says multiple, which I think I mean, it could give you some help since what the size 

not it's not profitable day. Yes, of today then, you know that the day that Netflix those companies started to make a profit 

the EV sales model wealth from three to six roughly and I'm saying there's no reason in my view why that should not be 

the case on Spotify. And when I speak to clients, I mean half of them actually seems to believe that they're not going to 

be able to make profit. So, for me that is the reason that is trading at three times it is saying is instead of six times and I 

think if the entire Market would be become convinced that this will actually become profitable then I think that EV mul-

tiple will be significantly higher. I don't know if you would be 6 but it will probably be 5 at least and then you have signif-

icant upside. I mean that's an easier more for me. That's an easier and probably you're going to be right more often than 

if you use a DCF and try to value things. 
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I think most analysts do the same you do you use the DCF to get an idea of what is the ballpark number and then you also 

use it easier to see what do I need to believe and what kind of growth and more than and risk you do. I need to put in to 

reach today target price, but that's how I think most use DCF basically, but then I'm open. So, should we have questions?  

 

1. User-based valuation: Have you thought about making a user base valuation?  

No. I have not done that. I know that those methods exist, but I'm uncertain what that actually exactly would give me 

related to different from a kind of DCF kind of approach the approach could be causing the DCF. I will also get to know 

the free tier. I can put in the you know, like I know that the ad supported tier has a different profitability and a different 

outlook. So, then I can put that and I and then I combine all that and put it into a mobile and I can get up a number and 

then I see okay is reasonable or not. So and also I can see what happens if I change, you know, the margin hundred Pips 

or two or three so don't forget that's so I don't know really what our user base approach will give you but I can tell you 

one thing how you use it. Basically, that's quite similar for many e-commerce companies. And that's that you want to 

know how much you should spend on it to acquire each new subscriber. This is for subscriber businesses or each new 

customer. Actually, you can also use it kind of Zalando because the market now is, you know growing very fast and you 

know what your cost profile is, but you want to know and you can make losses. I mean, that's fine as long as you grow a 

lot. But you need to be you need to know that you spend just the right amount. So you will be profitable once you stop 

growing and how you do that is that you look at the lifetime value of a customer and you calculate the lifetime value by 

taking you start by taking the basically you take the gross profit in the case of Spotify which have little related objects or 

SG&A in relate something customer. Then you just take the gross profit. But for Zalando de example, you take the gross 

profit minus the cost of delivery and all that name fulfil cost basically, but then you have then you have what you make 

from each customer. You have a number what you make let's call it gross profit two or something or you know EBIT two 

is not be the same and then you have your marketing expenses, which is your cost of acquiring that customers and then 

when you compare the lifetime value of the customer and you calculate the line dividing 1 divided by the churn and that's 

so if you have a 5% churn every year the average customer life for 20 years. Yeah now yeah, it should be exactly 20 years. 

So, you divide one by the churn and then you multiply that by the profitability you make after if its purpose is to take the 

gross profit. If it's around you take the profit after for example cost basically and then you know what you make on 

average on a customer during his lifetime. And then what you want is that you want the customer acquisition cost which 

is usually the marketing cost you want that to be at least you want the lifetime value to be at least three times higher 

than the acquisition cost if you do that, you have a reasonably good margin. So, the gross margin can come down a bit or 

these or you know the cost of delivering of fulfilling the order can come up a bit. You're still fine. So, you're saying if that's 

below 3 your you're in a danger zone basically, that's you don't want that. But what Spotify is round 3 and I think Zalando 

even higher basically and that's that that you can say is a kind of a user-based approach. Yeah, um, you know, you calcu-

late how much you make on each user and how much you want to spend to acquire each new user and then so as long 

as you're all right on those numbers, you can make your losses. I mean, this is what I think many investors don't under-

stand. I mean, they think these companies almost making but they don't understand that they spend money to grow and 

that growth will be much more expensive at one time of the market is more mature. So that's one approach but I have 

not used any other kind of subscriber based approaches.  

 

2. ARPU development: How do you see this development going forward for ARPU?  

I think I have put in that it will flatten and the mechanics behind it. It's quite simple. So what you have you you've been 

driving they have been driving growth by introducing a family and a student orders or student subscription and that 

means that you can be four on one account  on average if your family or if you're a student you have half the price 
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basically so by doing that you've been growing your subscribers quite a lot, but that's come at the cost but you actually 

introduced that now you're going into the third year now, so it was very severe first year. It was a little bit less last year 

and now it's actually starting to analysing for real. So actually, the average ARPU was not down that much in the last 

quarter I think was down that much if I remember correctly two or three percent only year over year basis, so it's already 

started something out. But what you see also is that you're growing in this is important also because you're growing in 

the Emerging Markets now, so if you make Latin America the average in terms of dollar or in Euros, which Spotify report-

ing is half, so that's half but it doesn't mean that the probability lower because the cost enough those countries are also 

lower so they say that even though even though the ARPU is half in Latin America, the more generous roughly the same. 

All right, so but I think the ARPU could be under pressure few more years from growing in India. And you know Emerging 

Markets Etc, but it should not really impact the profitability and then I think we've flattened out relatively soon. Yeah, I 

think so. Then you have another thing also in that is that the share of paying versus ad-supported is produced constance's 

that's not changing. So, you have no effect from that. But what you have is that the average the average ARPU you get 

from an ad-supported user is actually increasing quite fast. It's about 10% increase and the reason for that is different 

you're putting in more first you put in more programmatic. So, you're targeting more recently you're targeting much 

better and when your targets better with the advertisers can spend more per user. So, so you can better understand then 

you have the only see data and then of course that you have to be pool. So if you have a hundred million users, which I 

have now and Coca-Cola comes to you want you to run an ad you can Target that in a much better way and you can also 

reach many more subscribers and that's why the average you get advertisers to pay much more when you grow when 

you can Target much more close. That's the same as you've seen at Facebook. For example, I mean there is up like five 

to ten percent every year because they're growing base and they're growing the ability to Target those and then adver-

tising of course pay more for that. So as the same time you see that's a counter balancing effect. Actually. Actually, that 

the advertising tier is growing its ARPU for free user by around 10% per year. So, I guess I think it was over it's already it 

was only down like two or three. 

 

3. Royalties & dependency to music labels: As a proportion of revenue, royalties to music labels has decreased 

from 98% to 74% since 2011, indicating increasing buying power. How much further do you think Spotify can 

stretch this? Do you expect Spotify to increase its independence going forward and how? 

As of today. And I don't think that there is going to be any change in the next three years. I don't think there's going to 

be any change in the royalty they pay to the labels was because if we put the Power Balance there is between these two 

players. So, it's the first take the labels. Yes. They own about 80-90%percent of the world's music because they were the 

four big players on that amount or actually I would I should say 80% of the Western World music because they own the 

backlog in all of the above. Whatever what have you Beatles and all that, so they own everything basically historic wise 

but for every new hit that comes out. It's very difficult for these guys to capture which one is going to be the stare 

tomorrow before it was easy because before it was really the Universal that created Rockstar because they signed a 

contract with the Rockstar and after that they push them on they had contact with the radio channel. They had contact 

with TV and all that and then also they did massive advertising in stores and they manufactured millions of CDs and they 

pushed it out on all the big retailers, and they made a marketing push and then actually they created the stare. So, I mean 

when it created a star but today there's 10,000 new songs per day Spotify. And now it's the discovery nowadays goes 

more like yeah. Well, it's social media. It's you know you some and find the following and they spread out that I don't all 

of a sudden everyone else melted and that should ease spot Universal and they will buy that music also, but they will do 

it at the later stage. But at that point the artist himself will own a much bigger so would be that Universal has more from 

owning the rights. There will be done. You should part which they have much less power. So if I look out in the future, 
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yes, I think that Power Balance shift in the favour Spotify because sudden the guy they own less and less of the relevant 

music whereas Spotify grows continues to grow as very fast and become a very much bigger part of these guys see me 

and then also I mean for the labels guys, there's no alternative for these guys. They were massively loss-making 20 years 

ago, and now they make money thanks to Spotify. And yeah, it's run that balance. They will go back and be lost making 

again. 

 

4. New revenue streams: You also mentioned all these new revenue streams that Spotify can go into like podcasts 

audiobooks, it's the way that Spotify is going to like to push the margins up? 

I don't know really about the podcast and I'm a bit cautious on that side, but on the other hand, I mean there's a few 

things to make it profit to make them profitable and I think the most important part perhaps is that they would build 

something that's called a two-sided marketplace and what is the two-sided Market Place? Well, if you take Amazon, for 

example, that's a good example. They started to sell to sell goods so they had one service they sold their own they both 

gluten and they sold it and then after that they open up for a third party business that's still not the more the two-sided 

market place, but they open up a more sustained. So that sellers could sell on their platform and they took a commission 

It's still only one-way sales. It's not the marketplace but it's not a two-sided market place. But the day that they all Ama-

zons fulfilment service. They actually and the day they started to grow market the ability for third parties to pay and do 

marketing what happened the day that they open a payment service that 3rd party seller could use to charge and then 

they took a commission in between that's when they started to sell something to the sellers. You know what I mean? 

They started to sell something to the third-party guys. So, then you have a two-sided market place because first you sell 

to the consumers and then secondly, you sell something to the guys that sell on your platform. So that happened so there 

is now the ability to side of marketplace and that's massively increase their margin, right?  

So Spotify today, they only have one side of model because the basically only sell music to Consumers so far, but imagine 

what data these guys sit on and actually Spotify have done more than 15 to 20 Acquisitions with in artificial intelligence 

to understand, you know, if I user likes one type of music How likely is it that he's going to use like this like the day spend 

massive amounts of that to get those data to build out and no one else has it basically Amazon is nowhere close or Google 

or Apple is nowhere close to what spot size down in this area and after that Spotify built their own lists, basically 30% of 

all the listening on Spotify is a music that they suggest to you, which is quite amazing, right? So it's something that if you 

listen to something when you relax they can they can guess if you can like this song when you train and you can make 

another song when you do something else because they see that, you know relationship of the data. So basically, now 

what Spotify next move is to say, okay, but why don't we use this and sell that to the labels the guys that go to our place, 

so meaning Universal comes with a song to Spotify and on Spotify say, okay. I know what this can this kind of song. I think 

I know which users you, we should push this too and when you take that artists to Stockholm, for example, we know who 

has been listening to this artist and we don't only know who's doing this is we also know which song is they should play 

when he go to Stockholm and Berlin I can tell you what are the songs they could take up there. They also like those artists, 

but they like to listen to other songs. Then you should play this without this one and they don't monetize this today. I 

asked to committing with universal having spoken the head of the Nordic region and he say it's a fantastic thing if they 

start to open up and yes, we were pay for that absolutely because there will be a win-win we will investigate then we can 

use that to race the income per artist and will pay Spotify and they have not even opened up that angle yet, but that's 

what they've talked about this enough for a while too. So that's one way to do it. I think  

And then secondly, I mean all the podcasts and all that. Yes, potentially that could be a game changer for them. But also 

had a meeting with the it quite a lot of meetings with Acost which is the largest actually a podcaster in the world and they 

think that so difficult to own the content in podcast because they're so difficult to know what yeah the like listen to and 
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all that so I'm not sure that Spotify's of course has another you want it but I'm not sure if perhaps it could be good. But I 

think the most important thing is that two-sided thing. And then also another thing is that we have not talked about I 

mean Spotify makes today actually only have negative 2% negative margin and about 12 percent on sales and marketing. 

Hmm imagine that they spend for which is a more normal they would already today make Quite a handsome are already 

today actually if they would spend normal marketing strategy. So, I mean they are growing 30% if they would not grow 

30% today. They would already be, so they were already there I think and then the market does not really understand it. 

They think it's different because it's music and you have the labels and all that, but II think is wrong basically and that's 

why I think it's quite an interesting case and finally also back to your question. I'm on the margin. I don't think it's a next 

three years story. But imagine also on the royalty side. What where the balance of power is going to go because first you 

have that with spot with the labels not owning as much of the relevant music in long, but then secondly imagine that 

what if I come to you and say okay, you know what 30% of all our listeners listening on our own the music we suggest to 

them on Spotify suggested this we think that this song might fit on our list that you won’t, there's another song from Sony 

that we also think would spots would fit. If we put this on, we put them at least we'll get an average 50 million streams 

every week. So, if I put your song on that list, I don't want to pay seventy percent royalty. I only want to pay 50% or else 

I will take Sony's song and put that on yourself. That's not something I think is going to happen within the next two years, 

but it's quite easy to see it happening once Spotify gets a bit more power right now. They're very careful not to piss off 

the neighbours. But at one point absolutely I have to be that's the next step. So, the supplier power is going to shift? 

Yeah, I mean, what do they do? Basically, it's just to say hey, we have this list, you know, we have 50 million streams every 

week on this list and I can put one of your songs here because we think it might fit but we also see other songs that might 

fit and we don't want to pay seventy percent royalty because we're going to give you 50 million streams first week every 

week or so for me. That's it's a big list where you can where you have so many listeners to already.  

 

5. Competitive pressure from tech giants: Spotify is up against tech companies with superior financial resources, 

such as Apple and Amazon? Do you expect Spotify to remain its position as market leader in the next 5 years? 

How? 

Google and Apple had music in many years and Spotify still managed to build this business and Google has been there for 

almost all the time, you know with YouTube and Google music and all that has always been there. So, I mean is nothing 

new is always better. Okay, but that's exactly Spotify is now double the size of the second player. They are the only one 

who has its own controlled list that they own themselves the where they recommend music using no one else is as good 

as they are because it made a lot of Acquisitions and they have a lot of that line. Actually they say that their team is more 

than 20 times larger in terms of people then Apple because after also have a team from music, but if they have thousands 

under other things, so they're pure music division when we don't attach more people working out and then focusing on 

this point and what I heard what I hear now in the US, for example, if we take Apple first is that in U.S Spotify and Apple 

is roughly the same size but and that's the reason for that is that there's a lot of older users that used to have iTunes back 

in the day. So now I have loads of songs there and they did then they want to continue to use apple music but if you take 

the younger generation never had iTunes and never bought songs the kind of where the other you narration it damn 

Spotify's quite much bigger actually than that's it seems like for the younger group the pure music seems like much cool 

brand and that's a value enhancer. It's a competitive thing that the other state does not have and then finally, I mean if 

Amazon and Google and the guys really wanted to go into this music though really take it over they could of course, yes, 

but the question is what would be the better way to do it and spend billions of dollars try to organically take over Spotify 

which has quite a good lead and for a while. It can take a lot of time. It's going to take you know, ten years plus I would 

think to do that organically and also you will need to spend a lot of money or with it um, just be easier to buy Spotify on 
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the market. And yeah, I mean, I mean then problem solved, I mean then the stock shareholders would be really happy 

would be a 50% premium to the motor to the current share price on so, I mean, I think that if these guys really wanted 

to go after the music industry they could of course do it but then they would probably rather by spots about probably be 

much easier than to try to organically out-compete them over a long long time. 

 

3.2 Overview 

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

 

 

3.3 Historic churn rates 

Source: Author’s creation. Spotify’s Annual Reports. 

 

 

 

Input Book value User-based Assumptions

Company Spotify Book Value of Common EquityBV of Common Equity 1,594 Existing User Data
Country Sweden + Total DebtTotal Debt 0 Lifetime of a Spotify Subscriber (in years) 15.00
Industry (US) Entertainment - Cash & Short Term InvestmentsCash & ST Investments 1,676
Industry (Global) Entertainment - Cross holdingsTotal Minority Interest - Annual Renewal Probability 94.5%

+ Total Minority Interest Growth rate in Subscription Charge 3.2%
DCF Assumptions Market value Growth rate in Content Cost/Subscriber 2.0%

WACC existing users 8.0%
Year of convergence 10 Market value 22,274
Sales to capital ratio 4 Shares Out. 180 New User Information
Revenue growth Terminal year 2.85% Share Price 124 Total cost of acquiring new users 620.00
Effective tax rate 25.0% Marginal tax rate 22.00% Growth rate in subscribers (Years 1-5) 26.0%

Growth rate in subscribers (Years 6-10) 5.0%
WACC Subscriber information Growth rate in subscribers after year 10 1.0%

WACC new users 10%
Riskfree rate 2.85% 2018 2017
Cost of Equity 8.0% Premium subscribers 96 71 Advertising revenue
Cost of Debt 2.6% ARPU 49 52 Growth rate in revenue (Years 1-5) 26%
Initial cost of capital 8.01% Growth rate in revenue (Years 6-10) 5%

Inflation Rate 2.00% Corporate value drag
Growth rate in corporate expense 5%

7.90%

6.50%

5.50% 5.50% 5.50%

2015 2016 2017 2018E 2019-2029
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3.4 Spotify pricing vs. peers 

Source: Author’s creation. Ovin (2018) 

 

 

3.5 Breakdown of cost of revenue 

Source: Author’s creation. Ovin (2018) 

 

 

3.6 Cost of revenue formula 

Source: Author’s creation. Ovin (2018) 

 

 

Company Launch (year) Individual Student discount
Family discount 
(up to 6 members)

Spotify 2008 $9.99/month $4.99/month $14.99/month

Apple Music 2015 $9.99/month $4.99/month $14.99/month

Amazon 2015 $9.99/month $4.99/month $12.99/month

Google Play Music 2011 $9.99/month $14.99/month

Youtube Premium 2014 $9.99/month $14.99/month

55%

17%

7.50%

2017

Royalties to labels Publisher fees Other costs

Monthly Premium Revenue

Right holders Premium streams
Total Spotify Premium Streams

Right holder royalty rate

Right holder Payout (or a subscriber user 
metric if below a certain threshold)

x

x

=

Monthly Ad-supported 
Revenue

Right holders Ad-sup.  streams
Total Spotify Ad-sup Streams

Right holder royalty rate

Right holder Payout (or a subscriber user 
metric if below a certain threshold)

x

x

=
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3.7 10-year treasury bond 

Source: Author’s creation. Data extracted from Capital IQ. 

 

 

3.8 WACC 

Source: Author’s creation. Spotify’s Annual Reports. New York Stern (Damodaran).  

 

 

Source: Author’s creation. Spotify’s Annual Reports. New York Stern (Damodaran).  
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Source: Author’s creation. Spotify’s Annual Reports. New York Stern (Damodaran). 

  

 

Source: Author’s creation. Spotify’s Annual Reports. New York Stern (Damodaran). 

 

 

Source: Author’s creation. Spotify’s Annual Reports. New York Stern (Damodaran).  

 

 

Estimated Bond Rating Aaa/AAA

Estimated Company Default Spread 0.5%
Estimated County Default Spread (if any) 0.0%
Risk free rate 2.85%
Estimated Cost of Debt 3.39%

If interest coverage ratio is
> ≤ to Rating is Spread is

-100000 0.20 D2/D 18.60%

0.2 0.65 Caa/CCC 13.95%
0.65 0.80 Ca2/CC 10.63%
0.8 1.25 C2/C 8.64%

1.25 1.50 B3/B- 4.37%
1.5 1.75 B2/B 3.57%

1.75 2.00 B1/B+ 2.98%
2 2.25 Ba2/BB 2.38%

2.5 3.00 Baa2/BBB 1.27%
3 4.25 A3/A- 1.13%

4.25 5.50 A2/A 0.99%
5.5 6.50 A1/A+ 0.90%
6.5 8.50 Aa2/AA 0.72%

8.50 100,000.00 Aaa/AAA 0.54%

Equity Debt
Number of Shares outstanding 179.78 Book Value of Straight Debt 0.00
Current Market Price per share 123.90

Average Maturity 3.00
Approach for estimating beta Multibusiness(Global) Approach for estimating pre-tax cost of debt Synthetic rating

Actual rating Aa2/AA

Unlevered beta 1.02 Type of company 1.00

Riskfree Rate 2.85% Pre-tax Cost of Debt 3.39%
Approach ERP Operating countries Tax Rate 22%
Equity risk premium 5.00%

Equity Risk Premium used in cost of equity 5.08% Estimating Market Value of Straight Debt 0.00

Levered Beta for equity 1.02

Cost of Equity 8.0% Cost of Debt 2.6%

Operating Countries ERP calculator

Country Revenues ERP Weight Weighted ERP
United States 5,259 5.08% 100.00% 5.08%

Multi Business (Global Industry Averages)

Business Revenues EV/Sales Estimated Value Unlevered Beta

Entertainment 4,717 2.90 13,679 1.02
Advertising 542 1.57 850 0.97

14,529 1.02
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3.9 Market consensus: Growth rates 

Source: Author’s creation. Data extracted from FactSet. 

 

 

3.10 Forecasted users in Digital Music 

Source: Author’s creation. Data extracted from Statista. 

 

 

3.11 Market share 

Source: Author’s creation. Ovin (2017) 

Global music label share 
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3.12 Historic R&D and G&A 

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

 

 

3.13 Advertising revenue 

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

 

 

3.14 Sensitivity analysis 

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

Existing Riders  New Riders 
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7% -3,733 9,990 24,441 39,873 56,553

8% -734 10,014 21,425 33,687 46,999

10% 480 9,211 18,515 28,536 39,429

11% 989 8,237 15,970 24,305 33,364

Growth rate in Subscription Charge

W
AC

C 
ex

ist
in

g 
us

er
s

207

396
493

175

264

283

2016 2017 2018

R & D costs G&A costs



Page 152 of 164 
 

Source: Author’s creation. Spotify Annual Report. Data extracted from FactSet and Capital IQ. 

 

 

3.15 Income statement 

Source: Author’s creation. Spotify’s Annual Reports.  Data extracted from FactSet and Capital IQ. 

 

 

 

6,483
6,931 7,418
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12000

91.500% 92.500% 93.500% 94.50% 95.500% 96.500% 97.500%

Renewal Probability % change in value

1 2 3 4 5 6 7 8 9 10 11
Cost of Revenue as % of revenue n.a. 86% 79% 74% 73% 72% 71% 69% 68% 67% 66% 64% 63% 62% 62%
Revenue growth n.a. n.a. 39% 29% 27% 25% 21% 20% 16% 13% 11% 8% 5% 3% 3%
EBIT margin 0% -12% -9% -1% -3% -1% 1% 4% 7% 9% 11% 13% 15% 17% 19%
Tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%
Sales to capital ratio 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0 4.0

Income statement

EURm Forecast

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Terminal 

value

Subscription 2,657 3,674 4,717 5,987 7,469 9,030 10,746 12,285 14,032 15,608 16,908 17,830 18,293
Advertising 295 416 542 683 860 1,084 1,366 1,721 1,807 1,898 1,993 2,092 2,197
Revenue 2,952 4,090 5,259 6,670 8,329 10,114 12,112 14,007 15,839 17,506 18,900 19,922 20,490 21,074

Cost of Revenue 2,551 3,241 3,906 4,872 5,982 7,140 8,402 9,544 10,598 11,498 12,182 12,596 12,704 13,066

Gross profit 401 849 1,353 1,798 2,347 2,974 3,711 4,463 5,241 6,008 6,718 7,326 7,786 8,008

% of revenue 14% 21% 26% 27% 28% 29% 31% 32% 33% 34% 36% 37% 38% 38%

R & D costs 207 396 493
Selling & marketing costs 368 567 620

G&A costs 175 264 283

Depreciation & Amort. -30 -49 -32

EBITDA -319 -329 -11 -186 -42 169 506 1,049 1,499 2,004 2,539 3,073 3,569 4,091

% EBITDA margin -11% -8% 0% -3% -1% 2% 4% 7% 9% 11% 13% 15% 17% 19%

Depreciation & Amortization 30 49 32 32 32 32 32 32 32 32 32 32 32 32

EBIT -349.0 -378.0 -43.0 -218 -74 137 474 1,017 1,467 1,972 2,507 3,041 3,537 4,059

% EBIT margin -12% -9% -1% -3% -1% 1% 4% 7% 9% 11% 13% 15% 17% 19%
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3.16 DCF assumptions 

The framework for the DCF is different than the user-based model but the same assumptions regarding growth 
and cost of capital are used. One of the differences is that two different cost of capital is used for user-based 
for existing and new riders, where only one is used in the DCF.  

The DCF model is forecasted based on revenue growth and EBIT margin. 

 

 

 
  

  Type Comments 

Industry  Entertainment The Industry that Spotify operates in. 

Year of convergence  10 Standard forecasting year for a company in growth. 

Sales to capital ratio  4 
Reinvest rate to keep your business growing in future years. Based on 
Spotify’s number, industry average and in general based on that Spotify is 
expecting to invest.  

Revenue growth (terminal year)  2.85% Grow with the risk-free rate. 

Effective tax rate  25% Global tax rate. 

Forecasted: Growth revenue (1-5y)  22% The forecasted revenue is based on market consensus for the next five years 
and is based on 28 research houses.  

Forecasted: Growth revenue (6-10y)  7% Converge the growth to the terminal year growth based on life period. 

Forecasted: EBIT margin (1-5y)  2% The forecasted EBIT is based on market consensus for the next five years and 
is based on 28 research houses. 

Forecasted: EBIT margin (6-10y)  14% Increase with 2.0% yearly. 

  Type Comments 

Risk free rate  2.85% Based on Appendix 3.7. 

Initial cost of capital  8.0% Based on Appendix 3.8. 

Inflation rate  2.00% Based on Amadeo (2019). 
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3.17 DCF model 

The model is forecasted, and the Free cash flow has been found. The reinvestment is based on the amount 
that is expected that Spotify will reinvest. The Cost of capital is 8.0% and is expected to fall as the company 
mature. It can be seen that a large part of the value is in the terminal year.  

 

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

 

 

  

Valuation

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Terminal 

value

Revenue 4,090 5,259 6,670 8,329 10,114 12,112 14,007 15,839 17,506 18,900 19,922 20,490 21,074

EBIT -378 -43 -218 -74 137 474 1,017 1,467 1,972 2,507 3,041 3,537 4,059

EBIT margin -9% -1% -3% -1% 1% 4% 7% 9% 11% 13% 15% 17% 19%

Tax-rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

EBIT (1-t) -378 -43 -218 -74 103 356 763 1,100 1,479 1,880 2,280 2,653 3,045

-Reinvestment 645 415 446 500 474 458 417 349 256 142 1,156

FCFF -863 -489 -344 -144 289 642 1,062 1,531 2,025 2,511 1,889

Cost of capital 8.0% 8.0% 8.0% 8.0% 8.0% 8% 8% 8% 8% 8% 7.5%

Cumulated discount factor 0.93 0.86 0.79 0.73 0.68 0.63 0.58 0.54 0.50 0.47

PV(FCFF) -799 -419 -273 -106 197 405 621 832 1,022 1,179

Terminal cash flow 1,889

Terminal cost of capital 7.51%

Terminal value 40,560

PV(Terminal value) 19,039

PV (CF over next 10 years) 2,658

Sum of PV 21,697

Value of operating assets 21,697.13

 - Debt 0.00

 - Minority interests -

 +  Cash 1,676.00

Value of equity 23,373

 - Value of options 1,232.48

Value of equity in common stock 22,141

Number of shares 179.78

USD

Estimated value /share 123 138

Most Recent Pricing 122 137

Upside 1%
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3.18 Equity options 

The equity options are calculated based on the information given in the annual report and based on that a simple Black 
Scholes model is calculated to estimate the value per an option.  

Source: Author’s creation. Spotify’s Annual Reports. Data extracted from FactSet and Capital IQ. 

 

 

 

 

 

 

 

 

 

 

 

Enter the current stock price 123.90
W/Avg. Strike Price of Out. at the End of the Period 41
Enter the expiration of the option 3.30
Enter the standard deviation in stock prices 30.00% (volatility)
Enter the annualized dividend yield on stock 0.00%
Enter the treasury bond rate 2.85%
Options Out. at the End of the Period 15
Enter the number of shares outstanding 179.78

VALUING WARRANTS WHEN THERE IS DILUTION

Stock Price 123.90 # Warrants issued 14.64672
Strike Price 40.58 # Shares outstanding 180
Adjusted S 120.90 T.Bond rate 2.85%
Adjusted K 40.58 Variance 0.09
Expiration (in years) 3.3 Annualized dividend yield0.00%

Div. Adj. interest rate 2.85%

d1  2.4482
N (d1) 0.9928

d2  1.9032
N (d2) 0.9715
Value per option  84.15

Value of all options outstanding 1,232.48
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APPENDIX  4: LYFT 

4.1 Overview 

Source: Author’s creation. Lyft IPO Prospectus. Data extracted from FactSet and Capital IQ. 

 

 

 

4.2 Cost description 

Source: Author’s creation. Lyft IPO Prospectus.  

Operations & Support: Primary related to personnel cost of local operations team. Decrease as a percentage of 
revenue as Lyft gains scale.  

 

Research & development: Expect a continue cost as Lyft will continue to invest in its engineering and technology 
infrastructure (Autonomous vehicles).  But with higher revenue a scale advantage is expected. Therefore, R&D is 
assumed to de-lever as a percentage of revenue over the forecasting years. 

 

Sales & Marketing: The cost has historically been Lyft’s largest income expense representing 155% of revenue in 
2016 to 53% in 2018 as the company over time has become more efficient and has spent less on advertising and 
rider/driver promotions. An expectation that Lyft will become more efficient and with its promotions and advertis-
ing due to a higher brand awareness speaks for a decrease in sales & marketing as percentage of revenue. 

 

General & administrative: The cost has been decreasing in percentage of revenue historic and is expecting to de-
crease further with Lyft gaining scale and therefore better leveraging personnel and fixed costs 

 

 

Input Book value User-based Assumptions
Book Value of Common EquityBV of Common Equity -2,871

Company Lyft + Total DebtTotal Debt 0 Existing User Data
Country United States - Cash & Short Term InvestmentsCash & ST Investments 2,038 Company share of gross billings 27%
Industry (US) Transportation + Total Minority InterestTotal Minority Interest - Lifetime of a Lyft rider (in years) 15.00
Industry (Global) Transportation Cost of service as % of revenue 73%

% of variable operating cost 80%
DCF Assumptions Market value Annual Renewal Probability 92.0%

Growth rate in annual revenue/rider 13.0%

Year of convergence 10 Market value 17,443 Annual Growth Rate (Cost) 10.8%
Sales to capital ratio  (for computing reinvestment) 6 Shares Out. 286 WACC existing riders 7.9%
Revenue growth Terminal year 3.00% Share Price 61
Effective tax rate 25.0% Marginal tax rate 24.00% New User Information

Total cost of acquiring new users 146

Market information Subscriber information Growth rate in riders (Years 1-5) 25.0%

Growth rate in riders (Years 6-10) 10.0%
Riskfree rate 2.85% 2018 2017 Growth rate in riders after year 10 1.0%
Cost of Equity 6.9% Active users 19 13 WACC new riders 10%
Cost of Debt 2.6% ARPU 130
Initial cost of capital 7.90% Gross billings 8054 Corporate value drag 13043

Growth rate in corporate expenses 5%
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4.3 10-year treasury bond 

Source: Author’s creation. Data extracted from Capital IQ. 

 

 

4.4 WACC 

Source: Author’s creation. Lyft IPO Prospectus. New York Stern (Damodaran). 

 

 

Source: Author’s creation. Lyft IPO Prospectus. New York Stern (Damodaran). 
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May-01-2018 Jun-27-2018 Aug-23-2018 Oct-22-2018 Dec-20-2018 Feb-20-2019 Apr-17-2019
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te

United States Treasury Constant Maturity - 10 Year

Average 12 month trailling

2.85%

Equity 17,443 100% 6.9%
Debt 0 0% 2.6%

WACC 17,443 100% 6.9%

Market Value
Weight in Cost of 

Capital
Cost of 

Component

Cost of equity Cost of Debtx Cost of capital=

6.9% 2.6%

Equity Risk Premium
5.08%

Levered Beta
0.80

Risk-free Rate
2.85%

+

x

=

Marginal tax-rate
22%

Company Default Spread
0.5%

Country Default Spread
0%

Risk-free Rate
2.85%

+

+

x

=

6.9%+1.0%=7.9%

100% 0%
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Source: Author’s creation. Lyft IPO Prospectus. New York Stern (Damodaran). 

  

 

Source: Author’s creation. Lyft IPO Prospectus. New York Stern (Damodaran). 

 

 

Source: Author’s creation. Lyft IPO Prospectus. New York Stern (Damodaran). 

 

Operating Countries ERP calculator

Country Revenues ERP Weight Weighted ERP
United States 1,060 5.08% 100.00% 5.08%

Multi Business (US Industry Averages)

Business Revenues EV/Sales Estimated Value Unlevered Beta
Transportation 100 1.54 154.39 0.80

Estimated Bond Rating Aaa/AAA

Estimated Company Default Spread 0.54%
Estimated County Default Spread (if any) 0%
Risk free rate 2.85%
Estimated Cost of Debt 3.39%

If interest coverage ratio is
> ≤ to Rating is Spread is

-100000 0.199999 D2/D 18.60%
0.2 0.649999 Caa/CCC 13.95%

0.65 0.799999 Ca2/CC 10.63%
0.8 1.249999 C2/C 8.64%

1.25 1.499999 B3/B- 4.37%
1.5 1.749999 B2/B 3.57%

1.75 1.999999 B1/B+ 2.98%
2 2.2499999 Ba2/BB 2.38%

2.25 2.49999 Ba1/BB+ 1.98%
2.5 2.999999 Baa2/BBB 1.27%

3 4.249999 A3/A- 1.13%
4.25 5.499999 A2/A 0.99%
5.5 6.499999 A1/A+ 0.90%
6.5 8.499999 Aa2/AA 0.72%

8.50 100000 Aaa/AAA 0.54%

Equity Debt

Number of Shares outstanding 285.90 Book Value of Straight Debt 0.00
Current Market Price per share 61.01

Average Maturity 3.00

Approach for estimating beta Single Business(US) Approach for estimating pre-tax cost of debt Synthetic rating

If actual rating, input the rating
Aa2/AA

Unlevered beta 0.80 If synethetic rating, input the type of company 1.00

Riskfree Rate 2.85% Pre-tax Cost of Debt 3.39%

Approach ERP Operating countries Tax Rate 24%
Equity risk premium 5.08%

Equity Risk Premium used in cost of equity 5.08% Estimating Market Value of Straight Debt 0.00

Levered Beta for equity 0.80

Cost of Equity 6.9% Cost of Debt 2.6%
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4.5 Market consensus: Growth rates 

Source: Author’s creation. Data extracted from FactSet. 

 

 

4.6 Forecasted users in ride-hailing industry 

Source: Author’s creation. Data extracted from Statista. 

 

 

4.7 Sensitivity analysis 

Source: Author’s creation. Lyft IPO Prospectus. Data extracted from FactSet and Capital IQ. 
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4.8 Income statement 

Source: Author’s creation. Lyft IPO Prospectus. Data extracted from FactSet and Capital IQ. 

 

 

  

1 2 3 4 5 6 7 8
Cost of revenue as % of revenue 81% 62% 58% 57% 56% 55% 55% 54% 53% 52% 52% 51% 50% 50%
Revenue growth n.a. 209% 103% 57% 34% 24% 26% 29% 24% 19% 13% 8% 3% 3%
EBIT margin -202% -67% -45% -35% -24% -15% -4% 4% 7% 9% 12% 14% 17% 19%

Tax rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%
Sales to capital ratio 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00 6.00

Income statement

USDm Forecast

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028

Terminal 

value

Revenue 343 1,060 2,157 3,392 4,562 5,669 7,153 9,219 11,404 13,516 15,321 16,573 17,071 17,583

Cost of revenue 279 660 1,243 1,930 2,560 3,138 3,905 4,962 6,051 7,069 7,895 8,414 8,535 8,791

Gross profit 64 400 913 1,462 2,001 2,531 3,248 4,257 5,353 6,448 7,426 8,160 8,535 8,791

% of revenue 19% 38% 42% 43% 44% 45% 45% 46% 47% 48% 48% 49% 50% 50%

Operations and support 98 184 338

Research and development (R&D) 65 137 301
Sales and marketing 434 567 804
General and administrative (G&A) 160 221 448

EBITDA -692 -706 -956 -1,175 -1,093 -822 -251 402 778 1,256 1,805 2,365 2,862 3,387

% EBITDA margin -202% -67% -44% -35% -24% -14% -4% 4% 7% 9% 12% 14% 17% 19%

Depreciation & Amortization 1 3 19 19 19 19 19 19 19 19 19 19 19 18.7

EBIT -693 -708 -975 -1,194 -1,112 -841 -269 383 759 1,238 1,786 2,346 2,843 3,368

% EBIT margin -202% -67% -45% -35% -24% -15% -4% 4% 7% 9% 12% 14% 17% 19%
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4.9 DCF assumptions 

The framework for the DCF is different than the user-based model but the same assumptions regarding growth 
and cost of capital is used. One of the differences is that two different cost of capital is used for user-based for 
existing and new riders, where only one is used in the DCF.  

The DCF model is forecasted based on revenue growth and EBIT margin. 
 

 

 

 

  

  Type Comments 

Industry  Transportation The Industry that Lyft is operating in. 

Year of convergence  10 Standard forecasting years for a company in growth. 

Sales to capital ratio  6 
Reinvest rate to keep your business growing in future years. Based on 
Spotify’s number, industry average and in general based on that Spotify is 
expecting to invest.  

Revenue growth (terminal year)  3.00% Grow with the risk-free rate plus a little extra due to young company. 

Effective tax rate  25% Global tax rate. 

Forecasted: Growth revenue (1-5y)  34% The forecasted revenue is based on market consensus for the next five years 
and is based on 28 research houses.  

Forecasted: Growth revenue (6-10y)  12% Converge the growth to the terminal year growth based on life period. 

Forecasted: EBIT margin (1-5y)  -15% 
The forecasted EBIT is based on market consensus for the next five years and 
is based on 28 research houses. 

Forecasted: EBIT margin (6-10y)  13% Increase with 2.5% yearly. 

  Type Comments 

Risk free rate  2.85% Based on Appendix 4.7. 

Initial cost of capital  8.01% Based on Appendix 4.8. 

Inflation rate  2.00% Based on Amadeo (2019). 
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4.10 DCF model 

The model is forecasted and the Free cash flow to Firm has been found. The reinvestment is based on the amount that is 
expected that Lyft will reinvest. The Cost of capital is 7.9% and is expected to fall as the company mature. It can be seen 
that a large part of the value is in the terminal year.  

Source: Author’s creation. Lyft IPO Prospectus. Data extracted from FactSet and Capital IQ. 

 

 

 

 

 

 

 

 

 

 

Valuation

2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028
Terminal 

value

Revenue 1,060 2,157 3,392 4,562 5,669 7,153 9,219 11,404 13,516 15,321 16,573 17,071 17,583

EBIT -708 -975 -1,194 -1,112 -841 -269 383 759 1,238 1,786 2,346 2,843 3,368

EBIT margin -67% -45% -35% -24% -15% -4% 4% 7% 9% 12% 14% 17% 19%

Tax-rate 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%

EBIT (1-t) -708 -975 -1,194 -1,112 -841 -269 287 569 928 1,339 1,760 2,133 2,526

-Reinvestment 389 195 185 247 344 364 352 301 209 83 1,031

FCFF -1,583 -1,307 -1,025 -517 -57 205 576 1,039 1,551 2,050 1,495

Cost of capital 7.9% 7.9% 7.9% 7.9% 7.9% 7.8% 7.7% 7.6% 7.5% 7.4% 7.4%

Cumulated discount factor 0.93 0.86 0.80 0.74 0.68 0.63 0.59 0.55 0.51 0.47

PV(FCFF) -1,467 -1,123 -816 -381 -39 130 339 569 791 973

Terminal cash flow 1,495

Terminal cost of capital 7.35%

Terminal value 34,371

PV(Terminal value) 16,320

PV (CF over next 10 years) -1,023

Sum of PV 15,297

Value of operating assets 15,296.57

 - Debt 0.00

 - Minority interests -

 +  Cash 2,037.87

Value of equity 17,334

 - Value of options 609.00

Value of equity in common stock 16,725

Number of shares 285.90

Estimated value /share 59

Most Recent Pricing 61

Downside -4%
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APPENDIX  5: CASE STUDIES 

Valuation Key takeaways     Valuation (implied EV/Sales) 

User-based 

(Intrinsic value) 

• Spotify’s and Lyft’s values are being below the average compared to other 
valuation models  

P Better indication on where value is being created 
O Information constraint 

 

DCF 

(Intrinsic value) 

• The DCF is used to support the user-based and the value is different due to 
different recognition of risks 

P Conventional model, possible to model in value created from users  
O Harder to observe where value is being created (top-down approach) 

 

EV/Sales 

(relative value) 

• The relative sales value is based on the pricing in the market and is from the 
quantitative part 

P Taking the market into consideration  
O Based on sales no indication on profit or loss 

 

EV/gross profit 

(relative value) 

• The gross profit value is also based on the market and from the quantitative 
part 

P Giving a better indication on the profit/loss 
 

 

Market consensus 

(Blended value) 

• Determined to give an indication on where the market is expected the com-
panies to go 

P Large part of people who know these company’s best  
P Can be driven by a general positive-bias  

 

 

 

3.1x
4.1x

3.3x
4.5x

4.0x
6.0x

4.9x
3.5x

7.7x
5.5x

 
EV/gross profit 

 
EV/Sales 

 
Implied EV/Sales 

 
Implied EV/Sales 

 
Implied EV/Sales 


