m INTERVIEW

What Is a Company
Worth When the
Future Won't Sit Still?

Valuation, Duration, and the New Architecture of
Investor Underwriting

Recently Jennifer Parmelee Witt, Managing Director, interviewed Mark Hayes, Founding
Partner of Breakwater Capital Markets, about one of the most consequential arguments
in the 2027 IR Power Playbook: the mathematics of valuation remain grounded in

cash flow, returns, and the cost of capital, but the judgments investors make before
they are willing to capitalize those future economics are becoming materially more
demanding. Breakwater Capital Markets’ research shows a 31-point relative rotation
from near-term EPS toward business-model adaptability. Durability of earnings

power, incremental return on capital, adaptability, management decision quality,
competitive-advantage duration, reinvestment runway, capital-intensity trajectory,

and scenario resilience all rank above near-term EPS in the emerging underwriting
hierarchy. At the same time, the presentation argues that the investor model is
becoming at least three times more granular, more scenario-weighted, and more
explicit about variables once treated largely outside the traditional financial model.
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JENNIFER

Mark, | want to challenge the premise before we build an entire argument around it. You say
valuation is changing, but a company is still worth the present value of the cash it will generate. The
finance has not changed. Why isn’t this simply a more elaborate way of estimating the same thing?

MARK

| agree with the first half of your question. The mathematics have not changed, and | would be
suspicious of any argument that suggested otherwise. Cash flow still matters. The cost of capital
still matters. Returns on invested capital still matter. What is changing is the architecture of judgment
that sits underneath those familiar equations. The traditional model illustrated in the presentation
could be organized around a revenue CAGR, a long-term margin target, CapEx as a percentage of
sales, a relatively simple WACC, a peer multiple, and a base-case valuation. The emerging model
decomposes revenue by geography, end market, and pricing power; separates reinvestment by
strategic program and expected return; incorporates country risk, debt maturity, and scenario risk;
decomposes the multiple into growth, ROIC, free cash flow, and risk; and places greater weight

on probability-weighted outcomes rather than a single expected path. What that tells me is not

that investors have discovered a new formula for value, but that they are becoming less willing to
accept aggregate assumptions when materially different economics sit underneath them. They
increasingly want to know what produces the cash flow, how much capital has to be committed to
produce it, how long the economics can persist, which assumptions are carrying the valuation, and
what happens when one of those assumptions proves wrong. The forecast is still important, but it
is increasingly being treated as one possible state of the business rather than as the business itself.

BREAKWATER CAPITAL MARKETS



VALUATION, DURATION, AND THE NEW ARCHITECTURE OF INVESTOR UNDERWRITING 02

JENNIFER

The research shows a 31-point relative rotation from near-term EPS toward business-model
adaptability. A traditional CFO might hear that and say, “Markets always come back to earnings
eventually.” Is this overstating the change?

MARK

| do not think the research says investors care less about earnings. | think it says investors are
becoming more discriminating about what a dollar of earnings deserves to be worth. Durability
of earnings power scores 97, incremental ROIC 95, adaptability 93, management decision quality
92, competitive-advantage duration 91, reinvestment runway 90, capital-intensity trajectory 88,
and scenario resilience 86, while near-term EPS delivery is at 71. Two companies can produce
the same EPS today and possess very different economic value because one may require
progressively more capital to sustain that earnings stream, one may be harvesting an advantage
that is beginning to decay, and one may have very little capacity to respond if the environment
changes. Another company may have the same earnings today but a long runway of high-

return reinvestment, greater balance-sheet flexibility, and a competitive position that can be
renewed rather than merely defended. Investors are still looking at the earnings number, but

they are asking a harder question about what gives that number duration. A company can beat
EPS while weakening its future economics through underinvestment, poor capital allocation, or
deteriorating conversion. It can also miss near-term EPS because it is investing in an opportunity
whose incremental returns ultimately create far more value. The earnings result remains
essential evidence, but increasingly it is not enough to settle the valuation argument by itself.
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JENNIFER

You use the phrase “adaptive earnings power.” | want to make sure that does not become
another elegant phrase that can mean almost anything. What would you require before calling
a company'’s earnings power genuinely adaptive?

MARK

| would require evidence that the company can preserve attractive economics when an important
assumption changes. The concept only becomes useful when it is tied to observable operating
and capital decisions. If pricing weakens, can the company change cost, mix, or capital intensity
without damaging the franchise? If a geography becomes structurally less attractive, can

capital move? If Al changes the economics of a critical workflow, can the company redesign the
operating model quickly enough to capture the productivity or defend the customer proposition?
If a strategic program begins earning returns below the level management originally expected,
does the company continue funding it because it was part of the plan, or does the capital-
allocation system force a reassessment? The deck places adaptive earnings power alongside
capital efficiency, proof, and strategic optionality in the emerging valuation lens. The financial
implication is that adaptive capacity changes the distribution of future cash flows. It can reduce
the permanent impairment caused by a downside event, shorten the recovery period, or create
alternative reinvestment paths when the original opportunity deteriorates. A business whose
value depends on one narrow version of the future should not be underwritten the same way

as a business with several economically credible ways to continue earning attractive returns.

BREAKWATER CAPITAL MARKETS

03



VALUATION, DURATION, AND THE NEW ARCHITECTURE OF INVESTOR UNDERWRITING 04

JENNIFER

That is where | become skeptical. Markets are very good at rationalizing expensive stocks
after the fact. A company trades at a premium, and investors suddenly describe management
as adaptable, the culture as exceptional, and the business as option rich. How do you prevent
this framework from becoming a sophisticated justification for the price that already exists?

MARK

You do that by refusing to value the adjective and insisting on the economic consequence. If
adaptability cannot be connected to a change in expected cash flows, capital returns, scenario
probabilities, recovery speed, or competitive duration, it should not receive valuation credit. | would
look at the company’s reaction function rather than at its reputation. When evidence changed
historically, how quickly did management recognize it? Did capital actually move? Did the company
reduce exposure to deteriorating economics while it still had choices, or did it defend sunk costs
until events forced the decision? Did it scale advantaged opportunities when the evidence improved?
Did it preserve balance-sheet flexibility before that flexibility was needed? Those are observable
behaviors. Then the investor has to ask how those behaviors change the model. Perhaps the
downside case involves less permanent ROIC destruction because management has demonstrated
an ability to exit failed programs earlier. Perhaps the recovery path is faster because operating
flexibility is real. Perhaps the period of attractive reinvestment is longer because management

has repeatedly renewed the portfolio rather than simply harvesting the original franchise. If no
economic assumption changes, there is no reason to pay for “adaptability.” That is the discipline
that prevents a qualitative description from becoming a post hoc excuse for a premium multiple.
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JENNIFER

The presentation says the multiple increasingly represents investors’ confidence in the duration
and adaptability of future economics. | want to go deeper than saying a high multiple means
investors are optimistic. What is a multiple actually expressing?

MARK

| think of it as a highly compressed judgment about the economic half-life of the franchise. When
an investor pays a premium multiple, the investor is implicitly saying that attractive economics
can persist long enough to justify capitalizing them further into the future. That judgment contains
assumptions about competitive duration, the reinvestment runway, the return earned on new
capital, cash-flow durability, the probability of severe impairment, and the ability of management to
preserve value when conditions change. The deck makes that breadth visible through its multiple-
expansion variables: duration of competitive advantage, reinvestment runway, management
adaptability, capital-allocation credibility, Al value capture or displacement, business-model
optionality, cash-flow durability, and balance-sheet optionality. Even the lower half of those
variables averages 85.8 out of 100. The economic-half-life idea is useful because it focuses
attention on decay. How quickly do excess returns normalize? How quickly does a moat erode?
How long can the company keep reinvesting above WACC before the opportunity becomes
ordinary? Two investors can agree almost completely on the next three years and still reach
radically different values because one believes the attractive economics survive for another
decade while the other believes they normalize soon after the explicit forecast. The disagreement
is not really about next year’s EPS. It is about how much duration the economic system deserves.
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JENNIFER

But the further out you extend that duration, the weaker the evidence becomes. Terminal
value can dominate the valuation precisely where investors know the least. Isn't that where
narrative can do the most damage?

MARK

Yes, and that is why duration should be one of the most aggressively challenged assumptions in any
valuation. The further a thesis extends beyond observable results, the more important it becomes

to identify the mechanism that is supposed to preserve the economics. If | am underwriting long
competitive duration, | want to know whether it is supported by switching costs, data, distribution,
scale, customer captivity, intellectual property, cost advantage, regulation, or another mechanism
with actual economic consequences. If | am underwriting a long reinvestment runway, | want
evidence that attractive projects exist and that management has the capability and capital to

pursue them. If management adaptability is supposed to extend duration, | want to see a history

of renewing the economic engine rather than simply benefiting from the original one. Otherwise,
terminal value becomes a place where optimism hides because the assumptions are difficult to
falsify in the present. The investor has to prevent the multiple from becoming evidence for itself.
“The company deserves a premium because the market recognizes its quality” is circular. Price is the
market’s conclusion. Serious valuation work reconstructs the assumptions necessary to justify that
conclusion and asks whether the evidence is strong enough to support them. The same skepticism
should apply to a low multiple: “cheap” is not a thesis if the market has correctly identified short
competitive duration, poor conversion, rising capital intensity, or unattractive reinvestment economics.
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JENNIFER

Incremental ROIC ranks almost at the top of the underwriting hierarchy. Why do you see it
as more revealing than the growth rate?

MARK

Growth tells you that the company is getting larger. Incremental ROIC tells you whether shareholders
should want it to get larger. The deck makes that distinction very clearly with two companies that
both produce 10 percent revenue CAGR. One has low free-cash-flow conversion, high reinvestment,
and incremental ROIC approximately equal to WACC. The other has better conversion, lower
reinvestment, and returns above WACC. The growth difference is zero, yet the valuation outcomes
can rationally be very different. That becomes especially important when growth itself is becoming
more capital intensive. Al infrastructure, energy, localization, resilience, supply-chain redesign,

and physical capacity can all require substantial capital before the return is visible. A company

can maintain a strong top-line trajectory while the economics underneath that growth deteriorate
because each additional dollar of revenue requires more capital for a weaker return. Incremental
ROIC asks the question that the headline growth rate avoids: after funding the next stage of
expansion, did the enterprise create economic value? If the company can deploy large amounts

of capital at returns materially above its cost of capital, growth can be extraordinarily valuable. If
incremental returns barely clear the hurdle, the same growth rate deserves a very different valuation.
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JENNIFER

You also shift the conversation from TAM to reinvestment runway. TAM has been one of
the central ways companies explain long-term opportunity. Why isn’t it enough?

MARK

Because TAM tells you how much theoretical demand may exist, while reinvestment runway tells
you how much shareholder capital can be deployed into that opportunity at attractive returns and
for how long. Those are not the same thing. A business can have an enormous addressable market
and still have an unattractive reinvestment runway if growth requires uneconomic pricing, expensive
acquisitions, excessive capital, or investment in areas where the company lacks durable advantage.
Another business can operate in a smaller market and create extraordinary value because it has

a long sequence of opportunities to reinvest at high incremental returns. The presentation moves
the investor questions toward what CapEx and working capital are required, whether returns on
new investment exceed WACC, how much of the growth converts into free cash flow within three

to five years, and whether Al, energy, or regional CapEx is defensive or growth-enabling. TAM tells
you there is somewhere to go. Reinvestment runway tells you whether getting there creates value
for the owners of the business. That distinction becomes increasingly important when the market
is trying to separate companies with genuine compounding opportunities from companies that can
continue growing only by consuming larger amounts of capital for progressively weaker returns.
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JENNIFER

If that is the case, what should management teams stop doing when they communicate growth?

MARK

They should stop presenting the growth rate as though it completes the economic argument.

If management says revenue can grow 10 percent, investors should immediately understand
what produces that growth, what incremental capital is required, how quickly the growth converts
into cash, what return is earned on the reinvestment, and whether the investment expands
competitive advantage or merely protects the existing position. The deck’s identical-10-percent-
growth example is powerful because it keeps the headline metric constant while showing that
free-cash-flow conversion, reinvestment burden, and ROIC can still produce materially different
multiple outcomes. | also think management teams need to become much clearer about the
difference between growth capital and defensive capital. A dollar spent to open a high-return

new profit pool is different from a dollar spent because the existing business now requires more
infrastructure, redundancy, security, or technology just to remain competitive. Both may be necessary,
but they have different implications for future value. A valuation-ready growth story therefore
makes the capital conversion visible: what went in, what changed economically, what return
should emerge, and what evidence will tell investors whether the return is actually materializing.
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JENNIFER

Your presentation says the investor model is becoming at least three times more granular.
Finance has a long history of mistaking complexity for sophistication. Isn’t there a real danger
that investors are simply building larger spreadsheets with more ways to be wrong?

MARK

There is, and | think that risk needs to sit beside the argument for greater granularity rather than
underneath it as a footnote. More variables do not create more knowledge; they create more places
where judgment has to be exercised. | would separate three kinds of uncertainty because they
create very different analytical problems. The first is parameter uncertainty. We broadly understand
the economic relationship but do not know whether normalized margin is 18 percent or 20 percent,
whether growth is 6 percent or 8 percent, or whether a risk premium should be 200 or 250 basis
points. Better evidence can sometimes narrow those ranges. The second is model uncertainty.

We may be using the wrong explanatory structure altogether. Perhaps we think the debate is

about margin when the deeper issue is capital intensity. Perhaps we think the business is demand
constrained when supply is actually determining the economics. A model can forecast the wrong
causal relationship with tremendous numerical precision. The third is regime uncertainty. The
relationships that made the model useful can themselves change because of policy, technology,
geopolitics, capital costs, or industry structure. In that environment, recalibrating the old framework
may create greater confidence at exactly the moment when the investor should be questioning
whether the framework remains valid. The deck is right that revenue, reinvestment, risk, multiples,
and valuation are becoming more decomposed. The discipline is to ask whether the additional
detail increases economic resolution or merely numerical resolution. If two geographies genuinely
have different pricing, regulatory exposure, or capital requirements, separating them improves
understanding. If two investment programs have materially different returns, one CapEx number
conceals information that matters. But a model with 150 weakly evidenced assumptions can
easily be worse than a model with 30 well-understood ones. Sophistication is not the number of
cells; it is knowing which relationships carry the value, how uncertain those relationships are, and
what evidence would cause the investor to change the model rather than simply another input.
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JENNIFER

That last point is important because investors naturally respond to new information by changing
a number inside the framework they already have. How do you know when the problem is
not the assumption but the model itself?

MARK

That is one of the more difficult disciplines in investing because the model trains you to look at
the variables it already contains. If the analyst keeps reducing the revenue assumption and the
model continues failing to explain what is happening, perhaps revenue is not the binding variable.
If margin outcomes keep surprising because capital intensity, regulation, customer behavior,

or supply constraints are changing, perhaps the architecture needs to change rather than the
margin line. One warning sign is persistent explanatory failure: the model continues missing not
because the estimate was slightly wrong but because the relationships among the variables are
no longer behaving as expected. Another is when a factor previously treated as peripheral begins
explaining outcomes more effectively than the variables investors historically emphasized. The
presentation’s nine emerging valuation inputs are important for exactly that reason. Sovereignty
fragmentation, physical-system fragility, Al labor re-architecture, cyber-physical risk, disclosure
interoperability, and optionality competition largely began outside the conventional financial
model, but each can migrate into growth, margins, capital requirements, risk, or duration. That is
often what a structural change looks like in real time: something that used to sit in the narrative
becomes economically important enough that the existing model can no longer explain the
business without it. The harder question for an investor is therefore not always “Which number
is wrong?” Sometimes it is “What if the way | have defined the business is becoming wrong?”
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JENNIFER

The deck says traditionally qualitative issues are becoming explicit valuation inputs. Investors have
always considered geopolitics, technology, management quality, and risk. What is genuinely different?

MARK

The difference is the degree to which those issues are moving from broad context into specific
financial assumptions. The presentation identifies nine emerging variables, including sovereignty
fragmentation, machine-speed capital, trust compression, physical-system fragility, Al labor
re-architecture, cyber-physical risk, disclosure interoperability, and optionality competition.

Most originate outside the conventional financial statements, yet each can ultimately affect
growth, margins, capital requirements, risk, or duration. Cybersecurity is no longer merely an

IT issue when a failure changes revenue continuity, customer trust, sales cycles, or the cost of
capital. Geopolitical fragmentation is no longer simply a macro concern once it affects tariffs,
localization costs, market access, or the amount of capital required to preserve a revenue stream.
Al stops being a strategic talking point when it changes labor productivity, capital intensity,
product economics, or the durability of competitive advantage. The threshold is economic
transmission. Once a variable can credibly change a model assumption, acknowledging it
qualitatively is no longer enough. Investors need enough evidence to understand how the
variable enters the economics and how management is responding to it.
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JENNIFER

Let's use geopolitics because it makes that transition very tangible. What does it mean to
move geopolitics from a risk-factor paragraph into valuation?

MARK

It means replacing a broad description of uncertainty with a more explicit understanding of where
the economics move. Saying “geopolitical risk is elevated” is not a model. The useful questions are
which revenue pools are exposed, what happens to pricing or volume if market access changes,
whether tariffs or localization affect margins, whether duplicate capacity raises capital intensity,
whether cash becomes trapped, whether a jurisdiction deserves a different risk premium, and
whether fragmentation reduces the duration of the addressable opportunity. The deck shows
geopolitical exposure moving directly into regional revenue assumptions, tariff-sensitive margins,
capital requirements, country-risk assumptions, and terminal opportunity. That also changes
management’s communication burden. The CEO does not need to predict political events with
false confidence. What the company can explain is the economic transmission mechanism

under different regimes, what can be mitigated, what cannot, and what capital response would
follow. Undefined geopolitical risk often attracts a broad market haircut because investors have
little basis for distinguishing the company’s exposure from the general risk. Company-specific
economics can narrow that uncertainty even when the political outcome itself remains unknowable.
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JENNIFER

Resilience is more complicated because management spends money today to prevent an
event that may never happen. How do you distinguish rational resilience investment from
a company simply becoming less efficient?

MARK

You do so by forcing the investment to answer the same economic questions we would ask of any
other use of capital. The presentation distinguishes among a pure cost, an insurance premium,

and a valued option and argues that some resilience spending can depress near-term free cash

flow while increasing the duration and reliability of future cash flows. It suggests examining cost,
payback, duration benefit, and the failure mode removed. Consider duplicate capacity. If it creates
permanent inefficiency and barely changes expected disruption losses, investors should treat it

as a cost. If it materially reduces the probability of losing access to a critical market, part of the
expenditure behaves like insurance. If customers begin preferring the company because it can
provide continuity that competitors cannot, the same investment may create strategic advantage.
The difficult analytical issue is that the avoided loss is counterfactual; the investor never observes the
catastrophe that did not occur. That means management should be unusually disciplined in explaining
the economic exposure being reduced, the severity of the failure mode, the cost of mitigation, and

the circumstances under which the investment creates more than simple protection. Resilience
should not become a label that exempts capital from return scrutiny, but neither should investors
assume that every expenditure depressing near-term free cash flow is value destroying. Protecting
the duration and reliability of a cash-flow stream can itself have substantial economic value.
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JENNIFER

You keep coming back to the “management reaction function.” | think that may be one of
the more important ideas in the entire argument. Are you saying investors should value not
just the external scenario but management’s likely behavior inside that scenario?

MARK

Yes, because the external event does not uniquely determine the economic outcome. Two companies
can experience exactly the same shock and destroy very different amounts of value depending on
the decisions made after the shock arrives. Imagine two businesses facing the same 15 percent
decline in demand. One protects its highest-return strategic programs, reduces lower-value spending,
preserves liquidity, changes pricing intelligently, and exits an underperforming business before
another two years of capital are consumed. The other cuts indiscriminately, damages the next
growth cycle, continues funding a poor investment because management does not want to admit
the original thesis has failed, and enters the recovery with less balance-sheet flexibility. The external
scenario is identical, but the eventual cash-flow path, capital intensity, competitive position, and
permanent impairment are not. That helps explain why management decision quality ranks at 92

in the emerging underwriting hierarchy. A static scenario model treats management as though it is
simply carried through events. A more realistic valuation recognizes management as an economic
actor inside the scenario. The reaction function influences which investments survive, how quickly
capital moves, whether liquidity becomes binding, how much strategic capacity remains after

the downturn, and how quickly the company can recover. That does not mean investors should
attach an arbitrary “management premium.” It means the likely decisions management makes

under stress can affect the distribution of outcomes just as surely as the external shock itself.
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JENNIFER

Al may be the most obvious place where narrative is running ahead of economics. How should
an investor actually put Al into a valuation model?

MARK

They would do it through the economic pathway it changes, and not through a generic Al premium.
The presentation’s Al maturity curve moves from experiments to use cases, workflows, operating-
model redesign, and ultimately business-model impact, and it explicitly argues that investors

will increasingly discount pilot counts that cannot be tied to revenue, cost, risk, or speed. For

one company, Al may create value through conversion, pricing, product attachment, or entirely
new revenue pools. For another, the primary economic effect may be labor productivity or

lower service cost. For another, the near-term effect may be negative because compute, data,
infrastructure, and talent costs rise materially before revenue or productivity benefits emerge.

For another company, the largest valuation consequence may be competitive duration rather

than near-term earnings because Al changes who learns fastest, who controls the useful data,

or whose product becomes more substitutable. | would therefore want a clear chain from
investment to adoption, from adoption to operating change, from operating change to financial
translation, and from financial translation to competitive consequence. If management cannot
move convincingly through that chain, the Al strategy may be strategically interesting, but the
investor has very little basis for treating it as valuation ready. The important question is not
whether the company is doing Al. It is which economic relationship has changed because of it.
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JENNIFER

The deck makes probability-weighted valuation central to the emerging model, but investors
have had bear, base, and bull cases forever. What is actually changing?

MARK

The labels are old. The deeper change is whether uncertainty remains subordinate to a privileged
base case or becomes part of the architecture of valuation itself. The deck moves from a single
revenue CAGR to multiple revenue paths, from an average margin to downside decremental margin,
from headline leverage to liquidity under stress, from long-term targets to trigger metrics and
management response playbooks, and from a point estimate to a probability-weighted value range.

A conventional model often devotes most of its analytical effort to one forecast and treats the bear
and bull cases as sensitivities around it. That can make the base case feel more certain simply
because it has been modeled in greater detail. A stronger scenario architecture asks which economic
relationships actually change across states. What happens to pricing? What happens to decremental
margin? Does liquidity become binding? Which investments does management protect or abandon?
Does a geopolitical event close a market or simply raise cost? The reaction function belongs inside
each state because management does not passively experience the scenario; its choices affect the
cash flows within it. Probability itself also has to be handled with humility. Assigning 20 percent to

a downside case does not make that probability objective. The useful discipline is to identify what
evidence would cause the probability to move. If customer concentration drives the downside
scenario, perhaps a renewal, diversification milestone, or contractual change should lower the
probability. If regulatory exposure drives it, a policy event may shift the distribution rapidly. Probability
weighting becomes genuinely useful when it gives the investor a mechanism for updating beliefs

as evidence changes rather than simply producing a more elaborate weighted-average target price.
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JENNIFER

But probability-weighted valuation also seems vulnerable to the same false precision you
criticized in granular models. A weighted value can look scientific even though the probabilities
are judgment calls. How should investors protect themselves from that?

MARK

They can protect themselves by distinguishing exact arithmetic from uncertain inputs. The
deck’s scenario example can produce an exact weighted EV index because the arithmetic is
straightforward, but the probabilities assigned to the states remain judgments. An expected
value is only as defensible as the scenarios, the cash flows within those scenarios, and the
probabilities attached to them. Multiplying three uncertain numbers together does not make
them less uncertain. | would want a probability-weighted model to expose where the judgment

is fragile rather than hide the fragility behind a precise output. Which scenario depends on the
greatest number of weak assumptions? Which probability would move fastest if new information
arrived? Are the bear, base, and bull cases genuinely different economic states, or are they simply
optimistic and pessimistic versions of the same model? Are there low-probability states outside
those three that matter because their economic impact is extreme? The purpose of probability
weighting should be to make uncertainty more visible and more structured. If the resulting

model causes the investor to feel more certain than the underlying evidence warrants, then the
model has done the opposite of what it should. A sophisticated scenario architecture should
improve precision about the sources of uncertainty while preserving humility about the outcome.
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JENNIFER

Optionality is another concept that can become almost impossible to falsify because every company
can describe things it might do someday. What deserves actual valuation credit as optionality?

MARK

A real option has to represent an economically credible choice that management has both

the resources and the capability to exercise under a plausible future state. A strong balance
sheet can create optionality because management may be able to invest, acquire, repurchase,
or withstand a disruption at a moment when competitors cannot. Geographic infrastructure
may create optionality if production can move in response to policy or supply constraints. A
technology platform may create optionality if it allows the company to enter adjacent markets
at attractive incremental economics. But options have carrying costs. Cash has an opportunity
cost. Redundant capacity consumes capital. Maintaining several strategic paths can absorb
management attention. The investor therefore has to ask what future decision the option
enables, what it costs to preserve, when it would be exercised, and whether management has
demonstrated the judgment to exercise options intelligently. The research includes business-
model optionality and balance-sheet optionality among the multiple-expansion variables and
separately argues that investors increasingly price the capacity to pivot faster than the forecast
itself. The valuation case for optionality is strongest when the option expands the number of
plausible futures in which the company can still earn attractive returns. If it does not change
the economic distribution, then it is simply a strategic possibility being described as an asset.
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JENNIFER

Let’s bring all of this back to the boardroom. What does a company now have to prove to
deserve a premium valuation, and what has fundamentally changed about that burden of proof?

MARK

The company has to prove the fundamentals before any of the newer concepts matter. It has to
create genuine economic value. Returns on capital have to exceed the cost of capital. Growth has
to convert into cash over time. The balance sheet has to support the strategy rather than constrain
it. A company should not receive a premium because management uses sophisticated language
about adaptability, Al, resilience, or optionality while the underlying return structure is weak. What
has changed is the amount of evidence investors increasingly require before extending attractive
economics far beyond the explicit forecast. The multiple-expansion framework in the presentation
captures that breadth through competitive-advantage duration, reinvestment runway, management
adaptability, capital-allocation credibility, Al value capture, business-model optionality, cash-

flow durability, and balance-sheet optionality. Investors are effectively asking how long superior
economics can persist, what capital has to be reinvested to preserve them, whether the company
has credible ways to renew them, and how much of the value survives if the expected path changes.

That produces a much more demanding burden of proof for management. The company has

to show where growth comes from and what it costs. Investors need to understand whether

the next dollar of capital earns an attractive return, whether a large expenditure is creating

growth or merely defending the current position, which assumptions carry the valuation, and

what would cause those assumptions to change. Management also has to make its reaction
function more legible. If demand weakens, which investments are protected? If a market closes,
where can capital move? If a strategic program underperforms, what causes management to

stop funding it? If an upside opportunity emerges, what allows the company to scale without
destroying returns? Those questions are becoming part of valuation because the future distribution
increasingly depends on decisions that have not yet been made.
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The company also has to become easier to underwrite. The deck argues that the investor model
is becoming more granular, more scenario-weighted, and more evidence-led, and it warns that
where management does not provide enough evidence to populate economically important
assumptions, investors will fill the gaps themselves and often do so conservatively. That does
not mean maximal disclosure. It means giving investors enough evidence to reconstruct the
important economics without substituting broad haircuts for company-specific understanding.
The company should make clear what drives revenue and margin, what capital is required,

how the reinvestment earns its return, where the largest uncertainties sit, what would fracture
the thesis, and what management would do if those risks materialized.

The deeper change is philosophical. For a long time, the central valuation conversation was whether
management could deliver the numbers it had promised. That remains important, but the harder
question now begins where that one ends. What happens when the assumptions supporting those
numbers stop being true? Can the company continue earning attractive returns if the cost structure
changes, if a market becomes less accessible, if technology alters the competitive system, or

if capital becomes more expensive? Can management preserve high-return investment through

a downturn? Can it redirect capital before a weak opportunity consumes years of shareholder
resources? Can the business renew competitive advantage before the existing advantage decays?
The presentation describes the underlying shift as moving from valuing the forecast toward
valuing the company’s capacity to adapt when the forecast inevitably changes. | think the most
useful way to interpret that is that valuation is moving from confidence in a particular plan toward
confidence in an economic system. The premium company is not the company whose forecast

is least likely to change; forecasts will change. The premium company is the company for which
investors have credible evidence that attractive returns can endure after reality forces the plan to
change. That is a substantially higher standard because it asks investors to underwrite not merely
the forecast management has today, but the durability of the economic engine, the quality of the
decisions management will make when the unexpected occurs, and the company’s capacity to
keep finding high-return uses of capital after the current forecast is no longer the relevant one.
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