
TELLING A STORY WITH NUMBERS: 
guidelines to writing investment research on a company 

 
 
In understanding a company, be it a manufacturer, a bank, a hi tech start-up or business that 
is internet-related, we mostly look at financial ratios, numbers, balance sheets and income 
statements to see how it is performing. Yet, even though these are important, it is equally 
important to have a clear idea of what the company is doing, and how it is doing it. For this 
we need to create a narrative, a story, to explain clearly to investors what management is 
doing, what is the company’s background and how we see its future prospects, above all the 
value drivers which create sustainable profitability. We obtain this story from talking with 
management, listening carefully to what they say, and critically evaluating their intentions 
and their results, and of course, going over the company’s reports. The following points 
outline how to create a narrative for a company through investment analysis. Many of them 
are taken from the book “Narrative and Numbers”, written by Aswath Damodaran, and 
complemented by members of the CFA Society of Mexico.  
 
 
I. The Essence of a Good Narrative 
 
In particular, a business narrative needs the following ingredients to work: 
 

1. It has to be simple: A simple story that makes sense will leave a more lasting 
impression than complex story in which it is tough to make connections. 

2. It has to be credible: Business stories need to be credible for investors to act on 
them. If you are a skillful enough storyteller you may be able to get away with 
leaving unexplained loose ends, but those loose ends will eventually imperil you 
story and perhaps your business. 

3. It has to inspire: Ultimately, you don’t tell a business story to win creativity awards 
but to inspire you audience (employees, customer, and potential investors) to buy 
into the story. 

4. It should lead to action: once your audience buys into your story, you want them to 
act, employees by choosing to come to work for company, customers by buying 
your products and services, and investors by putting their money in your business 

 
The bottom line for a business narrative is that it is less about specifics and details and 
more about big picture and vision. 
 
The second step is looking at the looking at the larger market in which the company is 
operating or plans to operate. Table 1 contains a checklist of some of the questions for 
which you are trying to find answers. 
 
 
 



 
 
Table 1 
Market Analysis 
 

Category Questions Comments 

Growth How quickly is the overall 
market growing? 

Are some parts of the 
market growing faster than 
others? 

In addition to looking at the 
average growth rate over time, you 
also want to detect shifts in the 
market across product lines and 
geographies.  

Profitability How profitable is this 
business, in the aggregate? 
Are there any trends over 
time in the profitability? 

Look at profit margins (gross, 
operating, and net) and accounting 
return trends over time. 

Investing for growth What assets do companies 
in this business have to 
invest in, to grow? 

How much investment are 
companies making 
collectively in this business 
to generate their growth? 
How easy is it to scale up? 

With manufacturing companies, 
investment is generally in plant, 
equipment and assembly lines, but 
with technology and 
pharmaceutical companies, the 
investment may take the form of 
R&D. 

Risk How much do revenues 
and earnings very across 
time? 

What are the forces that 
cause these operating 
numbers to change? 
How much debt (or fixed 
commitments) do 
companies  in this business 
tend to carry? 
What are the risk that 
companies in this business 
may fail? What is the 
trigger (debt payments due, 
or running out of cash) that 
causes failure? 

Volatility in your 
revenues/earnings can be caused 
by macroeconomic variables, 
which can include  interest rate, 
inflation, commodity price, and 
political risk, or from company-
specific variables. 

 
 
 



 
 
II. The Competition 
 
The final piece of this pre-work is to assess your competition, current and potential. 
Building on the dimensions of growth, profitability, investment, and risk that you estimated 
for the entire sector or business, you now look at variations on those dimensions across 
companies within the market. 
 
Table 2 
Competitive Analysis 

 

Category Questions Comments 

Growth Are there big differences in 
growth across companies 
within the business? 

If there are big differences, 
what are the determinants 
of these differences? 

If companies in the business are 
growing at different rates, you are 
trying to assess whether it is 
related to size, geography, or 
market segment. 

 

Profitability Are there big differences in 
profitability across 
companies within the 
business? 
If there are big differences, 
what are the determinants 
of these differences? 

If there are big differences in profit 
margins across, companies, you 
are looking to see what types of 
companies earn the most and 
which ones the least 

Investing for growth Is there a standardized 
investment model that is 
used by all companies in 
the market? 

If not, are there differences 
in profitability and growth 
across companies with 
different models? 

As companies in this business, you 
are checking to see whether their 
investing needs decrease 
(economies of scale and 
networking benefits) or increase 
(with more competition). 

Risk  Are there big differences 
in risk (earnings variability 
and survival) across 
companies within the 
business? If there are big 
differences, what are the 
determinants of these 
differences? 

You are interested  in whether 
there are variations in risk 
(operating and survival) across 
companies, and if so, what causes 
those variations. 

 



III.   Strategy and Management 
 
This is the most important decision in a company: 
 
§ How should we compete in this industry? 
§ What actions/decisions should we make to implement our competitive goals? 
§ Try to identify the strategy: 

 
a) High Growth/lower margin 
b) Low growth/high margin 
c) Invest in certain brands, discard others 
d) Geographic/sector focus or global. 
e) Organic/acquisition 
f) Other.  
 

§ Identify the main “Value Drivers” of the company: how do they contribute to the 
bottom line? 

§ Management: how good are they at: a) formulating a plausible strategy, b) 
executing strategy-their history; c) communicating strategy, d) maintaining 
consistency over time, e) obtaining results.  

 
IV. Financial Numbers and Statistics 
         ( we include the main ones, not all ) 
 
 Investment Valuation 

3rd Edition 
 
 
A. Basic Numbers: 

 
§ Growth in revenue last 10 years/ last 5 years. 
§ Growth in operating margin. 
§ Change in the margin. 

 
B. Financial Ratios: 

 
§ Total Capital: Debt to Equity (long-term 

burdensome debt) 
§ Reinvestment rate: Recent (last 5-10 years) 
§ Return on Invested Capital (ROIC): 

(Sales/Capital x Operating profit/Sales) 
§ Cost of Capital. 
 
 
§ Profitability of acquisitions 
 

C. Projections: 
 

§ 5 years + 1 year for perpetuity 
§ Revenue/Margin/Reinvestment / After-tax cash. 
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§ Change in level of debt 
§ Reinvestment: financing. 
§ Long-term growth rate; maximum 3.0% 
(Preferably in pesos, and use country risk premium 
for discount rate). 
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V.  Format 
 

 

Write clearly Short sentences (one or two lines); short paragraphs (10-12 lines). 

Be Selective: Only use graphs and tables which are really useful for indicating 
changes. 

Highlight: The row or column which is key. 

Bullets: Use as much as possible. 

Visually attractive: Do not clutter pages with lots of numbers, statistics, graphs, etc. 
Use only two/three per page. 

Explain: Explain a table or graph: e.g. “Figure 2.0 shows the evolution of 
sales + margins over the past 3 years. Here we can see…” 

Consistency: Check graphs/tables versus the text: avoid abstract or theoretical 
diagrams (e.g. the porter diagram). Theory is for the classroom.. 

Mathematics: Be sure they are necessary. Scenario analysis may be better than 
Monte Carlo simulations. 

 
 

VI. Example 
 
The following are examples of two research pieces done by distinguished and very 
competent analysts. 
BLACKBERRY is written by David Gardner, founder of  The Motley Fool, an independent 
research company . It is about a turnaround. 
Notice how Gardner makes it interesting, and captures the attention from the beginning. He 
uses very little numbers in the text - only enough to make his point. 
The second is about FERRARI. Damodaran uses numbers and estimates to pose two 
scenarios: i) High growth and lower margin, ii) lower growth, exclusivity and high margin. 



It is instructive to see the statistics, calculations and projections of Damodaran. In three 
pages he builds an investment decision.  
 
Finally, we include the steps to analyze an Income Statement, which may be helpful.  
 
 

 

Total Market 

Análisis of The Income Statement 

Revenues (sales) 

Market  share 

Operating Expenses 

Operating income 

Taxes 

After-tax operating income 

Reported growth in revenues and breakdown of 
revenues, by product and region, can be used t to 

recalibrate the “total markets.” 

Reinvestment 

After-tax cash flow 

Adjusted for operating risk with a 
discount rate and for failure with a 

probability of failure 

Adjust for time value and risk 

Reported revenues for company can be divided by the 
total market to get an actual market share, which, 
measured against predicted, can lead to a shift in 

networking benefits. 

Dividing the operating income by revenues in the 
report yields an operating margin capital. That 

margin can be compared to forecast margins to see 
whether the competitive landscape has change. 

Effective tax rate in report, estimated by dividing 
taxes paid by taxable income, casts light on “tax” 

part of story 

Dividing the revenue change in the period by the 
reinvestment made by the company (in net capital 
expenditure and working capital) gives a sales to 

capital ratio. That can be used to assess whether you 
are being realistic in estimating how efficiently the 

company can grow. 

Updating operating cash flow and contractual 
commitments may lead you to reassess the risk of 

failure 

Looking at year-to-year changes in revenues and 
income give you  a snapshot of how risky the firm is 
and, in conjunction with the market numbers, can 

lead to rethinking the risk part of the story 

Value of  
Business 



 



 
 
 



 
 
 
 
 
 
 
 
 



 
 
 

 
 
 
 
 



 
 
 
 
 
 
 
 
 



 

 
 
 
 
 
 
 
 
 



 

 

 
 
 


