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INVESTMENT VIEWS

A long journey to the destination

“The relationship between commitment and doubt is by no meansian antagonistic one.
Commitment is healthiest when it is not without doubt, but in spite of-doubt.”
- Rollo May, The Courage to Create

BY HUMAIRA SURVE
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WHILE IDEA GENERATION can be very struc-
tured, such as screening the S&P 500 Index of
stocks based on historical financial metrics,
it often unfolds as a more organic process at
Coronation. Our journey with the ride-hailing
service Uber is an excellent example of a
company we have been researching since before
its initial public listing, enabling us to invest
when it offered attractive risk-adjusted upside
potential several years later. We built conviction
through rigorous research, drawing insights from
various sources.

THE BIRTH OF AN IDEA

In March 2016, three years ahead of Uber’s initial
public offering (IPO), when the gig-economy
business model was still in its infancy, Uber’s then-
Chief Business Officer, Emil Michael, made a few
“aha” points at an investment conference we
attended in San Francisco. For example, Michael
highlighted that cars in the US were under-uti-
lised by as much as 96%, with 70% of car owners

upside to fair value poor

spending just 45 minutes a day in a car, and 100
million families owning two cars. His vision was for
70% of the US to access an Uber within 10 minutes
in five to 10 years, extending eventually to 70% of
the world.

The discussion also delved into Michael’s perspec-
tive on the threat of driverless cars. Michael’s view
was that the rise of driverless cars was inevitable,
and the debate was simply whether it would be
seven, 10 or 12 years from that point. However,
the quality of service offered through driverless
rides would be critical and would have to improve
significantly before it became mainstream.

Following the conference, Uber was now a
company on our radar. It had a large addressable
market, provided value to many entities in society,
and was led by an ambitious yet seemingly sensible
management team that understood that low prices
are often good in business.
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Our initial subsequent research confirmed our
positive view of the significant opportunity Uber
was trying to tackle and suggested that the
company was making progress on the services
it offered.

Importantly, our research also showed that regu-
latory risks were likely a more pressing challenge
as existing regulations did not cater for gig work’,
with most drivers averaging about 10 hours of
driving a week - a far cry from full-time work and
thus requiring different regulation.

However, by 2017, Uber had become a mess, cultur-
ally. A viral #DeleteUber campaign ensued when
Uber lifted surge pricing during a protest. An Uber
engineer, Susan Fowler, posted a blog about wide-
spread sexual harassment and gender discrim-
ination, and The New York Times ran an exposé
under the headline “Inside Uber’s Aggressive,
Unrestrained Workplace Culture”. Uber started
losing market share to its ride-hailing compet-
itor, Lyft.

Despite the negative publicity and cultural issues,
by the time Uber launched its (IPO) in May 2019,
it had already become a ubiquitous consumer
service. However, our research showed that ride-
hailing growth was slowing in the US, which
meant that incremental growth would need to
come from more competitive, or more regulated,
geographies and Uber’s more competitive food
delivery segment. Additionally, Uber was burning
cash, with gross margins after marketing spend
(measured as a % of gross bookings) amounting
to about half of its fixed operating costs. We chose
not to participate in the IPO.
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BUILDING INDUSTRY KNOWLEDGE AND
UNDERSTANDING

In the meantime, an online food delivery platform
in China, Meituan, piqued our interest and helped
us build our knowledge of gig-economy businesses.
Our work on Meituan yielded valuable insights
that were relevant to Uber. Firstly, economies
of density? favour an incumbent, meaning that
a company with a leading market share has a
competitive advantage over smaller rivals. The
platform with more drivers has a denser distribu-
tion of drivers across a city, reducing a consumer’s
wait time.

Another key insight was that the market share
leader benefits from several small economic
advantages per delivery or ride. On a huge volume
of deliveries/rides, these minor advantages make
a big dollar profit difference. The leader can pay
drivers slightly less per order than smaller compet-
itors, but due to better utilisation, drivers can earn
more per hour.

The leader also benefits from lower marketing
costs due to the stronger consumer experience
(reduced waiting time and lower prices), which
results in both stronger brand awareness and
better loyalty amongst the highest-spending
consumers.

UNDERSTANDING UBER

We decided to deepen our focus on Uber in 2021.
The business was, understandably, challenged
during the pandemic due to mobility and close
contact restrictions. The initial recovery in ride-
hailing growth was weak post-pandemic and, at
the time, there was rising concern that legislation
related to gig-worker classification would harm
Uber.

Uber has two key businesses, namely ride-hailing
and delivery, each contributing about half of gross
bookings, but with 90% of segment earnings, as
measured by earnings before interest, tax, depre-
ciation and amortisation (EBITDA), generated by
the ride-hailing business.

The ride-hailing business looked fantastic, with
the company having about 70% market share in
countries making up 70% of rides gross bookings -
a very strong competitive position. In the US, Uber’s
largest ride-hailing market, Uber had more than
twice the market share of its closest competitor,
Lyft (Figure 1).

' Gig work, according to Oxford Languages is “temporary or freelance work
performed by an independent contractor on an informal or on-demand
basis”

2Efficiencies resulting from urban density
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Figure 2
ALL UBER USERS CROSS-PLATFORM USERS
Cohort 4Q-19 4Q-20 4Q-21 4Q-19 4Q-20 4Q-21
2018 1.5x 1.2x 1.6x 1.8x 1.6x 2.2x
2019 1.3x 1.6x 1.5x 2.0x
2020 1.7x 2.3x
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Furthermore, Uber has many cross-platform users
who use both its ride and food delivery offerings,
and the research shows that Uber’s structural
advantage lies in its cross-platform potential. The
cohort data (Figure 2) shows the gross bookings
of all Uber users as well as cross-platform users by
year of joining the service. For example, customers
joining in 2019, increased their usage 1.3x in 2020.
Within this cohort, the cross-platform users (shown
in the right-hand side of the graph), made 1.5x
the gross bookings that the overall cohort made
in 2019. Bernstein’s analysis further shows that
cross-platform users spend five times more than
customers who use only the rides or only the
delivery service, are 25% easier to retain and 75%
cheaper to acquire than through paid channels® .

The delivery business had weaker economics
than the rides business and a weaker competitive
position. However, Uber could leverage its strong
rides position to lower its customer acquisition cost
by cross-selling delivery to its large base of rides
customers. Uber could also lower research and
development and other central costs by sharing
these between the two businesses.

Beyond delivering take-away food, we recognised
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that Uber had a longer-term opportunity to build
a very profitable advertising business, and to
expand to convenient grocery and non-food
delivery. Uber also developed a membership
programme, called UberOne, which could increase
customer stickiness and was differentiated and
appealing.

Based on an understanding of the financials of the
business, it appeared that the conversion from net
profit to cash flow would be very strong, given the
low capital requirements and negative working
capital cycle, once profitability was reached.

ASSESSING THE RISKS

Akey risk related to regulation, given the labour-in-
tensive nature of gig-economy businesses and
because the industry had ballooned before requ-
lators could catch up with technological devel-
opments. We viewed the appointment of Dara
Khosrowshahi as CEO in late 2017 as a positive
development.

Khosrowshahi’s worked with regulators to develop
an independent contractor+ (IC+) model, effec-
tively improving countries’ existing part-time work
models. If adopted by countries or states, an IC+
model would allow part-time work with expanded
benefits and protection for workers.

We systematically assessed the status of gig worker
regulations in Uber’s major markets. Besides the
US, most key markets seemed to have a legal
framework supporting an IC+ model. By the end
of 2022, it seemed that the US regulatory environ-
ment was becoming more accommodating too.
This positively impacted our assessment of the risk
versus potential reward.

Autonomous cars remain a long-term risk, but
experts suggested autonomous companies would
likely partner with Uber to maximise utilisation to
amortise the higher capital cost. This probability
is underscored by Waymo, Alphabet’s autonomous
driving unit which has partnered with Uber for
freight delivery in 2022.

We also received confirmation from an ex-em-
ployee that Khosrowshahi had done an excellent
job of fixing the corporate culture.

GRADUALLY, THEN SUDDENLY

We initially purchased a small position in the
company in April 2019 (Figure 3) and as we built
our conviction on the positive skew of the risk-re-
ward trade-off, we increased our position.

3Initiating coverage on US Emerging Internet: Pick your spots and wear a
helmet, Bernstein, 23 May 2022
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As regulatory risks receded market-by-market
and it became clearer with each earnings release
that the business model was sustainable and that
GAAP (generally accepted accounting principles)
profitability was approaching, the market price
began better reflecting the underlying company
value. We pared our position as the price increased
during 2023.

Our decisions over this time were based on years
of in-depth work to build a comprehensive under-
standing of Uber’s business model; the industry;
structure of similar companies; Uber’s competitive
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position and advantages; issues with the company
culture; regulatory and technological risks; and a
financial valuation, which allowed us to assess the
potential return against the risks we identified.
Uber has outperformed strongly over the past year,
and it is pleasing to see that it has been a signifi-
cant contributor to performance of client portfo-
lios over the holding period. +
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DISCLAIMER

South African Readers

All information and opinions provided are of a general nature and are not intended to address the circumstances of any particular individual or entity. As a result,
there may be limitations as to the appropriateness of any information given. It is therefore recommended that the reader first obtain the appropriate legal, tax,
investment or other professional advice and formulate an appropriate investment strategy that would suit the risk profile of the reader prior to acting upon such
information and to consider whether any recommendation is appropriate considering the reader’s own objectives and particular needs. Neither Coronation Fund
Managers Limited nor any subsidiary of Coronation Fund Managers Limited (collectively “Coronation”) is acting, purporting to act and nor is it authorised to act

in any way as an adviser. Any opinions, statements or information contained herein may change and are expressed in good faith. Coronation does not undertake

to advise any person if such opinions, statements or information should change or become inaccurate. This document is for information purposes only and does

not constitute or form part of any offer to the public to issue or sell, or any solicitation of any offer to subscribe for or purchase an investment, nor shall it or the fact
of its distribution form the basis of, or be relied upon in connection with any contract for investment. In the event that specific funds and/or strategies (collectively
“funds”) and/or their performance is mentioned, please refer to the relevant fact sheet in order to obtain all the necessary information regarding that fund (www.
coronation.com). Fund investments should be considered a medium-to long-term investment. The value of investments may go down as well as up, and is therefore not
guaranteed. Past performance is not necessarily an indication of future performance. Funds may be allowed to engage in scrip lending and borrowing. To the extent
that any performance information is provided herein, please note that: Performance is calculated by Coronation for a lump sum investment with distributions, to
the extent applicable, reinvested. Performance figures are quoted gross of management fees after the deduction of certain costs incurred within the particular fund.
Fluctuations or movements in exchange rates may cause the value of any underlying international investment to go down or up. Coronation Fund Managers Limited
is a full member of the Association for Savings and Investment SA (ASISA). Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management
International (Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation
Life Assurance Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017.

US Readers

Coronation Investment Management International (Pty) Limited is an investment adviser registered with the United States Securities and Exchange Commission
(“SEC”). An investment adviser’s registration with the SEC does not imply a certain level of skill or training. Additional information about Coronation Investment
Management International (Pty) Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. The information in this document has not been approved
or verified by the SEC or by any state securities authority. The opinions expressed herein are those of Coronation Investment Management International (Pty) Limited
at the time of publication and no representation is made that they will be valid beyond that date. Certain information herein has been obtained from third party
sources which we believe to be reliable but no representation is being made as to the accuracy of the information obtained from third parties. This newsletter contain
references to targeted returns which we believe to be reasonable based on current market conditions, but no guarantees are being made the targets will be achieved
or that investors will not lose money.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.

Global (ex-US) readers

The information contained in the publication is not approved for the public and is only intended for recipients who would be generally classified as ‘qualified’,
‘professional’, ‘accredited’ or ‘institutional’ investors. The information is not designed for use in any jurisdiction or location where the publication or availability of the
information would be contrary to local law or regulation. If you have access to the information it is your responsibility to be aware of and to observe all applicable
laws and regulations of any relevant jurisdiction and it is recommended any potential investor first obtain appropriate legal, tax, investment or other professional
advice prior to acting upon the information. The value of investments and any income from them can go down as well as up and investors may not get back all that
they have invested. Please be advised that any return estimates or indications of past performance in this publication are for information purposes and can in no way
be construed as a guarantee of future performance. Coronation Fund Managers accepts no liability of any sort resulting from reliance being placed upon outdated
information contained in this publication by any user or other person. Whilst every effort is made to represent accurate financial and technical information on an
ongoing basis, inadvertent errors and typographical inaccuracies may occur. Information, laws, rules and regulations may also change from time to time. Information
contained in the publication is therefore made available without any express or implied representation or warranty whatsoever, and Coronation Fund Managers
disclaims liability for any expenses incurred, or any damage, claims or costs sustained by users arising from the reliance being placed on the use of links, services or any
information or representations contained in the publication. Coronation Asset Management (Pty) Ltd (FSP 548), Coronation Investment Management International
(Pty) Ltd (FSP 45646) and Coronation Alternative Investment Managers (Pty) Ltd (FSP 49893) are authorised financial services providers. Coronation Life Assurance
Company Limited is a licenced insurer under the Insurance Act, No.18 of 2017. Coronation International Limited is authorised and regulated by the Financial Conduct
Authority. Coronation Global Fund Managers (Ireland) Limited is authorised by the Central Bank of Ireland under the European Communities (UCITS) Regulations 2011
and the Alternative Investment Fund Managers Directive 2011, with effect from 22 July 2014. Unit trusts are generally medium to long-term investments. The value of
units may go up as well as down. Past performance is not necessarily an indication of the future. Unit trusts are traded at ruling prices and can engage in borrowing
and scrip lending. Unit trusts may invest in assets denominated in currencies other than their base currency and fluctuations or movements in exchange rates may have
an adverse effect on the value of the underlying investments. Performance is measured on NAV prices with income distribution reinvested.

This article is for informational purposes and should not be taken as a recommendation to purchase any individual securities. The companies mentioned herein are
currently held in Coronation managed strategies, however, Coronation closely monitors its positions and may make changes to investment strategies at any time.

If a company’s underlying fundamentals or valuation measures change, Coronation will re-evaluate its position and may sell part or all of its position. There is no
guarantee that, should market conditions repeat, the abovementioned companies will perform in the same way in the future. There is no guarantee that the opinions
expressed herein will be valid beyond the date of this presentation. There can be no assurance that a strategy will continue to hold the same position in companies
described herein.
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