
NARRATIVE AND NUMBERS: 
LIGHT IN THE DARKNESS!

When in trouble, go back to basics!
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The Bermuda Triangle of Valuation
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A Life Cycle View of Uncertainty
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Value: The Drivers
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Healthy Valuation = Story + Numbers

The Numbers People

Favored Tools
- Accounting statements

- Excel spreadsheets
- Statistical Measures

- Pricing Data

Illusions/Delusions
1. Precision: Data is precise

2. Objectivity: Data has no bias
3. Control: Data can control reality

The Narrative People

Favored Tools
- Anecdotes

- Experience (own or others)
- Behavioral evidence

Illusions/Delusions
1. Creativity cannot be quantified

2. If the story is good, the investment will be.
3. Experience is the best teacher

A Good Valuation
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The steps in valuation
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Airbnb: Let’s start with the business model
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And the financial payoffs..
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The COVID Effect.. In nights booked
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And in financials..
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Prospectus Revelations: On Costs 
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The Hospitality Business
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Airbnb’s TAM in 2011
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The Players: Hotels



15

The Players: Booking Companies
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The Airbnb Story

¨ Continued Growth: Airbnb will continue to grow, while finding a pathway to 
profitability. Airbnb's growth in gross bookings will come not only from disrupting 
and taking market share from the hotel business, bad news for conventional hotel 
companies and travel providers who serves them, but also from continued 
expansion of non-conventional hospitality providers (home and apartment 
owners). 

¨ Revenue share stable + Improving margins: As it grows, Airbnb's share of those 
gross bookings is likely to plateau at close to current levels, but its operating 
margins will continue to improve towards travel booking industry levels, as 
product development, marketing and G&A costs decrease, not in dollar terms, but 
as a percent of revenues. 

¨ Experiences business is tangential: While Airbnb is enthusiastic about the 
experiences business, it is likely to remain a tangential business, contributing only 
marginally to revenues and profitability. 

¨ Low Risk, for a young company: Since Airbnb has a light debt load and is closer to 
profitability than most of the sharing-economy companies that have gone public 
in recent years
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When a crisis hits, the dark side beckons…

¨ During a crisis, you will be told that you can no longer 
value companies with fundamentals, and that you have 
to play the trading game.
¤ If your concept of valuation is downloading last year's financials 

for a company into a spread sheet and then using historical 
growth rates, with some mean reversion thrown in, to forecast 
future numbers, they are right.

¤ If your notion of valuation is more dynamic and forward-looking, 
it is precisely at times like these that you need to go back to 
basics.

¨ More importantly, your story for the company matters 
more than ever before, since the numbers can no longer 
be used as a crutch.
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The COVID Crisis: US Equities, from February 14 
to November 1, 2020
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Global Equities: By Region (in US $)
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Global Equities: By Sector
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Value Transfers
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The COVID effect on hurdle rates…
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How crises affect stories…

¨ Stories can expand: For some companies, a crisis can expand 
stories
¤ By allowing them to reach new customers and devise new business 

models that have staying power (Zoom, Peloton)
¤ By being in the right place at the right time (Moderna)
¤ By handicapping or damaging the competition (Tesla, Airbnb)

¨ Stories can contract: For other companies, a  crisis can shrink 
stories
¤ By making their markets smaller (cruise lines definitely, airlines

maybe)..
¤ By being in the wrong place at the wrong time (commodity companies)

¨ And the risk of failure becomes real and can no longer be 
ignored: And for all companies, a crisis can increase the 
likelihood of failure (story break).



26

A Roadmap to Story Telling & Valuation in a 
crisis

1. Separate the near term from the long term: During a crisis, 
the near-term effects are likely to be both large and 
unpredictable (negative for most companies, but positive 
for a few). Estimate the near term effects on earnings and 
cash flows, using all of the information you have and 
bringing in views on how the macro economy will evolve.

2. Revisit your story for the company: Evaluate how your story 
for the company has changed as a result of the crisis, and 
play out its effect on your long term value inputs (revenue 
growth, margins and reinvestment)

3. Bring in failure risk: For your story to play out, the company 
has to survive. Incorporate, as best as you can, the 
likelihood that your company will not make it through.


