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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Danger Zone Performance Worth Noting 
The market’s wild swings beg the question: what drives stock prices? The one answer that investors can count 
on when markets get tough is cash. The market awards the most value to the companies that give the most 
back. It punishes those that do not create value. Figure 1 shows how well our Danger Zone picks have done.  
Figure 1: Danger Zone Stocks Performance Since Publishing Date 
 

Publish 
Date Company Ticker Performance 

S&P Since 
Publish Date 

Out Performance 
Vs the S&P 

2/23/15 Tailored Brands TLRD -74% -12% 64% 
8/18/15 SolarCity SCTY -64% -11% 54% 
3/23/15 El Pollo Loco LOCO -57% -12% 48% 
6/23/15 Demandware DWRE -58% -13% 47% 
1/27/15 Box, Inc. BOX -52% -8% 46% 
10/5/15 Marketo MKTO -51% -7% 46% 

6/1/15 Twitter TWTR -55% -12% 45% 
7/7/15 Splunk SPLK -53% -11% 44% 

12/14/15 Qlik Technologies QLIK -39% -8% 32% 
6/30/14 Valeant Pharmaceuticals VRX -33% -3% 30% 
11/3/15 ServiceNow NOW -37% -12% 27% 
4/20/15 Newfield Exploration NFX -37% -12% 27% 
2/16/15 ICON Healthcare A ICHAX -34% -12% 25% 
11/9/15 Celadon Group CGI -33% -11% 25% 

10/12/15 Proofpoint PFPT -30% -8% 24% 
6/9/15 Groupon GRPN -30% -11% 21% 

9/29/15 KB Home KBH -20% -1% 21% 
2/9/15 CenturyLink CTL -27% -9% 20% 
5/4/15 Sonic Automotive SAH -30% -12% 19% 

11/23/15 Textron TXT -24% -11% 15% 
5/18/15 RidgeWorth Mid-Cap Value SAMVX -24% -10% 13% 
7/13/15 Speedway Motorsports TRK -21% -12% 11% 
12/7/15 Square SQ -20% -11% 11% 
9/21/15 Snyder's-Lance LNCE -13% -6% 9% 
1/19/15 Biglari Holdings BH -14% -8% 8% 

10/19/15 Saratoga Financial Service SFPAX -13% -9% 6% 
9/14/15 Expedia EXPE -9% -5% 6% 

8/5/15 Planet Fitness PLNT -14% -12% 4% 
7/28/15 Chartwell Small Cap Value CWSVX -12% -9% 4% 

2/8/16 Pure Storage PSTG -1% 0% 4% 
2/1/16 WhiteWave Foods WWAV -1% -4% -1% 

5/11/15 Intersil ISIL -7% -12% -3% 
4/13/15 athenahealth ATHN 0% -11% -9% 
3/16/15 Pinnacle Foods PF 3% -11% -12% 
4/27/15 Briggs & Stratton BGG 6% -12% -16% 

10/26/15 Jarden Corp JAH 8% -10% -16% 
3/30/15 Wayfair W 15% -11% -24% 

2/2/15 Netflix NFLX 41% -8% -47% 

 
Average   -24% -9% 17% 

 
 

Sources: New Constructs, LLC and company filings 
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The results of our Danger Zone reports since speak for themselves and highlight the merit of true fundamental 
research. Of the 38 stocks or mutual funds from Figure 1, 30 have outperformed the market since publish date 
and 32 out of 38 have negative returns since publish date. The average return of all stocks is -24% compared to 
-9% for the market.  

In these reports, we look past the traditional reported numbers to derive the true recurring profits (or losses) of 
the business. Only then are we able to identify overvalued companies and alert clients that a ticking time bomb 
may be in their portfolio. Given the current market environment, we felt it necessary to update the price targets of 
a few companies placed in the Danger Zone. Despite some already drastic underperformance, these stocks 
remain in the Danger Zone. They are still significantly overvalued and present great downside risk. 

1. Qlik Technologies (QLIK) 
We put Qlik Technologies in the Danger Zone in December 2015. Since then, QLIK is down 37% while the S&P 
500 is down only 8%. In our report, we highlighted multiple problems with Qlik’s stock, which included: 
 

1. Deteriorating margins 
2. More profitable competition 
3. A flawed bull case propping up shares 
4. An astronomical valuation 

Figure 2 highlights the biggest issue with Qlik. As competition has entered the market, Qlik’s competitive 
advantages have disappeared.  Qlik’s net operating profit after-tax (NOPAT) margins have declined from 9% in 
2010 to -1% over the last twelve months. Compounding this issue, Qlik’s return on invested capital (ROIC) has 
fallen from 48% to -5% over this same time. 

Figure 2: Qlik’s Business Model Is Failing 
 
 

 

Sources: New Constructs, LLC and company filings 

Catalyst for QLIK Has Yet To Occur 
Worst of all for investors in QLIK, shares have fallen so drastically without any particular catalyst, but rather the 
market’s overall awakening to poor fundamentals. When QLIK reports 4Q15 results, slowing growth in licensing 
revenue could push shares even lower.  

Despite Decline, QLIK Still Overvalued 
After falling nearly 40%, one might think that QLIK has “gone on sale.” Not even close. Shares still remain 
significantly overvalued. To justify its current price of $19/share, Qlik must immediately achieve and maintain 5% 
pre-tax margins (its average since 2010) and grow revenue by 25% compounded annually for the next 13 years. 
Those are awfully high expectations for any stock. Too high. 

Even if we assume something a bit more reasonable (though still pretty darn aggressive), QLIK has large 
downside risk. If QLIK can achieve pre-tax margins of 5% and grow revenue by 10% compounded annually for 
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the next decade

2. Square, Inc. (SQ) 

, the stock is worth only $6/share today – a 68% downside. Keep in mind that Gartner expects 
the entire industry to grow around 9% per year.  We think it is clear just how much downside risk is in QLIK. 

We put Square in the Danger Zone in December 2015. Since then, SQ is down 29% while the S&P 500 is down 
only 10%. In our report, we highlighted multiple problems with Square business, which included: 
 

1. Lack of profit throughout its existence 
2. Use of misleading non-GAAP metrics 
3. Strong, entrenched competition 
4. A flawed business model 
5. An unrealistic valuation 

Figure 3 showcases the uphill battle Square faces. With a -33% ROIC, Square’s lack of profitability gives it zero 
pricing power and little flexibility. Those payment providers already entrenched in the market have built 
businesses serving clients that generate cash flows to sustain and grow their businesses. Square’s valuation 
implies it can supplant these incumbents. The only alternative is to serve small merchants that their competitors 
have chosen to ignore due to low profitability.  

Figure 3: Square’s Competitors Are Far More Profitable 
 

Company Ticker Return On Invested 
Capital  

MasterCard MA 118% 
Visa V 25% 
Intuit INTU 16% 
Vantiv VNTV 7% 
First Data FDC 6% 
VeriFone PAY 5% 
Square  SQ -33% 

 

Sources: New Constructs, LLC and company filings 

Square’s Misleading Non-GAAP Metrics Attempt To Hide Problems 
Like many unprofitable IPO companies, Square wants investors to focus on any one of its non-GAAP metrics 
such as adjusted EBITDA, gross payment volume, or adjusted revenue. Each of these metrics removes key 
costs of business such as stock based compensation and interchange fees that Square must pay card issuers. 
Worst of all, Square isn’t able to report a profit even after the removal of these operating costs.  

SQ Remains Overvalued 
Square was able to finish its IPO before the market headed in a downward spiral. Even though Square priced 
well below its IPO range, shares were overvalued at the time and remains overvalued. In order to justify its 
current price of $9/share, Square must immediately achieve pre-tax margins of 9% (-14% in 2014) and grow 
revenue by 20% compounded annually for 12 years. In this scenario, Square would be generating over $7.5 
billion in revenue in 12 years, which is greater than INTU, VNTV, FDC, and PAY’s last fiscal year revenue.  

Even if we look at a more reasonable scenario, in which Square achieves limited profitability, but maintains a 
elevated revenue growth rate due to its smaller size, the stock still has significant downside risk. If Square can 
achieve pre-tax margins of 5% and grow revenue by 10% compounded annually for the next decade, the stock is 
worth less than $1/share today – a nearly 99% downside. Without the upheaval of market incumbents and 
significant margin expansion, Square’s business could be worth $0. Always remember, just because a business 
offers a good product for its consumers (connecting small merchants to credit card commerce), it is not good for 
public market equity investors. 

3. Twitter, Inc. (TWTR) 
We put Twitter in the Danger Zone in June 2015. Since then, TWTR is down 59% while the S&P 500 is down 
only 12%. Our report was among the first to identify the fatal flaw in Twitter’s business model: 
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 “The best interests of the users (i.e. quick, easy access to the content of their choosing) are not aligned 
with the best interests of advertisers (i.e. getting more attention of users not necessarily looking for 
them).”  

We also highlighted other issues: 

1. Negative profits that are getting worse 
2. Small user base compared to competitors 
3. Slowing user growth 
4. Greatly overvalued stock price 

The main issues for which we see no answer is that the path to profitability puts the company in a catch 22, to 
become profitable, Twitter must alienate its users or to grow users, Twitter must alienate its advertisers. With this 
flaw in mind, it should come as no surprise then that since 2012, Twitter’s after-tax profit (NOPAT) has declined 
from -$44 million to -$490 million. Figure 4 has the details.  

Figure 4: Twitter’s Business Model Lacks Profits 
 

 
 

Sources: New Constructs, LLC and company filings 

2016 Has Provided No Relief 
So far through 2016, Twitter has failed to address any bear concerns surrounding the stock. Twitter has 
announced that four senior executives will be leaving the company in addition to the head of Vine departing for 
Google. These executive changes come right on the heels of the CEO change that occurred in 2015. 
Compounding the issues, when Twitter reported 4Q15 results on February 10, 2016, the most notable number 
may have been that monthly active users not only stopped growing, but fell to 305 million, down from 307 million 
in 3Q15. 

Given Concerns, TWTR Still Remains Highly Overvalued 
It may seem hard to fathom that after falling nearly 60% since June 2015, but TWTR remains significantly 
overvalued. In order to justify its current price of $15/share, Twitter must immediately achieve 10% pre-tax 
margins (compared to -36% in last fiscal year) and grow revenue by 21% compounded annually for 12 years. 
Expecting this scenario to unfold is highly optimistic for any company, much less one with a broken business 
model. 

Looking at a more reasonable scenario shows just how much further TWTR could fall. If Twitter can achieve pre-
tax margins of 5% and grow revenue by 20% compounded annually for the next decade, the stock is worth 
$3/share today – an 80% downside. Without significant changes to Twitter’s business model, this stock exhibits 
large downside risk and nearly no upside potential. 

4. Proofpoint (PFPT) 
We put Proofpoint in the Danger Zone in October 2015. Since then, PFPT is down 33% while the S&P 500 is 
down only 7%. Our report pointed out many problems with Proofpoint, which included: 

1. Declining operating margins amidst revenue growth 
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2. Operating in a crowded market 
3. More profitable competitors 
4. Minimal buyout value 
5. Overvalued stock price 

Figure 5 shows that not only is revenue growth slowing, but Proofpoint’s operating margins remain highly 
negative. Operating margin has fallen from -19% in 1Q12 to -33% in 4Q15. Proofpoint’s after-tax profit (NOPAT) 
has fallen from -$19 million in 2012 to -$70 million over the last twelve months. 

Figure 5: Proofpoint’s Margins Continue To Lag 

 
 

Sources: New Constructs, LLC and company filings 

Ignore Non-GAAP Nonsense 
Proofpoint is another company that tries to fool investors with non-GAAP metrics when reporting its results. 
Despite reporting GAAP net income of -$31 million in 4Q15, Proofpoint reports a positive $573,000 in adjusted 
EBITDA. How so? Proofpoint removes stock based compensation ($16 million in 4Q15, 22% of revenue), 
acquisition related expenses, and litigation expenses to help appear profitable when the reality of the business is 
in stark contrast. 

Shares Remain Highly Overvalued 
Despite a 33% decline in share price, Proofpoint remains significantly overvalued. In order to justify its current 
price of $40/share, Proofpoint must immediately achieve pre-tax (NOPBT) margins of 10% (compared to -29% 
over last twelve months) and grow revenue by 21% compounded annually for the next 22 years. In this scenario, 
Proofpoint would be generating over $13 billion in revenue in 22 years, which is nearly double one of its main 
competitors, Symantec’s (SYMC) 2015 revenue.  

Looking at a more reasonable (but still aggressive) scenario further highlights the downside risk in PFPT. If 
Proofpoint can achieve pre-tax margins of 10% and grow revenue by 15% compounded annually for the next 
decade, the stock is worth $2/share today – a 95% downside. In fact, without significantly higher revenue growth, 
Proofpoint’s valuation remains negative with any pre-tax margin below 10%. It’s clear how much downside risk 
still remains in PFPT. 

Disclosure: David Trainer and Kyle Guske II receive no compensation to write about any specific stock, sector, or 
theme. 
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New Constructs® – Profile 
How New Constructs Creates Value for Clients 
We find it. You benefit. Cutting-edge technology enables us to scale our forensic accounting 

expertise across 3000+ stocks. We shine a light in the dark corners of SEC filings so our clients 
can make safer, more informed decisions. 

Our stock rating methodology instantly informs you of the quality of the business and the fairness of 
the stock’s valuation. We do the diligence on earnings quality and valuation so you don’t have to. 

 
In-depth risk/reward analysis underpins our ratings. Our rating methodology grades every stock, ETF, 

and mutual fund according to what we believe are the 5 most important criteria for assessing the 
quality of an equity. Each grade reflects the balance of potential risk and reward of buying that 
equity. Our analysis results in the 5 ratings described below. Very Attractive and 
Attractive correspond to a "Buy" rating, Very Dangerous and Dangerous correspond to a "Sell" 
rating, while Neutral corresponds to a "Hold" rating. 

 
QUESTION: Why shouldn’t fund research be as good as stock research? Why should fund investors 

rely on backward-looking price trends? 
ANSWER: They should not. 
 
Don’t judge a fund by its cover. Take a look inside at its holdings and understand the quality of 

earnings and valuation of the stocks it holds. We enable you to choose the best fund based on its 
stock-picking merits so you do not have to rely solely on backward-looking technical metrics.  

 
 The drivers of our forward-looking fund ratings are Portfolio Management (i.e. the aggregated ratings 

of its holdings) and Total Annual Costs. The Total Annual Costs Rating (details here) captures the 
all-in cost of being in a fund over a 3-year holding period, the average period for all fund investors. 

 
Our Philosophy About Research 
Accounting data is not designed for equity investors, but for debt investors. Accounting data must be 
translated into economic earnings to understand the profitability and valuation relevant to equity 
investors. Respected investors (e.g. Adam Smith, Warren Buffett and Ben Graham) have repeatedly 
emphasized that accounting results should not be used to value stocks. Economic earnings are what 
matter because they are: 
 

1. Based on the complete set of financial information available. 
2. Standard for all companies. 
3. A more accurate representation of the true underlying cash flows of the business. 

 
Additional Information 
Incorporated in July 2002, New Constructs is an independent publisher of investment research that 
provides clients with consulting and research services. We specialize in quality-of-earnings, forensic 
accounting and discounted cash flow valuation analyses for all U.S. public companies. We translate 
accounting data from 10Ks into economic financial statements, i.e. NOPAT, Invested Capital, and 
WACC, to create economic earnings models, which are necessary to understand the true profitability 
and valuation of companies. Visit the Free Archive to download samples of our research. New 
Constructs is a BBB accredited business and a member of the Investorside Research Association. 
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DISCLOSURES  
New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no 
management ties to the companies it covers.  None of the members of New Constructs’ management team or the management team of any 
New Constructs’ affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers.  New Constructs does not 
perform any investment or merchant banking functions and does not operate a trading desk.   
New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any 
trading whereby an employee may exploit inside information regarding our stock research.  In addition, employees and managers of the 
company are bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was 
under consideration for inclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New 
Constructs issues a report on that security. 
 
DISCLAIMERS  
The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this 
report may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any 
such investments or investment services. 
Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to 
results that may be obtained from the information presented in this report. Past performance should not be taken as an indication or 
guarantee of future performance, and no representation or warranty, express or implied, is made regarding future performance. Information 
and opinions contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change 
without notice. New Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different 
conclusions from, the information presented in this report. Those reports reflect the different assumptions, views and analytical methods of 
the analysts who prepared them and New Constructs is under no obligation to insure that such other reports are brought to the attention of 
any recipient of this report.  
New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to 
making any investment decision or for any necessary explanation of its contents.   
This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  
This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report.  Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  
All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered 
in any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All 
trademarks, service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New 
Constructs. 
Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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