DILIGENCE PAYS 11/7/2017
TrueCar Has Further to Fall
We warned investors in August that TrueCar’s (TRUE: $11/share) flawed business model would lead to slower
growth and further losses in the future. The company’s 3Q17 earnings report on November 6 showed the first
signs of that prediction coming true, as the company came in with revenue and guidance well below
expectations. Just one day after earnings, TRUE fell over 30%.
The main issues we highlighted in our initial Danger Zone report only look worse.
•
•
•

The company remains focused on maintaining a positive relationship with dealers to the detriment of the
consumers that use the site.
As a result, TrueCar has diminishing returns on its marketing spend.
The company continues to mask its mounting losses with misleading non-GAAP metrics.

For all these reasons, TrueCar still has significant downside even after its 30% decline.
Dealer Focus Alienates Consumers
The root of TrueCar’s problems is its fundamentally flawed business model. The company markets itself as
serving the interests of consumers, but it gets paid by dealers. As a result, TrueCar needs to cater to its dealer
customers, even at the expense of getting consumers the best price.
We mentioned in our initial article the giant see-saw in TrueCar’s office with the words “dealer” and “consumer”
written on either end. The company’s third quarter earnings call again emphasized that TrueCar remains stuck
on the dealer end of the see-saw. Executives and analysts said the word “dealer” 70 times compared to just 27
utterances of “consumer.”
Figure 1: Number of Times the Words “Dealer” And “Consumer” Have Been Said on Each Earnings Call

Dealers Mentioned Nearly Three Times As Often As Consumers
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Sources: Seeking Alpha Earnings Call Transcripts

In the eight earnings calls CEO Chip Perry has participated in since assuming his role, executives and analysts
on the calls have said the word “dealer” 803 times, or nearly three times as often as the word “consumer”. Perry
has worked hard to regain the trust of dealers, even at the expense of serving consumers.
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Diminishing Return on Marketing
In its focus on appealing to dealers, TrueCar offers less value to consumers. There’s a lot of competition in the
online automotive space, with the big IPO from CarGurus (CARG) the most recent example. If TrueCar isn’t
focused on getting consumers the absolute best price, consumers can go to a number of other options.
This competition caught up with TrueCar in the third quarter. The company’s sales and marketing costs grew by
14% year over year, which outpaced many underlying metrics.
•
•
•

Revenue grew by 10% year over year.
Monthly unique visitors were up just 1%.
Monetization—the amount TrueCar earns per transaction—fell by 4%.

Only the total number of transactions grew as quickly as marketing costs as a strong third quarter for auto sales
boosted unit sales 15% year over year. When the auto market turns weaker again, TrueCar’s lack of user growth
and monetization will pose an even bigger problem for the company.
Non-GAAP Profit Is an Illusion
The only bright spot for TrueCar investors was that the company reported a slight non-GAAP profit in Q3
compared to a loss a year ago.
That “profit” comes from the company excluding stock-based compensation from its non-GAAP net income
metric. TrueCar is not actually earning a profit, it’s just diluting current investors by paying employees with stock
to mask its mounting losses.
Over the past year, TrueCar’s weighted average diluted shares outstanding has increased by almost 25%. Add
in the fact that insiders have dumped another 410 thousand shares (~1% of the public float) over the past three
months, and we don’t see many signs of management’s confidence in the stock.
Significant Downside Remains
In our original article, we said that TRUE could be worth as little as $1/share. Nothing about these third quarter
results challenges that prediction. In fact, the company’s 10% revenue growth in Q3 falls short of the 12% growth
assumption used in the DCF modeling scenario that resulted in a present value for the stock of $1/share.
Investors should not make the mistake of thinking that the 30% post-earnings drop makes TRUE a value. At
~$11/share, TRUE has much further to fall.
This article originally published on November 7, 2017.
Disclosure: David Trainer, Sam McBride, and Kyle Guske II receive no compensation to write about any specific
stock, sector, style, or theme.
Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care
Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent
investment decisions.
New Constructs leverages the latest in machine learning to analyze structured and unstructured
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the
firm's CEO, is regularly featured in the media as a thought leader on the fiduciary duty of care,
earnings quality, valuation and investment strategy.

To fulfill the Duty of Care, research should be:
1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).
2. Un-conflicted - Clients deserve unbiased research.
3. Transparent - Advisors should be able to show how the analysis was performed and the data
behind it.
4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or
mutual fund performance.

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale
Accounting data is only the beginning of fundamental research. It must be translated into economic
earnings to truly understand profitability and valuation. This translation requires deep analysis of
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for
thousands of stocks, ETFs and mutual funds.
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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 perf orm 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 recipien t 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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