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Don’t Buy Casper, The Latest Money-Losing IPO

Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life.

Last year, WeWork filed plans to go public in what we called “The Most Ridiculous IPO of 2019.” WeWork quickly
pulled its IPO as its valuation tumbled, and, in October 2019, we noted that its failed IPO was a win for main
street.

However, that win didn’t last long. The next money-losing IPO that touts itself as much more of a
transformational business than it actually is has arrived. Casper Sleep (CSPR: $18/share), the self-proclaimed
“pioneer of the sleep economy”, is in the Danger Zone this week.

Get the best fundamental research

At the top of Casper’s expected IPO price range, $17-$19/share, its valuation would be 30% below the $1.1
billion valuation from its private funding round in March 2019. Why would a fast growing e-commerce firm need
to lower its valuation, if not to facilitate the unloading of the asset from the private investors to unsuspecting
public investors?

Don’t Bail Out Private Investors

Given its lack of profits and significant competition, no amount of buzzwords or “tech” focus can help justify this
valuation. We outline the many red flags in Casper’s IPO below.

Red Flag #1: Profitless Revenue Growth

Casper was founded in 2014 and helped popularize the “bed-in-a-box” concept. Its mattresses are sold direct to
consumer — thereby cutting out the middleman (mattress stores) — at a lower price than traditional mattresses.
Since then, Casper has expanded into other products, such as pillows, sheets, duvets, and even bedroom
furniture. Now, Casper has a WeWork-like mission to “awaken the potential of a well-rested world.”

Despite such an ambitious mission and rapid revenue growth, the company has made little progress towards
profitability. Its economic earnings, the true cash flows of the business, declined from -$78 million in 2017 to -$95
million in 2018, per Figure 1. Revenue grew 43% over the same time.

Figure 1: CSPR’s Revenue & Economic Earnings: 2017-2018
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Red Flag #2: Revenue Growth is Already Slowing

As with other recent money-losing IPOs (e.g. Uber, Lyft, or Slack), the success of Casper’s IPO rests on hope
that its rapid revenue growth is enough to distract investors from its growing losses.

However, just a few years after its founding, revenue growth is already slowing. From 2016-2018, Casper’s
revenue grew 45% compounded annually. More recently, revenue grew just 20% year-over-year (YoY) through
the first nine months of 2019, per Figure 2.

This revenue slowdown is not a byproduct of heavy sales coming in the last quarter of the year (as could be the
case with traditional retailers). Per page 14 of its S-1, Casper expects revenue to grow 23% YoY for the year
ended December 31, 2019.

Figure 2: CSPR’s Year-Over-Year Revenue Growth
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Casper’s direct-to-consumer sales (87% of 2018 revenue) were up nearly 42% YoY in 2018. For the nine months
ended September 2019, direct-to-consumer revenue was up just 13% YoY, as disclosed on page 82 of Casper’s
S-1.

An expected revenue growth rate of 23% is certainly nothing to balk at, but the rapid decline in just a few years,
as competition continues to increase (more below), puts a damper on this “growth” story.

Red Flag #3: Competitors Are Profitable and Plentiful

Casper may have been one of the first “bed-in-a-box” concepts, but they’re not the last. Mattress review site
GoodBed.com estimates there are ~175 “bed-in-a-box” companies in business, such as Leesa, Tuft & Needle,
Nectar, and Purple (PRPL). Both Walmart (WMT) and Amazon (AMZN) also compete with their own mattress
and bedding brands Allswell and AmazonBasics.

Casper also competes directly with traditional mattress manufacturers such as Sleep Number (SNBR), Tempur
Sealy International (TPX), and Serta Simmons. As the firm expands into bedding and furniture, it enters into
competition with the likes of Bed Bath & Beyond (BBBY), Wayfair (W), Overstock (OSTK) and other online
retailers of consumer bedding goods.

For those still buying into the Casper hype, their numbers don’t compare well to the competition. Figure 3
compares Casper's TTM fundamentals, as well as its expected price to sales, to some of its biggest competitors.

Page 2 of 7


http://www.newconstructs.com
https://www.newconstructs.com/ubers-ipo-valuation-makes-no-sense/
https://www.newconstructs.com/steer-clear-of-lyfts-ipo/
https://www.newconstructs.com/how-much-should-investors-pay-for-slack/
https://www.cnbc.com/2019/08/18/there-are-now-175-online-mattress-companiesand-you-cant-tell-them-apart.html

-~

S %k

¢ New Constructs®
STOCKS PICKS AND PANS 21320

Figure 3: Analyzing Casper’s Fundamentals Vs. Competitors - TTM

Revenue $411 $383 $2,911 $1,669
Reported Operating Profit ($millions) -$92 $8 $320 $117
Reported Operating Margin -22% 2% 11% 7%
Market Cap ($millions) $768* $677 $4,956 $1,467
Price-to-Sales 1.9 1.8 1.7 0.9

Sources: New Constructs, LLC and company filings
* Based on $19/share, the top of the IPO price range.

Given the negative reported operating margins and reported operating profit, it's hard to justify a premium
valuation for Casper. Worse yet, how can they justify a valuation higher than Purple, its profitable peer.

PRPL has similar revenues to CSPR and generates positive net operating profit after-tax (NOPAT) over the TTM
period. But, is it worth 12% less than CSPR? Investors cannot make the argument that Casper is growing faster
than PRPL, and therefore deserves a premium, either. Through the nine months ended September 2019,
Casper’s revenue grew 20% YoY. Over the same time, Purple’s revenue grew 47%.

The comparison between the two reminds us again of WeWork’s now doomed IPO. When WeWork initially filed
its S-1, we were quick to point out that IWG, a competing office leasing firm, was worth one-tenth of WeWork’s
latest funding round valuation, despite greater revenues and actual profits.

Post WeWark, we think investors are less willing to overlook flaws in business models. Direct comparison
between CSPR and PRPL makes it even more difficult to justify CSPR’s expected valuation.

Red Flag #4: Business Requires High Marketing Spend

Throughout its S-1, Casper touts its brand awareness, media impressions, and social media share (volume of
public references to Casper across social media) as confirmation of its leading position in the sleep industry.
Unfortunately for investors, Casper’s brand awareness has not come cheap, and the costs don’t look to be
subsiding any time soon.

Through the nine months ended September 2019, sales and marketing expenses were 37% of revenue, up from
36% over the prior nine month period and 35% in 2018. Total operating expenses made up 71% of revenue
through the nine months ended September 2019, up slightly from 70% over the prior nine month period. For
comparison, PRPL’s total operating expenses for the nine months ended September 30, 2019 were just 38% of
revenue.

More troubling than costs rising as a percent of revenue, Casper cannot cut out these expenses and generate
meaningful recurring revenue, given mattresses’ multi-year replacement cycle. According to The Better Sleep
Council (BSC), part of the International Sleep Products Association, the average mattress should be replaced
every seven years. Even accounting for bias — the BSC was created to help mattress manufacturers shorten the
mattress replacement cycle — you see that Casper’s target customers won’t be purchasing a mattress very often.

This long replacement cycle means Casper spends heavily to win a customer, but sees very little repeat
business, thereby diminishing the return on customer acquisition costs. As Casper notes on page six of its S-1,
since its beginning through September 30, 2019, just 16% of customers through its direct-to-consumer channel
have returned to purchase another product. Casper may want to sound like a tech firm, emphasizing its data and
insights, but its products have nowhere near the recurring revenue of a true tech firm.

Going forward, Casper has no plans to stop spending on sales & marketing, either. Page 31 of the S-1, in the
Risk Factors section, states:

“If our operations are to continue to grow, of which there can be no assurance, we will be required to expand our
sales and marketing, digital and technology teams, research and development, customer and commercial
strategy, product offerings, supply, and manufacturing and distribution functions”.

The risk factors also note Casper will continue to add selling and general & administrative expenses to its
operating profile in order to expand its direct-to-consumer presence and retail partnerships. Taken together,
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investors shouldn’t expect Casper’s costs to decline anytime soon, which means profitability, if it's even
achievable, is farther off than hoped.

Red Flag #5: An Acquisition Looks Unlikely

While less likely prior to an IPO, “stupid money risk” is always present. However, recent history would suggest
that Casper is unlikely to be acquired anywhere near its expected valuation.

According to the New York post, Casper's CEO and co-founder “has held off selling the startup numerous times
in recent years because he’s been waiting for a $1 billion price tag.” The article points out that talks between
Casper and Target (TGT) broke down in 2017 because Target’s offer was short of the $1 billion goal. Unless the
CEO changes his mind, or is forced to by a large shareholder, investors shouldn’t hope for any acquisition
premium when buying shares.

One Positive Sign: Public Shareholders Actually Have Rights

Possibly as a result of the criticism of WeWork during its IPO process, Casper did away with plans to go public
with a dual-class share structure. Instead, upon completion of the IPO, its preferred stock will convert to a single
class of common stock with one vote per share. Such a change is welcome and gives shareholders more ability
to hold executives of the firm accountable for their actions.

However, this one positive is not enough to outweigh the red flags, especially CSPR’s valuation, as we’ll show
below.

Red Flag #6: Growth Expectations Baked into Casper’s Valuation

It's no coincidence that Casper has lofty goals such as “awaken the potential of a well-rested world” and that
page one of the firm’s S-1 references “cutting-edge technology, data, and insights” before mentioning
“mattresses”. In order to be valued higher than a traditional mattress and bedding manufacturer, CSPR must
present itself as something much than a mattress/bedding company.

Unfortunately, the fundamentals of its business look worse than traditional mattress/bedding firms, and the
expectations implied by the midpoint of its IPO price look overly optimistic. Below, we’ll use our reverse DCFE
model to quantify the expectations baked into the stock price.

To justify the midpoint of its IPO range, CSPR must immediately achieve a 6% NOPAT margin (equal to SNBR’s
TTM margins) and grow revenue by 12% compounded annually for the next 11 years. See the math behind this
reverse DCF scenario. For reference, Casper notes in its S-1 that the “Global Sleep Economy” is projected to
grow by 6% compounded annually through 2024.

In other words, to justify its proposed IPO price, Casper must drastically increase margins from -24% in 2018
and grow by double the expected industry rate for more than a decade. We think investors can find better
risk/reward elsewhere.

Given the majority of Casper’s sales occur direct-to-consumer, we can also compare its profitability to a more
similar peer, Purple, to get a sense of what the firm could be worth.

If we assume CSPR can immediately achieve 2% NOPAT margins (equal to PRPL’s TTM margins) and grow
revenue by 23% compounded annually for the next decade, the stock is worth just $9/share today — a 50%
downside from the midpoint of its IPO price. See the math behind this reverse DCF scenario.

For reference, Casper expects 2019 sales to grow 23% YoY. This scenario assumes that growth rate continues
for another nine years thereafter, despite revenue growth falling in recent years, and industry growth expected at
just 6% compounded annually through 2024.

Critical Details Found in Financial Filings by Our Robo-Analyst Technology

As investors focus more on fundamental research, research automation technology is needed to analyze all the
critical financial details in financial filings as shown in the Harvard Business School and MIT Sloan paper, "Core

Earnings: New Data and Evidence”.
Below are specifics on the adjustments we make based on Robo-Analyst findings in Casper’s S-1:

Income Statement: we made $8 million of adjustments, with a net effect of removing $6 million in non-operating
expense. See all adjustments made to CSPR’s income statement here.
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Balance Sheet: we made $115 million of adjustments to calculate invested capital with a net increase of $115
million. The largest adjustment was $63 million (399% of reported net assets) in operating leases. See all
adjustments made to CSPR’s balance sheet here.

Valuation: we made $362 million of adjustments with a net effect of decreasing shareholder value by $362
million. There were no adjustments that increased shareholder value. The largest adjustment was $239 million in
preferred stock. This adjustment represents 34% of CSPR’s expected market cap. See all adjustments made to
CSPR’s valuation here.

This article originally published on February 3, 2020.

Disclosure: David Trainer, Kyle Guske Il, and Matt Shuler receive no compensation to write about any specific
stock, style, or theme.

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.
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Footnotes adjustments matter. We are the ONLY source.

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds.
HBS & MIT Sloan research reveals that:

o Markets are inefficiently assessing earnings because no one reads the footnotes.

e Corporate managers hide gains/losses in footnotes to manage earnings.

e Our technology brings the material footnotes data to market for the first time ever.

Combining human expertise with NLP/ML/AIl technologies (featured by Harvard Business School), we shine a

light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.

The HBS & MIT Sloan paper, Core Earnings: New Data and Evidence, shows how our superior data drives

uniquely comprehensive and independent debt and equity research.

This paper compares our analytics on a mega cap company to other major providers. The Appendix details
exactly how we stack up.

Learn more.
Quotes from HBS & MIT Sloan professors on our research:
Get better research:

“...the NC dataset provides a novel opportunity to study the properties of non-operating items disclosed in 10-
Ks, and to examine the extent to which the market impounds their implications.” — page 20
Pick better stocks:

“Trading strategies that exploit cross-sectional differences in firms’ transitory earnings produce abnormal returns
of 7-to-10% per year.” — Abstract

Avoid losses from using other firms’ data:

“...many of the income-statement-relevant quantitative disclosures collected by NC do not appear to be easily
identifiable in Compustat...” — page 14

Build better models:

“Core Earnings [calculated using New Constructs’ novel dataset] provides predictive power for various measures
of one-year-ahead performance...that is incremental to their current-period counterparts.” — page 4

Exploit market inefficiencies:

“These results ... suggest that the adjustments made by analysts and Compustat to better capture core earnings
are incomplete. Moreover, the non-core items identified by NC produce a measure of core earnings that is
incremental to alternative measures of operating performance in predicting an array of future income
measures.” — page 26

Fulfill fiduciary duties:

“An appropriate measure of accounting performance for purposes of forecasting future performance requires
detailed analysis of all quantitative performance disclosures detailed in the annual report, including those
reported only in the footnotes and in the MD&A.” — page 33-34
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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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