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Palantir’s Secretive Business Is Priced for Perfection

Palantir (PLTR) is expected to begin trading September 29 via a direct listing of its stock. Existing shareholders
will be able to sell 20% of their existing shares, and the company will not be raising any additional capital.

The lack of traditional IPO process makes it difficult to predict where shares will trade initially. Making it even
more challenging, Palantir shares have traded on the private market as low as $4.17/share all the way up to
$11.50/share in 2020.

To help investors find more solid valuation footing, we present our reverse discounted cash flow model analysis
of the future cash flow expectation’s baked into the stock, assuming it begins trading at ~11.50/share. We also
present our proprietary analysis of the firm’s core earnings' and other important fundamental metrics.

Learn more about the best fundamental research

Revenue Growth but Large Losses

Palantir follows an all-too-familiar trend of recent IPOs (or direct listings): large revenue growth with equally as
large losses. From 2018-2019, Palantir grew revenue 25% while core earnings? only improved from -$606 million
to -$564 million.

Palantir's profitability is improving but breaking even looks a long way off. The firm’s core earnings margin
improved from -102% in 2018 to -76% in 2019 while its return on invested capital (ROIC) improved from -49% to
-46%. The firm burned through -$540 million in free cash flow in 2019, but with nearly $1.5 billion in cash on
hand as of June 30, 2020, Palantir has some flexibility to forgo the traditional capital raise of an IPO.

Figure 1: Palantir Revenue & Core Earnings: 2018-2019
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Sources: New Constructs, LLC and company filings

' our core earnings are a superior measure of profits, as demonstrated in Core Earnings: New Data & Evidence a paper by professors at
Harvard Business School (HBS) & MIT Sloan. The paper empirically shows that our data is superior to “Operating Income After Depreciation”
and “Income Before Special Items” from Compustat, owned by S&P Global (SPGI).

2 Core earnings provide a better measure of profitability and truer insights into valuation than other measures of profits from legacy data
providers.
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Government Contracts Represent a Unique Risk

During the six months ended June 30, 2020, governments provided 54% of revenue while commercial customers
provided the rest.

This revenue mix provides unique challenges in the form of a rather murky process for winning government
contracts and potential backlash for working on controversial government projects, many of which other tech
giants like Apple (AAPL) and Google (GOOGL) have chosen to avoid.

In 2018, Palantir provided Immigrations and Customs Enforcement (ICE) digital profiling tools to aid in identifying
undocumented immigrants. Due to the controversial nature of the business, employees of Amazon (AMZN) Web
Services requested the firm stop supporting Palantir's technology in the Amazon Cloud. In the months prior,
Alphabet faced similar employee backlash, which resulted in the firm cancelling a previous government contract.
While Palantir has committed to continuing its work, it is not without risk of public and internal backlash.

Furthermore, the firm’s government work often falls into programs that are classified for security purposes, which
means the firm cannot be as transparent about its revenue as other software providers. The nature of this work
also exposes the firm to additional geopolitical risk. It's not beyond the realm of possibility that Palantir's work
with the United States government makes other governments around the world balk at contracting the firm,
whether for national security issues, or just bad public relations.

Figure 2: Palantir Revenue by Segment: First Half of 2020

Customer Type as % of Revenue
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Sources: New Constructs, LLC and company filings

For some investors, these additional risks may not be a dealbreaker. Investors with fiduciary responsibilities, on
the other hand, should be mindful of the additional risks related to the lack of transparency and higher potential
for backlash from employees or the public.

Customer Concentration Represents Another Risk

Despite generating over $740 million in revenue in 2019, Palantir's customer base is rather small. In 2019, the
firm reported 125 customers, and 20 of them generated 67% of total revenue. Through the first half of 2020, one
government customer is 11% of total revenue and one commercial customer is 10% of total revenue.

Palantir’s Market Is Large — but the Firm Must Execute

Palantir estimates its total addressable market (TAM) across the commercial and government sectors is ~$119
billion. This estimate coincides with third-party estimates that the artificial intelligence software market will reach
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$126 billion in worldwide revenue by 2025 and grow at a compounded annual growth rate of 43% from 2018 to
2025. As industry research provider Tractica notes “the global Al market is entering a new phase in 2020 where
the narrative is shifting from asking whether Al is viable to declaring that Al is now a requirement for most
enterprises that are trying to compete on a global level.”

Given the huge projected growth, it's not surprising to see a fast growing firm such as Palantir receive valuations
upwards of $20 billion in recent years. However, such a valuation invites more competition. For example, large
and highly-profitable firms, such as Microsoft (MSFT), Amazon, and Google, still compete for government
contracts. Figure 3 ranks Palantir's NOPAT margin and ROIC against three tech giants and the market-cap-
weighted average of the entire software industrys.

Figure 3: Palantir Profitability Vs. Larger Software Competitors

Ticker Company

Microsoft Corporation

Alphabet, Inc.

Amazon.com Inc.

Palantir Technologies Inc
Software Industry Market-Cap-Weighted Average

Sources: New Constructs, LLC and company filings

Public Shareholders Have No Rights

Investors are familiar with the dual-class share structure that allows founders and insiders to maintain voting
control of a firm despite not owning a majority of shares. Palantir takes this normal structure and adds an
additional layer that preserves Alexander Karp, Stephen Cohen, and Peter Thiel’s (collectively the “Founders”)
voting power.

Palantir will directly list Class A shares, which receive one vote per share. Palantir already has Class B shares,
which hold 10 votes per share. The firm is going to authorize a third class of shares, Class F, which will have a
variable number of votes pursuant to the Founder Voting Trust Agreement.

Under the Founder Voting Trust Agreement, the Class F shares, when combined with the Class A and B shares
they already own, ensure the Founders maintain majority control of voting power, even if they sell some of their
Class A shares.

DCF Model Reveals PLTR is Priced for Perfection

When we use our reverse DCF model to analyze the future cash flow expectations baked into PLTR at
~11.50/share, we find that shares are priced for perfection.

Scenario 1: In order to justify its current price, Palantir must achieve a 13% NOPAT margin (average of all
Software firms that earn a positive margin, compared to Palantir's -75% in 2019) and grow revenue by 43%
compounded annually (in-line with industry expectations through 2025) for the next seven years. See the math
behind this reverse DCF scenario.

In this scenario, Palantir would earn $9 billion in revenue in 2026, or more than 12 times the firm’'s 2019 revenue.
This scenario also implies Palantir achieves an estimated 7% of the Al software market compared to its current
market share of less than 1%.

Figure 4 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT.

3 Includes 116 firms in the Software industry, such as Microsoft, SAP SE (SAP), Oracle (ORCL), ServiceNow (NOW), Workday (WDAY),
Splunk (SPLK), Coupa Software (COUP), Alteryx (AYX), Blackbaud (BLKB), and more.
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Figure 4: Current Valuation Implies Drastic Profitability Reversal

Current Share Price Implies Significant Increase in Profits
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Sources: New Constructs, LLC and company filings.

Scenario 2: We review an additional DCF scenario to highlight the downside risk should Palantir not achieve the
profits implied by its current valuation. If we assume Palantir can achieve a 10% NOPAT margin (given that
smaller companies struggle to reach scale and achieve outsized margins in the software industry) and still grow
revenue by 31% compounded annually (43% per year through 2025, 20% per year each year thereafter) for the
next decade, the stock is worth just $8/share today, a 30% downside to the estimated ~$12/share. See the math
behind this reverse DCF scenario.

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 Palantir's S-1:

Income Statement: we made $94 million of adjustments, with a net effect of removing $34 million in non-
operating expenses (5% of revenue). You can see all the adjustments made to Palantir's income statement here.

Balance Sheet: we made $386 million of adjustments to calculate invested capital with a net increase of $344
million. One of the most notable adjustments was $310 million in operating leases. This adjustment represented
36% of reported net assets. You can see all the adjustments made to Palantir's balance sheet here.

Valuation: we made $4.2 billion of adjustments with a net effect of decreasing shareholder value by $4.2 billion.
There were no adjustments that increased shareholder value. The largest adjustment to shareholder value was
$3.5 billion in outstanding employee stock options. This adjustment represents 19% of Palantir's estimated
market cap. See all adjustments to Palantir’s valuation here.

This article originally published on September 28, 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:

¢ 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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