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ACTIVE MANAGERS HAVE LOST THEIR EDGE
Assets flows to passive funds are dominating

Equity Mutual Funds & ETFs Cumulative Flows

Jan 2001 to Feb 2018
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Why Robo-Analysts Now?

* The technology has arrived
* 40-year old active strategies
have grown stale

EE . with the exception of the early
2000s, the value strategy has
actually been underperforming
since the late 1980s.”

— Baruch Lev of NYU’s Stern School of Business and
Anup Srivastava of Calgary’s Hasakayne School of
Business

Active managers need: =—p Al-enabled

* New sources of Alpha Research Automation
* |ower costs

* More scale is the Solution

| New Constructs“‘
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Al-ENABLED RESEARCH AUTOMATION MAKES S
The Robo-Analyst

Y

P &

Better Faster Cheaper
* Drives alpha * Cover 10,000s of * S$billions/year saved vs.
* Only way to stocks, bonds, ETFs legacy data collection
analyze footnotes and mutual funds systems
in 200+ page * Entire 10-Ks & Qs * Pmillions/year saved while
filings analyzed in minutes covering more companies w/
* 100% * Models & APls fewer people
transparency updated instantly * Cost effective fulfillment of
* 1-click to audit fiduciary duties

every number
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disruption
Landscape

CS Holt, Data Provider

EVA/ISS

* Ratings Agencies « Bloomberg

» Morningstar * FactSet

. (E;I;‘I:i::o ;,I-:::.s * Refinitiv/IBES
* Quandl

x i

New Constructs

* Robo-advisors
* RavenPack

__—

Machine-Learning
Driven Research

* Prattle
¢ Kensho
« Amenity Analytics
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E:c;c;ffttflilat the robo-Analyst research is better
at there’s untapped alpha in the footnotes

JVES K| §TAS

HARVARD
er LL ...[New Constructs] is the most

o
\%’ BUSINESS SCHOOL W
ANAGEMENT com '
prehensive dataset that captures what a

fundqmenta/ analyst would be likely t
 Coromamminen, identify as transitory or non-operat/{’) ’
?arn/ngs items in detailed analyse PP
O-KS, ”p. 10 y S Of flrmS

Ethan Rouen

ric So “ CO ]
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husetts Institute of Technology
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perior measure of a company’s operating

Charles C.Y. Wang

earnings, and

January 2020

nCIs‘m_ental to other measures when
predicting future performance. p. 25

eat analyst expectations are
et participants also are slow

cant,
t a measure O core earnings th
-e. Street earnings lor irms that
G . exclude these items. nalysts a arke
to impound the imp ations of these items. Trading strategies that exploit cross-sectional
erences in firms’ tr s produce abnormal returns of 7-t0-10% per year ‘ ‘
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Keywords:
Disclosures; Equity Valuation; Big Data

capture core
earnings are incomplete. p. 26-27

Fang (discussant).
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team for providing their data

Click here for the paper. Here’'s a 1-page
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/

proof that our research automation works
Materially Superior Analytics

LL [New Constructs] accounts for a large number

of items... which are not included in the other
data sets.” p. 5

Yo ';enin;QO.Cr‘ght= e P ££ The majority of the difference comes from [New

how an accurate view O

can drive improved — Constructs]’s machine learning approach, which
| shareholder value leverages technology to applying accounting
adjustments that may be buried deeply in the
footnotes across thousands of companies. p. 4

L€ The other advantage of [New Constructs] is the
transparency in disclosing calculations and all
the data behind them. It is hard to determine the

calculations at a granular level from the reports
of many data providers. P. 4

Click here for the paper.

: New Constructs®
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https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf

Market landscape

Cash Flow Models Consistent Due 100% Audit- Empirical Proof of Robo-Analyst
(Non-GAAP) Diligence Ability Superior Data Technology

Coverage

ROIC & - Al-Enabled
Earnings Scalability
ke y y y y y y y y y y y
(HJI;S_iIZ[-Suisse v v v v
gmensions/lss v v
MorningStar v v v black box v
CFRA v v v v
gi‘a&iﬁ’gt‘a' Q& v v v Limited Limited
Zf;i‘;”g\é‘r’gdscw v Limited Limited
AlphaSense v v v v
Zack's v v v
Calcbench v v v XBRL
Visible Alpha v v
Valuentum.com v v
Finbox.io v v
Canalyst v v v
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Case Study — Macro research
See the S&P 500 through a new lens (featured by Market\Waltc

Don't Fall for the Fall
In Legacy Operating Earnings
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New Constructs' Core Earnings @ @» SPGl's Operating Earnings Per Share
Footnotes:
1. We think SPGI’'s Operating Earnings provide the best available comparison for our Core Earnings. We can compare with any other
metrics.

2. For 3-party reviews on the benefits of adjusted Core Earnings, historically and prospectively, across all stocks, click here and here.

3. Our Core Earnings data is based on all 10-Q and 10-K filings for S&P 500 constituents as of 5/26/2020. Since then, an immaterial number
of companies (18) companies have filed a new 10-K or 10-Q with the SEC. Contact us at support@newconstructs.com for access to the
source data behind this research.
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https://www.marketwatch.com/story/the-sp-500-is-cheaper-and-more-profitable-that-you-think-2020-06-24
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
mailto:support@newconstructs.com

&>
K -
N
New Constructs®

Diligence | Independence | Performance

<
>

David Trainer
david.trainer@newconstructs.com

917-513-3377



mailto:david.trainer@newconstructs.com

Appendix

New}Co.nstrL‘Jcts"‘ Confidential 11




Stock Ratings: details k4 Robo Analysts Best

Closing Price: $23.90 (Mar 04, 2020) ‘ 1 L“ ] ]an AnalyStS On
i Market Value: $9.9 Billion . 59
Western Union Co (The) (WU Divdend Vi 3% I nvestment PI C k S
— Vildana Hajric, Bloomberg News

Earnings Distortion Score : (iSHongMIss

Analyst Notes : New 10-K & Forecast 3/1/20 | Focus List (Long) Model Portfolio Nov 2019

Quality of Earnings Valuation
Risk/Reward Economic vs Reported Price to Market-Implied GAP
Rating ® EPS @ ROIC @ FCF Yield @ EBV @ ®
Very Unattractive Misleading Trend Bottom Quintile <-5% >350r-1<0 > 50
Unattractive False Positive 4th Quintile 5% <-1% 24<350r<-1 20 <50
Neutral Neutral EE 3rd Quintile -1% < 3% 1.6<24 10<20
Attractive Positive EE 2nd Quintile 3% <10% 1.3:<1:6 3<10
Very Attractive Rising EE - TopQuintle |  >10% = 0<11  0<3
wu $1.57 vs. $2.46 25% 11% 0.7 <1yr
Benchmarks @
Sector ETF (XLI) Positive EE 10% 4% 2.0 33yrs
S&P 500 ETF (SPY) Positive EE S 20% 2% 27 33yrs
Small Cap ETF (IWM) Positive EE S % -1% D 35yrs
Investment Summary Rating Breakdown GAAP Reconciliation Adjustments Earnings Distortion

"\
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Sector research
Sector:
Energy

Oil & Gas Related Equipment and Services Market-Weighted Sector Rating Methodology

Number of Stocks: 67

Oil & Gas Related Equipment and Services Industry number of Sector ETFs: 31; Mutual Funds: 96
Total Market Value: $406 Billion (Mar 06, 2020)

Quality of Earnings Valuation
Risk/Reward Economic vs Reported Price to Market-Implied GAP
Rating @ £PS @ ROIC @ FCF Yield @ EBV @ ®
Very Unattractive Misleading Trend Bottom Quintile <-5% >350r-1<0 > 50
Unattractive False Positive 4th Quintile -5% <-1% 24<350r<-1 20 <50
Neutral Neutral EE 3rd Quintile -1% < 3% 16<24 10<20
Attractive Positive EE 2nd Quintile 3% < 10% 1.1<16 3<10
Very Attractive Rising EE Top Quintile >10% 0<1.1 0<3
Industry Positive EE 6% 4% 1.9 7 yrs
Benchmarks @
Industry ETF (XLE) Neutral EE S % 2% 85 14 yrs
S&P 500 ETF (SPY) Positive EE S 20% 2% 26 29yrs
Small Cap ETF (IWM) Positive EE S 4% -1% 3.4 33 yrs

Add to Portfolio

v Analyst Commentary (Nov 14, 2019)

Confidential 13
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Stock, Etf & mutual fund screening

Details

Ticker

USSCX

USTCX

BGSAX

RAGTX

Select criteria:
Fund Type
" JETF @ Mutual Fund (MF)
Price ®
>= B$ B!
Dividend Yield ®
>= B %

v Less

Risk/Reward Rating @

_| @ Very Attractive
Attractive
Neutral
Unattractive

@ Very Unattractive

Name

USAA Mutual Funds Trust: Science & Technology
Fund

USAA Mutual Funds Trust: Science & Technology
Fund

BlackRock Funds: BlackRock Technology
Opportunities Fund

Allianz Funds: AllianzGI Technology Fund

New Constructs®

Sector

Basic Materials "~ | Industrials

@ Consumer Cyclicals —| Real Estate

—1Consumer Non-cyclicals [ Technology

_|Energy | Telecom Services
~| Financials —| Utilities
| Healthcare

Assets @

>= g $ 10000 MM
Provider ®
Dividend
Type  Sector / Style Price’
Yield

MF Technology $22.61 -
MF Technology $21.68 -
MF Technology $34.24 -
MF Technology $54.72 -

Style
—|All Cap Blend ~1Mid Cap Blend
_1All Cap Growth — | Mid Cap Growth
“|All Cap Value —IMid Cap Value

| Large Cap Blend —ISmall Cap Blend
—1Small Cap Growth

—1Small Cap Value

| Large Cap Growth
| Large Cap Value

Initial Minimum ®

>= B S
Total Annual Costs ®
> = B %
Assets Risk/Reward
Initial Min
(MM) Rating a

Download CSV ¥
Total
Add to Portfolio
Annual
+ Add All

Costs

1.41% +

1.73% 4

3.40% +

4.11% +
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Auto-generated reports — updated daily
Leverage auto-parsing expertise into new products and markets

3 Analyst ?:;;;olgtﬁzgmflﬁ:mom Now 2019
< Notes ROBO-ANALYST RESEARCH
p t 3 > New Constructs” Ciosing Price as of 03/06/2020: $22.35
< P Dividend Yield: 3.6%
4‘4‘ Period End Date: 12/31/2019
Western Union Co (The) (WU)
NYSE - Industrials
Investment Recommendation e e i : E;; 4
. 52-Week Range 16.89 - $28.45
- We do not recommend investors buy WU.
& ] ~ 20,000
- WU earns our Neutral rating. See Investment 4540
Rating Details below. §27.00 1 l 15000
- A Neutral rating means this stock’s upside il
potential is about equal to its downside risk. $25.00 1 .
2 5 $24.00
- WU ranks in the 72nd percentile of the 2900+ - 5,000
stocks we cover. $23.00 1
: $22.00 Lo
- Ranks 106th out of 416 Industrials Sector = - ;
StOCkS. Jan 1 Feb 1 Mar 1
w— Price Volume (in thousands)
Investment Rating Details
Risk/Reward Quality of Earnings Valuation
Rating Economic vs Return on Invested Growth Appreciation
et E; . c“'pm (R(;IC) FCF Yield Price-to-EBV Ratio Period (yrs)
Very Unattractive Misleading Trend Bottom Quintile <-5% >350r-1<0 >50
Unatiractive 4th Quintile 5%<-1% 24<350r<-1 20 <50
Neutral Neutral EE 3rd Quintile “1%<3% 16<24 10<20
Altractive Positive EE 2nd Quintile 3%<10% 11<16 3<10
Very Atacive RsngEc  TopQuetle | 0% 0<ta  0<3
| Actualvalves | $157 vs. 5248 | 25% || 1% | 0.8 | <1 |
Sector ETF (XLI) Positve EE | 10% 5% 18 j T 26 ’
S&P 500 ETF (SPY) Positive EE 2% 26 I 28

Economic EPS vs Reported EPS Earnings & Valuation Diligence Summary

+ WU's accounting earnings overstate its economic earnings,
which equal (ROIC - WACC) * Average Invested Capital.

« For WU, we made a total of $3,681 million in income statement
and balance sheet adjustments to convert accounting earnings
to economic earnings in FY19.

+ We made $5,220 million in adjustments in our DCF valuation of
the stock.

$2.00 -

$1.00 -

Dollars

$0.00 -

-$1.00 1 - See Appendix 1 for details on our calculations of key metrics

and Appendices 2 and 3 for details on our adj

2015 2016 2017 2018 2019 ™
=@~ Economic EPS == Reported EPS

| 1

"l Best Data in the Business

| New Constructs“‘
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disclosures & Disclaimers

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.

New Constructs is affiliated with Novo Capital Management, LLC, the general partner of a hedge fund. At any particular time, New Constructs’ research recommendations may not coincide with the hedge
fund’s holdings. However, in no event will the hedge fund receive any research information or recommendations in advance of the information that New Constructs provides to its other clients.

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.
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