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The Most Ridiculous IPO of 2020

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

Is it a coincidence that DoorDash (DASH) filed for its IPO so soon after vaccines for COVID-19 were
announced? We think DoorDash’s current investors and bankers recognize that the window of opportunity to IPO
this terrible business closes quickly when the threat of COVID-driven lockdowns no longer drives growth in food
delivery demand.

While the company has not provided pricing details, it's last private valuation was ~$16 billion and early reports
indicate it may garner an IPO valuation as high as $25 billion. At either of these valuations, DoorDash earns our
Unattractive rating and would be the most ridiculous IPO of 2020.

Learn more about the best fundamental research

This IPO reminds us of WeWork’s attempted IPO, which we called The Most Ridiculous IPO of 2019, because
DoorDash’s business is similarly disadvantaged. The fact that this company made it to the pre-IPO stage reflects
the overblown fervor of the work-from-home theme. It is not a good idea to invest in businesses that have:

e NO moat
e no profits in the best-possible environment
e competition that can offer the same service for free.

Worse yet, to justify a $25 billion valuation, the company needs to grow its share of global food delivery market
to 72% from ~16% over the trailing twelve months (TTM) while also raising margins from -12% to 8%. Throw in
the auditor’s reports of weak internal controls, and investors could be holding stock in a business that might not
be around in a few years.

Greater Fool Strategy Looms Large

We think the only chance for investors in this IPO to see any gain comes from a greater fool willing to pay a
higher price for no economically justifiable reason. For that matter, the stupid money risk of a company
overpaying for DASH to ride the work-from-home fad or follow Uber’s Uber Eats strategy is real.

Nevertheless, the ceiling for the price rational investors could pay for DoorDash is $1.4 billion, which equals
~$2.5 billion in capital the company has raised to date less the ~$1.1 billion in cash on its books. Why should
anyone pay more than the costs to build the business, especially when it hasn’t come close to generating
consistent profits and may never?

Not Profitable Yet, Really?

It took a global pandemic to drive the firm’s one quarter (ended June 30, 2020) of GAAP profitability. The firm
has not been profitable since, and we think it may never be.

The only firms with worse TTM net operating profit after-tax (NOPAT) margins than DoorDash’s are Uber and
Lyft. If DoorDash can’t do better than a -12% margin in this environment, perhaps the best-possible environment
for food delivery, then when will it ever be consistently profitable?

Figure 1 compares TTM margins for United Parcel Service and FedEx (FDX), as well as Pizza Hut’s parent
company YUM! Brands (YUM), Domino’s Pizza (DPZ), and Papa John’s International (PZZA).
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Figure 1: DoorDash’s Profitability Vs. Peers: TTM Period

Company Ticker NOPAT Margin
YUM! Brands YUM 24%
Domino's Pizza DPZ 14%
United Parcel Service UPS 8%
FedEx Corporation FDX 4%

Papa John’s International PZZA 4%
GrubHub, Inc. GRUB -5%
DoorDash DASH -12%
Uber Technologies Inc. UBER -34%
LYFT Inc. LYFT -57%

Sources: New Constructs, LLC and company filings

*DoorDash’s TTM NOPAT margin is estimated assuming the firm’s NOPAT improved at the same rate as the firm’s income from operations
from 2019 to the TTM period. We make this assumption as there is not enough information in the S-1 to definitively calculate NOPAT over
the TTM period.

Low Switching Costs Make Profits Unlikely

The food delivery market is filled with competitors offering the same service: cheap food delivery. They deliver at
about the same speed. Without any other differentiating factors, switching costs are very low. Figure 2
demonstrates that consumers are increasingly exploiting the low switching costs.

Second Measure found that the percentage of DoorDash customers also using competitors’ service rose strongly
since 3Q19:

e  GrubHub rose from 19% to 27%
e Uber Eats rose from 16% to 21%
e Postmates rose from 10% to 11%.

When accounting for customer overlap, Second Measure’s data reveals that the percentage of DoorDash
customers who use DoorDash exclusively fell from 63% in 3Q19 to 53% in 3Q20. With nearly half of customers
using other services, it is clear switching costs are very low.

Figure 2: DoorDash Customers Using Other Delivery Services: 3Q19 through 3Q20

Customer Switching on the Rise
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Sources: New Constructs, LLC and Second Measure
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DoorDash acknowledges the lack of differentiation and inability to retain customers without price incentives in its
S-1:

“...within our industry, the cost to switch between offerings is low. Consumers have a propensity to shift to the
lowest-cost provider and could use more than one local logistics platform, independent contractors who provide
delivery services could use multiple platforms concurrently as they attempt to maximize earnings, and merchants
could prefer to use the local logistics platform that offers the lowest commission rates and adopt more than one
platform to maximize their volume of orders.”

You don't have to be a business expert to understand that businesses without differentiated offerings struggle to
charge prices above the cost of the service. In other words, they never turn a profit.

Damned If You Do, Damned If You Don’t

The only competitive disadvantage that may be worse for DoorDash than low switching costs is competing with
your suppliers. Before the standalone food delivery services entered the market, Pizza Hut's parent company
YUM! Brands (YUM), Domino’s Pizza (DPZ), and Papa John'’s International (PZZA) delivered food to customers
for free. Now, most of the time, they charge for delivery albeit at prices usually far below the pure-play food
delivery firms. The point is that these restaurants can offer delivery for a much lower price or even free because
they have core businesses that generate profits.

If DoorDash or any other pure-play food delivery firm becomes meaningfully profitable, why wouldn’t more food
providers move into the delivery side of the business?

When suppliers can take away your product because they want your profits, they usually do — at least in
competitive markets.

Even if there are not large profits to be made in food delivery, the restaurants might still take it over in order to
protect and control their relationships with consumers. The interests of the food delivery drivers and the
restaurants are not perfectly aligned. Since most food delivery drivers get a fee that accounts for time, distance,
and desirability of the delivery, they probably care more about maximizing the volume of deliveries rather than
the quality of them.

Since consumers tend to blame the restaurant, not the drivers, for quality issues (regardless of fault), drivers
have less accountability for ensuring a good customer experience. Accordingly, restaurants may feel they need
to deliver food themselves to protect the lifetime value of their customers even if they cannot make money on the
delivery service.

Does Anyone Actually Believe Food Delivery Will be Profitable?
Given the competitive nature of the business, and ongoing pricing wars, we think the answer is no.

Given how unprofitable DoorDash and all of its competitors are today, perhaps, the only hope for future
profitability comes from the potential to scale. Well, not even the CEO of GrubHub believes in that potential:

“A common fallacy in this business is that an avalanche of volume, food or otherwise, will drive logistics costs
down materially.” From the 3Q19 letter to shareholders.

DoorDash notes in its S-1 that the firm anticipates increasing expenses in the future and may not be able to
maintain or increase profitability.

If management of these companies do not believe their firms will be profitable, why should investors?
Can We Trust the Financials?

Investors also need to know that they should take DoorDash’s GAAP numbers with a grain of salt. The company
disclosed a material weakness in its internal control over financial reporting in its S-1. This disclosure means
DoorDash didn’'t have adequate technology and processes in place to ensure the accuracy of its financial
statements and increases the odds that DoorDash will need to restate its financials in the future.

As an emerging growth company, DoorDash is not required to have its auditor give an opinion on its internal
controls. We applaud the company for disclosing this risk factor in its S-1, but investors should know that this
disclosure is voluntary and could disappear from future filings even if the problem persists.
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And Non-GAAP Is No Better

DoorDash tries to present a more profitable view of its operations by highlighting Adjusted EBITDA, every
unprofitable company’s favorite metric. In the nine months ended September 30, 2020, this metric excludes $115
million in legal, tax, and regulatory settlements, reserves, and expenses, including charges related to
DoorDash’s lobbying in California against reclassifying drivers as employees. Adjusted EBITDA also removes
$11 million in stock-based compensation expense.

In total, DoorDash’s adjusted EBITDA excludes $244 million (13% of revenue during the same period) in
expenses and turns a GAAP net loss of $149 million to a gain of $95 million over the nine months ended
September 30, 2020.

In addition to adjusted EBITDA, DoorDash also uses contribution profit, another misleading non-GAAP metric.

DoorDash’s contribution profit refers to the gross profit of its business, excluding sales and marketing expense,
depreciation and amortization, stock-based compensation included in cost of revenue and sales and marketing
expenses, and allocated overhead included in cost of revenue and sale and marketing expenses.

In other words, contribution profit shows a measure of “profitability” that excludes the costs of operating
DoorDash’s business.

Surprise? Public Shareholders Have No Rights

If you need another reason to question the merit of this IPO, how about the fact that the shares sold provide little
to no say over corporate governance?

DoorDash’s multi-class share structure ensures the founders retain majority voting control in the company.
DoorDash’s IPO is only for class A shares, with one vote per share. Class B shares have 20 votes per share and
are held entirely by the firm’s co-founders. In addition, as part of a voting agreement between the co-founders,
DoorDash’s co-founder and CEO, Tony Xu, will have the authority to vote the shares held by the other two co-
founders, Andy Fang and Stanley Tang.

DoorDash notes in its S-1 that this arrangement means Mr. Xu:

“...will be able to determine or significantly influence any action requiring the approval of our stockholders,
including the election of our board of directors, the adoption of amendments to our certificate of incorporation
and bylaws, and the approval of any merger, consolidation, sale of all or substantially all of our assets, or other
major corporate transaction.”

While we won’t know the exact voting power of the co-founders until DoorDash provides additional information,
it's clear that a few select executives will control the firm, which gives investors little recourse to hold executives
accountable.

Doing the Math: Valuation Implies DoorDash Captures 72% of Global Food Delivery Spend

The million dollar question in any IPO relates to valuation, and specifically, what is the newly traded firm worth?
When we use our reverse discounted cash flow (DCF) model to analyze the expectations implied by the
expected valuation, DASH appears significantly overvalued and buying at IPO creates large downside risk.

To justify its expected valuation of $25 billion, DoorDash must:

¢ Immediately improve its net operating profit after-tax (NOPAT) margin to 8% compared to -67% in 2019
and an estimated -12% over the trailing-twelve months
o 8% NOPAT margin is equal to United Parcel Service’s (UPS) 2019 and TTM NOPAT margin
e Grow revenue by 38% compounded annually for the next 11 years.

See the math behind this reverse DCF scenario. In this scenario, DoorDash would earn over $30 billion in
revenue in 2030. At its TTM take rate, or the revenue generated per marketplace gross over volume (total sales
on the platform), this scenario equates to ~$261 billion in marketplace gross order volume (GOV) in 2030.

For reference, UBS estimates the global food delivery market will be worth $365 billion in 2030.

In other words, to justify its expected IPO valuation, DoorDash must capture over 72% of the projected 2030
global food delivery spend, compared to just 5% of UBS’ estimate of the market in 2018 and 12% in 2019. See
Figure 3.
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Figure 3: Expected Valuation Implied Marketplace GOV Grows From 5% to 72% of Food Delivery Market

Valuation Implies DoorDash Owns 72% of TAM
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Figure 4 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT. In any scenario
worse than this one, DASH holds significant downside risk, as we’ll show.

Figure 4: Current Valuation Implies Profits Reach 75% of FedEx’s TTM NOPAT

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

Significant Downside Even if COVID-19 Permanently Changes How We Eat

Even if we assume that consumers increasingly choose food delivery as a means to eat restaurant food after
COVID-19, and DoorDash’s revenue growth remains elevated for years to come, the stock holds significant
downside from its expected IPO valuation.

If we assume DoorDash can achieve a 6% NOPAT margin (average of United Parcel Service and FedEx's TTM
NOPAT margin) and grow revenue by 35% compounded annually for the next decade, the stock is worth just
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$4.9 billion today — an 80% downside to the expected IPO valuation. See the math behind this reverse DCF
scenario.

Figure 5 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT.

Figure 5: DoorDash Has Large Downside Risk: DCF Valuation Scenario

DASH is Worth $4.9 Billion Even in an Optimistic Scenario
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Each of the above scenarios also assumes DoorDash is able to grow revenue, NOPAT, and FCF without
increasing working capital or fixed assets. This assumption is highly unlikely but allows us to create best-case
scenarios that demonstrate how high expectations embedded in the current valuation are. For reference,
DoorDash’s invested capital increased $813 million (92% of 2019 revenue) year-over-year in 2019.

Catalyst: Declining Revenue Growth

DoorDash and its bankers want to get this deal done as soon as possible — before the COVID-19-driven
tailwinds subside. Demand for food delivery soared earlier this year, as in-restaurant dining was shut down
across the country. As the largest food delivery service in the United States, DoorDash greatly benefited from
this increased demand.

The firm’s revenue grew 172%, 214%, and 268% YoY in 1Q20, 2Q20, and 3Q20 respectively. What better time
to IPO than when revenue is tripling YoY? However, such rapid revenue growth is expected to decline by the
company’s own admission. Plus, the emergence of multiple highly-effective COVID-19 vaccines will likely bring
food delivery back to levels where no one would consider trying to IPO a food-delivery company. The firm notes
in its S-1:

“The circumstances that have accelerated the growth of our business stemming from the effects of the COVID-
19 pandemic may not continue in the future, and we expect the growth rates in revenue, Total Orders, and
Marketplace GOV to decline in future periods.”

Investors should not expect such breakneck revenue growth rates moving forward, especially if COVID-19
vaccine efforts produce meaningful vaccination in the coming months, which would allow consumers to once
again return to a more normal dining routine.

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”.
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Below are specifics on the adjustments we make based on Robo-Analyst findings in DoorDash’s S-1:

Income Statement: we made $114 million of adjustments, with a net effect of removing $72 million in non-
operating expenses (3% of revenue). You can see all the adjustments made to DoorDash’s income statement
here.

Balance Sheet: we made $755 million of adjustments to calculate invested capital with a net decrease of $332
million. One of the most notable adjustments was $343 million related to midyear acquisitions. This adjustment
represented 25% of reported net assets. You can see all the adjustments made to DoorDash’s balance sheet
here.

Valuation: we made $12.1 billion of adjustments with a net effect of decreasing shareholder value by $12.1
billion. There were no adjustments that increased shareholder value. The most notable adjustment to
shareholder value was $11.7 billion in outstanding employee stock options. This adjustment represents 47% of
DoorDash’s expected valuation. See all adjustments to DoorDash’s valuation here.

This article originally published on November 23, 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 Stock Twits 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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