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Important Disclosure Information is contained on the last page of this report.   
The recipient of this report is directed to read these disclosures. 

 

Three Stocks That Look More Dangerous Post 1Q21 Earnings 
We’re reiterating three Danger Zone picks that recently reported calendar 1Q21 earnings. Despite top line beats, 
these stocks remain highly overvalued. Lyft Inc. (LYFT: $50/share), Spotify (SPOT: $237/share) and Snap Inc. 
(SNAP: $53/share) are in the Danger Zone. 

 

 

We leverage more reliable fundamental data, proven in The Journal of Financial Economics1, with qualitative 
research to highlight these firms whose stocks present poor risk/reward.  

Figure 1: Danger Zone Performance: Through 5/6/2021 
 

Company Ticker 
Earnings 

Date 
Out(under)performance 

as Short vs. S&P 500 

Lyft Inc. LYFT 5/4/21 91%* 

Spotify Technology SPOT 4/28/21 19%* 

Snap Inc. SNAP 4/22/21 (94%)** 
 

Sources: New Constructs, LLC 
*Measured from the opening price on each firm’s respective IPO/direct listing date since these Danger Zone reports were published prior to 
the IPO/direct listing and the stock had not begun trading. Performance represents price performance and is not adjusted for dividends. 
**Measured from the date of publication of the original Danger Zone report. Date can be seen in the company section below. Performance 
represents price performance and is not adjusted for dividends. 

Lyft Priced to Take 85% of Total Addressable Market (TAM) 

We put Lyft in the Danger Zone in March 2019 prior to its IPO. The stock now trades well below its IPO price, but 
remains significantly overvalued post 1Q21 earnings.   

What’s Working for the Firm: After a challenging 2020, Lyft’s business showed signs of recovery in 1Q21 as 
vaccination availability improves and consumers return to more normal activities. Revenue was up 7% quarter-
over-quarter (QoQ) while active riders were up 8% QoQ and 55% from 2Q20, which was the lowest level during 
the COVID-19 lockdowns.  

The firm’s adjusted EBITDA (which provides a misleading picture of the firm’s true losses) improved both QoQ 
and YoY but remains negative.  

Going forward, management guided for 2Q21 revenues to increase 12-15% QoQ, which would also be >100% 
above 2Q20.  

What’s Not Working for the Firm: Despite top-line growth, Lyft remains highly unprofitable, and it’s (unlikely) 
path to profitability (autonomous driving and/or lower labor costs) isn’t looking any more likely. In fact, costs look 
far more likely to rise, and we expect margins will get worse, not better. 

Lyft agreed to sell its self-driving unit, Level 5, to Toyota subsidiary Woven Planet for $550 million. Lyft notes the 
sale will remove $100 million in “annualized non-GAAP operating expenses”, which is a rather small drop in the 
bucket considering Lyft’s Core Earnings2 in 2020 were -$1.7 billion. 

The sale of Level 5 also means Lyft is now dependent on outside firms to develop self-driving, which eliminates 
any competitive advantage Lyft might  gained from owning that technology. If Alphabet’s (GOOGL) Waymo, 

 
1 Our reports utilize our Core Earnings, a more reliable measure of profits, as demonstrated in Core Earnings: New Data & Evidence, a 
paper by professors at Harvard Business School (HBS) & MIT Sloan. Recently accepted by the Journal of Financial Economics, the paper 
proves that our data is superior to all the metrics offered elsewhere. 
2
 Only Core Earnings enable investors to overcome the errors, omissions and biases in legacy fundamental research, as proven in Core 

Earnings: New Data & Evidence, forthcoming in The Journal of Financial Economics. 

Learn more about the best fundamental research 

http://blog.newconstructs.com/
https://www.newconstructs.com/category/danger-zone/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/steer-clear-of-lyfts-ipo/
https://www.newconstructs.com/education-ebitda-adjusted-ebitda/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/its-official-we-offer-the-best-fundamental-data-in-the-world/
https://www.newconstructs.com/its-official-we-offer-the-best-fundamental-data-in-the-world/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/email-sign-up-best-fundamental-research/
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General Motors’ (GM) Cruise, or another platform successfully develops self-driving, they could easily launch 
their own ride-hailing and delivery service rather than licensing the technology to the likes of Lyft and Uber.  

The stubbornly low supply of drivers, the backbone of Lyft’s ridesharing network, continues to pressure costs 
higher for ridesharing and delivery businesses and has forced Lyft to offer higher incentives to entice drivers 
back to the platform. Gridwise, which helps delivery drivers maximize earnings on ridesharing platforms, notes 
that both Uber and Lyft are offering the largest driver incentives in years. Lyft expects low driver supply and 
attendant cost pressure will persist through 2Q21. The firm expects them to ease in 3Q21. Nevertheless, if 
incentives are only dropping a bit from their highest levels in year, we expect driver costs to continue to prevent 
Lyft from being profitable. 

Lastly, another force that could drive costs even higher is a change in regulations that requires classifying 
rideshare drivers as employees instead of independent contractors. On May 5, 2021, President Biden’s 
administration blocked a rule that would have made it easier to classify drivers as independent contractors. 
Should the current administration look to expand worker protections, as is expected, Lyft, and Uber (UBER) or 
DoorDash (DASH) for that matter, could see labor costs get even higher.  

Current Price Implies Lyft Owns 76% of TAM: Given its lack of profitability, no true competitive advantages, 
and regulatory risk, we think Lyft shares have gotten ahead of themselves rising over 90% over the past six 
months. When we use our reverse discounted cash flow (DCF) model to analyze the expectations implied by the 
stock price, LYFT appears significantly overvalued. 

To justify its current price of $50/share, Lyft must immediately: 

• improve its pre-tax margin to 4% (compared to -73% in 2020), which is similar to airlines prior to industry 
consolidation and 

• grow revenue by 37% compounded annually for the next 10 years.  

In this scenario, Lyft would earn over $55 billion in revenue in 2030, which is 23x its 2020 revenue and over 15x 
its 2019, or pre-COVID revenue. If we assume a take rate3 of 19%, this scenario equates to nearly $287 billion 
spent on Lyft’s platform in 2030.  

In other words, to justify its current stock price, Lyft must capture 76% of the projected TAM for rideshare in 
2030. 

There’s 68%+ Downside: If we instead assume: 

• pre-tax margin immediately improves to 4% from 2021 through 2030 and 
• revenue grows by consensus estimates from 2021-2025 and 
• revenue grows 18% a year from 2026-2030 (a continuation of 2025 estimates) then 

the stock is worth just $16/share today – a 68% downside to the current price. See the math behind this reverse 
DCF scenario. Should Lyft fail to achieve such pre-tax margins, or miss consensus revenue growth estimates, 
the downside is even larger.  

Figure 2 compares the firm’s historical revenue, revenue implied by its current stock price, and revenue implied 
by consensus estimates to illustrate just how high the expectations baked into Lyft’s stock price remain. For 
additional context, we also include Uber’s 2019 and 2020 revenue in Figure 2. 

 

 

 

 

 

 

 
3
 Lyft doesn’t report its take rate, or the amount of each ride Lyft collects as revenue. For this scenario, we assume a similar take rate as 

Uber in 2020. 

http://blog.newconstructs.com/
https://gridwise.io/uber-and-lyft-offering-huge-incentives-to-lure-drivers-back-to-rideshare
https://www.reuters.com/world/us/bidens-labor-department-rescinds-trump-era-rule-affecting-gig-workers-2021-05-05/
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_LYFTJustificationScenario_2021-05-10.png
https://www.newconstructs.com/the-most-dangerous-stocks-for-fiduciaries-heading-into-2021/
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_LYFTvaluationScenario_2021-05-10.png
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_LYFTvaluationScenario_2021-05-10.png
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Figure 2: Lyft’s Historical and Implied Revenue: DCF Valuation Scenarios 
 

 
 

Sources: New Constructs, LLC and company filings 

Each of the above scenarios also assumes Lyft 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 the expectations embedded in the current valuation are. For reference, Lyft’s invested 
capital has grown by 2% compounded annually since 2017. 

Spotify Priced to Own 77% of TAM 

We first put Spotify in the Danger Zone in April 2018 prior to its IPO, again in September 2020, and highlighted 
the micro-bubble in its stock in March 2021. After 1Q21 earnings, the stock looks even more overvalued and 
remains in the Danger Zone.  

What’s Working for the Firm: Spotify reported revenue was up 16% YoY in 1Q21 and monthly active users 
(MAUs) increased 24% YoY. The all-important premium subscribers (which made up 90% of revenue in 1Q21) 
grew 21% YoY to 158 million.  

The firm reported 2.6 million podcasts on the platform, which was up from 2.2 million in 4Q20. During 1Q21, 
Spotify also upgraded its Desktop app and web player, increased the number of languages available on the 
platform, and improved its podcast search tool.  

What’s Not Working for the Firm: Content costs, or in this case, podcast acquisition costs, will likely remain a 
drag on Spotify’s quest for profits, much like content costs have with Netflix. Spotify has spent over $1 billion 
over the past two years on podcasts with little to show for it in the way of faster user growth or bottom-line profits.  

In 1Q21, revenue, MAUs, and premium subscribers all came in below consensus estimates. The firm’s YoY 
growth rate in premium subscribers declined to 21% in 1Q21 compared to 31% in 1Q20 and 32% in 1Q19. The 
company noted that the percentage of MAUs that engage with podcast content was consistent with 4Q20 levels, 
which were ~25% of users.  

The percent of premium subscribers as a percent of MAUs was 44% in 1Q21, down from 45% in 1Q20 and 46% 
in 1Q19. In other words, Spotify is successfully adding users to its service, but it’s not converting them to 
premium subscribers as well as it has in the past. Going forward, Spotify cannot afford to get into bidding wars 
for content with tech giants such as Apple, with nearly $70 billion in cash and equivalents on its balance sheet.  

However, Apple is squarely focused on outcompeting Spotify with the introduction of its premium podcast 
subscription. The new service will allow listeners ad-free listening and early access to episodes, which could 
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LYFT Has 68% Downside If Consensus Is Right

Revenue Implied Revenue at Current Stock Price
Implied Revenue at Consensus Estimates

Implied Share 
Price = $16

Current Share 
Price = $50

Uber 2019 
Revenue

Uber 2020 
Revenue

http://blog.newconstructs.com/
https://www.newconstructs.com/how-much-should-investors-pay-for-spotify/
https://www.newconstructs.com/it-sounds-like-this-market-leader-is-in-trouble/
https://www.newconstructs.com/micro-bubble-loser-in-the-audio-streaming-market/
https://www.newconstructs.com/netflix-a-meme-stock-original/
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increase Spotify’s customer acquisition costs and make it more difficult to acquire exclusive content if creators 
prefer Apple’s platform and monetization capabilities.  

Current Price Implies Spotify Takes 77% of TAM: Below, we use our reverse DCF model to analyze the 
expectations for future growth in cash flows baked into SPOT’s current price. 

To justify its current price of $237/share, Spotify must: 

• immediately improve NOPAT margin to 8% (half of Sirius XM’s [SIRI] TTM margin, compared to Spotify’s 
-2% TTM margin) from 2021 through 2026 and 

• grow revenue by 15% compounded annually (double projected industry growth through 2027) through 
2026.    

In this scenario, Spotify’s revenue six years from now would reach $22.4 billion, or 222% of its TTM revenue. 
The expectations for $22.4 billion in revenue in 2026 baked into Spotify’s share price imply its premium 
subscribers will more than double, from 158 million in 1Q21 to 348 million by 20264, which would equal 77% of 
the current global music streaming subscriptions. For reference, Counterpoint Research estimates Spotify held 
34% of the global market in 2Q20, compared to 21% for Apple Music, 15% for Amazon Music, 12% for Tencent 
Music, and 5% for YouTube Music.  

There’s 45%+ Downside: If we instead assume: 

• NOPAT margin improves to 5% (equal to Amazon in 2020) from 2021 through 2026 and 
• revenue grows by 19% compounded annually (consensus estimates) from 2021-2023 and 
• revenue grows 7% a year from 2024-2026 (in-line with projected industry growth rates) then  

the stock is worth just $131/share today – a 45% downside to the current price. See the math behind this reverse 
DCF scenario. If Spotify’s growth is slowed by competition, or it fails to improve its margins at such a rapid rate, 
the downside risk in owning shares is even higher.  

Figure 3 compares the firm’s historical NOPAT, NOPAT implied by its current stock price, and NOPAT implied by 
consensus estimates to illustrate just how high the expectations baked into Spotify’s stock price remain.  

Figure 3: Spotify’s Historical and Implied NOPAT: DCF Valuation Scenarios 
 

 
. 

Sources: New Constructs, LLC and company filings 

 
4 We calculate the implied number of premium subscribers by dividing implied premium revenue of $20.2 billion (or 90% of implied total 
revenue) by $58, which equals Spotify’s TTM revenue per premium user ( TTM premium revenue divided by premium users at the end of 
1Q21). 
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SPOT Has 45% Downside If Consensus is Right

NOPAT Current Share Price's Implied NOPAT Implied NOPAT At Consensus Growth Rates

Current Share 
Price = $237

Implied Share 
Price = $131

http://blog.newconstructs.com/
https://www.researchandmarkets.com/reports/5129052/music-streaming-market-forecast-to-2027-covid
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SPOTjustificationScenario_2021-05-10.png
https://www.musicbusinessworldwide.com/music-streaming-subscribers-forecast-to-top-450m-by-the-end-of-2020-report/#:~:text=Magazines-,Music%20streaming%20subscriptions%20forecast%20to%20top,the%20end%20of%202020%20(report)&text=A%20new%20report%20published%20by,year%2Don%2Dyear%20increase.
https://www.counterpointresearch.com/global-online-music-streaming-growth-slowed-down-in-q2-2020/
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SPOTvaluationScenario_2021-05-10.png
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SPOTvaluationScenario_2021-05-10.png
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Each of the above scenarios assumes Spotify’s YoY change in invested capital is 2% of revenue in each year of 
our DCF model. For context, Spotify’s change in invested capital has averaged 2% of revenue each year since 
2017. 

Snap Must Increase DAUs to 2x Facebook 

We first put Snap in the Danger Zone in August 2018 and closed the position in February 2019. During which 
time the stock fell 65% (vs. S&P 500 +14%). We then put Snap back in the Danger Zone in September 2020. 
Below, we’ll show we what learned from 1Q21 earnings and why Snap still holds 78%+ downside risk.  

What’s Working for the Firm: Snap’s “growth-story” is alive and well after 1Q21 earnings. The firm’s revenue 
grew 66% YoY and daily active users (DAUs) increased 51 million, or 22% YoY, which represent the highest 
YoY revenue and daily active user growth in 3+ years. 

DAU growth was more robust in the Rest of World (+57%) and Europe (+9%) markets while North American 
DAUs grew 5% YoY.  Average revenue per user (ARPU), while down QoQ, was up YoY, driven largely by 
improvements in the North American market.  

Snap’s popularity with younger generations, such as millennials and gen Z, is also impressive. In 1Q21, Snap 
noted it reaches 90% of 13-24 year old’s and 75% of 13-34 year old’s in the United States, United Kingdom, 
Australia, France, and the Netherlands. 

What’s Not Working for the Firm: Snap’s popularity with the 13-34 year old age groups is not a good thing for 
profits. This demographic has less spending power than older generations, and Snap is unable to turn a profit 
with them.  

Given the saturation of more profitable markets (North America and Europe), Snap has to turn to International 
markets for future growth, where ARPU is even lower and falling. ARPU in Snap’s Rest of World market (its 
largest measured by DAUs) fell YoY for the fourth consecutive quarter in 1Q21. North American DAUs (Snap’s 
most profitable market by ARPU) grew at the slowest YoY rate in the past seven quarters.  

More importantly for investors that care about fundamentals, Snap’s Core Earnings fell 5% YoY in 1Q21 and the 
firm’s ROIC remains highly negative at -20%. Free cash flow (FCF), when one accounts for the change in net 
working capital and fixed assets, remains negative at -$262 million in 1Q21 and -$1.8 billion over the TTM 
period.  

We do not see how Snap will ever be profitable given the competitive advantages of its primary competitors and 
its inability to differentiate to date. New ideas are commoditized in almost real-time because Facebook (FB), 
Instagram, Twitter (TWTR), TikTok and more have deep pockets and can see whatever Snap does as soon as it 
does it. As Wired Magazine wrote: 

“Which major platform has a news feed, disappearing posts, private messaging, and a live broadcasting feature? 
That would be … all of them.”  

Current Price Implies DAUs Reach 211% of Facebook’s DAUs: Below, we use our reverse DCF model to 
analyze the expectations for future growth in cash flows baked into SNAP’s current price. 

To justify its current price of $53/share, Spotify must: 

• immediately improve NOPAT margin to 16% (which equals Twitter’s best ever margin in 2018, compared 
to Snap’s -31% TTM margin) and  

• grow revenue by 33% compounded annually (double projected industry growth through 2027) through 
2030.    

In this scenario, Snap would generate over $43 billion in revenue ten years from now, which is 15x its TTM 
revenue and 11x Twitter’s TTM revenue. At its annual ARPU5, $10.91 at the end of 1Q21, this scenario implies 
the firm would have over 3.9 billion DAUs, which is 50% of the global population and 211% of Facebook’s DAUs 
at the end of 1Q21.  

For comparison, if we optimistically assume Snap can immediately double its ARPU to $21.82, then Snap needs 
just under 2.0 billion DAUs to achieve the revenue implied by its stock price. In other words, even if Snap can 

 
5 Calculated as TTM revenue of $2.8 billion divided by average quarterly DAUs over the TTM (258 million). 

http://blog.newconstructs.com/
https://www.newconstructs.com/bursting-snaps-micro-bubble/
https://www.newconstructs.com/position-close-update-snap-inc-snap/
https://www.newconstructs.com/priced-to-take-over-the-world/
https://seekingalpha.com/article/4420862-snap-inc-2021-q1-results-earnings-call-presentation
https://www.cnbc.com/2018/12/04/millennials-spend-less-because-theyre-poorer-federal-reserve-says.html
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/education-free-cash-flow/
https://www.wired.com/story/social-media-giants-look-the-same-tiktok-twitter-instagram/
https://www.globenewswire.com/news-release/2020/08/20/2081014/0/en/Global-Social-Media-Advertising-Industry.html
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SNAPjustificationScenario_2021-05-10.png
https://www.worldometers.info/world-population/
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double ARPU, it must have 106% the DAUs (in ten years) as Facebook in 1Q21 and grow DAUs by 710% to 
justify its current stock price. See Figure 4. 

Figure 4: Snap’s Implied DAUs vs. Its Competition 
 

 
. 

Sources: New Constructs, LLC and company filings 

There’s 77%+ Downside: If we instead assume: 

• NOPAT margin improves to 8% (equal to Twitter’s 3-year average margin) from 2021 through 2030 and 
• revenue grows by 49% compounded annually (consensus estimates) from 2021-2023 and 
• revenue grows 17% a year from 2024-2030 (in-line with projected industry growth rates through 2027) 

then  

the stock is worth just $12/share today – an 80% downside to the current price. See the math behind this reverse 
DCF scenario. If Snap’s growth falters, due to competition continually copying features, or an entirely new 
platform taking users, or it fails to improve profitability at such a quick pace, the downside risk in owning shares 
is even higher.  

Figure 5 compares the firm’s historical NOPAT, NOPAT implied by its current stock price, and NOPAT implied by 
consensus estimates to illustrate just how high the expectations baked into Snap’s stock price remain.  

 

 

 

 

 

 

 

 

 

 

http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SNAPvaluationScenario_2021-05-10.png
https://www.newconstructs.com/wp-content/uploads/2021/05/NewConstructs_DCF_SNAPvaluationScenario_2021-05-10.png
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Figure 5: Snap’s Historical and Implied NOPAT: DCF Valuation Scenarios 
 

 
. 

Sources: New Constructs, LLC and company filings 

Each of the above scenarios assumes Snap’s YoY change in invested capital is 10% of revenue in each year of 
our DCF model. For context, Snap’s invested capital has grown 36% compounded annually since 2015 and 
change in invested capital has averaged 10% of revenue over the past three years. 

Other Danger Zone Picks That Recently Reported Earnings 

Figure 6 shows five other Danger Zone picks that have recently reported their calendar 1Q21 earnings along 
with their relative performance to the S&P 500. 

Figure 6: More Danger Zone Picks That Recently Reported Earnings: Through 5/6/2021 
 

Company Ticker Date Published Earnings Date 
Out 

(under)performance  
as Short vs. S&P 500* 

Uber Technologies UBER 4/22/19 5/5/21 33% 

GoDaddy Inc.  GDDY 4/16/18 5/5/21 26% 

Tesla Inc.  TSLA 12/14/20 4/26/21 11% 

Shopify Inc. SHOP 9/10/20 4/28/21 9% 

Netflix Inc. NFLX 8/12/19 4/20/21 (15%) 
 

Sources: New Constructs, LLC 
* Measured from the date of publication of each respective report. Performance represents price performance and is not adjusted for 
dividends. 

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

This article originally published on May 10, 2021. 

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler 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. 

($4,000)

($3,000)

($2,000)

($1,000)

$0

$1,000

$2,000

$3,000

$4,000

$5,000

$6,000

$7,000
2

0
1

5

2
0
1

6

2
0
1

7

2
0
1

8

2
0
1

9

2
0
2

0

T
T

M

2
0
2

1

2
0
2

2

2
0
2

3

2
0
2

4

2
0
2

5

2
0
2

6

2
0
2

7

2
0
2

8

2
0
2

9

2
0
3

0

N
O

P
A

T
 (

$
m

m
)

SNAP Has 77% Downside if Consensus Is Right

NOPAT Current Share Price's Implied NOPAT Implied NOPAT at Consensus Growth Rates

Current Share 
Price = $53

Implied Share 
Price = $12

http://blog.newconstructs.com/
https://www.newconstructs.com/ubers-ipo-valuation-makes-no-sense/
https://www.newconstructs.com/overstated-profits-cant-even-justify-this-stocks-valuation/
https://www.newconstructs.com/the-most-dangerous-stocks-for-fiduciaries-heading-into-2021/
https://www.newconstructs.com/dont-add-this-risk-to-your-cart/
https://www.newconstructs.com/all-the-reasons-why-netflix-is-doomed/
https://www.newconstructs.com/wp-content/uploads/2021/05/210510-Danger-Zone-with-David-Trainer.mp3
http://moneylifeshow.com/
https://www.newconstructs.com/three-stocks-that-look-more-dangerous-post-1q21-earnings/
https://twitter.com/NewConstructs
https://www.facebook.com/newconstructsllc/
https://www.linkedin.com/company/new-constructs
https://stocktwits.com/dtrainer_NewConstructs
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It’s Official: We Offer the Best Fundamental Data in the World 

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show: 

1. Legacy fundamental datasets suffer from significant inaccuracies, omissions and biases.  
2. Only our “novel database” enables investors to overcome these flaws and apply reliable fundamental 

data in their research. 
3. Our proprietary measures of Core Earnings and Earnings Distortion materially improve stock picking and 

forecasting of profits. 

Best Fundamental Data in the World 

Forthcoming in The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data & 
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection 
processes to provide superior fundamental data, earnings models, and research. More details. 

Key quotes from the paper: 

• “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total 
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” – pp. 14, 1st para. 

• “A final source of differences [between New Constructs’ and S&P Global’s data] is due to data collection 
oversights…we identified cases where Compustat did not collect information relating to firms’ income 
that is useful in assessing core earnings.” – pp. 16, 2nd para. 

Superior Models 

A top accounting firm features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ & 
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.  

Key quotes from the paper: 

• “…an accurate calculation of ROIC requires more diligence than often occurs in some of the common, 
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs 
does] can investors get an accurate calculation of ROIC.” – pp. 8, 5th para. 

• “The majority of the difference…comes from New Constructs’ machine learning approach, which 
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply 
in the footnotes across thousands of companies.” – pp. 4, 2nd para. 

Superior Stock Ratings 

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Indiana’s Kelley 
School of Business. Bloomberg features the paper here. 

Key quotes from the paper: 

• “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that 
are statistically and economically significant.” – pp. 6, 3rd para. 

• “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to 
traditional sell-side analysts.” – pp. 20, 3rd para. 

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it 
affordable for all investors, not just Wall Street insiders. 

We believe every investor deserves to know the whole truth about the profitability and valuation of any company 
they consider for investment. More details on our cutting-edge technology and how we use it are here. 

http://blog.newconstructs.com/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/earnings-distortion-score-methodology/
http://jfe.rochester.edu/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/blog/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/getting-roic-right/
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
https://www.bloomberg.com/news/articles/2020-02-11/robot-analysts-outwit-humans-in-study-of-profit-from-stock-calls?sref=zw7RLDfe
https://www.youtube.com/watch?v=wRUr5w4zDVA
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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 two 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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