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Operating Lease Disclosures: Updating The Good, the Bad &
the Non-Compliant

Many companies are still not complying with the Financial Accounting Standards Board’s (FASB) new standard
(ASU 2016-02) for reporting operating lease assets and liabilities on the balance sheet. This standard went into
effect in 1Q19 and goes a long way towards closing the loophole that allows companies to hide trillions of dollars
in capital off the balance sheet.

This report updates our previous research on the best and worst disclosure practices and highlights a troubling
new disclosure tactic that enables companies to hide more operating leases off the balance sheet again.

Learn more about the best fundamental research

Why Disclosure Matters — Required for Accurate Earnings Models

Without compliant disclosures, investors cannot measure corporate performance or, the focus of this report, the
real value of operating lease ROU assets & liabilities. Our models leverage detailed footnotes analysis to capture
the impact of off-balance sheet debt from operating leases on NOPAT/income statements, invested
capital/balance sheets, and the weighted-average cost of capital (WACC). This diligence is the backbone of our
more reliable & proprietary fundamental data and research, as proven in The Journal of Financial Economics.

Though ASU 2016-02 aims to relieve investors of at least some of the rigorous footnotes analysis required to
assess operating lease liabilities, plenty of footnotes work remains to ensure we get the right value across
5,000+ companies for our clients and partners. Figure 1 shows just how different our measure of the NPV of
operating leases is compared to what companies disclose.

Figure 1: Balance Sheet Impact: Large % Differences in Reported and Adjusted Operating Lease Assets
Company-

. Reportin Reported e Valqe o %
Colpany Uiz P%riod ’ Operatirl,19 Leases Legg:;a(g:?m) Difference
($mm)
Virgin Galactic Holdings SPCE 2020 $27 $39 44%
Uber Technologies Inc. UBER 2020 $1,719 $2,353 37%
Moderna Inc. MRNA 2020 $103 $135 31%
Penn National Gaming PENN 2020 $4,493 $5,775 29%
Six Flags Entertainment SIX 2020 $201 $249 24%

Sources: New Constructs, LLC and company filings

Operating leases also distort EBIT/EBITDA, Core Earnings’, and NOPAT. We resolve this distortion by removing
sublease income, a non-operating item (excluding Real Estate and Restaurants), from operating expenses.
Figure 2 shows how big an impact the sublease income adjustment has on Core Earnings. For example, Box
Inc’s (BOX) sublease income is 24% of Core Earnings. Again, investors need adequate disclosures from
companies in order to get this data and gain an accurate understanding of corporate performance.

" Only Core Earnings enable investors to overcome the inaccuracies, omissions and biases in legacy fundamental data and research, as
proven in Core Earnings: New Data & Evidence, a forthcoming paper in The Journal of Financial Economics written by professors at Harvard
Business School (HBS) & MIT Sloan.
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Figure 2: Income Statement Impact: Sublease Income Overstates Earnings

Company Ann_ual Sublease % of % of _Core
Period Income Revenue Earnings
Box Inc. BOX 2020 $10,969,000 1.4% 24%
United Rentals Inc. URI 2020 $142,000,000 1.7% 18%
Key Corp KEY 2020 $167,000,000 2.3% 15%
Fluor Corp FLR 2020 $6,797,000 >1% 13%

Sources: New Constructs, LLC and company filings

Even With New Rules, Companies Are Hiding Operating Leases Again

At the end of the day, FASB’s narrowing the loophole that allowed companies to hide trillions of dollars in capital
off the balance sheet was a good first step. However, it cannot be the last step.

In 2020 10-Ks and 2021 10-Qs “non-commenced” leases, or leases that a company has signed a contract and
began making payments for, but are not yet available to use, are further obfuscating lease disclosures and lease
ROU assets & liabilities.

These non-commenced leases are often disclosed in the yearly lease payments table or only in a separate
footnote, which means these lease liabilities do not appear on balance sheets.

We will publish an upcoming report dedicated to this bad disclosure trend that will detail what investors need to
know and how we will treat it moving forward.

Below, we provide new examples of good, bad, and non-compliant disclosures regarding operating leases.
The Good Disclosure Practices

We begin with examples of some of the best disclosures so that investors can see how good disclosures look
and how easy it is for companies to provide them. Plus, they provide a point of reference for understanding just
how bad the bad disclosures are.

Good Disclosure #1: ROU Assets & Liabilities: This 2020 10-K disclosure from Mimecast Ltd (MIME) of the
operating lease ROU assets and current/long-term liabilities on the balance sheet is an example of the best
disclosure of this information. In total, we estimate about 52% of companies provide this level of disclosure for
their operating leases in 10-Ks and 10-Qs. Contact us to request more details on which companies provide the
best/worst disclosures. Note that we will provide certain details to clients only.
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Figure 3: Mimecast’s Operating Lease Assets & Liabilities Disclosure in 2020 10-K

Assets
Current assets
Cash and cash equivalents

Short-term investments

Accounts receivable, net

Deferred contract costs, net

Prepaid expenses and other current assets
Total current assets

MIMECAST LIMITED
CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share amounts)

As of March 31,
2020 2019

173,958 g [ 7,576
_ 35941
97,650 80,953
133 8,140
_16,145 25,871
298,895 288,481

Property and equipment, net i; Hﬁ 0.4
[Operating lease right-of-use assets 116,564 %
Intangible assets, net 38,394 30,623
Goodwill 150,525 107,575
Deferred contract costs, net of current portion 36,6064 28,250
Other assets 3.614 5_‘156
Total asscts 729,834 g 334,287
Liabilities and shareholders' equity
Current liabilities
Accounts payable 14907 3§ 9,457
Accrued expenses and other current liabilities 41,607 44,309
Deferred revenue 194,151 163,102
Current portion of finance lease obligations 1.058 Rdd
I Current portion of operating lease liabilities 30,379 _J
urrent porhion of long-term del 6,573 4,059
Total current liabilities 288.675 221,771
Deferred revenue, net of current portion EE Tﬁ'l?
Long-term finance lease obligations E? 1381
perating lease habilihies 105,321 —
ﬂmmm A
Construction financing lease obligations e 36.650
Other non-current liabilities 4386 15,581
Total liabilities 497,779 380,652
Commitments and contingencies (Note 14) : _
Sharcholders' equity
Ordinary shares, $0.012 par value, 300,000,000 shares authorized;
621'?91'69] and 6-1i ISS'DSI shares issued and outstanding as of . _—
March 31, 2020 and 2019, respectively 154 134
Additional paid-in capital 325 808 263,388
Accumulated defieit I-EE-_,GGCP) EE,GR)
Accumulated other comprehensive loss (10.847) (6,855
Total sharcholders' equity 232 055 173,635
Total lizbilitics and sharcholders' equity T29.834 g 554,287

Sources: New Constructs, LLC and company filings

Good Disclosure #2: Future Annual Payments: This 2020 10-K disclosure from Mimecast of the future annual
payments in an operating lease note, as a table, with a breakout of each individual year, is an example of the
best disclosure of this information. In total, we estimate about 97% of companies provide this level of disclosure
for their operating leases in 10-Ks and 64% in 10-Qs.
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Figure 4 Mimecast’s Future Annual Payments Disclosure in 2020 10-K

Maturities of lease habilities as of March 31, 2020 were as follows:

Operating Leases Finance Leases

Year Ending March 31,

2021 5 36231 § Lin2
2022 27,653 326
2023 21,291 =
2024 14,741 _
2025 14,254 —
Thereafter 43,516 —
Total lease payments 757-__,685 @
Less: imputed interest (21,986 ) (:ﬁ]
Total lease Liabilitics $ 135,700 $ T381

As of March 31, 2020, the Company had no additional operating or finance leases that have not yet commenced.

Sources: New Constructs, LLC and company filings

Good Disclosure #3: Discount Rate: This 2020 10-K disclosure from Mimecast of the discount rate used to
determine the NPV of the operating lease payments in a table in the operating lease note is an example of the
best disclosure of this information.

Figure 5: Mimecast’s Operating Lease Discount Rate Disclosure in 2020 10-K

Weighted-average remaining lease term and discount rate:
As of March 31,

2020

Weighted-average remaining lease term (in years)

Operating leases 6.46

Finance leases "[_r_juw-i’

Weighted-average discount rate :
Operating leases 4.749;
483y

Finance leases

Sources: New Constructs, LLC and company filings

Good Disclosure #4: Sublease Income: This 2020 10-K disclosure from PayPal (PYPL) of sublease income
reported in a table in the operating lease note is an example of the best disclosure of this information. In total, we
estimate about 95% of companies provide this level of disclosure for their operating leases in 10-Ks and 96% in
10-Qs.

Sublease income is usually a non-operating item for most companies (with the exception of Real Estate and
Restaurants) that reduces reported operating expenses, such as selling, general, and administrative. We add
back sublease income in our adjusted EBIT/EBITDA, Core Earnings and NOPAT calculations because it leads to
overstated profits and represents unusual income not core to the company’s core operations.

Figure 6: PayPal Sublease Income Disclosure in 2020 10-K

Year Ended December 31,
2020 2019
{In millions}

Lease axpenss

Iﬂnsmug_lsas.a_emnsa el H l-‘t.i
Sublease 1ncoms (&} (6]
5

Tetal lease expense 5 1led 130

Sources: New Constructs, LLC and company filings

The Bad Disclosure Practices

The below examples include disclosures that are not as good as the prior examples because they make the
information needed to assess operating leases harder to find in filings.

Bad Disclosure #1: ROU Assets & Liabilities: Instead of disclosing their operating lease ROU assets and

liabilities on the balance sheet in the 2020 10-K, Applied Materials Inc. (AMAT) buries that information in “Other”
on the balance sheet. Analysts and investors have to find the breakout of the “Other” value in the footnotes. It is
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far more convenient to get this data from the balance sheet and not have to search through potentially hundreds
of pages of footnotes to find it. In total, we estimate about 32% of companies disclose ROU assets & liabilities
this way in in 10-Ks and 22% in 10-Qs.

Figure 7: Applied Materials “Other Assets” Disclosure in the Footnotes in 2020 10-K

October 15, October 27,
1iz0 1019

{In millions)
Deferred Income Taxes and Other Assets

Non-current deferred income taxes 1,71 1,766
erating lease right-of-use assets 5

|
-

(3]
t-a

Income tax receivables and other assets 260 265

$ 2283 5§ 2081

October 15, October 27,
2420 2019
{In millions)
Accounts Payable and Acerued Expenses
Accounts payable b E £ E
Compensation and employee benefits @ E
Warranty E E
Dividends payable 201 192
Income taxes payable E E
Other accrued taxes E E
Interest payable 36 38
Emﬁng lease liabilities, current 64 3
Other 457 353
$ 3138 § 2511
Oetober 25, October 17,
2020 2019
{In millions)

Other Liabilities
Diefined and postretirement benefit plans g 241§ 212
Dperating lease liabilities, non-current
Other 226 163

5 662 $ 375

B4

Sources: New Constructs, LLC and company filings
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Bad Disclosure #2: ROU Assets & Liabilities: In Figure 8, Atlantic Capital Bancshares Inc. (ACBI) double
buries, or makes it doubly hard to find, its operating lease right-of-use assets and liabilities in its 2020 10-K.
Instead of being on the balance sheet directly or disclosed in a table in the footnotes, we have to dig further into
the text supporting the footnotes table to find the operating lease/ROU values.

Figure 8: Atlantic Capital Operating Lease Disclosures Buried in Footnotes in 2020 10-K

The Company’s leases relate primarily to office space and bank branches with remaining lease terms of generally 1to 12 years. Certain lease
arrangements contain extension options which typically range from 5 to lll] zt:a.rs at the then fair market rental rates. As these exfension options are not
generally considered reasonably certain of exercise, they are not el lm ¢ leasc ti:rm Portmns %ﬁm’tain prope; _giﬁc_sublcascd for terms
- elected not to 1nclud:: short-term leases (1 c. i cascs

extending through 2024, As of December 31, 21]2[] ; i
compared to $11.9 mullion and 516.9 million, rcspctllvcly as of Dcumbcr 31 2019, Thc Cnrnp
with initial terms of twelve months or less) on the Consolidated Balance Sheets. Additionally, the Company elected, for all classes of underlying assets,
not 1o separate lease and non-lease components and instead to account for them as a single lease component. The Company’s leases include variable
lease payments with annual increases based on changes in market rental rates.

Sources: New Constructs, LLC and company filings

Bad Disclosure #3: Future Annual Payments: In Figure 9, Two Harbors (TWO) discloses its future annual
payments in an “aggregate contractual obligations” table in its 2020 10-K, rather than breaking out the values in
a table specifically related to operating leases. In total, we estimate about 1% of companies disclose annual
payments in this way in 10-Ks and less than 1% in 10-Qs.

Figure 9: Two Harbors Future Annual Payments Bundled in Unrelated Table in 2020 10-K

Aggregate Contractual Obligations

The following table summanies the effect on our liquidity and cash flows from contractual obligations for repurchase agreements, revolving credit facilities,
convertible senior notes, interest expense on borrowings and our non-cancelable office leases, net of contractual subleases:

Due During the Year Ended December 31,
{in thowsands) I 2021 022 2023 2024 2025 Therealter Total I

Repurchase agreements 5 15143898 § — ¥ — 5 — ¥ — ¥ — 5 15143898
Revolving credit facilities 60,000 223,830 — — - — 283,830
Convertible senwor notes — 286,183 — — — — 286,153
Interest expense on borrowings!!! 31 789 Zil.'?ii — — — — 33 R44
Wﬁm‘ |
obligations 1,751 1,259 501 — — — 3511
Total b 15237438 % Rk AL N — ¥ — X — 3 I55] 266

(1) Interest expense on borrowings calculated based on rates at December 31, 2020,

Sources: New Constructs, LLC and company filings

Bad Disclosure #4: Discount Rate: Colgate-Palmolive (CL) makes its operating lease discount rate difficult to
find in its 2020 10-K by only disclosing it in a supporting paragraph and not in the operating lease table.

Figure 10: Colgate-Palmolive Operating Lease Discount Rate Buried in Text in 2020 10-K

COLGATE-PALMOLIVE COMPANY
Notes to Consolidated Financial Statements (continued)
(Dollars in Milhons Except Share and Per Share Amounts)
Supplemental cash flow information related to operating leases for the twelve months ended December 31, 2020 and
2019 was as follows:

= Payments against amounts included in the measurement of lease liabilities: $193 and 8202, respectively
= Lease assets obtained in exchange for lease liabilities: $163 and $232, respectively.

As of December 31, 2020 and 2019, the weighted-average remaining lease term for operating leases was 8 and 8
years, respectively, and the weighted-average discount rate for operating leases was 4.2% and 4.1%, respectively.

There were no material operating leases that the Company had entered into and that were yet to commence as of
December 31, 2020,

Sources: New Constructs, LLC and company filings

Bad Disclosure #5: Sublease Income: Figure 11 shows how Identiv Inc. (INVE) discloses sublease income in
its 2020 10-K, but only within a paragraph and not a separate table. This disclosure practice is more difficult to

Page 6 of 11


http://www.newconstructs.com
https://www.sec.gov/ix?doc=/Archives/edgar/data/1461755/000155837021003073/acbi-20201231x10k.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1465740/000146574021000035/two-20201231.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/21665/000002166521000007/cl-20201231.htm
https://www.sec.gov/ix?doc=/Archives/edgar/data/1036044/000156459021012914/inve-10k_20201231.htm

>~

K

¢ New Constructs®
DILIGENCE PAYS s/11/21

identify, especially in filings that can run 200+ pages. In this case, sublease income was disclosed in an
unrelated paragraph. In total, we estimate about 5% of companies disclose sublease income in this way in 10-Ks
and 4% in 10-Qs.

Figure 11: Identiv Sublease Income Disclosed in Paragraph in 2020 10-K

15, Restructuring and Severance

During the year ended December 31, 2019, the Company incurred restructuring and severance related costs of $105,000. These costs were partially offset by the reversal of a restructuring acerual
of $91,000 for future rental payment obligations associated with vacated office space at its Fremont, California facility, which was sublet in the third quarter of 2019,

In the year ended December 31, 2020, the Company incurred restructuring expenses of $1,716,000, consisting of severance related costs of $375,000, and facility rental related costs associated
with office space of an acquired business of approximately 51,341,000. The latter inclugassais SR idpstatsititlnd ; Lt moperating lease asset, which was subleased,
but subsequently went into default due to non-payment of rent beginning April 1, 2020 Sublease income of $198,000 was received in the first quarter of 2020 however, since the first quarter of 2020, no
rental payments were received.

Sources: New Constructs, LLC and company filings

The Ugly (and at Times Non-Compliant) Disclosure Practices

These disclosures lack information necessary for investors and analysts to fully measure the impact of a firm’s
operating leases on its fundamentals.

Ugly Disclosure #1: ROU Assets & Liabilities: Instead of disclosing operating lease ROU assets and liabilities
on the balance sheet in its 2020 10-K, Netflix Inc. (NFLX) buries that information in “Other” on the balance sheet.
However, unlike the AMAT example above, Netflix does not break out “Other” in any way in the footnotes, which
leaves analysts unable to analyze and adjust for operating leases.

Figure 12: Netflix Operating Lease ROU Assets & Liabilities Bundled in “Other” in 2020 10-K

(1) Balance as of December 31, 2019 includes S'?_i.J- million for operating leases existing on January 1, 2019,

As of December 31,

2020 2019

{in thousands, except lease term and disconnt rate)

Operating lease rnight-of-use assets, net k] 2,037,726 5 1,532.285
Current operating lease liabilities g 256,222 b 190,622
Non-current operating lease liabilities 1,945,631 1,422,612

Total operating lease liabilities b 2,201,853 5 1,613,234

Sources: New Constructs, LLC and company filings

Ugly Disclosure #2 (that is also hon-compliant): Future Annual Payments: Figure 13 shows that Old
Republic International Corp (ORI) is not compliant with GAAP as it groups future annual payments in its 2020 10-
K into multi-year timeframes. Under GAAP, aggregation of future annual payments is only allowed in the
thereafter portion following five individual years. Aggregating multiple years prior to the first five makes it more
difficult to assess the accuracy of the firm's NPV calculation. In total, we estimate about 1.5% of companies
disclose future annual payments in this way in 10-Ks and 2% in 10-Qs.

Figure 13: Old Republic Non- Compliant Future Annual Payment Disclosure in 2020 10-K

Contractual Obligations - The following table shows certain information relating to the required reporting of contractual obligations as of December 31, 2020:

2022 and 2024 and 2026 and
2021 2023 2025 After Total
Contractual Obligations:

Debt $ 217 § — & 4000 % 5500 § 971.7

Interest on Debt 40.8 81.6 62.1 21.3 205.9
g:perating Leases 61.3 97.8 61.2 96.4 316.8'

ension Benefits Contributions (a) — 17.8 212 26.3 1.3

Claim & Claim Expense Reserves (b) 2,813 2,468.0 1,430.8 3,959.0 10,671.0

Total $ 29371 % 26652 $ 19814 § 4,6531 § 12,236.9

Sources: New Constructs, LLC and company filings

Ugly Disclosure #3: ROU Assets & Liabilities: Figure 14 illustrates how Old Republic International combines
many of the worst disclosures from above by only mentioning operating lease ROU assets & liabilities in a
paragraph in its 2020 10-K.
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Figure 14: Old Republic Operating Lease ROU Assets & Liabilities Lack Necessary Context in 2020 10-K

Effective January 1, 2019, the Company adopted new lease accounting guidance issued by the FASE which requires the balance sheet recognition
of all leases with a term greater than 12 months. The Company's adoption of this standard resulted in the establishment of a fight'of ise asset ($226.9)
and corresponding lease liability ($241.4) equal to the present value of future lease payments, reflected within sundry assets and liabilities in the

consolidated balance sheet. Furthermore, the Company recognized $18.4, net of tax, in previously deferred gains associated with sale leaseback
transactions as an adjustment to beginning retained earnings.

Sources: New Constructs, LLC and company filings

Ugly Disclosure #4: Discount Rate: Lemonade Inc. (LMND) provides a breakdown of its future annual
payments in its 2020 10-K but does not disclose the discount rate used to calculate these payments. Without
disclosing the discount rate, analysts cannot judge the appropriateness of the rate used and whether the balance
sheet impact of the operating leases is reasonable. In total, we estimate about 8% of companies provide this
level of disclosure for their operating leases in 10-Ks and 45% in 10-Qs.

Figure 15: Lemonade Inc. Lack of Discount Rate Disclosure in 2020 10-K

Lease commitments

The Company and its subsidiaries lease their facilities under wvarious operating lease agresments. The
Company's headguarters in MHew York is under a lease that expires in Movember 2022. The Company's Israel based
operations occupy offices with lease expiration dates that extend through July 2026. On March 1B, 2019, the
Company entered into a lease agreement to lease office space in Scottsdale, Arizona that expires in Movember
2024.

Aggregate minimum rental commitments under non-cancelable operating leases at December 31, 2020 are as
follows (§ in millioms):

Future annual payments
disclosed but no
discount rate provided

Sources: New Constructs, LLC and company filings

Ugly Disclosure #5: Sublease Income: Per Figure 16, United Natural Foods (UNFI) disclosed the exact
amount of sublease income in its 2020 10-K, but omits this important data in its 1Q21 10-Q. United Natural
Foods does not even mention sublease income in its 1Q21 10-Q. This poor disclosure makes it impossible for
investors to know and adjust earnings for sublease income.

Figure 16: United Natural Foods Discloses Sublease Income in 2020 10-K

Lease assets and liabilities presented inm the table above include lease contracts related to our discontinued
operations, as the Company expects to remain primarily obligated under these leases.
The Company's lease cost under ASC 842 is as follows:

{in thousands) Consolidated Statements of Operations Location Bugust 1, 2020
Operating lease cost Oparating expenses - 223,016
Short-term lease cost Operating expenses 30,592
: o e BT e R R bl
ublease income Operating expenses {3,504 )
ublease income Met sales (22,543 )
e o e e e e e g g g
Other sublease income, net expensaes” (2} (5,075 )
Met cperating lease cost™{l) 373,951
Amortization of leased assets Operating expenses 16,052
Interest on lease liabilities Interest expense, net 11,617
Finance lease cost 27,669
Total net lease cost S 401,620

Sources: New Constructs, LLC and company filings

Note that when companies make no mention of sublease income whatsoever, we do not know whether or not
they have sublease income. We have to assume that companies disclose the existence of any material amounts
of sublease income. However, given that we see companies not disclose material information in other areas, we
also have to assume that some companies with material sublease income may have it, but do not disclose it.

Without adequate enforcement of disclosure compliance, investors are unable to make fully informed decisions.
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This article originally published on May 12, 2021.
Disclosure: David Trainer, Kyle Guske I, Alex Sword, Hunter Anderson, 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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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:

o “[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, 15! para.

o “Afinal 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, 2" para.

Superior Models

A top accounting firm features the superiority of our ROIC, NOPAT and Invested Capital research to Capital 1Q &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...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, 5™ para.

e “The maijority 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, 2" 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:

o ‘“the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3" para.

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