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Sweetgreen: Healthy Product but Unhealthy IPO

Sweetgreen (SG) is expected to go public on November 18, 2021 with a midpoint valuation of $24/share, which
would earn the stock our Unattractive rating.

We do not think investors should expect to make any money in Sweetgreen stock if the expected valuation
comes true. A $24/share valuation implies Sweetgreen’s revenue will grow 8x 2020 levels and faster than
Chipotle in its first 10 years after going public.

We think the stock is likely worth $0 given the company’s limited differentiation and the intense competition from
other new entrants and established restaurants, which are easily replicating Sweetgreen’s menu and concept.

Despite its large online presence, Sweetgreen lost market share in 2020 to stronger, better-positioned
competitors. Sweetgreen’s locally-sourced supply chain adds safety risks and hurts the company’s ability to
achieve the economies of scale that more vertically integrated restaurants enjoy.

The company has never achieved profits in any fiscal period since it began operations, and we see little to no
path to profitability in the future.

Our IPO research aims to provide investors with more reliable fundamental research.

Learn more about the best fundamental research

Sweetgreen’s Big Miss In 2020

More than 10% of U.S. restaurants closed in 2020, and the survivors took their market share. In particular, quick-
service restaurants (QSR) fared better than the overall industry. While U.S. restaurant sales fell 16% year-over-
year in 2020, QSR sales fell just 12%.

With consumers turning to quick service and online options, 2020 was an opportune time for Sweetgreen, which
generated half of its 2019 revenue from online sales, to gain market share. Instead, Sweetgreen’s share of the
fast-food and overall restaurant market fell as its revenue declined 20% YoY, more than the market, in 2020, per
Figure 1.

Figure 1: Sweetgreen Vs. U.S. Restaurant Industry & Fast-Food Segment: 2020 YoY Change in Sales
Sweetgreen's Sales Fell More Than the Industry
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Sources: New Constructs, LLC, company filings, FRED, and Statista
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Fresh Fast Food Isn’t a Fresh Concept

Sweetgreen isn't the first restaurant to offer consumers “real food”. Subway’s “Eat Fresh” concept helped the
company grow to more than 21,000 stores in the U.S. today. For decades, Chipotle has marketed its “Food With
Integrity” concept and grown to 2,892 stores as of 3Q21. Meanwhile, the market is filled with incumbents who
offer fresh and healthy meals and other health-conscious new entrants, per Figure 2. With just 140 store
locations, Sweetgreen is a minor player in a very fragmented, large, and competitive market.

Figure 2: Sweetgreen’s Store Count Vs. Competitors’

Sweetgreen is Dwarfed by Competition
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Sources: New Constructs, LLC and company filings

Online Ordering Is Not Fresh Either

Sweetgreen’s high-priced menu means that it competes not just with other fast-food and fast-casual restaurants,
but also with traditional restaurants that offer similarly priced salad and bowl options. Many of these restaurants
improved their online sales channels and improved take-out operations during 2020.

As a whole, the U.S. restaurant online orders from March 2020 to March 2021 rose 124%. More sophisticated
online operations are eating away at what was once was a technological advantage for Sweetgreen.

Not Surprisingly, Sweetgreen Ranks Last Among Peers

Given Sweetgreen’s inefficient supply chain (more below) and the intense competition that it faces, it comes as
no surprise that the company’s fundamentals are much worse than its peers. Peers include traditional, fast-food
and fast-casual restaurants.

Compared to its peer group, Sweetgreen’s net operating profit after-tax (NOPAT) margin of -57% is last, its
invested capital turns of 0.4 is second to last, and its return on invested capital (ROIC) of -21% ranks last. See
Figure 3.

' This list is a sample of Sweetgreen’s competitors and is not exhaustive, but serves to illustrate the crowded nature of Sweetgreen’s target
market.
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Figure 3: Sweetgreen’s Profitability Vs. Competitors: TTM

NOPAT Invested

Company e Margin Capital Turns ROIC
YUM! Brands, Inc. YUM 28% 1.1 31%
Starbucks Corporation SBUX 14% 1.3 18%
Chipotle Mexican Grill, Inc. CMG 11% 1.4 15%
Jack in the Box, Inc. JACK 22% 0.7 15%
Texas Roadhouse, Inc. TXRH 8% 1.8 14%
Darden Restaurants, Inc. DRI 11% 0.8 9%
Brinker International, Inc. EAT 6% 14 9%
Bloomin' Brands Inc. BLMN 7% 1.1 8%
El Pollo Loco Holdings Inc LOCO 10% 0.7 7%
The Wendy's Company WEN 17% 0.4 6%
The Cheesecake Factory, Inc. CAKE 4% 1.1 5%
Del Taco Restaurants Inc TACO 7% 0.6 4%
Shake Shack, Inc. SHAK 1% 0.9 1%
Red Robin Gourmet Burgers, Inc. RRGB -2% 0.9 1%
Sweetgreen Inc. SG -57% 0.4 -21%
Average of Competitors 10% 1.0 10%

Sources: New Constructs, LLC and company filings

IPO Capital Raise Can’t Save the Business from Heavy Competition

While Sweetgreen’s IPO will certainly help fund its expansion ambitions, no amount of capital can stop the
number of current restaurants that offer salads and bowls on their menus or the ever-growing number of salad-
focused fast-casual concepts.

Sweetgreen reminds us of another fast-casual concept facing heaving competition, Shake Shack (SHAK), which
was once touted as the next Chipotle (CMG). Shake Shack’s shares have underperformed the S&P 500 since its
IPO, and the company has failed to grow Core Earnings? since 2018. Sweetgreen’s path to profitability is even
more narrow, given its more niche market and costly business model, as detailed below.

Local Sourcing Model Is Expensive

Unlike McDonald’s, and other more established restaurants, which enjoy economies of scale from a vertically
integrated supply chain, Sweetgreen focuses on sourcing its food locally. To do this, Sweetgreen typically relies
on a single, regional third-party distributor for fresh products and another regional distributor for dry goods. By
not utilizing national distributors, Sweetgreen adds complexity to its supply chain, which makes it more difficult
and potentially more costly to manage. For instance, Sweetgreen has more domestic food partners (200) than
restaurants (140).

Chipotle, which offers its own variation of a salads relies on more traditional large-scale food suppliers which
helps the company better manage costs. In 2020, Chipotle locally sourced only 11% of its produce from 54 local
farmers to serve its ~2,900 stores.

This relative inefficiency leads to higher operating costs. Sweetgreen’s restaurant operating costs increased from
84% of revenue in 2019 to 88% of revenue in the nine months ended September 26, 2021. Chipotle’s restaurant
operating costs?, on the other hand, were just 77% of its food and beverage revenue in the nine months ended
September 30, 2021.

2 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, written by professors at Harvard Business School (HBS) & MIT Sloan and published in The
Journal of Financial Economics.

3 Includes food, beverage, and packaging, labor, occupancy, and other operating costs to match Sweetgreen’s “Total Restaurant Operating
Costs”, which are reported to include food, beverage, and packaging, labor and related expenses, occupancy and related expenses, and
other restaurant operating costs.
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Local Sourcing Is also Risky

(T

While Sweetgreen claims it's “connecting people to real food,” it will be increasingly difficult to maintain the
quality of its produce as it increases the number suppliers and regional distribution partners. Relying on
numerous third-party sources makes guaranteeing that quality control standards are maintained throughout the
supply chain more complex.

A lack of control over its supply chain exposes Sweetgreen to even more risk than other types of restaurants as
it serves large amounts of uncooked food, which is more susceptible to foodborne diseases. In 2019, when
Sweetgreen received reports from New York City customers about illnesses caused from spoiled blue cheese
from a local supplier, the company had difficulty tracing which restaurants received the spoiled product. As the
company grows its store footprint, its ever-increasingly complex supply chain could expose its customers to
riskier food.

Work-From-Home Trends Are Bad for Business

Before the pandemic, Sweetgreen had more than 1,000 Outposts — drop off points for offices, residential
buildings, and hospitals — that delivered meals to consumers on a regular schedule. Sweetgreen notes in its S-1
that “Outpost customers have been our most habitual users, with the average Outpost customer ordering
approximately six times per quarter.” Nearly all of its Outposts were closed in 2020 as offices closed during the
pandemic. While the number of Outposts rose to ~35% of pre-pandemic levels in 3Q21, the long-term shift
toward work-from-home will continue to slow this once promising growth driver.

Decreased Outpost sales mean lower sales per store for Sweetgreen. Though restaurant industry sales in the
U.S. now exceed pre-pandemic levels, Sweetgreen’s average sales per store in 3Q21 is 18% below pre-
pandemic 1Q20 levels. For comparison, Chipotle’s sales have already surged past pre-pandemic levels, and its
average sales per store in 3Q21 is 19% above 1Q20 levels.

Profits Are Likely to Remain Negative

Unlike Shake Shack and Chipotle before their IPOs, Sweetgreen has never been profitable in any of its fiscal
periods. On the other hand, Shake Shack’s pre-IPO GAAP earnings in 2014 were $2 million and Chipotle’s pre-
IPO earnings in 2005 were $38 million.

While the COVID-19 pandemic caused major disruptions to the restaurant industry, 61% of the 33 restaurant
companies we cover (excluding Sweetgreen) generated positive Core Earnings in 2020. All but three had
positive Core Earnings in 2019.

Sweetgreen’s Core Earnings on the other hand fell from -$67 million in 2019 to -$139 million in 2020, per Figure
4. As the firm pursues its top-line growth strategy, heavy competition is likely to keep the company from ever
achieving meaningful profits.

Figure 4: Sweetgreen Revenue & Core Earnings: 2019-2020
Negative and Falling Core Earnings
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Sources: New Constructs, LLC and company filings
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Sweetgreen Is Priced to Grow Faster than Chipotle

When we use our reverse discounted cash flow (DCF) model to analyze the future cash flow expectations baked
into Sweetgreen’ expected valuation, we can provide clear, mathematical evidence that the $24/share valuation
is too high and offers unattractive risk/reward.

To justify a $24/share valuation, Sweetgreen must:

e improve its NOPAT margin to 4% (vs. -57% TTM) in 2021, 8% in 2022, and 12% (Chipotle’s best-ever
margin) from 2023-2030, and

e grow revenue by 24% (vs. -20% in 2020) compounded annually for the next ten years, which is 3x the
expected industry growth rate through 2025.

In this scenario, Sweetgreen would generate $1.9 billion in revenue, or more than 8x its 2020 revenue, and $233
million in NOPAT, which is nearly equal to the TTM NOPAT of Jack in the Box (JACK) or Brinker International
(EAT), which owns Chili’s and Maggiano’s. This implied NOPAT would also be 6x Shake Shack’s 2019 TTM
NOPAT.

In this scenario, Sweetgreen’s 24% revenue CAGR is higher than the 22% revenue CAGR Chipotle achieved in
its first 10 years after going public.

DCF Scenario 2: Growth Exceeds 2x Fast Casual Projections

We review an additional DCF scenario to highlight the downside risk should Sweetgreen’s revenue grow “only”
2x projected industry growth.

If we assume Sweetgreen’s:

e NOPAT margin rises to 4% (vs. -57% TTM ) in 2021 and 7% in 2022, and 11% (equal to Chipotle’s TTM
margin) from 2023-2030, and

e revenue grows by 16% (2x the projected industry growth CAGR from 2021-2025) compounded annually
from 2021-2030, then

Sweetgreen is worth just $6/share today — a 75% downside to the expected midpoint IPO valuation. See the
math behind this reverse DCF scenario.

Should Sweetgreen struggle to improve margins at such a rapid pace or grow revenue more in line with the
overall industry, the stock could be worth nothing.

DCF Scenario 3: Sweetgreen Matches Shake Shack’s Margins

We review an additional DCF scenario to highlight the downside risk should Sweetgreen’s margins match Shake
Shack instead of Chipotle.

If we assume Sweetgreen’s:

e NOPAT margin rises to 4% in 2021 and 6% (equal to Shake Shack’s average margin since its IPO) from
2022-2030, and

e revenue grows by 16% (2x the projected industry growth CAGR from 2021-2025) compounded annually
from 2021-2030, then

Sweetgreen is worth $0 to shareholders. See the math behind this reverse DCF scenario.

In this scenario, Sweetgreen’s NOPAT in 2030 is $59 million. After accounting for total debt, preferred stock, and
outstanding employee stock options that decrease shareholder value by $985 million, there is no remaining
value for shareholders. See details at the bottom of the report.

Figure 5 compares the firm’s implied future NOPAT in these three scenarios to its historical NOPAT. We also
include the 2019 (pre-pandemic) NOPATSs for Jack in the Box, Brinker, and Shake Shack for reference.
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Figure 5: Expected IPO Valuation Is Too High
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Sources: New Constructs, LLC and company filings

Each of the above scenarios also assumes Sweetgreen’s invested capital grows 3-5% annually through 2030.
This assumption is conservative given the company plans to double its store count over the next three to five
years. For reference, fast-growing, fast-casual restaurant Shake Shack grew invested capital 22% compounded
annually from 2012 to 2020. Should Sweetgreen’s invested capital grow at an even faster rate than assumed in
the scenarios above, the stock has even more downside risk.

An Acquisition of Sweetgreen Is Unlikely

On its own, Sweetgreen is unlikely to generate the profits needed to justify a valuation of $24/share. The best
hope IPO investors in Sweetgreen might have is for an established company to acquire the firm. However, as
we've stated in our most recent report on Shake Shack, the fast-casual restaurant boom reminds us of the early
days in the craft beer industry with many different concepts fighting for a slice of the market.

However, the big difference for the fast-casual industry, is that it is much cheaper for large, national companies
to replicate a concept than acquire a firm. Larger firms have a long history of being able to quickly and easily
introduce competing products. In other words, the acquisition premium, or hope for a white knight buyer, is low
for Sweetgreen.

Look Out for These Red Flags

With a lofty valuation that implies significant improvement in both revenue and profits, investors should be aware
that Sweetgreen’s S-1 also includes these other red flags.

Public Shareholders Have No Rights: A downside of investing in Sweetgreen’s IPO, and other recent IPOs, is
the fact that the shares provide little to no say over corporate governance. Investors in the IPO will get Class A
shares, with just one vote per share. Sweetgreen’s co-founders will retain control of the firm with ~60% of the
voting power as holders of Class B shares, which get 10 votes per share.

Non-GAAP EBITDA Understates Losses: Long a favorite of unprofitable companies, Sweetgreen’ chosen non-
GAAP metric, Adjusted EBITDA, shows a much rosier picture of the firm’s operations than GAAP net income or
our Core Earnings. Adjusted EBITDA gives management significant leeway in how it presents results.

For instance, Sweetgreen’ Adjusted EBITDA in 2020 removes $27 million (12% of revenue) in depreciation and
amortization and $5 million (2% of revenue) in share-based compensation expense. After removing all items,
Sweetgreen reports adjusted EBITDA of -$107 million in 2020. Meanwhile, economic earnings, the true cash
flows of the business, are much lower at -$158 million.
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While Sweetgreen’s adjusted EBITDA fell alongside economic earnings from 2019 to 2020, investors need to be
aware that there is always a risk that Adjusted EBITDA could be used to manipulate earnings going forward.

We Don’t Know If We’ll Get Full Financial Transparency: Sweetgreen is going public as an emerging growth
company which means its, “financial statements may not be comparable to companies that comply with new or
revised accounting pronouncements as of public company effective dates.”

More specifically, Sweetgreen is exempt from:

e providing an auditor’s attestation report on the company’s internal controls over financial reporting
requirements of Section 404(b) of the Sarbanes-Oxley Act

e disclosing all the obligations regarding executive compensation
e immediately complying with new or revised accounting standards

Without full financial transparency, shareholders in Sweetgreen cannot conduct the same level of due diligence
as with other companies.

Critical Details Found in Financial Filings by Our Robo-Analyst Technology

Fact: we provide superior fundamental data and earnings models — unrivaled in the world.
Proof: Core Earnings: New Data and Evidence, forthcoming in The Journal of Financial Economics.

Below are specifics on the adjustments we make based on Robo-Analyst findings in Sweetgreen’ S-1:

Income Statement: we made $17 million of adjustments, with a net effect of removing $15 million in non-
operating expenses (7% of revenue). You can see all the adjustments made to Sweetgreen’s income
statement here.

Balance Sheet: we made $362 million of adjustments to calculate invested capital, all of which increase invested
capital. The most notable adjustment was $289 million in operating leases. This adjustment represented 126% of
reported net assets. You can see all the adjustments made to Sweetgreen’s balance sheet here.

Valuation: we made $985 million of adjustments to shareholder value, all of which decrease shareholder value.
The most notable adjustment to shareholder value was $506 million in preferred stock. This adjustment
represents 19% of the valuation at the midpoint IPO price range. See all adjustments to Sweetgreen’s
valuation here.

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

This article originally published on November 15, 2021.

Disclosure: David Trainer, Kyle Guske Il, and Matt Shuler receive no compensation to write about any specific
stock, style, or theme.

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research.
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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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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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