
 
 

DANGER ZONE 
2/2/22 

 

Page 1 of 7 
 

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

 

Robinhood: Still Nothing But a Gamble 
Robinhood’s 4Q21 earnings report underscores our thesis that the stock is wildly overvalued and could fall to as 
low as $6/share. 

Robinhood went public at a valuation that implied its revenue would be larger than industry stalwart Charles 
Schwab (SCHW), but that growth has not materialized, not even close. No matter how management tries to spin 
the latest results, or the poor guidance going forward, one thing is clear. Robinhood’s growth story is over.  

Without COVID-19 tailwinds, the key issues for this stock grow more obvious:  

• growth has fallen to near zero and guidance implies negative year-over-year growth in 1Q22 
• Robinhood’s main source of revenue is still highly volatile cryptocurrency and more risky (relative to 

standard equity trading) option trades. 
• competitors continue to hold massive scale advantages and profitable businesses outside of a 

brokerage 
• the lack of scale in an undifferentiated market begs the question – will Robinhood ever be consistently 

profitable? 

The stock has fallen 63% from its IPO price and 83% from its 52-week high, yet still has significantly more 
downside.  

 

 

Questionable Revenue Model Screeches to a Halt 

Robinhood’s use of payment for order flow (PFOF) has been widely criticized, and we touched on the potential 
regulatory issues in our original report.  

More importantly, what was once a growing model for revenue is no more. Per Figure 1, Robinhood’s revenue 
grew just 14% year-over-year (YoY) in 4Q21, down from 300%+ growth in 1Q21. Management’s guidance for 
1Q22 implies a -35% YoY decline in revenue as retail investors/traders look elsewhere (competitors or non-
investing activities alike).  

Figure 1: Robinhood’s YoY Revenue Change: 1Q21 through 1Q22 Guidance 
 

 

Sources: New Constructs, LLC and company filings.  
*Based on management guidance for $340 million in revenue in 1Q22. 
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Investors No Longer Flock to Robinhood 

In our original report, we noted the impressive growth in customer accounts Robinhood achieved prior to its IPO, 
but argued its best days were likely behind it. Figure 2 shows how customer account growth stalled in the last 
three quarters of 2021.  

Since rising to 22.5 million accounts in 2Q21, Robinhood’s account growth has stalled, and at the end of 4Q21, 
total cumulative funded accounts equaled just 22.7 million.  

Figure 2: Robinhood’s Cumulative Funded Accounts – 2017 through 4Q21 
 

 

Sources: New Constructs, LLC and company filings.  

Brokerage Assets Stalled Alongside User Growth 

We believe that for Robinhood to compete with its much larger competition the company needs to drastically 
increase its brokerage assets, which Robinhood refers to as Assets Under Custody. Growing assets would 
provide a base source of net interest revenue if PFOF is banned, trading activity diminished, or both. However, 
per Figure 3, Robinhood’s Assets Under Custody, at $98 billion at the end of 4Q21, have fallen from the peak of 
$102 billion in 2Q21.  

Figure 3: Robinhood’s Assets Under Custody – 2019 through 4Q21 
 

 

Sources: New Constructs, LLC and company filings.  
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Lack of Scale is Still a Critical Business Model Flaw 

Robinhood’s lack of scale continues to be a big competitive disadvantage. The firm’s focus on first-time, low-
profit investors originally helped the company sign up a high number of client accounts, but the average size of 
said accounts is much smaller than competitors. Per Figure 4, Robinhood holds less than 1% of the combined 
assets of larger peers and lacks the scale to generate enough revenue to compete with incumbents without 
PFOF.  

Figure 4: Robinhood’s Client Assets Are Tiny Compared to Peers – 2021 
 

Company Ticker 

Client 
Brokerage 

Assets 
(Bn) 

# Of 
Accounts 

(MM) 

Assets 
Per 

Account 
(,000s) 

Charles Schwab  SCHW $8,140  33.2 $245  

Fidelity   - $6,900* 40 $173  

Interactive Brokers IBKR $374  1.7 $223  

Coinbase Global COIN $255  73 $3.5  

Robinhood  HOOD $98  22.7 $4.3  
 

Sources: New Constructs, LLC and company filings. Fidelity data available here. 
*Estimate based on $11.1 trillion in customer assets at Fidelity minus $4.2 trillion in “Discretionary Assets” or assets in managed accounts 
that Fidelity has the discretion of how they’re invested.  

Business Model Built On Conflict of Interest 

With transaction based revenue, including PFOF, generating 77% of the company’s revenue in 2021, Robinhood 
has a clear incentive to generate and sell as much order flow as possible. The company has proven it is good – 
maybe too good – at enticing users to trade. More trading is not always prudent for clients and brokers 
generating account “churn” is not a new phenomenon for regulators. Notable regulatory issues: 

• Robinhood previously agreed to pay a record $70 million settlement after a FINRA investigation into 
giving options trading to unqualified investors. 

• This settlement comes after a lawsuit filed by the family of 20-year-old Alex Kearns, who committed 
suicide in June 2020 after Robinhood misinformed him about how much money he lost trading options.  

• The state of Massachusetts filed a lawsuit against Robinhood to revoke its license to operate in the state 
based on claims of “gamifying” investing and predatory business practices.  

The mounting regulatory risk Robinhood faces makes us concerned that the public may see Robinhood’s stated 
goal to ‘democratize investing’ as a ruse to lure them into gambling . That said, there are many beautiful casinos 
in Las Vegas that are tributes to the willingness of millions of people to lose money gambling. 

Otherwise Undifferentiated Offering  

In prior years, Robinhood stood out amongst its peers as the only brokerage offering commission-free trades. 
The largest brokerages quickly eliminated this competitive advantage by cutting stock commissions in late 2019. 

Generally, there is a lack of differentiation between most brokerage businesses. Not only do they all offer 0% 
commission on stock trades, most offer ancillary services, such as education, a variety of asset classes to invest 
in, retirement accounts, personalized wealth management, and options trading. Robinhood is playing catch up in 
some instances, for example, the firm plans to begin offering retirement accounts later this year.  

Robinhood’s most differentiating feature, options trading for new investors, has also been a source of significant 
legal and regulatory costs and challenges, and led famed investor Charlie Munger to call Robinhood “a gambling 
parlor masquerading as a respectable business.”  

A Niche Player in Crypto  

Robinhood continues its push into cryptocurrency and plans to add more coins to its trading capabilities in 2022. 
However, just like in traditional securities, Robinhood is playing catch up in this market as well. Peers such as 
Coinbase (COIN) dwarf its brokerage assets and others, such as PayPal (PYPL) and Block (SQ) are looking to 
take market share in the industry as well.   

https://www.newconstructs.com/category/danger-zone/
http://www.newconstructs.com
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https://www.cnbc.com/2021/06/30/robinhood-to-pay-70-million-for-misleading-customers-and-outages-the-largest-finra-penalty-ever.html
https://www.cbsnews.com/news/alex-kearns-robinhood-trader-suicide-wrongful-death-suit/
https://boston.cbslocal.com/2021/04/16/robinhood-app-massachusetts-galvin-securities/
https://www.pcmag.com/news/robinhood-now-faces-over-30-class-action-lawsuits-for-blocking-stock-buys
https://www.cnbc.com/2021/06/30/robinhood-to-pay-70-million-for-misleading-customers-and-outages-the-largest-finra-penalty-ever.html
https://www.cnbc.com/2021/06/29/cnbc-transcript-billionaire-investors-warren-buffett-charlie-munger-sit-down-with-cnbcs-becky-quick-for-cnbcs-buffett-munger-a-wealth-of-wisdom-.html
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Valuation Implies 2x Revenue of Interactive Brokers 

Below we use our reverse discounted cash flow (DCF) model to show the expectations for future cash flows in 
HOOD look overly optimistic, given that Robinhood’s growth story unraveled in the second half of 2021 and 
guidance for 1Q22 is weak.   

To justify Robinhood’s current price of $14/share, the company must: 

• improve its NOPAT margin to 16% (compared to 8% in 2020 and -355% in 3Q21) and 
• grow revenue by 26% compounded annually through 2027, which is over 6x the projected industry 

growth rate through 2026 

In this scenario, Robinhood would generate $4.9 billion in revenue in 2027, which is nearly 3x its 2021 revenue, 
2x Interactive Brokers (IBKR) TTM revenue and 4x Coinbase’s TTM revenue. Additionally, Robinhood would 
generate $784 million in NOPAT in 2030, which is more than 9x its 2020 NOPAT and just under half Interactive 
Brokers’ TTM NOPAT. 

Keep in mind, the number of companies that grow revenue by 20%+ compounded annually for such a long 
period are unbelievably rare, making the expectations in Robinhood’s share price look unrealistic. 

57% Downside Even if Growth is 4x Industry Expectations 

Robinhood’s economic book value, or no growth value, is negative $1/share, which illustrates the overly 
optimistic expectations in its stock price.  

Even if we assume Robinhood: 

• achieves a NOPAT margin of 16% and 
• grows revenue by 15% compounded annually through 2027 (nearly 4x projected industry growth rates 

through 2026) then 

the stock is worth just $6/share today – a 57% downside. 

Figure 5 compares the company’s implied future revenue in these two scenarios to its historical revenue, along 
with the revenue of competitors, such as Interactive Brokers and Coinbase.  

Figure 5: Robinhood’s Historical and Implied Revenue: DCF Valuation Scenarios 

 

Sources: New Constructs, LLC and company filings 

Each of the above scenarios also assumes Robinhood grows 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 the level of expectations embedded in the current valuation. For reference, Robinhood’s 
invested capital increased $1.4 billion (146% of revenue) YoY in 2020. If we assume Robinhood’s invested 
capital increases at a similar rate in DCF scenario 2, the downside risk is even larger. 
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This article originally published on February 2, 2022 

Disclosure: David Trainer, Kyle Guske II, 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: 

• “[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. 

https://www.newconstructs.com/category/danger-zone/
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
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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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