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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. 

 

Jack of All Trades, Master of None 
As turbulent equity markets remind investors of the importance of fundamentals, we’ve identified a popular 
growth stock with fundamentals that cannot justify its high-flying valuation. HubSpot (HUBS: $475/share) is in the 
Danger Zone.  

 

 

HubSpot helps businesses streamline their marketing, sales, and service functions through its customer 
relationship management (CRM) platform. Of course, software platforms to maximize productivity and manage 
customer relationships are neither new, nor unique. Owning HUBS is extremely risky given the company’s:  

• free cash flow (FCF) burning revenue growth 
• competition from large incumbents 
• commoditized industry 
• inferior profitability to peers 
• current valuation implies revenue will grow at a 38% CAGR through 2030 and market share will increase 

over six times the current level 

Higher Revenues And Higher Losses 

HubSpot’s rapid revenue growth has gained investors’ attention. The company has grown revenue 37% 
compounded annually since 2016, and management’s guidance for 2022 revenue implies 33% year-over-year 
(YoY) growth at the midpoint.   

However, HubSpot’s fast top-line growth has come with no improvement in the bottom line. Per Figure 1, 
HubSpot’s Core Earnings have fallen YoY in three of the past four years and from -$49 million in 2014 to -$80 
million in 2021.  

Figure 1: HubSpot’s Revenue & Core Earnings Since 2014  

 

 
 

Sources: New Constructs, LLC and company filings 
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Top-Line Growth Was Already Slowing 

Accelerated adoption of ecommerce and cloud-based solutions drove revenue growth for HubSpot and many 
similar businesses, such as Squarespace (SQSP) and Shopify (SHOP) to record levels in 2021. However, this 
record growth glosses over the fact that, prior to 2021, HubSpot’s growth was slowing. In fact, the company’s 
YoY revenue growth rate slowed each year from 2016 to 2020.  

Management has quietly acknowledged 2021 was an outlier year and that revenue growth is likely to slow. The 
midpoint of management’s guidance implies revenue growth of 33% YoY in 2022, which is well below the 47% 
YoY growth in 2021 and more in line with the 31% YoY growth in 2020. With rising inflation, the end of ultra-
loose Fed policy, and ongoing global supply chain disruptions, the expectations baked into HubSpot’s valuation 
look unrealistic – especially coming off an outlier year for growth.  

Already Low Market Share  

As a CRM platform, HubSpot faces competition from much larger companies, as well as smaller, niche offerings. 
This combination of competitors creates an intensely competitive environment and increasingly commoditized 
market. In such a market, there are only two types of companies that can create lasting profits:  

1. Large companies with multiple products/services that offer CRM as an add-on to other offerings that 
already generate significant cash flows (think Microsoft [MSFT] or Oracle [ORCL]) 

2. The largest and “most scaled” CRM companies that hold more pricing power and an ability to take 
market share from smaller competitors [think Salesforce.com (CRM)]. 

HubSpot does not fit into either category. It is a very small player in the global CRM market. Estimates for 
HubSpot's market share (shown below) vary by source, but one thing is clear, HubSpot’s market share is well 
below Salesforce.com, which has ~35% market share.  

• 1.9% in 2022 by Slintel 
• 0.3% in 2022 by Datanyze 
• 2.2% in 2021 by Fortune Business Insights 
• 1.3% in 2020 by Gartner 

Together with Salesforce.com, tech giants SAP (SAP), Oracle (ORCL), Adobe (ADBE), and Microsoft (MSFT) 
own a combined 61% of the CRM market (per Slintel). 

Given its small market share, numerous competitors, and expensive valuation, HubSpot reminds us of another 
Danger Zone pick, Squarespace (SQSP).  

Litany of Competitors Create Additional Obstacle to Profits 

The competition is not limited to just the large tech companies listed above. Given that HubSpot offers 
marketing, sales, and customer support services, its competition is ever growing as there are little barriers to 
entry in the software-as-a-service industry. Below we list some of the many companies competing with HubSpot 
across each of its end markets.  

• Marketo Engage (owned by Adobe) 
• Oracle Eloqua 
• Dynamics 365 (owned by Microsoft) 
• Salesforce CRM 
• SAP CRM 
• Zendesk (ZEN) 
• Freshworks (FRSH) 
• Mailchimp (owned by Intuit [INTU]) 
• Monday.com (MNDY) 
• Klayvio 
• Sage CRM 
• Freshsales 
• Zoho CRM 
• SugarCRM 
• Agile CRM 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/square-peg-meets-round-hole/
https://www.newconstructs.com/shop-elsewhere-for-realistic-expectations/
https://www.newconstructs.com/the-incumbent-advantage-creates-a-large-moat/
https://www.newconstructs.com/3-lagging-long-ideas-that-we-still-love/
https://www.slintel.com/tech/crm-platforms/hubspot-crm-market-share
https://www.datanyze.com/market-share/customer-relationship-management--33/hubspot-crm-market-share
https://www.globenewswire.com/news-release/2021/10/21/2317983/0/en/CRM-Market-Worth-USD-128-97-Billion-at-12-1-CAGR-by-2028.html
https://softwarestrategiesblog.com/2021/07/09/four-interesting-insights-from-gartner-2020-crm-market-share-update/
https://www.newconstructs.com/square-peg-meets-round-hole/
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• Thryv 
• Keap 
• Bitrix24 
• Copper 
• Insightly 
• Pipedrive 
• Redtail CRM 

Given the large list of competitors, HubSpot’s best competitive advantage has been its ability to lose money by 
spending heavily on sales and marketing while charging low (below costs) prices to attract users.  

The bottom line is that charging prices that are too low to generate profits is not a sustainable strategy long-term, 
especially when the product offered is largely the same as what can be found at any number of other companies. 
As a verified software review on G2 noted, HubSpot is a “jack of all trades and master of none.” HubSpot’s 
software is not specialized enough to beat niche products. So, it must compete in the general business 
productivity software market, which is dominated by larger firms against whom HubSpot has not had success 
competing to date.  

The market is losing patience and punishing unprofitable companies whose main “competitive advantage” is 
access to large amounts of capital that enables them to outspend competition. 

HubSpot Isn’t the Cheapest Option… 

Bulls argue that HubSpot is charging lower prices to build market share, and once it has enough market share, it 
will raise prices and become very profitable. The problem with that argument is that HubSpot isn’t the cheapest 
option for the segment of the market it targets, which limits its ability to raise prices.  

ImpactPlus, which helps companies streamline sales and marketing notes that while HubSpot may be cheaper 
or comparable to Salesforce’s enterprise solutions, it is likely more costly for small- and medium-sized 
enterprises than using alternatives like MailChimp and Squarespace. For example, HubSpot’s website builder 
starts at $23/month for its starter plan, while Squarespace’s base plan starts at $14/month. HubSpot’s marketing 
tools start at $45/month while MailChimp’s Essentials plan starts at $11/month and its Standard plan starts at 
$17/month (excludes both companies’ free plans).  

…and Doesn’t Outspend Larger Competitors 

HubSpot can’t deploy as much capital, relative to competitors, to develop its product and market its platform. Per 
Figure 2, HubSpot’s research & development (R&D) and sales & marketing spend in 2021 rank below its largest 
competitors and even more specialized companies such as Zendesk (ZEN).  

With lower spending on R&D, HubSpot risks competitors developing new services/features that its platform 
cannot match. As noted in the company’s 2021 10-K, “if we are unable to develop new applications that address 
our customers’ needs, or to enhance and improve our platform in a timely manner, we may not be able to 
maintain or increase market acceptance of our platform.”  

As we’ll show below, HubSpot must drastically increase market share if it has any hope of achieving the 
expectations baked into its stock price.  

Figure 2: HubSpot’s R&D and Sales & Marketing Spend Vs. Peers: TTM 
 

Company Ticker 
R&D Spend 

($mm) 
Sales & Marketing 

Spend ($mm) 

Salesforce.com Inc. CRM $4,465 $11,855 

SAP SE SAP $5,870 $8,489 

Oracle Corporation ORCL $6,969 $7,889 

Adobe Inc. ADBE $2,540 $4,321 

Intuit Inc. INTU $2,105 $3,194 

Zendesk, Inc. ZEN $352 $680 

HubSpot, Inc. HUBS $302 $650 
 

Sources: New Constructs, LLC and company filings 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.thryv.com/compare/hubspot-vs-thryv-small-businesses/
https://www.newconstructs.com/fundamentals-reign-in-turbulent-markets-yahoo-finance/
https://www.impactplus.com/blog/the-ultimate-list-of-hubspot-pros-cons
https://www.newconstructs.com/danger-zone-stocks-that-missed-expectations-in-2q21-earnings/
https://www.sec.gov/ix?doc=/Archives/edgar/data/1404655/000095017022001221/hubs-20211231.htm
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HubSpot Also Has Some of The Worst Margins 

Given its lack of market share, intense competition, cash burn and higher prices, HubSpot can’t afford to get into 
a pricing battle. Per Figure 3, HubSpot’s -10% return on invested capital (ROIC) and -3% net operating profit 
after-tax (NOPAT) margin are second to last among the publicly traded competitors listed above. The only 
company with worse profitability than HubSpot is prior Danger Zone pick Zendesk.   

Figure 3: HubSpot’s Profitability Vs. Peers: TTM 
 

Company Ticker 
NOPAT 
Margin 

IC Turns ROIC 

Adobe Inc. ADBE 31% 1.2 36% 

Oracle Corporation ORCL 33% 0.7 23% 

Intuit Inc. INTU 19% 0.8 16% 

SAP SE SAP 13% 0.7 8% 

Salesforce.com Inc. CRM 2% 0.6 1% 

HubSpot, Inc. HUBS -3% 3.5 -10% 

Zendesk, Inc. ZEN -12% 2.1 -26% 

Market-Cap Weighted Average of 
Software Companies 

20% 1.2 27% 
 

Sources: New Constructs, LLC and company filings 

And Margins Aren’t Expected to Improve 

We recommend investors ignore a company’s chosen non-GAAP metrics when analyzing profitability, as they 
tend to overstate true profits and can be highly misleading. That said, we find some clues as to where margins 
are headed in management’s guidance for non-GAAP metrics. In 2021, HubSpot’s non-GAAP operating margin 
reached 9% (compared to -3% NOPAT margin). In 2022, the midpoint of management’s guidance for non-GAAP 
operating income and revenue implies a 9% non-GAAP operating margin. Management is signaling no 
improvement to margins in 2022, but HubSpot’s stock is priced for significant improvement in margins, as we’ll 
show below.  

Here's How Misleading Non-GAAP Profitability Is 

As with many unprofitable companies, HubSpot uses flawed non-GAAP metrics such as non-GAAP operating 
income and non-GAAP net income, which paint a rosier picture of the company’s operations. Non-GAAP metrics 
allow management significant leeway in removing actual costs of the business to present a more optimistic view. 

In 2021, HubSpot removed, among other items, $167 million (13% of revenue) in stock-based compensation to 
calculate its non-GAAP net income. After all of HubSpot’s adjustments, non-GAAP net income in 2021 is $92 
million, up from -$13 million in 2016. Economic earnings, which remove unusual gains/losses and changes to the 
balance sheet, are -$65 million in 2021 and down from -$57 million in 2016. See Figure 4. 

 

 

 

 

 

 

 

 

 

 

 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/education-return-on-invested-capital/
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https://www.newconstructs.com/danger-zone-stocks-that-missed-expectations-in-2q21-earnings/
https://www.newconstructs.com/danger-zone-incentivizing-executives-with-adjusted-ebitda/
https://www.newconstructs.com/education/education-close-the-loopholes/education-economic-earnings/


   DANGER ZONE 3/28/22 

 

Page 5 of 12 
 

Figure 4: HubSpot’s Economic Earnings vs. GAAP and Non-GAAP Net Income: 2016 – 2021 
 

 

Sources: New Constructs, LLC and company filings 

A Growing Cash Bonfire 

HubSpot’s operating expenses have been greater than 100% of revenue in each of the past six years and the 
company has also burned through a significant chunk of free cash flow (FCF) over the same time.  

The company’s FCF was negative in every year from 2015-2020. Even after generating positive FCF for the first 
time in 2021 (in what was a standout year for many technology companies), the company’s cumulative FCF 
since 2015 is -$424 million (2% of market cap).  

2021’s positive FCF may turn out to be an outlier as HubSpot looks to expand its presence internationally and 
incur heavy operating expenses, including research and development, to maintain a product suite on par with 
competitors.  

Figure 5: HubSpot’s Cumulative Free Cash Flow: 2015 – 2021 
 

 
 

Sources: New Constructs, LLC and company filings 
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Stock Price Requires Major Market Share Gains 

Driving HubSpot’s growth story is the increased adoption of CRM suites as businesses adapt to an increasingly 
omni-channel market.  

Going forward, the CRM market is expected to grow 13% compounded annually from 2022-2030. While strong, 
the growth in the global CRM market is nowhere near the revenue growth levels embedded in HubSpot's 
valuation, as we’ll show below. HubSpot must grow much faster than the overall CRM market, which implies 
taking significant market share from incumbents, despite lower profitability and smaller scale.   

Priced to Be More Profitable Than Salesforce 

Below we use our reverse discounted cash flow (DCF) model to analyze the future cash flow expectations baked 
into HubSpot’s stock price. We also provide two additional scenarios to highlight the downside potential in shares 
if HubSpot’s revenue grows at more realistic rates. 

DCF Scenario 1: to Justify the Current Stock Price.  

If we assume HubSpot’s:  

• NOPAT margin rises to 8% (more than triple Salesforce’s 20211 NOPAT margin and much higher than 
HubSpot’s -3% 2021 NOPAT margin) in 2022 through 2030 and 

• revenue grows at a 38% CAGR (vs. 2021 – 2023 consensus estimate CAGR of 30%) through 2030, 
then 

the stock is worth $475/share today – equal to the current stock price.  

In this scenario, HubSpot generates $22.9 billion in revenue in 2030 or 86% of Salesforce’s 2021 revenue and 
145% of Adobe’s 2021 revenue. Per Figure 6, at $22.9 billion, HubSpot’s share of the global small & medium 
enterprises (SME) CRM market2 in 2030 would equal 37%, up from 6%3 in 2021. We look at the implied market 
share of the global SME CRM market because HubSpot’s focus is on SME, which range from 2 to 2,000 
employees.  

In this scenario, HubSpot’s NOPAT in 2030 is $1.8 billion, or nearly 3x Salesforce’s 2021 NOPAT. Of course, 
HubSpot will need to achieve that growth while competing with Salesforce, Microsoft, Oracle and all the other 
competitors on the list above.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 
1 We refer to Salesforce’s fiscal year ended January 31, 2022 as 2021. 
2 Grand View Research estimates small and medium enterprises (SME) make up 40% of the global CRM market in 2021. To calculate the 
implied global SME CRM market size in 2030, we take 40% of the Grand View Research’s projected 2030 global CRM market. 
3 This figure refers to HubSpot’s estimated share of the global SME CRM market, whereas the lower percentages referenced earlier in the 
report refer to share of the entire (SME and large enterprises) CRM market.  

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.grandviewresearch.com/industry-analysis/customer-relationship-management-crm-market
https://www.newconstructs.com/education-close-the-loopholes-how-our-dcf-works/
https://www.newconstructs.com/wp-content/uploads/2022/03/NewConstructs_DCF_HUBSjustification_2022-03-28.png
https://www.grandviewresearch.com/industry-analysis/customer-relationship-management-crm-market
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Figure 6: HubSpot’s 2021 Market Share Vs. 2030 Implied Market Share  

 
3

 
 

Sources: New Constructs, LLC, company filings, and Grand View Research 

Note that companies that grow revenue by 20%+ compounded annually for such a long period are unbelievably 
rare. The cash flows expectations in HubSpot’s share price are unrealistically high, which indicates downside risk 
is much larger than upside potential. 

DCF Scenario 2: Shares Are Worth $245 at Consensus Growth 

We perform a second DCF scenario to highlight the downside risk to owning HubSpot should it grow at 
consensus revenue estimates. If we assume HubSpot’s:  

• NOPAT margin rises to 8% in 2022 through 2030, 
• revenue grows at consensus estimates in 2022 and 2023, and 
• revenue grows 27% each year from 2024 through 2030 (continuation of 2023 consensus estimate), then 

the stock is worth $245/share today – or 48% below the current stock price. In this scenario, HubSpot generates 
$11.8 billion in revenue in 2030 or 104% of Intuit’s 2021 revenue and more than triples its market share from 6% 
in 2021 to 19% in 2030. Additionally, this scenario implies HubSpot generates $947 million in NOPAT in 2030, 
which is 149% of Salesforce’s 2021 NOPAT, and well above HubSpot’s -$38 million NOPAT in 2021. 

DCF Scenario 3: HUBS Has 85%+ Downside 

Our last DCF scenario shows the downside risk should HubSpot grow revenue at the consensus expectations for 
market growth and margins merely double Salesforce’s. If we assume HubSpot’s:  

• NOPAT margin rises to 4.8% (double Salesforce’s 2021 NOPAT margin) in 2022 through 2030,  
• revenue grows at consensus estimates in 2022 and 2023, and 
• revenue grows 13% a year (equal to global CRM market forecast through 2030) from 2024 – 2030, then 

the stock is worth just $71/share today – an 85% downside to the current stock price. This scenario still implies 
HubSpot increases market share of the global SME CRM market from 6% in 2021 to 8% in 2030 and generates 
$248 million in NOPAT in 2030, compared to -$38 million NOPAT in 2021.  

Figure 7 compares HubSpot’s historical NOPAT to its implied NOPAT in each of the above DCF scenarios. We 
also include Salesforce’s 2021 NOPAT for comparison.   

 

 

 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.grandviewresearch.com/industry-analysis/customer-relationship-management-crm-market
https://cowboycomputer.substack.com/p/searching-for-value-using-base-rates
https://cowboycomputer.substack.com/p/searching-for-value-using-base-rates
https://www.newconstructs.com/wp-content/uploads/2022/03/NewConstructs_DCF_HUBSvaluation1_2022-03-28.png
https://www.grandviewresearch.com/industry-analysis/customer-relationship-management-crm-market
https://www.newconstructs.com/wp-content/uploads/2022/03/NewConstructs_DCF_HUBSvaluation2_2022-03-28.png
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Figure 7: HubSpot’s Historical and Implied Revenue: DCF Valuation Scenarios  

 
 

Sources: New Constructs, LLC and company filings 

Each of the above scenarios also assumes HubSpot 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 expectations embedded in the current valuation. For reference, HubSpot’s invested capital 
has grown 12% compounded annually since 2014. If we assume HubSpot’s invested capital increases at a 
similar historical rate in DCF scenarios 2-3 above, the downside risk is even larger. 

Acquisition Would Be a Destruction of Capital 

Often the largest risk to any bear thesis is what we call “stupid money risk”, which means an acquirer comes in 
and buys HubSpot at the current, or higher, share price despite the stock being overvalued. Given our analysis 
above, the only plausible justification for HUBS trading at such a high price is the expectation that another 
company will buy it. Rumors surfaced that Amazon AWS employees had pitched acquiring HubSpot in August 
2021, but nothing came of the news and neither company has commented.  

We think Amazon will not be interested in buying HubSpot until its valuation comes way down – for all the 
reasons we presented above. Of course, stranger things have happened than companies getting acquired at 
foolishly high premiums, so Stupid Money risk always exits. Nevertheless, we think it’s important to quantify how 
high the acquisition hopes priced into the stock are. 

Walking Through the Acquisition Math 

First, investors need to know that HubSpot has liabilities that make it more expensive than the accounting 
numbers would initially suggest: 

• $713 million in total debt (3% of market cap) 
• $204 million in outstanding employee stock options (1% of market cap). 

After adjusting for all liabilities, we can model multiple purchase price scenarios. For this analysis, we chose 
Amazon as a potential acquirer of HubSpot, but readers can use just about any company to do the same 
analysis. The key variables are the weighted average cost of capital (WACC) and ROIC for assessing value 
creation at different hurdle rates. 

There are limits on how much Amazon should pay for HubSpot to earn a proper return, given the NOPAT or free 
cash flows being acquired. Figures 8 and 9 show what we think Amazon should pay for HubSpot to ensure it 
does not destroy shareholder value. Even in the most optimistic of acquisition scenarios, HubSpot is worth less 
than its current share price. 

Each implied price is based on a ‘goal ROIC’ and different levels of revenue growth. In Scenario 1, we use 33% 
revenue growth in Year 1 and 27% in Year 2, which equal consensus estimates. In the first scenario, we extend 
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the 2023 consensus estimate of 27% to years three through five. In the second scenario, we use 33% in years 
one through five. We use the higher estimates in scenario two to illustrate a best-case scenario that assumes 
HubSpot grows revenue faster for longer while being integrated within Amazon’s existing business. 

We optimistically assume HubSpot achieves a 10% NOPAT margin, which is above its 2021 margin of -3%, and 
double Amazon’s 2021 margin. We also optimistically assume that Amazon can grow HubSpot’s revenue and 
NOPAT without spending any working capital or fixed assets beyond the original purchase price, which is 
unlikely but creates a best-case scenario, nonetheless.  

Figure 8: Implied Acquisition Prices for Value-Neutral Deal – Scenario 1 
 

To Earn 4.6% ROIC on Acquisition  

Revenue Growth Scenario HUBS’ Implied Stock Value % Discount to Current Price 

28% CAGR for 5 years $215 55% 

33% CAGR for 5 years $254 47% 
 

Sources: New Constructs, LLC and company filings 

Figure 8 shows the implied values for HubSpot assuming Amazon wants to achieve an ROIC on the acquisition 
that equals its WACC of 4.6%. This scenario represents the maximum price that can be paid to avoid value 
destruction. Even if HubSpot can grow revenue by 33% compounded annually for five years and achieve a 10% 
NOPAT margin, the company is worth just $254/share. It’s worth noting that any deal that only achieves a 4.6% 
ROIC would not be accretive to value, as the return on the deal would equal Amazon’s WACC. 

Figure 9: Implied Acquisition Prices to Create Value – Scenario 2 
 

To Earn 12.3% ROIC on Acquisition 

Revenue Growth Scenario HUBS’ Implied Stock Value % Discount to Current Price 

28% CAGR for 5 years $85 82% 

33% CAGR for 5 years $100 79% 
 

Sources: New Constructs, LLC and company filings 

Figure 9 shows the implied values for HubSpot assuming Amazon wants to achieve an ROIC on the acquisition 
that equals 12%, its current ROIC. Acquisitions completed at these prices would be accretive to Amazon’s 
shareholders. In this best-case growth scenario, the implied value is far below HubSpot’s current price. Without 
significant increases in the margin and/or revenue growth assumed in this scenario, an acquisition of HubSpot at 
its current price destroys significant shareholder value. 

Earnings Miss and Expanding Losses Could Send Shares Lower 

HubSpot has beat earnings expectations in each of the past 20 quarters. According to Zacks, in both 2020 and 
2021, consensus estimates start high and fall throughout the year, which indicates HubSpot is beating a lower 
bar each consecutive quarter. For instance, in January 2019, consensus estimates for 2020 called for earnings 
of $1.73/share. At the end of 2019, estimates had fallen to $1.62/share, and at the end of 3Q20, estimates for 
2020 earnings had fallen to just $0.95/share. 2021 estimates follow a similar path.  

However, 2022 is a different picture. In February 2021, consensus estimates called for earnings of $2.17/share 
in 2022. As of March 22, 2022, consensus estimates for 2022 earnings have risen to $2.40/share. A miss in this 
environment, on the back of rising expectations, could send shares tumbling.  

Should HubSpot’s 2021 growth prove to be the outlier and revenue growth rates continue their prior downward 
trend, investors may falter in their belief of this growth story and send shares down to a level more in line with the 
company’s fundamentals.  

What Noise Traders Miss With HUBS 

These days, fewer investors pay attention to fundamentals and the red flags buried in financial filings. Instead, 
due to the proliferation of noise traders, the focus tends toward technical trading trends while high-quality 
fundamental research is overlooked. Here’s a quick summary for noise traders when analyzing HUBS: 

• lack of a moat in a highly competitive industry resulting in minimal market share 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/danger-zone-rise-of-the-noise-traders/
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• negative margins and miniscule R&D spend relative to competition 
• cash-burning operation 
• valuation implies the company will be nearly 3x more profitable than Salesforce, the current industry 

leader 

Executive’s Get Compensated While Destroying Shareholder Value 

HubSpot’s executives receive annual cash bonuses, which are tied to the achievement of annual recurring 
revenue and non-GAAP operating income goals. Additionally, executives receive stock options and restricted 
stock units, neither of which are tied to any performance measure.  

By tying executive compensation to metrics that have no correlation to creating shareholder value, HubSpot’s 
executives have been rewarded while destroying shareholder value. Economic earnings, the true cash flows of 
the business, have never been positive and declined from -$59 million in 2015 to -$65 million in 2021. 

HubSpot should link executive compensation with improving ROIC, which is directly correlated with creating 
shareholder value, so shareholders’ interests are properly aligned with executives’ interests. 

Don’t Buy What Insiders are Selling  

Over the past 12 months, insiders have purchased 41 thousand shares and sold 249 thousand shares for a net 
effect of 208 thousand shares sold. If insiders are selling, why shouldn’t you? 

There are currently 2.3 million shares sold short, which equates to 5% of shares outstanding and just under three 
days to cover. The number of shares sold short has remained flat since last month.  

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

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

Below are specifics on the adjustments we make based on Robo-Analyst findings in HubSpot’s 10-K: 

Income Statement: we made $75 million of adjustments, with a net effect of removing $35 million in non-
operating expenses (3% of revenue). Clients can see all adjustments made to HubSpot’s income statement on 
the GAAP Reconciliation tab on the Ratings page on our website. 

Balance Sheet: we made $1.5 billion of adjustments to calculate invested capital with a net decrease of $1.2 
billion. One of the largest adjustments was $1.3 billion in excess cash. This adjustment represented 84% of 
reported net assets. Clients can see all adjustments made to HubSpot’s balance sheet on the GAAP 
Reconciliation tab on the Ratings page on our website. 

Valuation: we made $2.2 billion of adjustments to shareholder value for a net effect of increasing shareholder 
value by $391 million. Apart from total debt, one of the most notable adjustments to shareholder value was $204 
million in outstanding employee stock options (ESO). This adjustment represents 1% of HubSpot’s market cap. 
Clients can see all adjustments to HubSpot’s valuation on the GAAP Reconciliation tab on the Ratings page on 
our website. 

Unattractive Funds That Hold HUBS 

The following funds receive our Unattractive-or-worse rating and allocate significantly to HUBS: 

1. Evolutionary Tree Innovators Fund (INVTX, INVNX) – 6.4% allocation and Very Unattractive rating  
2. T Rowe Price Global Technology Fund (PGTIX, PRGTX) – 6.3% allocation and Unattractive rating 
3. Artisan Mid Cap Fund (ARTMX, APDMX, APHMX) – 4.4% allocation and Unattractive rating 
4. Berkshire Focus Fund (BFOCX) – 3.6% allocation and Very Unattractive rating 
5. American Beacon Bridgeway Large Cap Growth Fund (BLYAX) – 3.1% allocation and Unattractive rating 

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

This article originally published on March 28, 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. 

http://blog.newconstructs.com/
http://www.newconstructs.com
https://www.newconstructs.com/education/education-close-the-loopholes/education-economic-earnings/
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/non-operating-expenses-hidden-in-operating-earnings/
https://www.newconstructs.com/non-operating-expenses-hidden-in-operating-earnings/
https://www.newconstructs.com/excess-cash/
https://www.newconstructs.com/adjusted-total-debt/
https://www.newconstructs.com/outstanding-employee-stock-options/
https://www.newconstructs.com/wp-content/uploads/2022/03/220328-Danger-Zone-with-David-Trainer.m4a
http://moneylifeshow.com/
https://www.newconstructs.com/jack-of-all-trades-master-of-none/
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/
http://www.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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