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How COVID-19 Scrambles Earnings
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Part 1

Unscrubbed Earnings Measures are
-lawed
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What Causes Differences in Earnings Measures?

<4

Unusual items in the footnotes & MD&A of financial filings

 Hidden Expenses/Income

* Unrecorded Goodwill

* Impairments

* Unconsolidated Subsidiaries
* Minority Interests

e Unrealized Gains/Losses

* Changes in Accounting Rules

* Derivatives Exposure

! New Constructs®
Diligence | Independence | Performance

Employee Stock Options
Option Valuation Assumptions
Operating Leases

Loan Loss/LIFO Reserves
Pension Assumptions

Pension Over/Under Funding
Carrying Value vs Fair Value

Mid-year acquisitions
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https://www.newconstructs.com/education/accounting-loopholes/

Theory vs. Reality: Street Earnings

Most investors are not aware that SPGI Operating Earnings and Street Earnings suffer
from significant flaws when compared to Core Earnings, a better measure of earnings
because they exclude material unusual gains/losses missed by Wall Street.

In Theory:
Wall Street analysts adjust Street EPS
for unusual gains and losses that “
distort corporate EPS.
Street Earnings adjustments
l are not necessarily
complete or comparable
In Reality: across firms.”
They don’t. -Page 16, 3rd paragraph

i iusti ; Core Earnings: New Data and Evid
Without adjusting for these items, ore tarnings: New Data and Evidence

investors don’t get an accurate picture
of a company’s true profits.

' New Constructs®
Diligence | Independence | Performance
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The Problem: More Data = More Complexity
To challenge investors

* Filings have grown to 200+ pages

(That’s longer than the average novel.)
 Increasingly complex and time-consuming work
 Accounting rules are constantly changing

4
Financial Industry Regulatory Authority ‘ FINANCIAL
ACCOUNTING

STANDARDS BOARD

Kodak
Moments

<1 ()] . .
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WHO HAS TIME TO READ 200+ PACE FILINCS?
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The Result: Misleading Earnings

47% of S&P 500 firms OVERstate EPS by > 10%.
12% of S&P 500 firms UNDERstate their EPS by >10%.

Street Distortion Average Street

>10% Distortion
Overstated EPS 237 companies 31%
Understated EPS 58 companies -55%

The reverse kitchen sink: We expect companies to continue overstating EPS
going forward by sneaking unusual gains (often from rising public/private
investments in a hot stock market) into EPS in efforts to prolong the post-

Covid-19 earnings euphoria.

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

<l ® . .
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https://www.newconstructs.com/covid-19-drives-record-write-downs-in-1h2020/

Part 2

Case Studies: Most Understated
Farnings in the S&P 500
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NVR Inc. (NVR): Understated Street Eps

 The Street Distortion, or difference between NVR’s Street EPS
($274.75/share) and Core Earnings ($261.74/share), is -$13.99/share or 6% of
Street EPS.

 NVR’s GAAP EPS are $261.74/share, so the GAAP Distortion, or difference
between reported GAAP EPS and Core EPS, is $13.43/share or 5% of GAAP
EPS.

* Overall, Core EPS are 6% higher than Street EPS.

Street Earnings Only 4% Different Than GAAP Earnings

$265

$260

E $255

o

o $250
- m .
$240

GAAP Eamings Street Earmings Core Eamings

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

I ® . .
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NVR Inc. (NVR): Understated Street Eps - details

* Since Street Distortion and GAAP Distortion are about the same, it is clear
that Street Earnings are not adding a lot of value by removing the unusual
expenses that materially distort GAAP Earnings.

GAAP Earnings $248.31
- Hidden Unusual Items -$5.51
- Reported Unusual Items $0.00
- Tax Distortion -37.92

Core Eamings $261.74

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

< ® . .
« New Constructs Confidential 11

by
4




NVR Inc. (NVR): Understated Street Eps - details

Hidden Unusual Expenses, Net =-$5.51/per share, which equals -$22 million

e -50.2 millionin the TTM for capitalized interest charged to cost of sales - Page 7
1Q21 10-Q

e -519.2 million inthe TTM period based on $25.6 million of impairment of lot
deposits due to deteriorating market conditions - Page 53 2020 10-K

e -52.2 millioninthe TTM period based on $2.9 million of capitalized interest
charged to cost of sales - Page 54 2020 10-K

Tax Distortion =-$7.92/per share , which equals -$31 million

 We remove the tax impact of unusual items on reported taxes when we calculate
Core Earnings. It is important that taxes get adjusted so they are appropriate for
adjusted pre-tax earnings.

Sources: New Constructs, LLC, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

> ® . .
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https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_NVR_InterestChargedToCostOfSales_1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_NVR_ImparimentofDeposits_2020_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_NVR_InterestChargedToCostOfSales_2020_10-K.png

Allstate (ALL): Understated Street Eps

* The Street Distortion in Allstate’s 1Q21 TTM EPS is -$7.64/share (44% of
Street EPS), which is 44% less than the -$13.65/share (120% of GAAP EPS) in
GAAP Distortion.

» Street Earnings do a better job of capturing unusual items for Allstate than
NVR, but they still miss 44% of the unusual items in GAAP Earnings.

* Overall, Core EPS are 44% higher than Street EPS.
Street Earnings Miss 44% of Unusual Items in GAAP Earnings

$25
$23
s
§19
5 $17
5315
»w §13
$11
$9
§7
§5

GAAP Eamings Streat Eammings Core Eamings

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

I ® . .
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Allstate (ALL): Understated Street Eps - details

* Unlike NVR, majority of unusual items that Street and GAAP EPS fail to
account for are reported.

* Intheory, they should be easier to identify than the hidden items found in
NVR’s filings.

TTM ($ per share)

GAAP Earnings $11.36
- Hidden Unusual ltems $0.30
- Reported Unusual ltems Pre-Tax -$2.02
- Reported Unusual Items After-Tax -$12.18
- Tax Distortion $0.25

Core Earnings $25.02

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

<l ® . .
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Allstate (ALL): Understated Street Eps - details

Hidden Unusual Gains, Net = $0.30/per share , which equals $92 million
« S92 millioninthe TTM period based on $123 million in realized capital gains - Page 42 2020 10-K
Reported Unusual Expenses Pre-Tax, Net =-$2.02/per share, which equals -$629 million
o -$738 million for Shelter-in-Place Payback expenses - 2Q20 10-Q
« $679 million for pension and other postretirement remeasurement gains in the TTM period, based on
o -S73 million lossin 2Q20
 $71 million gain in 3Q20
 $371 million gain in 4Q20
 $310 million gainin 1Q21
e -$305 million in restructuring and related charges in the TTM period, based on
e -S14 million in 2Q20
e -$200 million in 3Q20
* -S40 million in 4Q20
e -S51 millionin 1Q21
* $268 million contra adjustment for recurring pension costs. These recurring expenses are reported in
non-recurring line items, so we add them back and exclude them from Earnings Distortion.
* S3million gainin the TTM period based on a $4 million gain on disposition of operations - 2020 10-K
Reported Unusual Expenses After-Tax, Net =-$12.18/per share, which equals -$3.8 billion
« -53.8 billion loss from discontinued operations - 1Q21 10-Q
Tax Distortion = $0.25/per share, which equals $77 million
* Weremove the tax impact of unusual items on reported taxes when we calculate Core Earnings. It is
important that taxes get adjusted so they are appropriate for adjusted pre-tax earnings.

Sources: New Constructs, LLC, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

> ® . .
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https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_RealizedCapitalGains_2020_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_ShelterInPlacePaybackExpense_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_PensionOtherPostretirementRemeasurement_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_PensionOtherPostretirementRemeasurement_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_PensionOtherPostretirementRemeasurement_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_PensionOtherPostretirementRemeasurement_1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_RestructuringRelated_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_RestructuringRelated_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_RestructuringRelated_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_RestructuringRelated_1Q21_10-Q.png
https://www.newconstructs.com/education/pension-cost-accounting-rule-change/
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_GainOnDisposition_2020_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_ALL_LossFromDiscontinuedOperations_1Q21_10-Q.png

Part 3

Case Studies: Most Overstated Earnings
in the S&P 500
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Alphabet (GOOGL): Overstated Street Eps

* The Street Distortion in Alphabet’s 1Q21 TTM EPS is $12.45/share (17% of Street
EPS), which is $.08/share (1%) more than GAAP Distortion.

* Alphabet’s GAAP EPS are $75.04/share, so the “GAAP Distortion” is $12.37/share
(16% of GAAP EPS), or just $0.08/share less than the Street Distortion.

* Street Distortion is actually worse than GAAP Distortion, and Street Earnings are
more overstated than GAAP Earnings.

 Overall, Core EPS are 17% lower than Street EPS.

Street Earnings Just 1% Different Than GAAP Earnings

$80

$70
560 .
$50

GAAP Earnings Streat Eamings Core Eamings

$ per share

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.
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Alphabet (GOOGL): Overstated Street Eps - Details

* The majority, $8.63/share, of the unusual income that Street Earnings fail to
capture is very clearly non-core.

* |tappears below the “Income From Operations” line of Alphabet’s income
statement in both the 1Q21 10-Q and 2020 10-K.

TTM ($ per share)

GAAP Earnings $75.04
- Hidden Unusual Items $0

- Reported Unusual Items $14.84
- Tax Distortion -$2.47

Core Earnings $62.67

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

< ® . .
« New Constructs Confidential 18

by
4




Alphabet (GOOGL): Overstated Street Eps - Details

Reported Unusual Gains, Net = $14.84/per share, which equals $10.2 billion

* $4.3 billion or $6.28/per share in the TTM period based on a $4.3 billion
unrealized gain on equity securities - 2020 10-K

* |tems detailed on next slide

Tax Distortion =-$2.47/per share, which equals -$1.7 billion
* We remove the tax impact of unusual items on reported taxes when we calculate
Core Earnings. It is important that taxes get adjusted so they are appropriate for

adjusted pre-tax earnings.

Sources: New Constructs, LLC, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.
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https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_UnrealizedGainOnEquitySecurities_2020_10-K.png

Alphabet (GOOGL): Overstated Street Eps - Details

Reported Unusual Gains, Net = $14.84/per share, which equals $10.2 billion
Each of the following is included in Other income (expense) on the income statement. We found these details in the
footnotes:
« $7.6 billion gain on debt & equity securities in the TTM period, based on
« $1.5 billion gain on equity securities in 2Q20
 $387 million gain on debt securities in 2Q20
« $1.9 billion gain on equity securities in 3Q20
« $116 million gain on debt securities in 3Q20
» -$991 million loss on equity and debt securities in 4Q20
* $4.8 billion gain on equity securities in 1Q21
-$86 million loss on debt securities in 1Q21
« -$1.3 billion in performance fees in the TTM period, based on
e -$75 million in 2Q20
¢ -S135 million in 3Q20
 -$405 million in 4Q20
¢ -$665 millionin 1Q21
» -$282 million in Other Expense (income) in the TTM period, based on
» $147 million expense in 2Q20
 -$88 million expense in 3Q20
 -5$420 million expense in 4Q20
¢ $373 million income in 1Q21
* -$150 million in foreign currency exchange losses in the TTM period, based on
e -$92 million loss in 2Q20
e -$84 million loss in 3Q20
o -$87 million loss in 4Q20
 $113 million gainin 1Q21
Sources: New Constructs, LLC, and company filings.

Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

> ® . .
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https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnEquitySecurities_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnDebtSecurities_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnEquitySecurities32Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnDebtSecurities_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnEquitySecurities_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnEquitySecurities1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_GainOnDebtSecurities_1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_PerformanceFees_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_PerformanceFees_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_PerformanceFees_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_PerformanceFees_1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_Other_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_Other_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_Other_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_Other_1Q21_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_ForeignCurrencyExchange_2Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_ForeignCurrencyExchange_3Q20_10-Q.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_ForeignCurrencyExchange_4Q20_10-K.png
https://www.newconstructs.com/wp-content/uploads/2021/06/NewConstructs_Models_GOOGL_ForeignCurrencyExchange_1Q21_10-Q.png
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Stocks More Likely to Miss Street EPS in
2021
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3 firms More likely to miss 2921 EPS Estimates

* Alphabet (GOOGL), Amazon (AMZN) and PayPal (PYPL) maintain investments in
public and private companies that are not necessarily core to their businesses.

* Gains from these investments distort the company’s EPS and Wall Street’s EPS
expectations.

Overstated EPS -> overstated EP!

Consensus

_ Earnings Cc_)re EPS Cons_ensus
Ticker Name . Estimate for Estimate
SSUIIELSN s 2Q21* Overstated by
yieyy
PYPL PayPal Holdings $1.13 $0.70 38%
GOOGL Alphabet, Inc. $19.21 $16.03 17%
AMZN Amazon.com Inc. $12.22 $11.03 10%

*Assumes Street Distortion as a percent of Core EPS is same for 2Q21 EPS as for 1Q21 TTM EPS.

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.

4 New Constructs®
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More Likely to Miss: PayPal (PYPL)

* PayPal’s 2Q21 street EPS estimate of $1.13 is overstated by $0.43/share, or 38% of
2Q21 street EPS estimate.

e Our Core EPS estimate is $0.70.

« Street EPS estimates are overstated b/c they are based on prior historical EPS data
that are overstated from billions of dollars of gains in what the company calls
strategic investments, or stakes in publicly and privately held companies.

Street EPS Overstated by 38%

$4.50

$4.00

»
w
o)
S

$ per share

»
w
o
S

$2.50

$2.00
GAAP Earnings Street Earnings Core Earnings

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.
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More Likely to Miss: Amazon (AMZN)

 Amazon’s 2Q21 consensus EPS estimate of $12.22/share is overstated by
$1.19/share, or 10% of 2Q21 street EPS estimate.

e Our Core EPS estimate is $11.03.

* Street EPS estimates are based on recent consensus earnings that include
billions of dollars of non-core ‘other income’ and gains from its investments
in private companies.

Street EPS Overstated by 10%

$53.00
$51.00
$49.00

$47.00

$ per share

$45.00

$43.00

$41.00
GAAP Earnings Street Earnings Core Earnings

Sources: New Constructs, LLC, Refinitiv, and company filings.
Any trading symbols displayed are for illustrative purposes only and are not intended to portray recommendations. Past performance is not necessarily indicative of future results.
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Auto-generated reports — updated daily
Leverage auto-parsing expertise into new products and markets

Analyst New 10K & Forecast 31120

‘ < - Notes Focus List (Long) Model Portfolio Nov 2019 ROBO'ANALYST RESEARCH
B > New Constructs® Closing Price as of 03/06/2020: $22.35

< "Q < Dividend Yield: 3.6%

Period End Date: 12/31/2019
Western Union Co (The) (WU)

NYSE - Industrials

Price 03/06/2020: $22.35
Investment Recommendation Economic Book Value per share $35.30

. 52-Week Range $16.89- $28.45
- We do not recommend investors buy WU.
5 ~ 20,000
. WU earns our Neutral rating. See Investment 06
Rating Details below. 2L Licae
- A Neutral rating means this stock’s upside oo
potential is about equal to its downside risk. $25.00 [HNO00
s . $24.00
- WU ranks in the 72nd percentile of the 2900+ - 5,000
stocks we cover. $23.00
B $22.00 -0
- Ranks 106th out of 416 Industrials Sector ; . .
StOCkS Jan 1 Feb 1 Mar 1
w— Price Volume (in thousands)
Investment Rating Details
Risk/Reward Quality of Earnings Valuation
Rating ::::::‘;‘;;; R“é‘;’;;:‘ &‘;‘:é;"d FCF Yield Price-to-EBV Ratio | ©™'po hbPreciation
Very Unattractive Misleading Trend Bottom Quintile <-5% >350r-1<0 >50
Unattractive FalsePosiive ~ 4th Quintile 5%<-1% 24<350r<-1 20 <50
Neutral Neutral EE 3rd Quintile -1%<3% 16<24 10<20
Attractive Positive EE 2nd Quintile 3%<10% 11<16 3<10
Very Atractive Rising EE _—_—
| Actualvalues | $157 vs. $246 | 25% | |
Sector ETF (XLI) Positive EE 10% 5% 18 26
S&P 500 ETF (SPY) Positive EE 2% ] 26 29

Economic EPS vs Reported EPS Earnings & Valuation Diligence Summary

« WU's accounting earnings overstate its economic earnings,
which equal (ROIC - WACC) * Average Invested Capital.

« For WU, we made a total of $3,681 million in income statement
and balance sheet adjustments to convert accounting earnings
to economic earnings in FY19.

+ We made $5,220 million in adjustments in our DCF valuation of
the stock.

$2.00 -

$1.00 -

Dollars

$0.00 -

-$1.00 -

- See Appendix 1 for details on our calculations of key metrics
and Appendices 2 and 3 for details on our adj

2015 2016 2017 2018 2019 ™
=@~ Economic EPS =#= Reported EPS

tock Performance ] Key Market Statistics. 1

' New Constructs® Confidential 26
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Stock Ratings: details “ Robo-Analysts Best

Human Analysts on
Investment Picks.”

- Vildana Hajric, Bloomberg News

Switch to Credit Rating

Closing Price: $227.56 (Mar 03, 2021)

T i Market Value: $1716.3 Billion
Microsoft Corporation (MSFT) M o

Sector: Technology

Earnings Distortion Score: | Miss

Analyst Notes : None

Quality of Earnings Valuation
Risk/Reward Economic vs Reported Price to Market-Implied GAP
Rating © EPS © ROIC @ FCF Yield @ EBV © o
Very Unattractive Misleading Trend Bottom Quintile <-5% >350r-1<0 > 50
Unattractive False Positive 4th Quintile 5% <-1% 24<350r<-1 20< 50
Neutral Neutral EE 3rd Quintile -1% < 3% 16<24 10<20
Attractive Positive EE 2nd Quintile 3% < 10% 1.1<1.6 3<10
Very Attractive ~ RisingEE  TopQuintile > 10% 0<1.1 0<3
MSFT $5.79 vs. $6.71 42% 2% 1.9 16 yrs
Benchmarks @
Sector ETF (QQQ) Positive EE 3% 1% 3.1 31yrs
S&P 500 ETF (SPY) Positive EE S 24% 2% 2.9 23 yrs
Small Cap ETF (IWM) Positive EE 4% 1% T 40yrs

Add to Portfolio Company Model Download XLS Download Report Marked-Up Filings

Investment Summary
/

Rating Breakdown GAAP Reconciliation Adjustments Earnings Distortion
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Machine Learnings from experts
Human-Validated parsing instructions from 200,000+ filings

OUR FORENSIC EXPERTS
USE CUTTING-EDCGE TECH
TO SHINE A LIGHT IN THE
DARK CORNERS OF
FINANCIAL FOOTNOTES.

I ® . .
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Al-Enabled Research Automation - Benefits
The Robo-Analyst

s

TP &

Better Faster Cheaper

e Drivesalpha e Cover10,000s of o Sbillions/year saved vs. legacy

e Only way to analyze stocks, bonds, ETFs data collection systems
footnotes in 200+ and mutual funds e Smillions/year saved while
page filings e Entire 10-Ks & Qs covering more companies w/

e 100% transparency analyzed in minutes fewer people

e 1-clickto audit e Models &APIs o Cost effective fulfillment of
every number updated instantly fiduciary duties

New Constructs” Confidential 29




Pr '
oof of superior fundamental vs SPGI and refinitiv

JOURNAL OF

Fimancal

' ‘ Compustat adj .
ECONOMI - ./UStme”fS explain only 269 to 539
HARVARD r the variation in Total Adjustments [garnfljgg e

R er Distortion] - Online Appendix pp. 1, 2nd para

~ MANAGEMEN
Core Earnings: SLOAN SCHOO
New Data and Evidence’

VESKIQTASE

NTY

Ethan Rouen

Harvard Business School

‘ we | fi
Co//gcetn ti ]l;/ed cases where Compustat did not
information relati ' -
ing to firms’inc :
S : . ome thatis
eful in assessing Core Earnings.” - pp. 16, 2nd

November 2020 a/,
Forthcoming, Journal of Financial Economics O.

Sloan School of Management

Charles C.Y. Wang

Harvard Business School

Abstract

Using a novel dataset, we show that components of firms’ GAAP carnings stemming from
ancillary business activities or transitory shocks are significant in frequency and magnitude.
These components have grown over time and are dispersed across various sections of the 10-
K. Excluding them from GAAP carnings vields a core earnings measure that dist inguishes
between the recurring and non-recurring components of net income and forecasts future per-
formance. Analysts and market participants are slow to impound these earnings component s
implications, p;\rlirulurlv the amounts disclosed in footnotes. Trading strategies that exploit
nON-COTe CATnings produce abnormal returns of 8% per year.

Keywords: Core Earnings; Transitory Earnings: Non-Operating Earnings: Quantitative ‘ g e Z-O Z-O/ n On _CO re_ea r ] '
Disclosures; Fundamental Analysis; Equity Valuation /den t 'f' ! n /ngs / te mS
Black, llia Dichev, Vivian Fang (discussant), Trevor Harxis, Paul Healy, Jubani Linnainmaa (discussant), Pete /n CO » ro ge /\/e Z-
v, Stephen Penmar Edward Riedl, Doug Skinner, Joe Weber, and workshop participants at Acadian Asset } ] ) e _
Annual Meeting, mrowstreet Capital, Boston University, Conference on Finandal ¢ . y n p a ra
.

JEL: C14, G10, G18, M40, M4l

*First draft July 2018. For helpful feedback, we thank Bill Schwert (editor), an anonymous referee, Dirk

Lisows

Management, the ASSA/!
Economics and Accounting, Dartmouth Univ ersity, Fuller & Thaler, Global Quantitative and Macro Investment
Conference, Harvard Business School, Strategic Global Advisors University of Arizona, and London School of

Economics. We also thank Carolyn Liu and Trang Nguyen for excellent research assistance. We are grateful to
David Trainer, Lee Moneta-Koehler, and the New Constructs team for providing their data and offering valuable
insights. None of the authors received any financial support or have financial dealings with the data provider or
hold any paid or unpaid positions at the organization The organization provided the data for academic research
purposes and did not have the right to review the paper prior to its circulation. One of us, for teaching purposes
wrote a Harvard Business School case on the organization, which was based on field inter views and non-public
information sources and fully funded by the school. All errors remain ours.

cli
lick here for the paper. Here’s a short summary

. New Constructs®
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/

Proof of superior financial models

“ [New Constructs] accounts for a large number of
items... which are notincluded in the other data sets.”

EY .
L

- Gettmg ROIC right: )
how an accurate view of ROI
can drive improved
 shareholder value

‘ ‘ The majority of the difference comes from [New
Constructs|’s machine learning approach, which

leverages technology to applying accounting
adjustments that may be buried deeply in the footnotes

across thousands of companies. p. 4

“ The other advantage of [New Constructs] is the
transparency in disclosing calculations and all the data

behind them. It is hard to determine the calculations at
a granular level from the reports of many data

providers. P. 4

i ‘ New Constructs’
. | 4

Click here for the paper.
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https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf

Proof of superior stock ratings

Dili
igence matters - so does being unconflicted

“ the portfolios formed following the buy

recommendatio
ns of Robo-An
ManVetsusMachine: O/ySZ-S earn ObnO/’ma/

retur i
A Comparison of Robo-Analyst and Traditio.nal Research Analyst ] ' nS th Ot ares Z_a Z-/ S Z_/ Ca / /y an d econo m/ / /
Investment Recommendations S/ g N/ f/ Can z. » I[)p 6 Brd para ca y

Braiden Coleman Kenneth Merkley Joseph Pacelli

Indiana University Indiana University Indiana University

braidenc@is.edn kenmerk@iu.edu jpaalli@indzbna edu
February 2020

Abstract: Advances in financial technology (FinTech) have revolutionized various product offerings ‘ ‘ O u r res u / tS u / Z-/ m a Z—e / S u
in the financial services industry. One area of particular interest for this technology is the production y gg eS t th O t R O b A
of investment recommendations. Out study provides the first comprehensive analysis of the a r e a \/a / b / O ~ n a /yS tS
properties of investment recommendations gcncratcd by “Robo—AnalysLs,” which are human-analyst- u O e a / Z-e /’ n a Z- - . ;
assisted computer programs conducting automated research analysis. Our results indicate that Robo- . 4 / Ve / n f O r m a Z' / O n
Analyst recommendations differ from those produced by traditional “human’” research analysts aCross / n te /’ m e d ; ..
several dimensions. First, Robo-Analysts collectively produce a more balanced distribution of buy, / a r y Z_O Z_ r a d / t .
hold, and sell recommendations than do human analysts, consistent with them being less subject to /O n O/ S e / / _S / d e / 7
behavioral biases and conflicts of interest. Second, consistent with automation facilitating a greater p 2 O 3 a n O yS tS —
scale of research production, Robo-Analysts revise their recommendations more frequently than [O . 9 r d pa r a ’
human analysts and also adopt different production processes. Their recommendation revisions rely .

reports. Third, Robo-Analysts’ recommendation revisions exhibit weaker short-window returnl

reactions, suggesting that investors do not trade on their signals. Importantly, portfolios formed based

on the buy recommendations of Robo-Analysts appear to outperform those of human analysts,

suggesting that their buy calls are more profitable. Overall, our results suggest that Robo-Analysts ar¢
a valuable, alternative information intermediary tO traditional sell-side analysts for investment advice.

We benefited from comments and suggestions received from Larry Brown, Elizabeth Demers (discussant), Jared Flake,
Ryan Johnson, Philip Joos, Stephannie Larocque (discussant), Christian Leuz, Roni Michaely, Brady Twedt, Jim Wahlen,

and participants at the 2019 BYU Accounting Research Symposium, 2020 Financial Accounting Reporting Section Midyear
Meeting Plenary Session, and the 2020 Swiss Accounting Research Alpine Camp.

Click here for the paper.
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https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879

100% Unconflicted
Reliable fundamental research

New Constructs has no trading, corporate or banking ties - no conflicts.
* Morningstar gets paid by fund companies. Fund companies must license ratings from

Morningstar to use them in marketing materials.

New Constructs =unadulterated expertise in accounting, finance and SEC

filings.
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Takeaways

1. New Constructs offers more reliable fundamental research that
enables investors to overcome flaws in legacy fundamental datasets and
apply reliable fundamental data in their research.

2. No one can do what we do.

3. Unique combination of expertise in:
* Accounting
* Finance
* Technology

4. Research automation is the future.

> ® . .
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https://www.newconstructs.com/its-official-we-offer-the-best-fundamental-data-in-the-world/

disclosures & Disclaimers

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
forinclusion in a New Constructs report nor may they purchase or sell a security for the first 15 days after New Constructs issues a report on that security.

New Constructs is affiliated with Novo Capital Management, LLC, the general partner of a hedge fund. At any particular time, New Constructs’ research recommendations may not coincide with the hedge fund’s
holdings. However, in no event will the hedge fund receive any research information or recommendations in advance of the information that New Constructs provides to its other clients.

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.
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