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IPO Coverage: Eventbrite (EB) Lands in the Danger Zone

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

Online ticketing platform Eventbrite (EB) went public on Thursday, September 20. At an offering price of $23 per
share, the company planned to raise up to $230 million with an expected market cap of ~$1.8 billion. At the IPO
price, EB currently earns our Unattractive rating.

Eventbrite’s IPO reminds us of Dropbox (DBX). Both platforms:

o Are successful with lower-end and/or low-paying/free users but now need to target a more profitable
customer base

e Operate in relatively commodified businesses with low margins

e Have dual-class share structures that give public shareholders almost no say in corporate governance.

This report aims to help investors sort through Eventbrite’s financial filings to understand the fundamentals and

valuation of this IPO.
Get the best fundamental research

Losses Aren’t as Bad as They Seem

EB earns revenues by charging a combination of percentage and flat fees to event promoters (“creators” in the
company’s terminology) for each ticket sold on its platform. In 2017, over 700 thousand creators issued 203
million tickets on Eventbrite. The company earned $202 million in revenue from these ticket sales, up 51% from
2016.

At first glance, EB’s GAAP losses stayed consistent over the past two years, at -$40 million in 2016 and -$39
million in 2017. However, Figure 1 shows that economic earnings, the true cash flows of the business, improved
significantly. The company’s economic losses declined from -$38 million in 2016 to -$20 million in 2017.

Figure 1: EB GAAP Net Income and Economic Earnings Since 2016
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Sources: New Constructs, LLC and company filings

Non-operating items overstated EB’s GAAP losses in 2017, which masked the fundamental improvement in the
business. Adjusting to remove these non-operating items reveals the company’s narrowing losses.
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In 2017, Robo-Analyst' uncovered non-operating items, such as:

e $21.9 million (11% of revenue) in charges related to tax reform
e $7.3 million (4% of revenue) in acquisition related costs
e $2.7 million (1% of revenue) in impairments

After these adjustments, we removed net $26.6 million in non-operating expenses in 2017, which resulted in
economic losses being 49% lesser than GAAP losses.

With only two years of history, it’s difficult to draw any firm conclusions about the trend in the business, but our
adjustments show that the company moved significantly closer to profitability in 2017.

Unprofitable Customers Are A Long-Term Problem

EB has successfully attracted creators through word of mouth, as 95% of its creators signed themselves up for
the platform directly. However, that 95% of creators accounts for just 54% of revenue, which means that the
remaining 5% of creators that EB signs up through direct sales efforts account for 46% of its revenue.

Similar to Dropbox, EB has built a customer base that is large but not particularly profitable. The majority of its
creators host small events, many of which are free. Just 71 million (35%) of the 203 million tickets issued through
Eventbrite in 2017 generate revenue.

EV claims it will generate significant profit growth by (a) converting its existing free creators to paid, and (b)
growing the revenue from its existing paid creators, but it has yet to do so. In 2017, the revenue from existing
creators declined by 3% year over year. For EB’s up-selling strategy to be successful, revenue growth needs to
be significantly positive, not negative.

EB’s other growth strategy is to move upmarket and sign up larger creators. That strategy forces it to compete
with well-entrenched, powerful companies like Ticketmaster (LYV) and StubHub (EBAY). Ticketmaster, as part of
Live Nation, also has the advantage of vertical integration, as it both hosts events and sells tickets for them.

Growth Through Acquisitions Destroys Value

Acquisitions have been a key component of EB’s growth strategy. Over the past two years, the company has
spent $239 million (121% of invested capital) on acquisitions. These large acquisitions add significant goodwill to
the balance sheet and put the company at risk for future write-downs. Goodwill accounts for 80% of EB’s
invested capital, the 20" highest percentage out of the 2,867 companies we cover.

These acquisitions disguise the real customer acquisition costs that EB faces by shifting those costs from the
income statement to the balance sheet. Through the first six months of 2018, revenue grew faster than sales and
marketing costs, at 61% vs. 54% year-over-year respectively. However, much of that revenue growth came from
acquisitions, and organic revenue growth was only 39%. EB’s customer acquisition strategy is not more efficient
than others as it claims. When investors consider the money EB pays to acquire smaller competitors as part of
its customer acquisition cost, this business looks much weaker.

Don’t Trust Reported Cash Flow

EB claims positive free cash flow as a significant selling point for investors. According to its filings, EB earned
$21 million in free cash flow in 2017.

This free cash flow number ignores significant costs, including stock-based compensation and cash paid for
acquisitions. Our models show that, once you account for these costs, EB’s free cash flow is -$104 million and its
free cash flow yield ranks near the bottom for all the IPO’s we’ve covered so far in 2018.

" Harvard Business School features the powerful impact of research automation in the case New Constructs: Disrupting Fundamental
Analysis with Robo-Analysts.
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Figure 2: Free Cash Flow Yield For 2018 IPO’s

. Free Cash
Company Ticker Flow Yield
BJ's Wholesale Club BJ 3.9%
GreenSky GSKY 1.5%
Dropbox DBX 0.6%
Tilray TLRY -0.2%
Avalara AVLR -0.9%
EVO Payments EVOP -1.6%
Spotify SPOT -2.7%
Eventbrite EB -5.8%
Puxin NEW -11.8%
Domo DOMO -25.8%
AXA Equitable Holdings EQH -37.5%

Sources: New Constructs, LLC and company filings

If EB plans to use acquisitions as a primary driver of growth, it can’t exclude the money it pays for them from free
cash flow.

Share Class Structure Leaves No Real Power for Investors

EB plans to list shares using the dual class structure that has become the default for recent IPOs. We showed
how the dual-class structure that prevents investors from holding executives accountable contributes to the
dysfunction and falling share price at Snap Inc. (SNAP).

EB’s governance structure at least does not give total control to the founders. Venture capital funds Tiger Global
and Sequoia Capital both hold significant Class B shares that will allow them to advocate for shareholder
interests. Still, the Class A shares that are sold in the IPO will only have 1.5% voting power in the company. Why
should investors by shares that are stripped of the basic shareholder right to vote?

Our Discounted Cash Flow Model Reveals EB is Overvalued

When we use our dynamic DCF model to analyze the future cash flow expectations baked into the stock price,
we find that EB is overvalued at the price of its IPO.

Due to its position as a middleman in a commodity business, EB has little margin leverage and will need to grow
rapidly to justify its valuation. To justify its IPO price of ~$23/share, EB must grow its NOPAT margin from -6% to
2.5% (comparable to LYV) and grow revenue by 40% compounded annually for the next 10 years. See the math
behind this dynamic DCF scenario.

In this scenario, EB would earn $5.8 billion in revenue in year 10, which translates to ~41.9 billion paid tickets at
its current monetization of $3/ticket. EB estimates its total addressable market as 1.1 billion paid tickets, so it
must expand its addressable market by 75% — either by entering new geographic markets or diversifying its
services — and achieve a dominant market share to simply justify its valuation.

If EB achieves the same margins as above but only grows revenue by 20% compounded annually for 10 years,
the stock is worth ~$4/share today, an 84% downside from the IPO price. See the math behind this dynamic
DCF scenario. In this scenario, EB would earn $1.2 billion in revenue in year 10, which equates to 415 million
tickets and a 38% market share.
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Critical Details Found in Financial Filings by Our Robo-Analyst Technology

As investors focus more on fundamental research, research automation technology is needed to analyze all the
critical financial details in financial filings. Below are specifics on the adjustments? we make based on Robo-
Analyst findings in Eventbrite’s S-1:

Income Statement: we made $34 million of adjustments, with a net effect of removing $27 million in non-
operating expense (13% of revenue). You can see all the adjustments made to EB’s income statement here.

Balance Sheet: we made $336 million of adjustments to calculate invested capital with a net decrease of $149
million. The most notable adjustment was a $22 million midyear acquisition adjustment to account for
acquisitions made later in the year. This adjustment represented 7% of reported net assets. You can see all the
adjustments made to EB’s balance sheet here.

Valuation: we made $339 million of adjustments with a net effect of decreasing shareholder value by $62 million.
There were no adjustments that increased shareholder value. Apart from $113 million in total debt, the largest
adjustment to shareholder value was $79 million in outstanding employee stock options. This option adjustment
represents 5% of EB’s proposed market cap.

This article originally published on September 20, 2018.

Disclosure: David Trainer, Kyle Guske Il, and Sam McBride 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.

2 Ernst & Young's recent white paper “Getting ROIC Right” demonstrates the link between an accurate calculation of ROIC and shareholder
value.
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New Constructs® - Research to Fulfill the Fiduciary Duty of Care

Ratings & screeners on 3000 stocks, 450 ETFs and 7000 mutual funds help you make prudent
investment decisions.

New Constructs leverages the latest in machine learning to analyze structured and unstructured
financial data with unrivaled speed and accuracy. The firm's forensic accounting experts work
alongside engineers to develop proprietary NLP libraries and financial models. Our investment ratings
are based on the best fundamental data in the business for stocks, ETFs and mutual funds. Clients
include many of the top hedge funds, mutual funds and wealth management firms. David Trainer, the
firm's CEQ, is regularly featured in the media as a thought leader on the fiduciary duty of care,
earnings quality, valuation and investment strategy.

To fulfill the Duty of Care, research should be:

1. Comprehensive - All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has been
diligently reviewed, including footnotes and the management discussion & analysis (MD&A).

Un-conflicted - Clients deserve unbiased research.

3. Transparent - Advisors should be able to show how the analysis was performed and the data
behind it.

4. Relevant - Empirical evidence must provide tangible, quantifiable correlation to stock, ETF or
mutual fund performance.

Value Investing 2.0: Diligence Matters: Technology is Key to Value Investing With Scale

Accounting data is only the beginning of fundamental research. It must be translated into economic
earnings to truly understand profitability and valuation. This translation requires deep analysis of
footnotes and the MD&A, a process that our robo-analyst technology empowers us to perform for
thousands of stocks, ETFs and mutual funds.
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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 15 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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