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WeWork’s Failed IPO Is a Win for Main Street

It's official: the WeWork IPO is dead. After a month and a half of bad press — including our criticism of its

corporate governance and business model — the office leasing company officially pulled its IPO filing on
September 30.

The company has also undergone massive changes over the past month. Founder Adam Neumann is out as
CEO and na longer has voting control over the company, the company is selling off non-core businesses, and it’s
halting rapid lease expansion.

WeWork’s failed IPO is a win for main street and the efficiency of the public markets. Main street investors
avoided sinking billions of dollars into a value-destroying business while simultaneously forcing important
leadership and governance reforms. Combined with the poor performance of many other recent IPO’s,
WeWork’s failed IPO gives us confidence that capital markets are becoming more efficient.

Get the best fundamental research
The Market Worked

In the week after WeWork filed its S-1, Google (GOOGL) reviewed the search traffic around its IPO and revealed
“the most alarming negative sentiment trends they have seen compared to prior companies in similar situations,”

according to a marketing executive speaking anonymously to New York Magazine.

Countless analysts — including us — highlighted the company’s massive losses, high-risk business model, poor
corporate governance, and absurd valuation. Meanwhile, it was almost impossible to find a rational bull case for
the company. Ben Thompson of Stratechery came the closest, comparing WeWork’s potential to Amazon Web
Services, but even he said the valuation “seems way too high.”

Such universally negative sentiment contrasted with Lyft (LYFT) and Uber (UBER), both of which had their fair
share of bears and bulls leading up to their respective IPO’s.

While Wall Street managed to push both of those IPO’s through at high valuations, the bears seem to have won
the argument on both of those stocks. UBER is down 35% since its IPO, while LYFT is down almost 50%.

Figure 1: Declining Valuation for LYFT, UBER, and WE

WeWork Could Have Cost Shareholders More than
Uber/Lyft Combined
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Lyft's market cap has declined by $13 billion since its IPO, and Uber’s market cap has declined by $33 billion.
Combined, this loss is still less than the $47 billion that investors stood to lose had WeWork gone public at its
private valuation (since we believe the company is likely to go to zero).

WeWork Is Still in Trouble

In the statement announcing the end of the IPO, WeWork’s new co-CEOs, Artie Minson and Sebastian
Cunningham, said, “We have decided to postpone our IPO to focus on our core business, the fundamentals of
which remain strong.”

If Minson and Cunningham actually believe this statement, they are delusional. WeWork’s business had
economic losses of $2.1 billion last year and currently has over $47 billion in long-term operating lease
commitments. ET Alphaville estimates the company has ~13 months of runway before it runs out of cash.

Some investors might view the recent slowdown in new leases as a sign of fiscal discipline, but in reality, it's a
sign of fundamental weakness. A recent article from The Wall Street Journal stated:

“The vast majority of New York City landlords have little interest in taking on WeWork as a new tenant while the
company is struggling to shore up its finances, brokers and landlords say.”

Don Peebles, CEO of Peebles Corporation, a real estate investment and development firm, recently told CNBC:

“Anyone looking at a building that has got significant WeWork occupancy has got to be very concerned.” ... ‘|
think some defaults by WeWork are coming down the line.”

WeWork’s bonds are now trading at 84 cents on the dollar, indicating that the bond market also sees a
significant risk of default.

No one wants to lend to the company, no one wants to lease to the company, and no one wants to invest in the
company. It's no surprise, then, that SoftBank is reportedly considering an additional $1 billion investment to
keep the company afloat. SoftBank has sunk so much money into WeWork that it now has no choice but to try to
keep it alive at any cost.

The playbook for WeWork going forward seems clear:

1. Get a lifeline from SoftBank

2. Slowdown growth, cut costs, and focus on profitability at existing locations

3. Hope the economy holds up long enough that they can claim they “fixed” the business and try to IPO
again

If the economy stays strong over the next year, it's possible WeWork could make progress towards profitability.
However, it wouldn’t change the fundamental weakness of the business. The company’s strategy of taking on
long-term lease obligations and then subleasing for 1-2 years leaves it vulnerable to an economic downturn and
falling real estate prices. As real estate investor Sam Zell told CNBC:

“Every single company in this space has gone broke.”

Both WeWork and SoftBank still need an IPO to bail them out of investing too much into a bad business model,
and they’ll try every trick in the book to make it happen. Investors did well not to be fooled the first time, but they
need to make sure they don’t fall for WeWork’s story when it tries again.

Restoring Integrity to Capital Markets

As we wrote in our article, “The Unicorn Bubble Is Bursting,” the rise of massive venture funds like SoftBank’s
Vision Fund, combined with ultra-low interest rates, created an environment with more capital than profitable
investment opportunities.

As a result, startup founders had all the power. They could get multibillion investments at absurd valuations while
retaining total voting control and losing billions of dollars a year. Normal concerns over fundamentals and
corporate governance went out the window.

However, this dynamic only applies to the private market. Uber, Lyft, WeWork, and many others have found that
public markets are not so forgiving. Hopefully, the poor performance of these companies will convince venture
capitalists to stop funding cash-burning companies and allocate their capital more efficiently, which would be a
boon to the market and the economy as a whole.
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This article originally published on October 2, 2019.
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.
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New Constructse - 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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