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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. 

 

Outperforming Shorts That Could Fall Further 
Check out this week’s Danger Zone interview with Chuck Jaffe of Money Life.  

Last week, we looked at three of our worst Danger Zone picks from 2020. This week, we’re looking at the 
blowups we successfully predicted during 2020. Casper Sleep (CSPR: $7/share), Teradata Corporation (TDC: 
$25/share), and DoorDash (DASH: $207/share) are the Danger Zone highlights from 2020. We remain bearish 
on two of these stocks and are closing one. 

 

 

In 2020, our Danger Zone picks overall failed to outperform as shorts, as the market soared to record heights. 
Only 11 out of our 34 Danger Zone picks outperformed the market (S&P 500) as shorts.  

Overall, the Danger Zone stocks, including reiterated and closed ideas, averaged a 57% return in 2020 versus 
the S&P 500’s average return of 18% from each report’s published date.1  

Our Danger Zone reports combine our proprietary fundamental data, proven superior in The Journal of Financial 
Economics2, with qualitative research to highlight firms whose stocks present among the worst risk/reward. 
Danger Zone reports show investors how to use our research and the transparency of our analytical process.  

Figure 1: Performance From Each Danger Zone Publish Date Through 12/31/2020 
 

Number of 
Danger Zone 

Picks 

Number of 
Underperformers 

Number of 
Outperformers 

Avg.  
Return 

Avg. S&P 
500 Return 

Avg. 
Underperformance 

34 23 11 56.4% 18.3% 38.1% 
 

Sources: New Constructs, LLC 

Highlight 1: Caper Sleep (CSPR) – Performance Since Report Published February 3, 2020 through 
12/31/203: Down 58% vs. S&P up 12%: Closing Position as of 1/19/21 

We first put Casper Sleep in the Danger Zone in February 2020 prior to its IPO just a few days later. At the time, 
we noted the firm’s slowing and profitless revenue growth, weak competitive position, exorbitant expenses, and 
overvalued stock price. Despite outperforming as a short since its IPO, the stock remains overvalued and still 
holds significant downside risk.  

What Went Right (for a Short Position): Casper has been unable to drive meaningful improvement in 
profitability, despite mattress and pillow sales soaring as consumers spend more time at home. The firm was 
hampered by supply chain issues and retail stores with little to no traffic due to closures. These challenges 
resulted in the firm missing earnings estimates in two of the past three quarters and revenue estimates in the 
most recent quarter.   

We expect Casper to continue to struggle to meet revenue and earnings estimates in the face of significant 
competition from mattress providers such as Sleep Number (SNBR), Tempur Sealy International (TPX, Serta 
Simmons, Leesa, Tuft & Needle, Purple (PRPL) and home goods providers such as Walmart (WMT), Amazon 
(AMZN), Bed Bath & Beyond (BBBY), Wayfair (W), Overstock.com (OSTK), and many more.  

 
1
 The S&P 500 gained 16% in 2020, but since our picks are published over the course of the year, we measure performance of our picks 

against the S&P 500 at the publication dates, not the beginning of the year. 
2
 Our reports utilize our Core Earnings, a superior measure of profits, as demonstrated in Core Earnings: New Data & Evidence, a paper by 

professors at Harvard Business School (HBS) & MIT Sloan. Recently accepted by the Journal of Financial Economics, the paper proves that 
our data is superior to all the metrics offered elsewhere. 
3
 Performance measured from Casper’s opening price of $14.50/share on February 6, 2020. 

Learn more about the best fundamental research 

http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2021/01/210119-Danger-Zone-with-David-Trainer.mp3
http://www.moneylifeshow.com/
https://www.newconstructs.com/sp-500-valuation-remains-over-its-skis/
https://www.newconstructs.com/category/danger-zone/
https://www.newconstructs.com/education/rating-methodologies/
https://www.newconstructs.com/dont-buy-casper-the-latest-money-losing-ipo/
https://www.newconstructs.com/dont-buy-casper-the-latest-money-losing-ipo/
https://www.usatoday.com/story/money/2020/10/12/mattresses-adjustable-bases-coronavirus-pandemic/5900740002/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/email-sign-up-best-fundamental-research/
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Why We’re Closing CSPR: While the firm’s fundamentals remain poor, with a return on invested capital (ROIC) 
of -51% and net operating profit after-tax (NOPAT) margin of -19%, the risk/reward is no longer as dangerous 
given the precipitous decline in the stock.  

The lower valuation implies the firm will achieve NOPAT margins (2%) that are half of Purple’s TTM margin and 
grow revenue by 17% compounded annually for the next eight years. See the math behind this reverse DCF 
scenario.  

While no walk in the park, this scenario is not outside the realm of possibility once COVID-19 is in the rear view 
mirror (as consensus estimates expect). Additionally, Casper could represent an inexpensive add-on acquisition 
to a larger home goods firm given its smaller market cap. As a result, we are taking gains and closing this short 
position.  

During the 350-day holding period, CSPR outperformed as a short position, falling 54% compared to a 15% gain 
for the S&P 500.  

Figure 2: CSPR vs. S&P 500 – Price Return – Successful Short Call 
 

 
 

Sources: New Constructs, LLC and company filings 
Note: Gain/Decline performance analysis excludes transaction costs and dividends. 

Highlight 2: Teradata (TDC) – Performance Since Report Published January 27, 2020 through 12/31/20: 
Down 12% vs. S&P up 16% 

We first put Teradata in the Danger Zone in January 2020. We noted the firm’s struggles transitioning to a 
software-as-a-service (SaaS) business, overstated GAAP net income, low profitability compared to peers, and 
overvalued stock price.  

What Went Right (for a Short Position): The struggles noted in our original report persist, including low 
profitability and rising costs. After crashing in March 2020, the stock nearly returned to its pre-pandemic highs in 
early April only to fall again through October 2020. At the end of October 2020 the stock was down 28% from the 
time we published our report but has since recovered and once again looks overvalued.  

Why TDC Is Still in the Danger Zone: Teradata’s shift in business model is not working in a way that drives 
profit growth from a lower revenue base. Since 2016, Teradata’s NOPAT margin fell from 13% to <1% TTM while 
its ROIC fell from 22% to <1% over the same time. Meanwhile, the market-cap-weighted-average NOPAT 
margin (10%) and ROIC (33%) of publicly traded peers listed in TDC’s proxy statement have both improved 
significantly.  

Furthermore, the purported benefits of the transition to a SaaS recurring revenue model remain elusive. Total 
expenses, which include cost of revenue, SG&A and R&D, have surged from 86% of revenue in 2016 to 100% 
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http://blog.newconstructs.com/
https://www.newconstructs.com/education-return-on-invested-capital/
https://www.newconstructs.com/education-net-operating-profit/
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_CSPRjustification_2021-01-18.png
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_CSPRjustification_2021-01-18.png
https://www.newconstructs.com/dont-buy-this-turnaround-story/
https://www.newconstructs.com/dont-buy-this-turnaround-story/
https://www.sec.gov/Archives/edgar/data/816761/000119312520080832/d842062ddef14a.htm
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TTM. If the firm cannot derive meaningful cost savings from its SaaS transition nearly five years in, investors 
must ask, will it ever? 

Valuation Implies Teradata Doubles Market Share: Despite worsening profitability and declining revenue, 
Teradata’s stock price has increased over 35% since its late October 2020 lows. 

Now, the expectations baked into its stock price of ~$25/share are overly optimistic. To justify its current 
valuation Teradata must: 

• Immediately achieve a 6% NOPAT margin (5-year average, compared to 0.1% TTM) 
• Grow revenue by 7% compounded annually for the next eight years. 

See the math behind this reverse DCF scenario. In this scenario, Teradata’s revenue in 2027 would reach $3.3 
billion, or 6% of its estimated total addressable market (TAM)4. Over the TTM, Teradata has an estimated 3% 
share of its TAM. While not as outlandish as DoorDash below, this expectation seems even more difficult given 
increased competition in the data analytics market and Teradata’s struggles to this point. Also of note, Teradata 
is not a new startup scraping by to gain market share. Instead, it’s the incumbent (founded in 1979) fighting off 
the new startups with minimal success, yet its stock price implies just the opposite.  

This scenario also implies Teradata’s NOPAT would grow 31% compounded annually over the next eight years.  
Such a scenario seems overly optimistic given that Teradata’s NOPAT has fallen from $82 million in 2017 to just 
$3 million TTM. Furthermore, average consensus estimates expect Teradata’s revenue to grow less than 1% 
compounded annually for the next three years, or well below the revenue growth implied by the current stock 
price.  

Figure 3 compares the firm’s NOPAT compound annual growth rate (CAGR) over the past eight years to the 
implied NOPAT CAGR over the next eight years in this scenario.   

Figure 3: Current Valuation Implies More Than Double Industry Growth Rates 
 

 
 

Sources: New Constructs, LLC and company filings 

28% Downside Assuming Consensus Growth: Even if we assume Teradata can achieve a 6% NOPAT 
margin (five-year average and highest since 2016) and grow NOPAT by 20% compounded annually (which 
assumes revenue growth continues at 2022 consensus of 3% each year thereafter) for the next decade, the 

 
4
 Teradata provides both traditional data warehousing and business intelligence and analytics services. Prescient & Strategic 

Intelligence expects the global data warehouse as a service market to reach $10.9 billion by 2027. Coherent Market Insights expects the 
business intelligence and analytics market to reach $55.2 billion by 2027. We combine these two forecasts to arrive at the 2027 total 
addressable market (TAM) of $66.1 billion. 
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http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_TDCjustification_2021-01-18.png
https://www.psmarketresearch.com/market-analysis/data-warehouse-as-a-service-market
https://www.psmarketresearch.com/market-analysis/data-warehouse-as-a-service-market
https://www.coherentmarketinsights.com/market-insight/business-intelligence-and-analytics-market-745
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stock is worth only $18/share today – a 28% downside to the current stock price. See the math behind this 
reverse DCF scenario. 

Figure 4 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT. 

Figure 4: TDC Has Large Downside Risk: DCF Valuation Scenario  
  

 
 

Sources: New Constructs, LLC and company filings. 

Each of the above scenarios also assumes Teradata is able to grow 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 how high expectations embedded in the current valuation are 

Highlight 3: DoorDash (DASH) – Performance Since Report Published November 23, 2020 through 
12/31/205: Down 22% vs. S&P up 1% 

We called DoorDash “The Most Ridiculous IPO of 2020” when we first put in the Danger Zone in November 
2020. We updated our analysis when DoorDash increased its IPO price range here and here. We felt, and 
continue to believe, that the IPO bailed out private investors by dumping shares on the unsuspecting public.  

What Went Right (for a Short Position): DoorDash stormed out of the IPO gates by pricing above its IPO 
range and opening nearly 80% above the IPO price. DoorDash was overvalued at its IPO price and was even 
more so after the IPO pop. From the opening price through the end of 2020, DoorDash fell 22% while the S&P 
rose 1%. However, shares have since risen 39% in 2021.  

Such rollercoaster price action could continue as noise traders and speculators move in and out of DoorDash. 
However, for long-term investors, DoorDash holds significant downside risk, as we’ll show below.  

Why DASH Is Still in the Danger Zone: While the resurgence of COVID-19 may drive demand for a bit longer, 
DoorDash continues to have: 

• no moat 
• no profits in the best-possible environment 
• competition that can offer the same service for free. 

As noted in our original report, the only firms with worse TTM NOPAT margin than DoorDash are Uber and Lyft. 
If DoorDash can’t do better in this environment, perhaps the best-possible environment for food delivery, then 
when will it ever be consistently profitable? 

 
5 Performance measured from DoorDash’s opening price of $182/share on December 9, 2020. 
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http://blog.newconstructs.com/
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https://www.newconstructs.com/the-most-ridiculous-ipo-of-2020/
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Valuation Implies DoorDash Owns 141% of TAM: When we use our reverse DCF to analyze the expectations 
implied by DoorDash’s stock price, we see just how overvalued shares are. DoorDash’s stock price implies huge 
improvement in both market share and profit margins, two metrics that rarely improve simultaneously in 
competitive markets.  

To justify its current price of ~$207/share, DoorDash must: 

• Immediately improve its NOPAT margin to 8% compared to -67% in 2019 and an estimated -12% over 
the trailing-twelve months 

o 8% NOPAT margin is equal to United Parcel Service’s (UPS) 2019 and TTM NOPAT margin 
• Grow revenue by 47% compounded annually for the next 11 years.  

See the math behind this reverse DCF scenario. In this scenario, DoorDash would earn nearly $60 billion in 
revenue in 2030. At its TTM take rate, this scenario equates to ~$514 billion in marketplace gross order volume 
for DoorDash in 2030. Take rate measures the percentage of marketplace gross order volume (GOV) DoorDash 
captures as revenue. 

For reference, UBS estimates the global food delivery market will be worth $365 billion in 2030, and the average 
NOPAT margin of DoorDash’s peers (listed in original report) is -5%.  

In other words, to justify DoorDash’s current price of ~$200/share, the firm must capture over 141% of the 
projected 2030 global food delivery spend, compared to ~16% TTM. See Figure 5.  

Importantly and even more challenging, DoorDash must capture greater than 100% of the market while also 
improving margins from -12% to 8%, well above peers’ average.  

To illustrate the difficulty in maintaining market share and high margins in an industry competing on price, look 
no further than GrubHub. In 2017, GrubHub held ~55% of the U.S. food delivery app market (excludes 
restaurants that deliver their own food) and earned a NOPAT margin of 10%. As competition flooded the market, 
GrubHub’s market share fell to 18% in October 2020, and its TTM NOPAT margin is -5%.  

Given the high level of competition in the food delivery app market, we think it is highly unlikely, if not impossible, 
for DoorDash to achieve anything close to the market share growth and NOPAT margin improvements baked 
into its share price.  

Figure 5: Implied Marketplace GOV Grows From 5% to 141% of Food Delivery Market 
  

 
 

Sources: New Constructs, LLC, company filings, and UBS  
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http://blog.newconstructs.com/
https://www.newconstructs.com/wp-content/uploads/2021/01/NewConstructs_DCF_DASHjustification_2021-01-18.png
https://www.ubs.com/global/en/wealth-management/chief-investment-office/investment-opportunities/sustainable-investing/2019/food-revolution.html
https://www.vox.com/recode/2020/1/9/21058674/grubhub-sale-food-delivery-struggling-industry
https://www.ubs.com/global/en/wealth-management/chief-investment-office/investment-opportunities/sustainable-investing/2019/food-revolution.html
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Worth No More Than $17/share: Even if we assume that consumers increasingly choose food delivery as a 
means to eat restaurant food after COVID-19, and DoorDash’s revenue growth remains elevated for years to 
come, the stock holds significant downside.  

If we assume DoorDash can achieve a 6% NOPAT margin (average of United Parcel Service and FedEx’s TTM 
NOPAT margins) and grow revenue by 30% compounded annually for the next decade, the stock is worth just 
$17/share today – a 92% downside to the current price. See the math behind this reverse DCF scenario.  

Figure 6 compares the firm’s implied future NOPAT in this scenario to its historical NOPAT. 

Figure 6: DoorDash Has Large Downside Risk: DCF Valuation Scenario  
  

 
 

Sources: New Constructs, LLC and company filings. 

Each of the above scenarios also assumes DoorDash is able to grow 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 how high expectations embedded in the current valuation are. For reference, 
DoorDash’s invested capital increased $813 million (92% of 2019 revenue) year-over-year in 2019. 

This article originally published on January 19, 2021. 

Disclosure: David Trainer, Kyle Guske II, and Matt Shuler receive no compensation to write about any specific 
stock, sector, style, or theme. 

Follow us on Twitter, Facebook, LinkedIn, and StockTwits for real-time alerts on all our research. 
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Footnotes adjustments matter. We are the ONLY source. 

We provide ratings, models, reports & screeners on U.S. 3,000 stocks, 700 ETFs and 7,000 mutual funds. 

The Journal of Financial Economics reveals that: 

• Markets are inefficiently assessing earnings because no one reads the footnotes. 

• Corporate managers hide gains/losses in footnotes to manage earnings. 

• Our technology brings the material footnotes data to market for the first time ever. 

Combining human expertise with NLP/ML/AI technologies (featured by Harvard Business School), we shine a 
light in the dark corners (e.g. footnotes) of hundreds of thousands of financial filings to unearth critical details.  

Forthcoming in The Journal of Financial Economics, the HBS & MIT Sloan paper, Core Earnings: New Data and 
Evidence, proves our superior data drives uniquely comprehensive and independent debt and equity research. 

This paper compares our analytics on a mega cap company to other major providers. The Appendix details 
exactly how we stack up against Bloomberg & Capital IQ. 

Learn more. 

Quotes from HBS & MIT Sloan professors on our research: 

Superior data: 

 “[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 IBSPI Adjustments, OIADP Adjustments, or OPE Adjustments individually.” -– pp. 14, 1st para. 

Pick better stocks: 

“Trading strategies that exploit non-core earnings produce abnormal returns of 8% per year.” – Abstract, 5th 
sentence 

Risks of using legacy data providers: 

“we identified cases where Compustat did not collect information relating to firms’ income that is useful in 
assessing core earnings.” – pp. 16, 2nd para. 

Build better models: 

“… the machine [NC’s Robo-Analyst technology] learned and replicated human analysts’ judgements based on 
their prior decisions. It did so with greater speed and scale to produce a database covering a broad cross-section 
of firms.” – pp. 9, 2nd para. 

Exploit market inefficiencies: 

“…analysts and other market participants are slow to impound the implications of the distinction between core 
and non-core earnings, especially those disclosed from the footnotes section of the 10-K” – pp. 35, 1st para. 

Fulfill fiduciary duties: 

“These costs [of analyzing footnotes] point to the potential for increasing inequities in the usefulness of financial 
statements for sophisticated versus unsophisticated investors who differ in their technological capabilities for 
processing 10-K information” – pp. 35, 2nd para. 

  

http://blog.newconstructs.com/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/harvard-publishes-case-study-on-our-robo-analyst-technology/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/compare-our-data-roic-to-other-providers/
https://www.newconstructs.com/
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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, 
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