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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. 

 

Perfect Example of Wall Street Robbery By a Zombie Stock 
Two important questions for readers. One here. One later. 

Question #1: What would you think if I told you the CEO of a business that had to secure a $1 billion loan to 
stave off bankruptcy got paid over $100 million dollars?  

Well, it just happened.  

Barry McCarthy, the CEO of Peloton (PTON), got paid over $100 million in 2022. Let that settle in. The CEO of a 
company that is now cutting 15% of its staff and securing a $1 billion loan with a 12% yield got paid over $100 
million in a single year. Meanwhile, Barry McCarthy stepped down as CEO. Do you think he’s giving any of his 
compensation back to the company, the employees that lost their jobs or the investors that have lost billions by 
owning the stock? I don’t think so. 

Figure 1: CEOs Who Got Paid over $100 Million 

 

Image Source: Wall Street Journal 

The problem here is not a new one. Executives are overpaid all the time - often by egregious amounts. The root 
cause of these horrific misallocations of capital is Boards of Directors, ie Compensation Committee members, 
that sign off on pay packages that allow these overpayments to happen. Most of the time, these overpayments 
occur because the Boards of Directors tie executive compensation plans to performance metrics, e.g Adjusted 
EBITDA, non-GAAP earnings, GAAP earnings, etc, that are not aligned with the best interests of the business or 
shareholders. In other words, if you pay executives to grow metrics that do not generate real profits, you’re 
paying them to run the business into the ground. That’s exactly what happened with Peloton, that’s what 
happened with WeWork’s “Community Adjusted EBITDA”. And, then, there’s Valeant’s “Cash Earnings”. We  
were attacked by many other analysts for writing that “Cash Earnings” were fake earnings. I hate to say it, but 
this happens far too often, and we always red flag stocks for companies that we see are paying executives 
based on metrics that are either super easy to manipulate or beat or both. Yet, there are troves of analysts on 
Wall Street and off Wall Street who support the use of these manipulated numbers. 

And, it’s been going on for decades. Barry McCarthy’s compensation package was approved by Peloton’s Board 
of Directors. Were they meeting their Fiduciary Duties by approving such a pay package? Are they giving any of 
that $100 million back to the company, the employees that lost their jobs, or the investors that have lost billions 
by owning the stock? I don’t think so. 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.ft.com/content/c922651d-2818-4240-8e62-57138e1ad130
https://www.wsj.com/articles/meet-the-ceos-who-pull-in-more-than-100-million-a-year-8409afe0?mod=e2li
https://www.newconstructs.com/education-ebitda-adjusted-ebitda/
https://www.newconstructs.com/education-ebitda-adjusted-ebitda/
https://www.tiktok.com/@truefundamentals/video/7259786685062614318
https://www.newconstructs.com/danger-zone-valeant-pharmaceuticals-vrx/
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Is anyone held responsible?  

No, not by regulators, the police, or anyone on Wall Street. Nope, not them. 

The responsibility to hold these robbers accountable falls to you.  

It’s the responsibility of all investors to vote with their capital.  

Investors vote when they buy, sell, or hold a stock. When investors buy and hold, they implicitly endorse what 
management and the Board of Directors are doing and plan to do. Buying and/or holding says: “I trust you with 
my money.” 

Now, one could argue that buying or holding the stock means that investors just want to make money in the 
stock, but that answer does not hold water. It does not absolve them of the endorsement of management that 
owning the stock implies. The bottom line is that investors either let the company keep their money or not. If you 
let them keep it, you’re trusting them with it. It’s that simple. 

Therefore, the only way to let management or the Board of Directors know you do not trust them or do not agree 
with how they are running the business is to sell the stock. 

Question #2: what would you think if I put together a Model Portfolio of Attractive-or-better rated stocks with 
CEOs whose compensation was tied to ROIC? 

When executives get paid to improve ROIC, they only make money when investors make money. This approach 
is called “tying compensation to shareholder value creation.” What a novel concept!!!! 

How about we only pay bonuses to managers who increase the returns on the capital investors give them? I 
mean, that is the purpose of giving managers capital to begin with, no?  

Tying executive compensation to creating shareholder value makes so much sense. Who can argue against it? 
Do any investors want to give money to managers who are going to use all or most of the capital to pay 
themselves huge bonuses while running the business and the stock into the ground?  

The answer to that question is a big YES. Maybe, the investors do not realize it, but they are saying yes 
whenever they own the stocks of companies with poor executive compensation plans. 

Maybe the investors just don’t care, or maybe, they just don’t know of any better alternatives. 

That’s why I created a Model Portfolio of Attractive-or-better rated stocks with CEOs whose compensation is tied 
to ROIC. More details are here, and you can get a free sample report at the bottom of this page. Furthermore, I 
am such a big fan of this model portfolio and the idea of tying executive compensation to creating shareholder 
value that I did this special training on the topic. 

Smart investing is not just about picking winners, it’s about avoiding the losers. 

We try to help with both. 

We warned investors to avoid Peloton before its IPO at ~$27/share (see our report). We made PTON Zombie 
Stock #3 in June of 2022 when it was at $11/share. Over the last few years, the stock has been as high as 
$160/share, and it is now trading under $4/share. 

 

 

 

 

 

 

 

 

 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://shop.newconstructs.com/products/exec-comp-aligned-roic-download-report
https://shop.newconstructs.com/products/exec-comp-aligned-roic-download-report
https://www.youtube.com/watch?v=rtCr6yKh0A4
https://www.newconstructs.com/pelotons-ipo-is-more-overpriced-than-its-products/
https://www.newconstructs.com/cash-burn-stocks-that-could-go-to-0-as-fed-raises-rates-part-3/
https://www.newconstructs.com/cash-burn-stocks-that-could-go-to-0-as-fed-raises-rates-part-3/
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Figure 2: PTON’s Stock Price 

 

Sources: Google Finance 

We’re not the only people raising red flags. CNBC warned in this April 4. 2024 article: “Retailers like Peloton and 
Saks keep paying vendors late, signaling possible ‘financial distress’”. Uh, no duh. That’s what happens when 
your business doesn’t make any money for years on end.  

The warning signs were there all along. Too bad more investors were not paying attention. 

We, at New Constructs, are doing our best to get the word out and help investors. Our work on Peloton is proof 
of that effort.  

And, we also help you find good stocks with our many Model Portfolios and Long Idea reports. Did you know that 
our research is proven superior in detailed studies published by Harvard Business School, Ernst & Young, MIT 
Sloan, The Journal of Financial Economics and the Indiana Kelley School of Business? Did you know that we’ve 
been the #1-ranked stock picker in multiple categories for 36 consecutive months on SumZero?  

We regularly review our work and research on Long Ideas and Danger Zone Ideas with clients. We want you to 
know how much work we do! Here’s how we share our work:  

1. Free live Podcast every month. Next one is June 14th at 12pmET. Register here. Our last one was on 
May 10th at 12pmET. Get the free replay from our Society of Intelligent Investors (use this form to sign 
up for free) and ask questions and make requests anytime! 

2. Monthly Let’s Talk Long Ideas webinars where we do deep dives into our research, analytics, reverse 
DCF models and ideas for our Professional and Institutional clients. We just did one on May 8th at 
3:30pmET. Replay is here for our Professional and Institutional clients. 

3. Sign up for my e-letters on our homepage. 

Diligence matters, 
David 

This article was originally published on May 28, 2024.  

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.google.com/finance/quote/PTON:NASDAQ?window=MAX
https://www.cnbc.com/2024/04/04/retailers-like-peloton-saks-express-are-late-on-vendor-bills.html#:~:text=Data%20from%20business%20intelligence%20firm,company%20is%20in%20financial%20distress.
https://www.cnbc.com/2024/04/04/retailers-like-peloton-saks-express-are-late-on-vendor-bills.html#:~:text=Data%20from%20business%20intelligence%20firm,company%20is%20in%20financial%20distress.
https://www.newconstructs.com/stock-model-portfolios/
https://staging.newconstructs.com/long-idea-danger-zone-reports/
https://www.newconstructs.com/proof-of-the-superiority-of-our-data-models-ratings/
https://www.newconstructs.com/may-2024-stock-picking-accolades-1-all-time-1-in-long-1-in-short-1-in-value-1-in-large-cap-more/
https://sumzero.com/
https://us02web.zoom.us/webinar/register/WN__tjk01aSS8W5TQUO0UWj4g
https://newconstructs.circle.so/c/discussions/
https://www.newconstructs.com/society/
https://newconstructs.circle.so/c/training/let-s-talk-long-ideas-3-professionals-only-webinar-may-8th-at-3-30pmct
https://newconstructs.circle.so/c/training/
https://www.newconstructs.com/
https://www.newconstructs.com/perfect-example-of-wall-street-robbery-by-a-zombie-stock/
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Disclosure: David Trainer, Kyle Guske II, and Hakan Salt, receive no compensation to write about any specific 
stock, sector, style, or theme. 

Questions on this report or others? Join our Society of Intelligent Investors and connect with us directly.  

  

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/society/
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It’s Official: We Deliver the Best Fundamental Data in the World 

Many firms claim their research is superior, but none of them can prove it with independent studies from highly-
respected institutions as we can. Three different papers from both the public and private sectors show: 

1. The stock market is missing footnotes – and only we have that critical data. 
2. Legacy fundamental datasets suffer from significant inaccuracies, omissions, and biases.  
3. Our proprietary drives novel alpha. Our measures of Core Earnings and Earnings Distortion materially 

improve stock picking and forecasting of profits. 

Best Fundamental Data in the World 

In The Journal of Financial Economics, a top peer-reviewed journal, Core Earnings: New Data & 
Evidence proves our Robo-Analyst technology overcomes material shortcomings in legacy firms’ data collection 
processes to provide superior fundamental data, earnings models, and research. More details. 

Key quotes from the paper: 

• “[New Constructs’] Total Adjustments differs significantly from the items identified and excluded from 
Compustat’s adjusted earnings measures. For example… 50% to 70% of the variation in Total 
Adjustments is not explained by S&P Global’s (SPGI) Adjustments individually.” – pp. 14, 1st para. 

• “A final source of differences [between New Constructs’ and S&P Global’s data] is due to data collection 
oversights…we identified cases where Compustat did not collect information relating to firms’ income 
that is useful in assessing core earnings.” – pp. 16, 2nd para. 

Superior Models 

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital IQ & 
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.  

Key quotes from the paper: 

• “…an accurate calculation of ROIC requires more diligence than often occurs in some of the common, 
off-the-shelf ROIC calculations. Only by scouring the footnotes and the MD&A [ as New Constructs 
does] can investors get an accurate calculation of ROIC.” – pp. 8, 5th para. 

• “The majority of the difference…comes from New Constructs’ machine learning approach, which 
leverages technology to calculate ROIC by applying accounting adjustments that may be buried deeply 
in the footnotes across thousands of companies.” – pp. 4, 2nd para. 

Superior Stock Ratings 

Robo-Analysts’ stock ratings outperform those from human analysts as shown in this paper from Harvard 
Business School. Bloomberg features the paper here. 

Key quotes from the paper: 

• “the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that 
are statistically and economically significant.” – pp. 6, 3rd para. 

• “Our results ultimately suggest that Robo-Analysts are a valuable, alternative information intermediary to 
traditional sell-side analysts.” – pp. 20, 3rd para. 

Our mission is to provide the best fundamental analysis of public and private businesses in the world and make it 
affordable for all investors, not just Wall Street insiders. 

We believe every investor deserves to know the whole truth about the profitability and valuation of any company 
they consider for investment. More details on our cutting-edge technology and how we use it are here. 

https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/earnings-distortion-score-methodology/
http://jfe.rochester.edu/
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3467814
https://www.newconstructs.com/data/
https://www.newconstructs.com/education-core-earnings-earnings-distortion/
https://www.newconstructs.com/blog/
https://www.newconstructs.com/evidence-on-the-superiority-of-our-earnings-data/
https://www.newconstructs.com/getting-roic-right/
https://www.newconstructs.com/wp-content/uploads/2019/06/Getting-ROIC-Right.pdf
https://papers.ssrn.com/sol3/papers.cfm?abstract_id=3514879
https://www.bloomberg.com/news/articles/2020-02-11/robot-analysts-outwit-humans-in-study-of-profit-from-stock-calls?sref=zw7RLDfe
https://www.youtube.com/watch?v=wRUr5w4zDVA
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DISCLOSURES  

New Constructs®, LLC (together with any subsidiaries and/or affiliates, “New Constructs”) is an independent organization with no management 
ties to the companies it covers. None of the members of New Constructs’ management team or the management team of any New Constructs’ 
affiliate holds a seat on the Board of Directors of any of the companies New Constructs covers. New Constructs does not perform any 
investment or merchant banking functions and does not operate a trading desk.  

New Constructs’ Stock Ownership Policy prevents any of its employees or managers from engaging in Insider Trading and restricts any trading 
whereby an employee may exploit inside information regarding our stock research. In addition, employees and managers of the company are 
bound by a code of ethics that restricts them from purchasing or selling a security that they know or should have known was under consideration 
for inclusion in a New Constructs report nor may they purchase or sell a security for the first two days after New Constructs issues a report on 
that security. 

 

DISCLAIMERS  

The information and opinions presented in this report are provided to you for information purposes only and are not to be used or considered 
as an offer or solicitation of an offer to buy or sell securities or other financial instruments. New Constructs has not taken any steps to ensure 
that the securities referred to in this report are suitable for any particular investor and nothing in this report constitutes investment, legal, 
accounting or tax advice. This report includes general information that does not take into account your individual circumstance, financial 
situation or needs, nor does it represent a personal recommendation to you. The investments or services contained or referred to in this report 
may not be suitable for you and it is recommended that you consult an independent investment advisor if you are in doubt about any such 
investments or investment services. 

Information and opinions presented in this report have been obtained or derived from sources believed by New Constructs to be reliable, but 
New Constructs makes no representation as to their accuracy, authority, usefulness, reliability, timeliness or completeness. New Constructs 
accepts no liability for loss arising from the use of the information presented in this report, and New Constructs makes no warranty as to results 
that may be obtained from the information presented in this report. Past performance should not be taken as an indication or guarantee of 
future performance, and no representation or warranty, express or implied, is made regarding future performance. Information and opinions 
contained in this report reflect a judgment at its original date of publication by New Constructs and are subject to change without notice. New 
Constructs may have issued, and may in the future issue, other reports that are inconsistent with, and reach different conclusions from, the 
information presented in this report. Those reports reflect the different assumptions, views and analytical methods of the analysts who prepared 
them and New Constructs is under no obligation to insure that such other reports are brought to the attention of any recipient of this report.  

New Constructs’ reports are intended for distribution to its professional and institutional investor customers. Recipients who are not 
professionals or institutional investor customers of New Constructs should seek the advice of their independent financial advisor prior to making 
any investment decision or for any necessary explanation of its contents.  

This report is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 
locality, state, country or jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or which 
would be subject New Constructs to any registration or licensing requirement within such jurisdiction.  

This report may provide the addresses of websites. Except to the extent to which the report refers to New Constructs own website material, 
New Constructs has not reviewed the linked site and takes no responsibility for the content therein. Such address or hyperlink (including 
addresses or hyperlinks to New Constructs own website material) is provided solely for your convenience and the information and content of 
the linked site do not in any way form part of this report. Accessing such websites or following such hyperlink through this report shall be at 
your own risk.  

All material in this report is the property of, and under copyright, of New Constructs. None of the contents, nor any copy of it, may be altered in 
any way, copied, or distributed or transmitted to any other party without the prior express written consent of New Constructs. All trademarks, 
service marks and logos used in this report are trademarks or service marks or registered trademarks or service marks of New Constructs. 

Copyright New Constructs, LLC 2003 through the present date. All rights reserved. 
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