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Valuation Doesn’t Matter...Until It Does

If there’s one thing we learned from yesterday, it is that your money is not safe. You wake up one day and poof,
the market sells off huge, triggered by some weird stuff in Japan. At the same time, CNBC'’s Jim Cramer
continues to tirelessly push a bullish thesis on anything that moves. And, Wall Street pundits unabashedly
reinforce the message that everything is fine: “We’re your trusted source for navigating the markets.”

How many of you got an email from Seeking Alpha with the subject: “Markets are down - we've got you
covered”? Right, sure. Those messages are little consolation for the unexpected losses in your portfolio. It’s like
these firms forgot they were bullish a few days ago, and you shouldn’t be surprised by their bearish take today.

There is no honor among thieves. If you think I’'m coming on too strong, bear with me for just a minute. | am
going to share with you the best, quickest tutorial on Wall Street. Then, | am going to explain what sparked the
big sell off the last few days

First, | need to be sure you have the right context for what's happening these days. | promise to keep it short and
sweet with a movie clip that is worth a million words. | will also, as usual, provide several specific stock ideas.
But, | will not pretend that | have all the answers.

Wall Street firms and advisors like to make you think everything is taken care of. They’ve done the work. Their
ratings are reliable. They’'ve done their diligence and scrubbed the numbers. And, they keep telling us that we
can trust them even though time and again, we learn that we can’t. This scene from the movie The Big Short is
one of my favorites of all time because it so perfectly shows why you cannot trust Wall Street. If you've not
watched this 87-second clip before, you are in for a treat. And, you better be sitting down.

Figure 1: Steve Eisman Gets S&P To Admit They Do Not Do Diligence

Sources: YouTube
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This scene is the most important in the movie because it shows exactly how Wall Street plays the game of acting
like they’ve done real research when they're really just trying to make money off you.

Then, all of a sudden, you wake up one morning and the sh-t has hit the fan...and everyone is looking around all
surprised because they could never have seen it coming. It's a strong con.

And, this clip from The Big Short shows you exactly how they play it and why. It shows the representative from
Standard & Poor’s trying to pretend her firm has done the work she knows they are supposed to do but have not.
After being pressed (quite gently | would say) about how her firm could’ve done the proper research and come to
the conclusion that the bonds deserved good ratings, she admits that they had to give out good ratings because
that’'s what everyone else did. She admits they overlooked the truth, gave out misleading ratings for the money
because if they did not, they would lose money because the companies would just “go down the street” and get
the good ratings from someone else. This is a movie clip, but it is based on real life.

Another real-life fact: Wall Street does not want you to know valuation matters. Because if you know that
valuation matters, then you are less likely to take the terrible risks they’re selling they can profit from your trades.

Wall Street makes money, rating agencies make $ - even when you lose. The financial crisis happened because
they did not do their homework despite putting on appearances that they did. The worst part is that they were
never accountable for the damage they did.

If you do not believe me, check this out:

1. In S&P amazingly says no one should believe its ratings are independent and objective, we learn that
S&P’s defense for the misleading ratings is “no one should’ve believed us anyway”. So, they admit the
ratings were bad, and their defense is that no one should’'ve believed them anyway.

2. This wikipedia post on Explanations for inaccurate ratings has more gory details on all the reasons the
ratings were unreliable. In other words, it's now fact that the ratings were bad.

The point is: yes, you've seen this movie before. The question is: how many more times do you need to see it
before you stop falling for it?

Meanwhile, yesterday, the big Wall Street players were busy selling on one of the most volatile days for the stock
market in many years, and millions of main street investors were locked out of their accounts.

Figure 2: Who Is Allowed To Sell?

Schwab, Fidelity, E-Trade suffer
outages during Monday’s stock-
market selloff

The Dow Jones Industrial Average, S&P 500 and Nasdaq were all down more

than 2% by midday, and many traders said they couldn’t log in to their financial
accounts

By Weston Blasi
Last Updated: Aug. 5, 2024 at 3:06p.m.ET
First Published: Aug. 5, 2024 at 12:12p.m ET
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Many of the brokerages impacted have said that Monday's outages have now been 'resolved!
PHOTO: GETTY IMAGES

Sources: MarketWatch
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If you don’t think Wall Street is stacking the deck against you now, | give up. Just kidding, | will never give up my
mission to improve the integrity of the capital markets. Ask anyone who has known me the last 20+ years since |
founded New Constructs.

My point is that the evidence supporting the idea that you need to do your own diligence and not assume Wall
Street investment banks or ratings agencies are doing it for you is quite adequate.

What is the Yen Carry Trade?

Now, let’s talk about what kicked off this market mess. Many of you may have heard the phrase “yen carry trade”
recently. Put simply, this means big hedge funds and Wall Street players were selling and/or shorting the
Japanese yen as a means to raise cash that they could, in turn, invest in stocks. For the most part, the stocks
that got this investment were the “Magnificent 7” stocks everyone has been talking about as crowded trades for
many a long time now: NVDA, AMZN, TSLA, etc.

This trade worked great for so many Wall Street insiders because the cost of borrowing yen was super cheap,
like 1-2%. As long as the stocks funded by the yen borrowings went up more than 1-2% per year, the trade
worked. The money borrowed to fund investing cost 1-2% while the return on funds invested was greater than
2%. The Japanese yen has been so cheap for so long and the trade worked for so long that Wall Street insiders
got to thinking the good times might never end. Does that mentality remind you of anything? Like the idea that
house prices could never decline: the widely-held belief before the housing market crisis and the reasoning
behind taking highly inappropriate levels of risk that blew up the entire financial system.

Why Is the Yen Carry Trade A Big Deal?

In isolation, the unwinding of the yen carry trade might not have been a very big deal. The reason it is a big deal
now is that this unwinding is happening in a market already propped up by unprecedented amounts of fiscal and
monetary stimulus - as | detailed a few days ago in my letter The Trump Trade That No One Is Talking About.
The combination of so much excess liquidity in the markets and so much capital concentrated' in a few mega
cap positions remains a recipe for disaster. As we have often explained in our Zombie Stock reports, each
successive new high by the markets felt like stacking more cards on a precariously tall house of cards.

And, as anyone who’s built a house of cards knows, it only takes removing one well-placed card to bring the
whole house crumbling down. That's what’s happening now with the unwinding of the yen carry trade and overly
crowded trading in the “Magnificent 7”.

Figure 3: VIX Nearing Historic Highs

VIX
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Sources: Source: Google Finance & New Constructs

' “Underscoring just how concentrated some of the most popular trades had become, Deutsche Bank analysts wrote last week that hedge
funds and other “smart-money” investors’ positioning in tech stocks and shares of other fast-growing companies was at the 97th percentile of
historical norm.” - from The Wall Street Journal: 2024’s Most Popular Trades Are Unraveling
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Note that the VIX opened Monday morning (August 5th, 2024) at over 50, the highest level since the Great
Financial and COVID-19 crises. Typically, and as the chart suggests, statistically significant increases in the VIX
tend to last for a while. In other words, the fun is not over.

Add in the fact that the liquidity from the yen carry trade is likely lost from the market for the foreseeable future,
and | think it is fair to expect more selling. Lots of big hedge funds need to raise cash to cover their yen shorts,
and many of them are selling the same stocks at the same times (crowded trades), which causes more selling.
And, a vicious cycle is likely to ensue.

Valuation is going to start mattering a lot more.
So, what do you do now?
We've established that:

1. Wall Street can’t be trusted to do real diligence
2. Valuation matters now.

So, the first thing to do is find stock research you can trust. Either your own or someone else’s. It is time to
sharpen your pencils or find someone whom you can trust to do real work.

We think we fit that bill. The reason I've given away so many free picks over the last several months is so you
would know what good research looks like. And, when you went looking for more of it, you would:

1. Not be fooled by the fake news/research out there and
2. Know where to find us.

| have some specific recommendations today too.

1. Make sure you do not own any of the stocks on our Zombie Stock list (free here for our readers) or in our
Most Dangerous Stocks and Focus List: Short Model Portfolios (not free and worth every penny). For
example, here’s how much damage over just the last 30 days through yesterday that investors could
have avoided if they kept up with our Zombie Stock picks:

a. Snap (SNAP): down 47%% and down 40% more than the S&P 500
a. Robinhood (HOOD): down 27% and down 20% more than the S&P 500
b. Beyond Meat (BYND): down 26% and down 17% more than the S&P 500

2. And, if you're going to be in any stocks at all, | think the best stocks to get through the coming storm are
in our Focus List Stocks: Long and Most Attractive Stocks Model Portfolios. Also, be sure to check our
featured Long Ideas. These are the stocks picks, by the way, that largely drive our #1 rankings for stock
picking for 38 consecutive months on Sum Zero.

3. Join my next training, “Get the best, new “Hidden Gems” for a Volatile Market Based on Our Superior
Analysis of Q2 Earnings” on August 15th at 5pmET. Register here.

We want you to know how much work we do!

As always, we are 100% transparent in all of our research, reports, ratings, and models. 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. The next one is on Friday, August 9th, register here.

2. Join our online community (use this form to sign up for free) and ask questions and make requests
anytime! Get free replays of prior podcasts. Lots of smart investors talking to each other is a good thing.

3. 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. Our next one is on August 14th at
5:00pmET. Replays are here for our Professional and Institutional clients.

If this messaqge resonated with you and you want to start your investing future with us - schedule a
meeting with us here.

Diligence matters,
David

Page 4 of 7


https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/zombie-stocks/
https://shop.newconstructs.com/products/most-dangerous-stocks-download-report
https://shop.newconstructs.com/products/focus-list-stocks-short-download-report
https://shop.newconstructs.com/products/focus-list-stocks-long-download-report
https://www.newconstructs.com/stock-model-portfolios/
https://www.newconstructs.com/long-idea-danger-zone-reports/
https://www.newconstructs.com/july-2024-stock-picking-accolades-1-value-1-in-large-cap-1-in-north-america-1-in-industrials-more/
https://www.newconstructs.com/july-2024-stock-picking-accolades-1-value-1-in-large-cap-1-in-north-america-1-in-industrials-more/
https://us02web.zoom.us/webinar/register/WN_BWTprVmdSPWELkR9g2bs9w
https://us02web.zoom.us/webinar/register/WN_BWTprVmdSPWELkR9g2bs9w
https://us02web.zoom.us/webinar/register/WN_BWTprVmdSPWELkR9g2bs9w
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-july-23rd-at-5pmet-pro-institutional-only
https://newconstructs.circle.so/c/training/
https://meetings.hubspot.com/new-constructs/book-a-call

3 % » New Constructs®
) >

DILIGENCE PAYS 8624

This article was originally published on August 6, 2024.
Disclosure: David Trainer, Kyle Guske Il, and Hakan Salt, receive no compensation to write about any specific

stock, sector, style, or theme.
Questions on this report or others? Join our online community and connect with us directly.

Page 5 of 7


https://www.newconstructs.com/category/dont-take-my-word-for-it/
https://www.newconstructs.com/valuation-doesnt-matteruntil-it-does/
https://www.newconstructs.com/society/

-~

4 %k

¢ New Constructs®
DILIGENCE PAYS s624

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:

o “[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, 15! para.

o “Afinal 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, 2" para.

Superior Models

Ernst & Young features the superiority of our ROIC, NOPAT and Invested Capital research to Capital 1Q &
Bloomberg’s in Getting ROIC Right. See the Appendix for direct comparison details.

Key quotes from the paper:

e “...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, 5" para.

e “The maijority 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, 2" 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:

o ‘“the portfolios formed following the buy recommendations of Robo-Analysts earn abnormal returns that
are statistically and economically significant.” — pp. 6, 3" para.

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