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Beware of Al Fakes

Believe it or not, there’s a lot of fake Al out there. Smoke and mirrors. Just as we saw with blockchain a few
years ago and the “internet stocks” back in the tech bubble... Same song, different verse: some companies will
do anything to boost their stock price, including trying to link themselves to a hot theme regardless of whether
that link has merit.

Fake Accounting in Al: SMCI...

News flash, not all Al is real, and falling for the wrong Al can crush your portfolio. For example, Super Micro
Computer, Inc. (SMCI) was down over 30% this week after its Auditor resigned. Turns out the Al company might
have some fake accounting making earnings look better than reality.

Did you know we Suspended the stock and warned of the major risk in “Weak Internal Controls” at Super Micro
Computer back in August? We saw an article about accounting troubles and alerted clients on our website as
well as those that attended our trainings with Prosperity Pub. In several meetings with clients and webinars over
the last few months, we’ve been very clear to point out that our Stock Rating on SMCI warned of the risk in the
valuation - despite the very strong earnings the company was presenting to the outside world. We also, of
course, pointed out the fact that, since late August, we suspended our Stock Rating on SMCI after the company
announced it had to delay filing its 10-K

“to complete its assessment of the design and operating effectiveness of its internal controls over financial
reporting” - source Bloomberg.

Again, not a good sign...a big red flag when you see a company say something like that.
Footnotes Reveal Fakes All the Time - But You Have to Look

Note that we usually flag several companies every quarter for auditor warnings, e.g. “Weak Internal Controls”,
during filing season, which is when companies file their 10-Qs and 10-Ks with the SEC. We’'ll be updating
thousands of company models with the latest financial data from these calendar 3Q24 filings over the next few
weeks. So, be on the look for timely warnings like SMCI. These days, you never know what you’re going to find
in the footnotes! Details on findings from prior filing seasons are here.

But, let’s get back to Al. It is not magic. There is no such thing as magic, especially in the stock market. If you
want to believe in magic, | cannot stop you, but | will continue to advocate for doing proper diligence.

Let’s Get Real About Al

Want to know how real Al works? In my_interview at the Stansberry Research conference, | get real about Al and
what makes it work - like really work, not the smoke and mirrors you see from most Al. | also share how we built
our Robo-Analyst technology, the same technology featured by Ernst & Young, Harvard Business School, MIT
Sloan School of Management, and the Journal of Financial Economics.
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Figure 1: My Interview on Why Al Is Not Magic at the Stansberry Research Conference
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Sources: Source: Stansberry Research on YouTube

If you want to see exactly what | am talking about in the interview when | mention the ability to audit our data and
know exactly where we get every data point, see this tutorial. It demonstrates our Marked-Up Filings feature,
which allows clients to audit every single data point in our models and reports. As far as | know, no other
research firm in the world can show you exactly where or how they get data from the footnotes, but we can.

Not sure if you can trust our numbers? No problem. We give you the ability to audit every single number. If that
does not show confidence in our data and models, | do not know what does. Also, the fact that we can offer
auditability means that other firms can do the same. If we can do it, why can’t they do it?

Figure 2: Marked-Up Filings: Unrivaled Auditability of Valuation Models
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Here are the key Al warnings from my Stansberry Conference interview, summarized to help you detect fake Al
and quickly assess whether any Al you encounter is real and trustworthy.
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1. Al is not magic and anyone claiming such should be avoided. Red flag. Turn and run, as you would from
SMCI right now.

2. Al models are only as good as the data that drive them. Bad inputs = bad outputs.

3. To trust an Al, you must be able to audit the data on which it is based. There is no other way to be sure.
If the provider of the Al will not let you see the underlying data driving the Al, see point #1 above. Turn
and run.

4. No reliable Al is based on the internet, e.g. Chat GPT, because there is no way to audit the entire
internet..

5. Reliable Al must be based on a very specific dataset that is properly curated for a machine to be able to
properly digest and understand it.

Here’s how we describe our Al:

Our Al-driven Robo-Analyst Process applies machine learning and other technologically-driven methods to a
highly-curated and proprietary dataset that we built from carefully marking up 200,000+ 10-K and 10-Q (and
similar) filings over the last 20+ years. Highly trained experts marked-up the filings with the goal of categorizing
financial data according to a very specific taxonomy. This process allowed us to train machines to replicate the
mark-up process, which also allows us to automatically collect financial data, build financial models and produce
stock ratings. We provide more details here with graphics that help explain our process.

The reason | can talk about Al with authority is because | dedicated my professional life to building Al over the
last 25 years. In fact, | have a United States Patent (#7,752,090-filed in August 2003) for a System and Method
to Reverse Accounting Distortions and Calculate a True Value of a Business. This patent shows my early
thought leadership in how to use technology to perform fundamental analysis with integrity at scale. The only
way to get a patent on something like this is if it's never been done before. So, | guess you could say | am, at
least, among the first to use machines to read filings.

In case you want to know how good New Constructs is at getting machines to read filings, | submit to you:

e HBS Case Study: New Constructs: Disrupting Fundamental Analysis with Robo-Analysts features our
Robo-Analyst tech as a significant breakthrough for performing fundamental analysis at scale.

e HBS & MIT Sloan study on Core Earnings: in The Journal of Financial Economics proves that the data
that drives our Robo-Analyst & Al is superior and produces novel alpha at scale.

e Our April 2018 e-book titled "Machine Learning & Al for Smarter Investing" shows our early thought
leadership in Al and Machine Learning for research and investment analysis.

Does our Al Pay?

Yes, it does. Our novel alpha is not just proven in papers published in top-tier peer-reviewed journals. We have a
strong stock-picking track record. Loyal readers know that we’ve been ranked #1 in multiple stock-picking
categories, including “All-Time” by SumZero nearly every month over the last three years. SumZero is a
community of ~16,000 buy-side only investors; so, we’re going against real competition. “Buy-side only” means
professional stock pickers at hedge funds, not Wall Street (i.e. sell-side) analysts.

If you'd like multiple real-world examples of how we’ve found some of the best stocks over the last 15 years, like
picking Nvidia (NVDA) at $0.57/share in September of 2015 (see the report), then join my next training session.
It's happening in a few weeks, Monday November 18th at 1pmET. Register here. In case you see this letter after
November 18, the replay will be in our online community here. You can join our private community by completing
this form.

In that training, I’'m not only going to share some of our research and proof that it works, but | will also reveal how
we use Al to produce the best fundamental research in the world.

Who Else Uses Our Al?

Beside our thousands of followers and customers, Bloomberg is a big user. In fact, they like our Al so much they
decided to create a family of indices based on our Al. The first three are in production:

1. Bloomberg New Constructs 500 Index - think of this as an enhanced S&P 500 index. Instead of
weighting the 500 stocks based on market capitalization, the index weights them based on our
proprietary Core earnings. Click on the link to see how it performs compared to the original S&P 500 —
you'll be impressed.
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2. The same is true about the performance of the Bloomberg New Constructs Ratings VA-1 Index, which
tracks all the stocks with our Very Attractive Rating in the Bloomberg 1000 Index.

3. Bloomberg New Constructs Core Earnings Leaders Index is probably the one you've been hearing
about. It's already getting lots of attention - see this press release. This index tracks the performance of
the top 100 companies that have high Earnings Capture based on our proprietary Core Earnings, which
removes unusual gains and losses found in the footnotes and MD&A in company filings.

The bottom line: there is no substitute for hard work and attention to detail when it comes to anything in life, but
especially when it comes to Al and machine learning. And, to build Al that produces novel alpha takes an
extraordinary team making an extraordinary effort - which is exactly what New Constructs has done over the last
several years.

There are no short-cuts for making Al that truly adds value.
Want more details on New Constructs?

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 some ways to keep in touch with us:

1. Free live Podcast every month. The next one is on Friday, November 15th, register here. The last one
was October 18th. Get free replays in our online community.

2. Join our online community (use this form to sign up for free). Ask questions and make friends! Lots of
humble 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 November 12th
at 5:00pmET. Replays are here for our Professional and Institutional clients.

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

Diligence matters,
David
This article was originally published on November 7, 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.
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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:

e “[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, 1t 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:

e ‘“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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