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TECHNOLOGY FOR RESEARCH: DILIGENCE FOR ALL
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TECHNOLOGY FOR TRANSACTIONS

Technology
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Online trading, Index Funds, Robos
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HOLDING PERIODS ARE DOWN, TURNOVER IS UP
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Source: Novo Capital Management, LLC and Ibbotson 
Ibbotson, 2008 Ibbotson Stocks, Bonds, Bills and Inflation Valuation Yearbook, (Chicago: Morning Star, 2008), 228-229
•Large Cap Stocks” as defined by Ibbotson are the best comparison for the S&P 500, which did not exist as it does today in 1926.

MARKETS CHANGED IN THE 1990s
Value investing declined; Fundamentals No Longer Matter
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Institutional Investor Categories Definitions
1. Quasi-indexers - low turnover and small stakes 
2. Transients - high turnover and small stakes
3. Dedicated - low turnover and large stakes

“Raising Money Matters More Than Managing Money”

EVEN INSTITUTIONS THREW IN THE TOWEL
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DILIGENCE GOT EVEN MORE EXPENSIVE
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DISCLOSURE TRENDS ARE NOT YOUR FRIEND
More Data, More Noise, More Complexity
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• Filings have grown to 200+ pages
(That’s longer than the average novel.)

• Increasingly complex and time-consuming work
• Accounting rules are constantly changing

Regulators & Media Are Not Always Allies
• SEC, FINRA, FASB
• CNBC, Frank Quatrone
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WHAT’S CHANGING NOW
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The DOL has shined a light in the dark corner of 
investment research. 
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TRADITIONAL RESEARCH HAS FLAWS
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Technical research lacks rigor
• Recommendations based on a pattern on a chart?

Sell-side research is less reliable
• Conflicted? some highly publicized issues
• Diminishing resources

Investors Deserve Better
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WHAT’S CHANGING NOW
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Key leaders recognize the inevitability of technology 
and automation changing the business. 

“At BlackRock, Machines Are 
Rising Over Managers to Pick 
Stocks”
- New York Times on Larry 
Fink’s strategy

“Artificial 
Intelligence 
creates $1 trillion 
of change in the 
front, middle and 
back office of the 
financial services 
industry.”
-
AutonomousNE
XT – industry 
research firm

https://www.nytimes.com/2017/03/28/business/dealbook/blackrock-actively-managed-funds-computer-models.html
https://next.autonomous.com/augmented-finance-machine-intelligence
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VCs ARE RUNNING INTO PROBLEMS
“Cleaning” data is a fallacy
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80% of capital and time goes to data cleaning and collection.

Data quality is too poor for AI to work.

We solve that problem with superior data.

Source for chart: CrowdFlower
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TECHNOLOGY THAT WORKS FOR YOU

4

Research 
that provides 

real 
diligence.
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DEFINING REAL DILIGENCE
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By law:
• A fiduciary must act with “care, skill, prudence, and 

diligence.” 

Research must be:
Inarguably in best interests of clients

Research must not be:
• Conflicted

• Based on diversification

• Dependent on technicals

How to meet the Duty of Care
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HERE’S HOW YOU DO RESEARCH – THE RIGHT WAY
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1. Comprehensive: 
All relevant publicly-available (e.g. 10-Ks and 10-Qs) information has 
been diligently reviewed, including the footnotes and MD&A.

2. Un-conflicted: 
Clients deserve unbiased research.

3. Transparent: 
Advisers 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.

How to get what you deserve

https://www.newconstructs.com/roic-paradigm-linking-corporate-performance-valuation/
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EMBRACE THE CHANGE
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Key thought leaders support the importance of diligence.
• Michael Kitces
• MarketWatch.com
• Wealthmanagement.com
• BlackRock

Regulators are too:
• The DoL

Diligence Pays

https://www.newconstructs.com/wp-content/uploads/2014/11/NewConstructs_MichaelKitces_WeekendReadingForFinancialPlanners_2017-01-20.pdf
http://www.marketwatch.com/story/defining-diligence-is-the-hardest-part-of-the-new-fiduciary-rule-2017-01-18?utm_content=buffer3203d&utm_medium=social&utm_source=twitter.com&utm_campaign=buffer
http://www.wealthmanagement.com/regulation-compliance/fiduciary-duty-can-t-be-killed
https://www.nytimes.com/2017/03/28/business/dealbook/blackrock-actively-managed-funds-computer-models.html
https://www.dol.gov/sites/default/files/ebsa/laws-and-regulations/rules-and-regulations/public-comments/1210-AB79/00593.pdf


Copyright 2018- New Constructs, LLC

Speculator

Investor
Vs.

“If you are a speculator, your decision to buy or sell is based on what you 
believe about the near-term direction of price.” - Ben Graham

“…speculation is the activity of forecasting the psychology of the market.” -

John Maynard Keynes

“If you are an investor, your decision to buy and sell is based on the underlying 
economics of the stock you own.” - Ben Graham

“Investing is an activity of forecasting the yield on assets over the life of the 

asset…” - John Maynard Keynes

WHAT KIND OF TRADER ARE YOU?
Is there a role for fundamental diligence in your process?
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MACHINE LEARNING FROM EXPERTS
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Human-Validated Parsing Instructions from 120,000+ Filings
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FOOTNOTES MAKE A DIFFERENCE
(Unscrubbed) Earnings Trends Are Misleading
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“Look at the financial footnotes in 10-K filings and the gains then disappear” 

“Only 1 sector has experienced real earnings gains in the past 12 months”

– MarketWatch.com 5/4/17 & 2/28/18

http://www.marketwatch.com/story/the-earnings-recovery-is-an-illusion-2017-05-03
https://www.marketwatch.com/story/only-1-sector-has-experienced-real-earnings-gains-in-the-past-12-months-2018-01-16
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• 2.2% of revs from pension, abnormally high 
return on plan asset assumption 8.7% 

• Underfunded by $2.6B or 3x the market cap 
at the time

• Valuation implied 10% CAGR in NOPAT for 
11 years

• Down 90% while S&P 500 was down ~3%, 
no longer under coverage

*This graph was created based on information collected and analyzed by New Constructs, LLC. New Constructs regularly 
gathers information from over 3,000 companies’10Ks, including the Notes to the Financial Statements and MD&A.  

EARLY INDICATOR FOR BANKRUPTCY
Report on Eastman Kodak (EKDKQ.PK) on 3/21/2011

20

2010 10-K Revealed
Abnormal Pension Assumptions

http://blog.newconstructs.com/2011/03/22/dead-company-walking-sell-eastman-kodak-ek/
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ERNST & YOUNG’s FOCUS ON ROIC
Big 4 Accounting Firm Proves Value of ROIC for Stakeholders



Copyright 2018- New Constructs, LLC 22

CLIENTS DESERVE THE BEST RESEARCH
Unrivalled Data, Transparency and Integrity

• It’s not often that a big 4 accounting firm like E&Y features the material 
superiority of a research firm’s analytics. 

• Our data is materially better. The white paper proves it.

• The white paper provides 
specific examples for specific 
companies. 

• Google “Revenue 48,778”, 
"long-term debt 16,215” to see 
which company is “Peer 1”.
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POWERFUL RESEARCH AUTOMATION HAS ARRIVED
Technology Provides Only Solution to lower revs & higher costs

Harvard Business School Case Study features our Research Automation technology. 
“Disrupting Fundamental Analysis with Robo-Analysts”

Click here for a copy.

https://hbr.org/product/new-constructs-disrupting-fundamental-analysis-with-robo-analysts/118068-PDF-ENG
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Strategic Business Relationships
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• Top hedge fund and institutional money managers
• Top wealth management firms
• Top advisors
• Top accounting, insurance & consulting firms

The Latest In Technology For The Best In the World
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• Institutions: full access to models and tool, including database feeds. Directly access 
thru our website

• Advisors/RIAs: firm or group-wide access to unlimited research. Direct access via our 
website or thru partners.

• Retail: individual sign up for Gold, Platinum or Pro subscriptions. Direct access via our 
website or thru partners.

• Consultants/Corporates: custom engagements focused on enterprise value 
optimization and investor relations strategy. Direct access via our website along with 
custom work and consultation via partners.

HOW THE WEALTH INDUSTRY WORKS WITH US
Multiple models, Great Flexibility

25
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RESEARCH TECHNOLOGY PLATFORM
Data Collection & Modeling Under One Roof
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We created our own data collection technology to provide high integrity models to clients.
Traditional data feeds are not trustworthy for sophisticated financial modeling. 
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VERSUS OTHER RESEARCH OFFERINGS
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Coverage Cash Flow Focus 
(Non-GAAP)

Consistent Due 
Dilligence

Transparency/Links 
To Independence

Stocks ETFs Mutual 
Funds

ROIC & 
Economic 
Earnings

Reverse 
DCF Footnotes MD&A Calculatio

ns

SEC Filings/ 
Source 
Data

Not Paid By 
Funds or 

Companies 
Covered

No 
Banking or 

Trading 
Revenues

New Constructs √ √ √ √ √ √ √ √ √ √ √

Credit-Suisse HOLT √ √ √ 1/2

EVA Dimensions/ISS √ √ √ √

MorningStar √ √ √ black box √
CFRA/S&P limited limited √ √

S&P Capital IQ √ √

Zack's √ √
Other Sell-Side √
Valuentum.com √ √ limited √ √

Finbox.io √ limited √ √

GuruFocus √ √ √ √

Other Firms √ ? ?
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PORTFOLIO TRACKING & ALERTS
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DETAILED RATINGS, MODELS & REPORTS: STOCKS
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DETAILED RATINGS, MODELS & REPORTS:SECTORS
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STOCK, ETF & MUTUAL FUND SCREENING

31
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New Constructs, LLC
• Founded in July 2002; became a hedge fund from 2007-2015; re-launched 

research business in 2014
• Track record: model portfolios and research featured by Barron’s and CNBC
• Expertise and experience: accounting, finance & technology

David Trainer (CEO):
Former auditor and executive compensation consultant with Arthur Andersen, equity analyst 
at Credit-Suisse and hedge fund manger. 

Lee Moneta-Koehler (COO):
Former Director of Research and equity analyst at New Constructs. 10+ years of 
experience developing financial technology. 

Top Minds in Machine Learning Around the World (CTO):
We attract top talent to fill dynamic needs for furthering our cutting-edge technology. Our 
existing technology offers unparalleled application of machine learning and natural 
language processing theories and techniques. “New Constructs has the answer key”.

OVERVIEW & BACKGROUND
Experience & Expertise

2

https://www.newconstructs.com/2014-barrons-features-research-aol-dnkn-lnkd-nflx-etc/
https://www.newconstructs.com/about-us/new-constructs-news-media-appearances/
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Appendix
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Items found only in the MD&A (e.g. gains, charges, deferred items, etc) that distort income statement results are rising rapidly. 

BIGGER HAYSTACKS, MORE NEEDLES

34
*This graph was created based on information collected and analyzed by New Constructs, LLC. New Constructs regularly 
gathers information from over 3,000 companies’10Ks, including the Notes to the Financial Statements and MD&A.  
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Over the last 5+ Years, we found 32,583 write-downs.
32,583
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ASSET WRITE-DONWS ARE A RED FLAG

35
*This graph was created based on information collected and analyzed by New Constructs, LLC. New Constructs regularly 
gathers information from over 3,000 companies’10Ks, including the Notes to the Financial Statements and MD&A.  
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Distribution of Return On Plan 
Asset Assumptions

• Raising the expected Return on Plan Assets 
(EROPA) reduces reported pension expense.

• The mean EROPA for 2014 was 6.5%. Roughly 
55% of companies expect a long-term return 
on plan assets between 6.5% and 7.5%.

• Virtusa Corp (VRTU) has the most aggressive 
assumptions, with EROPA of 10.38%, followed 
by Exlservice Holdings (EXLS) at 9%.

Auditors & investors need to know this data.

MANAGEMENT’S INFLUENCE ON PROFITS

36

*This graph was created based on information collected and analyzed by 
New Constructs, LLC. New Constructs regularly 
gathers information from over 3,000 companies’10Ks, including the Notes 
to the Financial Statements and MD&A.  
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New Constructs has no trading, corporate or banking ties – no 
conflicts.
• Morningstar gets paid by fund companies. Fund companies must 

license ratings from Morningstar to use them in marketing materials.

New Constructs  = unadulterated expertise in accounting, 
finance and SEC filings.

100% UNCONFLICTED

37
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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.

New Constructs is affiliated with Novo Capital Management, LLC, the general partner of a hedge fund. At any particular time, New Constructs’ research recommendations may not
coincide with the hedge fund’s holdings. However, in no event will the hedge fund receive any research information or recommendations in advance of the information that New
Constructs provides to its other clients.

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 to present. All rights reserved.

DISCLOSURES & DISCLAIMERS
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