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DISCLAIMER 
Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut.  Hedgeye Risk 
Management is not a broker dealer and does not provide investment advice to individuals. This research does not constitute an 
offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual investment 
preferences or risk parameters; it is general information and does not constitute specific investment advice.  This presentation is 
based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for errors, inaccuracies or 
omissions of information.  The opinions and conclusions contained in this report are those of Hedgeye Risk Management, and are 
intended solely for the use of Hedgeye Risk Management’s clients and subscribers.  In reaching these opinions and conclusions, 
Hedgeye Risk Management and its employees have relied upon research conducted by Hedgeye Risk Management’s employees, 
which is based upon sources considered credible and reliable within the industry.  Hedgeye Risk Management is not responsible 
for the validity or authenticity of the information upon which it has relied.  
 
TERMS OF USE 
This report is intended solely for the use of its recipient.  Re-distribution or republication of this report and its contents are 
prohibited.  For more detail please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use at 
www.hedgeye.com 

LEGAL 
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HEDGEYE INTERNET PROCESS 

There’s a difference between the platform, and how the company monetizes the platform (the Business Model).  
We focus on the latter, and do not defer to mgmt to tell us what drives it.  We focus on the data. 

OUR FOCUS IS THE BUSINESS MODEL, NOT THE PLATFORM 

TRADITIONAL SELL-SIDE HEDGEYE INTERNET & MEDIA 

Platform 
Business 

Model 
≠ 

Drivers 

EVIDENCE 

(DATA) 

Platform Business 
Model = 

“Key Metrics” 

Management 
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BETTER DATA = BETTER THESIS 

The data drives the thesis, not the other way around.  That is our edge.  We avoid saying anything unless we 
have the data to back it up, and we don’t make up stories when don’t have the answer.   

WE LET THE DATA TELL THE STORY 

Evidence 
(Weak Data) 

Assumptions 
(Anecdotal) 

Weak 
Theory 

EVIDENCE 
(BIG DATA) 

Assumptions 
(Anecdotal) 

Strong 
Thesis 

TRADITIONAL SELL-SIDE HEDGEYE INTERNET & MEDIA 
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1. Business Model:  Product portfolio is primarily varying 
levels of paywalls to its member profiles; Virtual moat 
provides premium pricing/high margins.  
 

2. Analysis: ARPA is key, and the selling environment is 
tied to macro.  Early penetration its core Talent 
Solutions TAM.  Continues to reinvest in business.  
 

3. Outlook: 1Q15 not nearly as bad as market reaction.  
Account transition issue due to a massive salesforce 
investment into an accelerating macro tailwind 
 

4. Setup: Management used soft 1Q15 results to rebase 
full-year consensus expectations, which are now inline 
with guidance for first time in over a year. 
 

5. Duration: Depends on macro and/or consensus 

LNKD: LONG THESIS SUMMARY 

LNKD is a name we have liked for a while, but couldn’t pull the trigger on at new 52-wk highs and consensus 
estimates consistently tracking ahead of guidance.  Overreaction to 1Q15 print gives us our entry point.   

REBASED EXPECTATIONS + DISCOUNT = ENTRY POINT 
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LNKD: KEY POINTS 

REAL PLATFORM, REAL CASH 
LNKD’s value comes from its database of professional profiles, which likely can't be replicated at 
comparable scale.  That moat has led to a premium-priced product portfolio that produces the 
margins/cash flow necessary to consistently reinvest in its business/expand its TAM 

EMPLOYEE’S MARKET = GROWING OPPORTUNITY 
Wee see Talent Solutions as the swing factor, and the bulk of that TAM is not in account volume 
(LCS customers), but in up-selling those accounts (ARPA).  Historically, that up-sell becomes 
much easier for LNKD as the burden to fill open positions intensifies, which is currently the case. 

TRANSITION = INVESTMENT 
Outside of Fx, much of the 1Q weakness was due to its salesforce account transition, which was 
actually a major investment into an accelerating macro tailwind.  The 2015 guidance cut captured 
that transitory impact, but also rebased consensus estimates to allow for upside. 

1 
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PRODUCT PORTFOLIO ≈ PAYWALLS 

LNKD’s flagship product is its Recruiter product, which provides the highest level of access (search & outreach) 
to its member profiles.  LNKD also offers scaled-down products to address the lower end of the market. 

PRICING IS BASED ON VARYING LEVELS OF ACCESS TO MEMBER PROFILES 
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PRICING POWER + DEMAND = CASH 

LNKD’s Corporate Solutions Customers (LCS) pay roughly 5x it highest-priced product; suggesting a healthy 
level of demand for its products suite, and a proven opportunity to up-sell its new accounts.   

ARPA IS MULTIPLES OF PREMIUM PRODUCT, SUGGESTING SOLID DEMAND 
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THE UP-SELL DEFINES ITS TAM 

This analysis refers specifically to LNKD’s flagship Recruiter product under fairly restrictive assumptions (see 
notes in table).  The Key Points above collectively tell us ARPA matters most, and macro is key… 

AND MACRO DRIVES THE SELLING ENVIRONMENT… 

KEY POINTS 
 

1. TAM Favors ARPA: The bulk of LNKD's TAM is 
not in account volume, but in up-selling those 
accounts via additional licenses (aka seats). 
 

2. Macro Drives ARPA: The selling environment 
improves as the burden to fill open positions 
intensifies (i.e. upsell becomes easier) 
 

3. Ripe Selling Environment: Hiring rates are 
elevated, but not yet at historical peak levels. 
 

4. Low Penetration: LNKD is somewhere 
between 10% to 31% penetrated in US 
depending on the selling environment. 
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MACRO MOVING IN RIGHT DIRECTION 

ARPA is key, so we built a tracker to tell us which way it’s going.  The relatively tight correlation combined with 
the marginal seasonality in both metrics confirms that ARPA is driven macro, which continues to improve. 

TRACKER SUGGESTS SELLING ENVIRONMENT CONTINUES TO IMPROVE 



HEDGEYE  12 

TRANSITION OR INVESTMENT? 

RAMPING INTO AN IMPROVING SELLING ENVIRONMENT 

The account transition that spooked the street in 1Q15 was due to a massive investment in its salesforce.  Given 
the afformentioned macro tailwinds, we see that ramp as a coiled spring. 

Notes 
 

1. Account Transition: Management stated on its 
1Q15 call that roughly 60% of its Accounts now 
have a new sales rep.   
 

2. Salesforce Ramp: Management didn’t 
effectively emphasize why the transition 
occurred in the first place.  The 1Q15 increase 
in its salesforce was its largest since 3Q13 
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GUIDANCE CUT = BREATHING ROOM 

MGMT USED SOFT 1Q15 RESULTS TO REBASE 2015 ESTIMATES 

LNKD cut 2015 guidance despite coming in above its 1Q15 guidance.  The bulk of LNKD’s $30M-$50M guidance 
cut came from Fx, the balance primarily from Marketing Solutions, which is now captured in consensus estimates 

2015 Guidance Cut: Notes 
 

+$20M-$25M: Lynda Acquisition Revenue (net 
deferred revenue write-off) 
 
-$50M: Heightened Fx headwinds (EUR/USD) 
 
-$30M: Operational issues, primarily in Marketing 
Solutions (display advertising) and Talent Solutions 
(salesforce account transitions) 
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TALENT SOLUTIONS = SWING FACTOR 

REBASED CONSENSUS ESTIMATES NOT ASKING FOR MUCH 

LNKD should exceed consensus estimates barring a sharp deceleration in BOTH of its core growth drivers, which 
were depressed by the account transition, and Fx pressure that should abate in 2H15 on easier comps. 
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Setup: We’re getting long at a discount on rebased expectations while LNKD is making a considerable investment into an 
accelerating macro tailwind.  We expect meaningful upside to 2015 estimates.  The question is whether mgmt approaches 3Q 
guidance cautiously on the 2Q15 release.  If so, we may eat a some near-term downside in exchange for a better setup heading 
into 2016 depending on the selling environment and consensus estimates; either could push us out of the name. 

 

What We’re Keying In On: ARPA, which is where the bulk of its TAM lies, but also the driver most sensitive to economic fluctuations.  
Our Macro team contends that the US economy is late cycle.  If we notice any material negative inflections in our JOLTS tracker, it 
could mean the beginning of a deteriorating selling environment, which would put LNKD’s core driver at risk. 

 

Risks to Thesis:  Mgmt conservatism on 3Q15 guidance, deteriorating macro trends, consensus estimates. 

 

Timeline 

• 1Q15: Hedgeye wasn’t covering 

• 2Q15: Strong 2Q Revenues beat, inline full-year raise with 3Q15 guidance edging above consensus. 

• 3Q15: Setup depends on JOLTS tracker and consensus estimate revisions; either could push us out of the name 

• 4Q15: Too early to tell.  Reassess setup post 3Q15 print.    

LNKD: TRACKING THE LONG 

The main risks are a negative inflection in the macro environment, or consensus upping estimates too much on 
a good print(s) and pushing us out of the name.  In short, we may only be in this position for 1-2 quarters 

NOT A SLEEPY LONG, SETUP CAN TURN ANY GIVEN QUARTER.  



P SHORT THESIS 
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1. Business Model:  Advertising-focused model. P must 
pay for every song it streams, regardless of whether 
it is serving ads on those listener hours. 
 

2. Analysis: Increasing monetization has led to 
heighted attrition.  More importantly, P’s model may 
not survive the Web IV outcome (royalty rates). 
 

3. Outlook: We’re expecting users to decline y/y by 
2H15. Regarding Web IV, P may lose the one debate 
that it can’t (bifurcated royalty rates). 
 

4. Setup: Expecting light 3Q15 guidance and Weak 
2Q15 user metrics.  Web IV will be an overhang, 
decision to go against them (December). 
 

5. Duration: Exit between 4Q15 and 1H16 

 

 

 

 

P: SHORT THESIS SUMMARY 

P’s core growth drivers are working against each other.  Increasing ad load (monetization) is pushing the user 
away.  More importantly, P’s model is only sustainable if it gets its way on Web IV; that doesn’t appear likely 

CHALLENGING BUSINESS MODEL, WHICH MAY NOT SURVIVE WEB IV 

P Advertising Revenue Drivers 
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P: KEY POINTS 

NOT MUCH BREATHING ROOM 
P guided light for 2015, which was the prudent move, but consensus is calling for accelerating ad 
revenue growth through 4Q15; a tall order given that its core advertising growth drivers are 
working against each other.  3Q/4Q guidance may disappoint. 

USERS TO DECLINE Y/Y IN 2015 
P has churned through more accounts than it has retained since 1Q11.  Our survey work suggests 
that P has exhausted much of its TAM, and new user growth moving forward will not be able to 
offset attrition for that much longer.  Needless to say, declining users would be a sentiment killer. 

WEBCASTER IV = POWDER KEG 
P’s doesn’t have the operating leverage necessary to absorb a rate increase and sustain its 
business model at the same time.  Our review of the Web IV CRB filings and prior Webcaster 
proceedings suggest P is going to lose the one debate that it can’t (bifurcated rates). 
 

1 

2 

3 
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3Q/4Q GUIDANCE MAY DISAPPOINT 

DESPITE LIGHT GUIDANCE, CONSENSUS NOT GIVING P MUCH BREATHING ROOM 

Consensus is calling for accelerating ad revenue growth through 4Q15.  We’re expecting listener hours to slow 
into the single-digits, which means increasing ad load and local ad mix (pricing) must pick up the slack. 

P Advertising Revenue Drivers 
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P HAS SERIOUS ATTRITION ISSUES 

P’s reported metrics suggest it has churned through more accounts than it has retained since 1Q09.  However, 
some users have multiple accounts, which we need to account for… 

INTERNAL METRICS TELL DAUNTING STORY, BUT NOT THE WHOLE STORY 

METRIC NOTES 
 

1. P switched its method for reporting registered 
users in 2Q11 (from an actual # to “+” format) 
 

2. We can’t explicitly calculate its quarterly attrition 
rate after 1Q11, but we estimate it has averaged in 
the mid-to-high teens as percentage of its active 
users, or roughly 10.5M per quarter 
 

3. We can calculate its cumulative attrition, which is 
at least 71% between 1Q11 and 1Q15 (~113M 
inactive out of 160M registered). 

 



HEDGEYE  21 

WHY USERS DECLINE Y/Y IN 2015? 

The right table details how much of P’s remaining TAM needs to be penetrated in order to maintain it’s current 
user base over the 5-Qtr period starting 3Q14. Compare that to the chart on the left, and decide for yourself. 

BECAUSE WE DON’T BELIEVE THIS WILL HAPPEN 

Source: Hedgeye Pandora User Survey, Company Reports, Census, Pew Research, Hedgeye Estimates 
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WEBCASTER IV: WORLDS APART 

A COMPROMISE ISN’T GOOD ENOUGH… 

We estimate that almost 90% of P’s listener hours are streamed to ad-supported users, so the variance in 
proposals is a big deal.  The midpoint of the two ad-supported proposals translates a 42% rate increase. 
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P HASN’T REALLY ACHIEVED LEVERAGE 

P’S MODEL CAN’T ABSORB ANYTHING BUT A BEST CASE SCENARIO 

Whatever leverage P has achieved on the content side was paid for salesforce & marketing expenses.  P’s model 
can’t absorb even a small royalty rate hike, especially since it struggles to generate cash flow as it is. 
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1. Pureplay Settlement is Irrelevant: The current bifurcated rate 
setup was  borne out of the Pureplay Agreement, which 
prohibited the incorporated rates from ever being included as 
a benchmark in any rate-setting procedure. 
 

2. Existing Benchmarks May Be Irrelevant: P will have difficulty 
using any existing agreement with bifurcated rates as 
precedent since it would be tough to argue that these rates 
were not a derivative of the Pureplay Agreement.  SX has 
provided witness testimony suggesting as much. 
 

3. P’s Business Model is Irrelevant: Quote from the judges of the 
Web III Remand. “The Act instructs the Judges to use the 
willing buyer/willing seller construct, assuming no statutory 
license. The Judges are not to identify the buyers' reasonable 
other (non- royalty) costs and decide upon a level of return 
(normal profit) sufficient to attract capital to the buyers.”  

WEB IV: P LOSING THE KEY DEBATE 

The purpose of Web IV is to determine what willing buyers/sellers would agree to in a competitive market 
outside the shadow of statutory rates.  More importantly, the copyright owner takes priority. 

BIFURCATED RATE STRUCTURE: P HAS NO LEG TO STAND ON 
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WEB IV: P’S BEST CASE SCENARIO? 

The takeaway is not just the potential cash burn, but what would be required to avoid it, and P’s limited margin 
of error to do so. The cost of getting it wrong is too severe to not proactively revamp its entire business model. 

P WOULD STILL NEED TO BLOW UP ITS BUSINESS MODEL 

Note: The wider the gap between revenues and hours, the greater the 
reliance on ad pricing and ad load, which could exacerbate attrition 
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Setup: Working against P.  1Q15 likely the best print of the year, 3Q15 guidance could disappoint on consensus assumption for 
accelerating ad revenue.  Deteriorating user metrics and the overhang from Web IV will keep a lid on the stock, especially as we 
move through the year since declining users become more likely, and Web IV draws closer.  If we’re wrong on users/hours, then the 
setup into 2016 become much worse. 

 

What We’re Keying In On: Listener Hours. Web IV is all that really matters now. The setup into 2016 becomes much worse if P 
enters the year with a larger listener-hour base.  The more active users/hours P has, the more bearish we become.  The other factor 
is S&M % of Revenues; whether P can achieve leverage on its salesforce. 

 

Risks to Thesis:  Web IV rates are significantly below Web III rates (however unlikely), or street misinterprets outcome. 

 

Timeline 

• 1Q15: Strong Revenue beat, inline raise, but weakening user metrics 

• 2Q15: Beat Revenues, inline raise, but light 3Q15 Guidance, and dissapointing user growth. 

• 3Q15: Declining users more likely, potentially light 4Q15 guidance, Web IV draws closer (12/15)  

• 4Q15: Declining users even more likely.  New strategic priorities post Web IV will take street by surprise. 

P: TRACKING THE SHORT 

The only real positive is upside to 1H15 results.  Even if we’re wrong on 2015 revenue growth, the setup gets 
progressively worse with both growing pressure on user metrics and Web IV ruling drawing closer.   

ASYMMETRIC SETUP TO THE DOWNSIDE 



YELP SHORT THESIS 
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1. Business Model: Primarily selling ad packages to 
local businesses.  YELP must hire enough new sales 
reps to drive new account growth in excess of its 
rampant attrition (the majority of its customers). 
 

2. Analysis: YELP’s Business Model is only sustainable 
if its TAM is large enough to support; it’s not.  Worse, 
growing its salesforce now an issue. 
 

3. Outlook: Attrition will exert a greater impact on its 
model moving forward.  YELP’s financials suggest 
that this has already started. 
 

4. Setup: Expecting light 2Q15 Local Advertising 
Revenue and pending 2015 guidance cut.   
 

5. Duration: Depends on consensus 2016 estimates 

 

 

 

 

YELP: SHORT THESIS SUMMARY 

YELP’s attrition risk will always grow with its account base.  The burden of new account growth will become 
more challenging against a limited TAM, leading to a precipitous slowdown in growth, and eventually declines. 

RAMPANT ATTRITION + LIMITED TAM = DEATH OF A BUSINESS MODEL 
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YELP: KEY POINTS 

ABSURD ATTRITION TO GET WORSE 
We estimate that YELP is losing the majority of its local advertising customers on an annual basis. 
Baring a seismic shift in its business model, the risk will increase each year 

TAM IS A FRACTION OF WHAT’S ADVERTISED 
Estimates vary for YELP’s total addressable US market, YELP has estimated as high as 27M….In 
reality, we estimate its closer to 3M in a best-case scenario.  More importantly, YP.com’s 600K 
account base is not the low-hanging fruit as mgmt suggests, it’s a pipe dream.   

THE MODEL IS ALREADY BREAKING DOWN 
YELP’s business model isn’t sustainable, and we’re already seeing signs that it’s breaking down. 
Most recently its inability to grow its salesforce.  The fact that this is even remotely an issue 
suggest this story is to turn much sooner, and get much uglier, than we initially expected.   

1 
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1Q15 EXAMPLE (Local Advertising) 
 

1. 4Q14: YELP had 84K customers 
 

2. 1Q15: YELP had 90K customers 
 

3. 1Q15 Customer Repeat Rate was 76% 

– 1Q15 Repeating Customers: 69K (90K x 76%) 

– 1Q15 New Customers: 22K (94K x 24%) 
 

4. YELP had 84K customers in 4Q14, but only 69K 
repeating customers in 1Q15, so it lost ~15K 
customers (69K-84K) , or 18.4% of its customers 
from 4Q14. 

ATTRITION EXAMPLE 

Any time YELP’s Repeating Customers (calculated using its stated Repeat Rate) are less than its Local 
Advertising Accounts from the prior quarter, it lost customers. 

THE CUSTOMER REPEAT RATE IS A MEASURE OF MIX, NOT RETENTION 

DATA SOURCE: COMPANY REPORTS & HEDGEYE  ESTIMATES 
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ATTRITION IS A RECURRING THEME 

YELP stopped reporting its Active Local Business Accounts in favor of a new metric called Local Business 
Accounts.  Management broke our time series, but essentially conceded that attrition is coming from its core. 

THE MAJORITY OF WHICH COMES FROM ITS CORE LOCAL ADVERTISING 

DATA SOURCE: COMPANY REPORTS & HEDGEYE  ESTIMATES 
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ANNUAL ATTRITION IS ABSURD 

Since most of YELP’s contracts are on annual terms, it is losing the majority of its customers annually, while its 
ending customer base is comprised almost entirely of new accounts signed during the course of the year. 

YELP LOSING ALMOST ALL ITS CUSTOMERS ANNUALLY 

DATA SOURCE: COMPANY REPORTS, HEDGEYE  

Lost/Starting Customers: 85% 
New/Ending Customers: 88% 

Lost/Starting Customers: 90% 
New/Ending Customers: 95% 
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Criteria for Advertising with YELP 

1. Affordability: Minimum cost $3,600 annually 

2. Retail: vs. B2B 
 

Composition of US Market (27M Total Businesses) 

1. Affordability: 75% earn < $100K in annual revenue 

2. Retail: 47% are primarily B2B companies 

 

 

YELP’S ADDRESSABLE US MARKET… 

YELP’s audience is primarily retail (our survey suggests 70% use exclusively for restaurants); B2B companies 
aren’t likely to advertise. Most earn less than 100K, so YELP’s smallest ad program would be prohibitive. 

NOT ALL BUSINESSES ARE APPLICABLE 

DATA SOURCE: CENSUS,  COMPANY REPORTS (27 TAM ESTIMATE FROM YELP MAY 2012 INVESTOR CONFERENCE PRESENTATION) 

YELP Estimate for  
US Local Business 

Opportunity  
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TAM MUCH SMALLER THAN IMPLIED 

We pulled the Census data where YELP is getting its TAM estimate, and we filtered it by companies with more 
than 100K in revenue and those that cater to YELP’s audience.  3.4 million is still ambitous. 

27 MILLION…OR A SUSPECT 3 MILLION? 

DATA SOURCE: CENSUS.GOV 

? 
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YP’S TAM IS A PIPE DREAM 

YELP has implied that YP’s account base is the low-hanging fruit.  Yet, the breadth of YELP’s offering is far 
more limited, and often more expensive; meaning their TAMs aren’t remotely comparable. 

FEWER PRODUCTS – B2B EXPOSURE + HIGHER PRICE = SMALLER TAM 

DATA SOURCE: YELP FILINGS, COMPANY WEBSITES 

YELP 

YP.com DXM 
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THE DEATH OF A BUSINESS MODEL 

YELP’s attrition issues have gone unnoticed because its aggressive salesforce increases have driven enough 
new account growth to compensate.  That story is over, which means the model is broken… 

SALESFORCE OUTGROWING THEIR PRODUCTIVITY 
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SALESFORCE CHURN = GAME OVER 

The entire model is predicated on hiring enough new reps to drive new account growth in excess of its rampant 
attrition.  If YELP can’t do that consistently, it’s basically game over.   

THE FACT THIS IS EVEN REMOTELY AN ISSUE IS A MAJOR RED FLAG 

DATA SOURCE: COMPANY REPORTS, HEDGEYE ESTIMATES 
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2015 ESTIMATES BEYOND LOFTY 

YELP would need to produce historically low Attrition Rates and accelerate its new account growth considerably 
over 1Q15 levels despite decelerating salesforce growth and declining productivity 

BECAUSE THEY WON’T CONSIDER YELP’S ATTRITION ISSUES 

DATA SOURCE: BLOOMBERG & HEDGEYE  ESTIMATES 
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Setup: YELP’s model is breaking down, and mgmt is doing whatever it can to disguise what’s really going on (i.e. M&A & evasive 
disclosure).  The story took a major turn for the worse when its salesforce declined q/q in 1Q15 (Hedgeye estimate); it model can’t 
afford any slippage there.  Further management didn’t do themselves any favors by maintaining 2015 guidance off the 1Q miss and 
light 2Q guidance in hopes of a takeout.  We’re expecting a 2Q miss on Local Advertising and mgmt to cut 2015 guidance.   

 

What We’re Keying In On: Salesforce, primarily size, secondarily productivity.  Both speak to the size of YELP’s TAM and the 
viability of its model.  The former is the bigger issue; if YELP can’t consistently grow its salesforce (net of churn), then the story is 
going to turn much quicker, and get much uglier than we initially expected.   

 

Risks to Thesis: Upside from ancillary businesses, longer tail from acquired revenues.  Buy-side consensus. 

 

Timeline 

• 1Q15: Beat Revenues on Inorganic Upside, 2Q15 Release ahead of the Street, Consensus raises estimates 

• 2Q15: Miss Local Advertising Estimates, 3Q15 Guidance Release Disappoints, cuts 2015 guidance 

• 3Q15: Really depends on the 2Q15 release and how consensus trends thereafter 

• 4Q15: We may cover ahead, if not before, if consensus 2016 revenue growth rate slips to sub-30% rate (currently 34%) 

YELP: TRACKING THE SHORT 

YELP should have rebased expectations on the 2015 guidance release, and had an another opportunity to do 
so on the last print.  Now mgmt has raised the 2H15 bar while the model is unraveling.   

SHOOTING ITSELF IN THE FOOT (AGAIN) 



TWTR SHORT THESIS 
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1. Business Model: TWTR runs CPC ad model, which 
requires user interaction with ads to generate 
revenue.   
 

2. Analysis: We suspect surging ad load has been 
driving ad monetization, but pushing MAUs away, 
putting mgmt in a box vs. street expectations. 
 

3. Outlook: Mgmt already slashed 2015 guidance, but 
concentrated the cut into 1H15.  Consensus Ad 
Revenue estimates through 4Q16 still lofty.  
 

4. Setup: We upside 1 quarter of upside in this print.  
Question is when mgmt rebases expectations again 
 

5. Duration: 2016 guidance or earlier (mgmt?) 

 

 

 

 

TWTR: SHORT THESIS SUMMARY 

TWTR missed 1Q revenue and cut 2015 guidance, most of cut centered on 1H15.  We don’t believe mgmt has 
answer to life after the 2Q13 Supply Shock, especially in relation to consensus expectations. 

CAT IS OUT OF THE BAG… 
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TWTR: KEY POINTS (SHORT) 

MANAGEMENT IS IN A BOX 
We suspect there is a perverse relationship between TWTR’s revenue and user growth, with 
surging ad load driving revenue growth, yet pushing the user away at the same time.  If TWTR 
experiences weakness on either front, the street will punish the stock for it. 
 

ESTIMATES AREN’T AS LOFTY…BUT STILL LOFTY 
Management slashed 2015 guidance, concentrating most of the reduction into 1H15.  The setup 
isn’t as tough into the 2Q15 print if it can sustain its CPE tailwind.  However, 2016 is still a stretch; 
consensus is looking for ad revenue growth to hover at a +50% rate through 4Q16. 

STAYING SHORT TILL MGMT CORRALS CONSENSUS 
Granted, the easy money has been made, and expectations have been marginally rebased, but 
not enough.  If management doesn’t get a hold of the sell-side, it’s walking into another blow-up.  
We’ll stay short through 2016 guidance unless it grabs the consensus by the horns   

1 
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TWTR’S GROWTH DRIVERS 

Monetization has been a surging growth driver for TWTR, which has been driven primarily by mobile.  
Everything looks great until we understand what’s been driving the model… 

MOBILE MONETIZATION HAS BEEN DRIVING THE MODEL 

DATA SOURCE: COMPANY REPORTS 
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AD LOAD IS DRIVING MONETIZATION  

TWTR’s ad engagements have risen as cost has declined; suggesting supply has been the main lever of ad 
engagements.  TWTR’s S-1 essentially confirms our thesis.  This cannot continue indefinitely… 

AND THERE IS ONLY SO MUCH THAT CAN INCREASE 

DATA SOURCE: COMPANY REPORTS 

TWTR S-1/A MD&A (11/4/2013): The decreases in cost 
per ad engagement over these periods [3Q12-3Q13] 
were primarily due to an increase in supply of 
advertising inventory available in our auctions, which 
was partially offset by increased demand for our 
Promoted Products. Supply of advertising inventory 
increased as we expanded the distribution of our 
Promoted Products to our mobile applications and 
additional markets outside of the United States in 2012. 
The increase in advertising inventory provided us with 
additional opportunities to place ads on our platform 
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MONETIZAION STRATEGY IS FAILING 

TWTR will not see a proportionate increase in ad engagements with rising ad load if users are fading ads at a 
growing rate.  Even worse, it appears rising ad load may be pressuring user retention. 

USERS ARE FADING RISING AD LOAD, IF NOT LEAVING ALTOGETHER 
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NOT OUT OF THE WOODS YET 

Even with the new-found CPE tailwind, which is an underappreciated positive, mgmt will be hard-pressed to 
sustain a 50% growth rate through 2016 with ad engagements falling off a cliff. 

MGMT IS WALKING THE PLANK UNTIL IT GETS THE SELL-SIDE UNDER WRAPS 
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Summary: TWTR already cut 2015 guidance, so easy money has been made. But now the question is when management gets the 
sell-side under control.  TWTR can’t hit 2016 advertising revenue estimates, and 4Q15 may be a stretch as well.  That said, we 
TWTR needs to drastically rebase expectations again, and we’re staying short until it does 

 

What We’re Keying In On: CPE and Ad Engagements/MAU, which collectively will tell us whether mgmt has an answer to life after 
the 2Q13 Supply Shock.  If those factors can both move in the same direction, it’s a completely different story. 

 

Risk to Thesis: Could get run over on 2Q15 release, but any upside would be short lived. 

 

Timeline 

• 1Q15: Could miss 1Q15 Ad revenue, 2Q15 guidance could disappoint (depends on disclosure & M&A plan) 

• 2Q15: TWTR bought some breathing room on the guidance cut, question how it approaches 3Q guidance 

• 3Q15: Not sure, setup likely changes off the 2Q print 

• 4Q15: We doubt TWTR guides to $3.3B in 2016 revenue, which implies steady +50% ad revenue growth through 4Q16. 

TWTR: TRACKING THE SHORT 

Easy money has been made.  But the setup hasn’t changed that much over the NTM.  It all depends on how 
management chooses to address the street moving forward (manage expectations or appease). 

STAYING SHORT UNTIL MANAGEMENT CORRALS CONSENSUS 
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FOR MORE INFORMATION, CONTACT US AT: 

SALES@HEDGEYE.COM 
(203) 562-6500 



BABA  THESIS 
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1. Business Model: The majority of BABA’s 
revenues (~85%) are tied to its Gross 
Merchandise Value (GMV) 
 

2. Analysis: Chinese consumer demographic 
analysis suggests the Upper Class is driving 
BABA’s GMV. 
 

3. Outlook: BABA’s user growth will come 
from a progressively weaker consumer, 
which will pressure its entire model. 
 

4. Setup: [Covered] Consensus not asking for 
much in F1Q16, gets worse after through, 
esepcially with YHOO Spinco in 4Q15. 
 

5. Duration: depends on consensus & mgmt 

 

 

 

 

BABA: BEARISH THESIS SUMMARY 

Fundamental thesis still holds: The influx of a weaker consumer will lead to declining avg spending and 
decelerating GMV/revenue growth; particularly within its core marketing segment (this has already started). 

WE COVERED THE SHORT, F1Q16 SETUP GOING AGAINST THE BEARS 
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BABA: KEY POINTS 

HOSTAGE TO THE CHINA GROWTH STORY 
BABA is too large to control its own destiny.  BABA has dominant share in China’s e-commerce 
market.  BABA will become increasingly dependent on the demographics of the Chinese 
consumer, which creates a new set of challenges for the company. 

GROWTH WILL COME AT A PRICE 
BABA’s active buyer growth moving forward will come from a much weaker consumer, which will 
pressure both GMV growth (Average GMV) and pricing on the ads vendors run on BABA’s sites.  
The latter falls within BABA’s Marketing segment, which represents the majority of its revenues.   

BUT ESTIMATES HAVE COME IN 
Consensus responded to the F3Q15 blow-up by slashing estimates in the subsequent two 
quarters (F1Q16 included).  Combine that with the recent sell-off = Cover and watch. The YHOO 
SpinCo remains a bearish catalyst, but if BABA can manage expectations, we’ll stay away. 

1 

2 

3 
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GMV DRIVES BABA’S BUSINESS MODEL 

THE CHINA GROWTH STORY WILL PRESSURE ITS GMV MOVING FORWARD 

BABA already has dominant market share, so its GMV growth moving forward will become increasingly hostage 
to the China growth story (particularly demographics), which has less to bear from here...   
 

China  
Retail 

Weaker  
Consumer 

GMV 

Active Buyers 
E-Commerce 
Penetration 

Internet 
Penetration 

GMV per 
Active Buyer E-Commerce 

Wallet Share 

Average 
Consumer 

Income 

E-Commerce 
Market Share 

Tmall Mix 

Commission 
Rate  

GMV Drivers Demographic 
Drivers 
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CHINA’S ELITE DRIVES BABA’S GMV 

AVERAGE GMV + COHORT COMMENTARY → UPPER CLASS DRIVES BABA’S GMV 
Wallet share gains will be tied upper class appetites moving forward, and those gains need to strong enough to 
mitigate the dilutive impact of new user growth to sustain average GMV (next section). 

BABA F2Q15 Earnings Call (Maggie Wu): “Let me share 
with you some color on this average spending per buyer. 
As I said that the longer customers stay with us, the more 
they're going to spend annually on our platform. I'll give 
you an example” 

 

• “The customer who stayed with us for a year's time, 
their average annual spending level is somewhere 
around RMB 1,000”  

 

• “And for the ones who stayed with us for five years' 
time, their spending level is somewhere around RMB 
15,000” 
 

• “And then for the ones who stayed around 10 years, 
their levels is going to above RMB 30,000” 

BABA Average GMV (CY2014) 
¥6,808 
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AVERAGE SPENDING (GMV) TO DECLINE 

TURNING WHAT WAS A MASSIVE TAILWIND INTO A SECULAR HEADWIND 

Our model is driven off of demographic projections of e-commerce penetration and spending by income cohort.  
The growing mix of lower-income consumers will pressure GMV, which will pressure ad rates as well…   
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THIS HAS ALREADY STARTED 

WEAKER BUYER → SLOWING AVERAGE SPEND → WANING ADVERTISING DEMAND 

BABA’s monetization rate includes commission revenue, so this dynamic isn’t as evident in its reported 
monetization rate.  So why isn’t advertising keeping pace with GMV? 
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AD PRICING IS UNDER PRESSURE 

MOBILE IS TO BLAME 

What was a tailwind is now a headwind.  We suspect the reason why vendors are not paying comparable rates 
for mobile is because they have experienced lower conversion off their mobile ad clicks.   

BABA F-1 COMMENTARY: F1Q15 (CY 2Q14) 
“The increase in online marketing services 
revenue during this period was primarily 
driven by a 39.2% increase in the number of 
clicks attributable to our P4P marketing 
services, which was partially offset by a 6.9% 
decrease in the cost-per-click paid by our 
merchants, reflecting a higher proportion of 
mobile marketing services, for which our 
merchants currently pay a lower cost-per-click 
than for marketing services placed through 
personal computer interfaces” 
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MOBILE = WEAKER CONSUMER 

MOBILE IS NOT LONG-TERM OPPORTUNITY, IT’S A SECULAR HEADWIND. 

Mobile consumer represent the majority of BABA’s consumers, yet the minority of its GMV.  As more mobile users 
join the platform, the more pressure on average spending (GMV) 
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WEAKER BUYER = PRICING PRESSURE 

MARKETING: SECULAR DECLINE IN AVG GMV = SECULAR AD PRICING PRESSURE 

Slowing Average GMV has already led to marketing revenue growth failing to keep pace with user growth; this 
dynamic will only get worse. Weaker consumer → Worse Ad Conversion/ROI → Ad Pricing Pressure.   
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CAN’T TRUST TMALL MIX 

COMMISSIONS: TMALL MIX IS NOT AN UNBRIDLED TAILWIND ANYMORE 

Tmall Mix Shift has been driving commission growth in excess of GMV; partially mitigating weakness in its 
Marketing segment.  That should continue near-term, but not to the same historical magnitude. 
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Setup: Currently favors the bulls with the recent sell-off and subdued F1Q16 estimates.  But the fundamental thesis hasn’t changed.  
BABA’s model is facing secular pressure from the influx of a weaker consumer, which will leading to a precipitous slowdown in both 
GMV and revenue growth.  Further, the sell-side is still confusing mobile weakness as a longer-term opportunity rather than a 
secular headwind.  We believe BABA needs to produce consistent upside to sustain its valuation; we don’t believe that’s possible. 

 

What We’re Keying In On: Consensus.  The sell-side isn’t giving BABA much breathing room starting in F2Q16.  Consensus 
concentrated its downward revisions off the F3Q15 release into the following two quarters.   

 

Risks to Thesis: Adequate Disclosure, New acquisitions, artificially inflated reported metrics (fraud) 

 

Timeline 

• F4Q15: inline to slight top-line miss.  Our tracker suggests Tmall Mix and Commission growth will slow further 

• F1Q16: favoring the bulls with subdued consensus estimates and recent sell-off with Chinese stocks 

• F2Q16: potential top-line miss on slowing GMV and take-rate growth, consensus estimates decline (question is how much) 

• F3Q16: depends on consensus, YHOO Spinco could be a major headwind.   

BABA: TRACKING THE STOCK 

Consensus is still asking too much from BABA through F2017. With a F1Q16 top-line beat, we expect estimates 
to track even higher, We’re expecting the setup to get tougher starting in F2Q16 
 

EXPECTATIONS IS THE BIG QUESTION 
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PLEASE REACH OUT WITH ANY QUESTIONS, OR TO DISCUSS FURTHER 
  

HESHAM SHAABAN, CFA 
203-562-6500 

hshaaban@hedgeye.com 

mailto:hshaaban@hedgeye.com�
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