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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.   

Evidence 

(Little Data) 

Assumptions 

(Anecdotal) 

Weak 
Argument 
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–

–
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Historically, the largest source of both revenues and growth. This will be the focus of this presentation. 
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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. 
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“Will retention become a bigger focus for us in the 
future? Certainly although, we're still in such early days 
that acquisition is going to be the primary focus of our 
efforts for probably some long time to come now”  
– Geoff Donaker – YELP COO 
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–

–

Any time YELP’s Repeating Customers (calculated using its stated Customer Repeat Rate) are less than its 

Active Customers from the prior quarter, it lost customers. 
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Management broke our time series when it stopped reporting Active Local Business Account, and only gave us 

a limited history on Local Advertising Accounts, but essentially conceded that attrition is coming from its core. 
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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. 
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Many users aren’t reviewing the content as much as they are looking for specific info (e.g. phone number for 

specific restaurant).  YELP’s advertisers may not be getting enough quality traffic 
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This table is a scenario analysis of the number of YELP-driven sales transactions, based on varying lead and 

conversion rates. The data output suggests a wide range of transactions on 500 impressions. 
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This is the same table, but measuring the advertising cost to acquire those transactions. YELP ads do not make 

sense unless the business has an Average Gross Profit/Transaction > Cost Per Conversion. 
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These metrics compare incremental revenues for businesses that either advertise or have claimed pages vs. 

those without a YELP presence at all. Note that YELP helped finance the study. 
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What matters is the incremental revenue an Advertising Business gets over a Claimed Business.  After 

considering advertising costs, the yield for some is limited and/or negative. 
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We aggregated the BCG data and sorted the results based on YELP’s revenue concentration. Outside of 

Restaurants and Beauty & Fitness, the results look favorable, but these are revenues, not profits…. 
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YELP’s core market is local businesses; many lack economies of scale and inherently have lower profit 

margins.  The BCG study suggests the ROI from YELP Local Advertising would be negative in many cases. 
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This is a snapshot of YELP’s business dashboard for its customers. The tool grossly exaggerates revenues 

because it is not calculated off of conversions, but rather leads that are NOT mutually exclusive events.   
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Since 1Q12, YELP’s attrition rate has averaged 18.7% with a standard deviation of 60bps.  Barring a seismic 

shift in retention, YELP will lose more customer simply because its customer base is larger. 
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YELP’s audience is primarily retail (our survey suggests 70% of visitors use exclusively for restaurants).  

Further, most companies earn less than 100K, so YELP’s smallest ad program would be prohibitive. 
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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 retail audience.  3.4 million is still optimistic. 



HEDGEYE  28 

Given YELP’s attrition problems, which will only intensify as its business grows, we can’t see how it could ever 

report more than its peak historical rate of 5%, or 170K peak quarterly accounts. 
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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 its TAM is considerably smaller 
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YELP’s attrition issues have gone unnoticed because new account growth has been exceeding losses. But with 

increasing base of advertising accounts to lose, and highly penetrated TAM, things are going to get ugly. 
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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… 
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Two perspectives: First is all potential YELP businesses (see TAM slide 28), Second is YELP’s claimed 

business pages.  This could be why YELP’s salesforce productivity has been on the decline lately 



HEDGEYE  34 

The entire model is predicated on the size of its salesforce.  If YELP can’t grow its salesforce to plan, then it is 

experiencing excessive sales rep churn.  This is not a temporary issue 
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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 
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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. 
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There a cheaper ways to acquire traffic, with much less risk.   
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We don’t believe they’re actually interested, but YELP wouldn’t matter to their P/Ls, so we couldn’t short them 

on the news.  The smaller players would be less likely to take on the risk; we would short them if they would. 
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•

•

•

• ≠

•

•

•

It’s a real stretch to make a case than any of these players would be interested.   
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