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Peloton Interactive, Inc.
PTON - $102 NasdaqGS

Recommendation: Sell Short

Reasons For Short Sale Recommendation
- Revenue growth slowing.
- Workout growth slowing.
- Margins declining.
- Massive increase in inventories.
- Had to cut the price of their exercise bike $400, or 21%.
- Still expensive, $31 billion enterprise value?

- Covid was a godsend to their business, and yet they were still only
profitable for 3 quarters before returning to unprofitable.

- Has never made an annual profit.
- Tough comparisons ahead.

- Fad element of exercise equipment rearing its head again, as it always
does.

- Churn increasing.

- Will no longer disclose Average Monthly Churn number?
- Subscriber Acquisition Cost (SAC) was $1,322 in FY 2021.
. Takes 7 years to recoup SAC.

- Insider selling.
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Financials
Market Capitalization $30.27B Revenue/Shr (TTM) $13.69
Enterprise Value $30.98B  EBITDA (TTM) -$89.9M
Trailing P/E N/A Diluted Earnings/Shr -$0.64
mrq)
Forward P/E N/A Total Cash (MRQ) $1.61B
PEG ratio (5 Yr Expected) 7.53 Total Cash/Shr (mrq) $5.35
Price/Sales (TTM) 7.53 Total Debt (MRQ) $1.51B
Price/ Book (MRQ) 17.23 Current Ratio (MRQ) 2.27
Enterprise Value/Revenue 7.7 Book Value/Share (MRQ) $10.56
Enterprise Value/ EBITDA -344.64%  Operating cash Flow (TTM) -$239.7M
Profit Margin % -4.70%  Levered Free Cash -$521.28M
Flow(TTM)
Operating Margin (TTM) -3.60% 52 Week Change 9.09%
Return on Assets (TTM)  -2.43%  Shares Short 2.9.81M
Return on Equity (TTM) -11.01% % of Float Short 11.19%
Revenue (TTM) $4.02B Short Ratio 4.42

(TTM) = Trailing 12 months, (MRQ) = Most recent quarter, M = Millions, B = Billions, m = Thousands

Short Thesis

We have always viewed PTON as another in a long line of fad exercise
equipment makers. We have successfully shorted CML, Nautilus (The
Bowflex) in the past. We have seen this movie before. It always ends the same.
A fast rise. Then, Wall Street extrapolates the success out for years. Valuations
become ridiculous. Then the novelty wears off &/or a new exercise/fitness
product comes along and the stock crashes and burns. Valuations decline

90%!

It is never different this time! Bulls claim that this time 1s different. That
people love the bikes and classes and instructors and that it is not a fad.

We disagree. Yes, some customers absolutely love the bike/classes/instructors
and use it almost every day. That does not change the fact of HUMAN
NATURE. We humans get bored with the same old, same old. Especially, with
exercise and diets. We are lazy and are always looking for an easier/better way
to exercise &/or diet. This is a cycle (pardon the pun) that lasts about two years

- Page 2 -

All information contained herein is obtained by Badger Consultants, LLC from sources believed by it to be accurate and reliable.
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information. All expressions of opinion are subject to change without notice. Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.

However, such




Badger Consultants, LLC
Report Date: Thomas S. Chanos

he
B ear Fa.Ct S September 21 , 2021 (608) 669-0981
TomChanos@BadgerConsultantsLLC.com

in the home exercise equipment arena. There are simply not enough diehard
exercise enthusiasts to support a $31 billion valuation. Not everyone exercises.
Of those that do, many will not/can not afford to spend over $1,000 on an
exercise bike or $39/mo. Some people prefer to go to a gym. Some people
prefer to exercise outside. Exercise fads come and go all the time. It is silly to
pay extremely high valuations for fleeting success. CML, Nautilus, Cross Fit,
Aerobics, SoulCycle all were very popular at one time. ALL of them crashed
and burned.

Before Covid in 2019, PTON was estimated to be unprofitable for the next three
years. Then Covid hit and fitness clubs had to close, so people could only
workout at home. PTON sales exploded and they briefly became profitable, for
3 quarters, before reverting back to being unprofitable. We believe that Covid
pulled forward years worth of consumer demand. We are closer to the end
of Covid than the beginning. Fitness clubs are opening back up. The peak in
working out from home has passed. Yes, people will still work out at home, I
do three times per week. But the peak for PTON has passed.

We have been around long enough, 34 years in the shorting business, that we
have seen this movie several times before. We know how it ALWAYS ends -
badly!

1** Movie feature: CML Goup
We were around in 1993 and were short a company called CML Group, they
made the NordicTrack cross country ski machine: NordicTrack TV commercial
(1993) The machine cost $1,200. That was a lot of money in 1993.
CML's investment in new advertising and product development for NordicTrack
had paid off handsomely by 1991. Compound annual sales growth at the
subsidiary for the five years since its acquisition in 1986 was an impressive 53
percent. Sales during the same period rose by more than 500 percent to
$135 million, providing about 40 percent of CML's sales. With a 42 percent
operating margin, however, earnings on these sales accounted for a stunning 86
percent of CML's operating income.
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By 1992, it was estimated that up to 55 million households were willing to
spend $300 or more on in-home exercise equipment and NordicTrack sales
represented only three percent of this potential market.

As the growth in direct order sales began to taper off, NordicTrack looked
to its retail outlets to provide a higher percentage of sales (PTON has opened
retail outlets). By the end of 1992, the company had opened 18 "NordicTrack
Fitness At Home" retail outlets.

By 1994, in addition to 60 "NordicTrack Fitness at Home" outlets the company
was operating 12 high-end stores called "Nordic Sport," two family- and youth-
oriented locations dubbed "Fitness for Fun," and a larger format "Factory
Direct" showroom which featured all NordicTrack lines as well as discounted
equipment.

NordicTrack's impressive performance continued into the early 90s. Sales
almost doubled to $265 million in 1992 only to climb to $378 million the
following year. Largely on the basis of NordicTrack's success, CML stock
became a darling of Wall Street, soaring to a high of $41 per share in June
1993 and spurring the Boston Globe to name CML "company of the year" for
1993. Even as new products and retail outlets kept sales rising, however, the
costs involved in these new ventures caused operating margins to shrink
alarmingly from a high of 42 percent in 1990 to only 26 percent in 1993.
(PTON has negative operating margins).

Concerns about the performance of NordicTrack began to surface in mid-1993
when management imposed a one-week layoff on all office and manufacturing
employees. When copies of the memo circulated on Wall Street CML stock
sunk to $26 a share, down 36%. NordicTrack was particularly vulnerable to a
downturn in the number of people actively participating in fitness activities
because, unlike such products as running shoes, the company's exercise
machines did not require frequent replacement (neither does a bike or
treadmill).
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By the second half of 1995, it became clear that CML was in trouble.
NordicTrack had been providing the bulk of CML's sales and an even greater
percentage of earnings, reaching almost 70 and 96 percent, respectively by
1994. NordicTrack's phenomenal growth, however, could not be sustained.
NordicTrack sales were up for the year overall, thanks to the opening of 26 new
retail stores, but comparable store sales and sales generated through the
company's direct-response ads decreased significantly. Even more alarming
was an abrupt drop in operating income which, at $46 million, had been cut
almost in half from the previous year. (PTON has just had an abrupt drop in
operating income, from +$90 million to negative $300 million 4Q/4Q, same
movie). CML stock fell 60 percent over the course of the fiscal year as
management was forced to continually downgrade earnings estimates. (Keep in
mind that the stock declined 60% even though they were still profitable,
PTON is unprofitable)!

If 1995 was a poor year for NordicTrack, 1996 was a disaster. Riders, a
combination stationary bike and upper-body exerciser, had replaced the skier
as the new exercise equipment fad. Sales for the year fell for the first time
since NordicTrack's acquisition by CML, dropping by 27 percent to only $368
million. Most of this decrease was caused by a 50 percent decline in direct
response sales, resulting in a net loss of $73 million for the year.

NordicTrack sales continued to decline through 1997, dropping to only $268
million for the fiscal year. The NordicTrack cross-country skiers that had been
responsible for building the company had lost their appeal to the fad-driven
fitness market.

From top to bottom the stock declined over 80%. Every rally was a
shorting opportunity.
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2" Movie feature, same as the first: The Nautilus Group.

In 1996 we were short the Nautilus Group, the maker of the fad fitness product
The BowFlex BowFlex TV commercial 1996

They sold their cable-based weight system on TV infomercials, it allowed for a
versatile series of workouts to be performed in a relatively small space.

The Power Rod technology uses a pulley/cable system, with resistance coming
from long, flexible "rods" that extend up from the rear of the Bowflex machine.
Prices started at $650 and went up to over $1,500. The fad peaked in 1998.

It was the exact same story as the Nautilus. Sales skyrocketed, the stock took
off and it ended the same. It turns out that the total addressable market (TAM)
for these products is far smaller than people and investors think. It is about 2
million units for a fad fitness product. PTON management is claiming 12
million for their bike. The problem with these products is that not everyone
will buy one. They take up space in your house. People ALWAYS stop
working out after awhile, or switch to a new fad. I know, I have quit
working out several times.

The initial sales for a new fad fitness product are the EASY sales. It is a year or
two later (where we are now with PTON) when the easy sales have already
occurred and now you have to convince people who have already seen your TV
ads for over a year and still have not bought one, to buy. Worse, right when
their sales start to become harder, new competition comes in with similar
products at lower price points. To maintain sales, they have to cut prices (PTON
just cut their bike by $400) and margins and earnings follow lower, the stock
gets killed when management lowers guidance several times.

25 biggest fitness fads of all time

( Stretching, Vibrating belt, Jazzercise, Aerobics, Tae Bo, Spinning, Zumba,
total gym, etc...). Why did these all stop? Because, IT IS HUMAN NATURE.
PTON can not change human nature.
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Fitness fads are notorious for short-lived successes, and generally peak within
5 years (PTON is at S Years). People become tired with their fitness routines
and quickly move on to the next fad. Even gyms, like Planet Fitness, have 20%
+ churn rates.

Fitness Fads - Google Trends
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We had a Cross Fit and a SoulCycle store near our house in Madison, WI.
There were times you could not even get into the SoulCycle spinning classes
because they were so popular. You had to make an appointment online, and the
class would fill up in minutes. The instructors were popular. What happened?
Both stores went out of business within 3 years! Why, they were immensely
popular? Because it's HUMAN NATURE. They all became fads! Even though
at the time, people said they would do it forever, they loved it, yada, yada, yada.
Guess what, they didn't. Sure, the diehards would still go, but the class that
used to have 30 people, would now only have 6 people.

PTON is showing ALL THE WARNING SIGNS. Workouts have started
to decline, inventories are building up massively, they are cutting the price
of the equipment, digital subscribers declined. (Re-read that sentence).
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NordicTrack and Bowflex are among the most successful fitness product
companies ever. Both experienced extreme popularity reaching more than $5B
in cumulative sales, in today’s dollars (PTON is over $7.5B). Yet, even with
product innovation, the brands lost their appeal due to rising competition
and changing consumer tastes. Both brands peaked out well before the 2000
tech bubble or the 2008 GFC. NordicTrack and Bowflex’s sales peaked after
year five (right where PTON is now), when sales represented ~17% of
cumulative sales in the surrounding 10 year period.

Peloton’s optimistic valuation has been based on its large and growing TAM.
Management believes their serviceable addressable market is $12B in the US
($15B globally). For comparison, it was estimated NordicTrack sales in 1992
represented only 3% of their 55 million households TAM. NordicTrack peaked
3 years after this estimate, generated ~$2.7B (unadjusted) cumulative sales from
1990-2000 (15% penetrated).

Both of those companies were PROFITABLE and their stocks still went down
over 80%. If PTON can not make an annual profit at the peak of their sales
cycle, when will they ever?

NLS 10 year Stock Price CML 10 Year Stock Price

50 - 35 -
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We ended up making over 60% on our short and traded it several more times as
clueless Wall St analysts kept recommending it all the way down.

Similar to Peloton’s bike, only 8% of NordicTrack's sales were generated by
products other than cross-country ski machines, in 1992 (PTON was at almost
90% cycling in 2018, they are now at about 58%).

Even as new products and retail outlets kept sales rising, the costs involved in
these new ventures caused operating margins to shrink; operating income
peaked a year before NordicTrack’s sales peaked (PTON operating income
peaked in 4Q20, sales peaked in 3Q21), while operating margin declined since
its [PO.

PTON is showing all the same slowdown in metrics that CML and Nautilus
experienced. It is not different this time!
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PTON Revenue

2018 to 2022 Est.
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PTON is in year 5 of their existence. This is right about the time previous
exercise companies experienced difficulties. How does PTON look in
comparison? Almost exactly the same. Remember that the bullish argument is
that PTON 1s different, that 1t is not a fad. If it is not a fad then sales, workouts
and earnings should be increasing over time. But PTON is experiencing
difficulties. Almost everything is slowing. Let's start with revenue. From 2018,
it 1s still trending up, but from 2021 it is starting to slow and is now far below
the trend line. In 2019, 2020 and 2021, first quarter revenue was higher than the
previous 4™ quarter by 5.4%, 2.1% and 24.9% respectively. However this year,
2022, management has guided revenue to $800 million a 14.6% sequential
decline from the 2021 fourth quarter. That is a change. Is it a one off and
revenue will get back to the trend line? We seriously doubt it because as you
will see, the numbers of workouts 1s declining. Also, the 2022 first quarter
ending September 30, 2021 is the first time EVER that sequential revenue
will have declined in the first quarter. That is a very ominous sign! This is
supposed to be a growth stock?
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PTON Revenue

2017 To 2022 Est.
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On an annual basis and if looking at Wall street estimates for revenue for 2022,
all is well. Revenue is estimated to be up 34% in 2022. But with sequential
revenue negative for two quarters in a row, we put a high probability that
PTON will have a revenue miss in 2022. We believe that PTON management
will continue to lower guidance going forward. The stock price should follow
this lower guidance.

Management guided 2022 first quarter revenue to $800 million and Wall street
has a 2™ quarter revenue of $1.51 billion. That means that PTON has to do
$3.09 billion of revenue in the second half of 2022 to reach the year estimate
of $5.4 billion. That would be 77% of the entire 2021 years revenue? Why is
there suddenly going to be a huge jump in revenue when the decline in
workouts has started and digital subscribers declined? Sequential revenue has
declined for two quarters in a row for the first time ever, but suddenly it is
going to do even better than the second half of 2021 before the slowdown? In
the second half of 2021, PTON did $2.2 billion in revenue. Now they are going
to do $3.09 billion? Yes, they cut the price of the bike by $400, but that just
means that they have to sell even more units than 20217 They have to do
better than 2021 by 40% in the 2" half, not going to happen in our opinion.
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PTON Revenue YR/YR

2019 To 2022 Est.
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PTON year over year revenue growth HAS COLLAPSED! Happens to
exercise equipment companies in year 5!
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Bad Management Timing

After Covid hit in 2020, suddenly PTON was caught short in their supply and
demand equilibrium. They had orders for more bikes than they could make. It
took weeks/months for customers to receive their bikes. This is a good thing,
not a bad thing! It means that you have a hot, in demand product! It means
that you can charge top dollar &/or raise your prices. And guess what?
People will pay it!

The worst thing that you can do is panic and decide, oh my god, we have to
increase production at all costs. Instead of seeing that the increased demand
was BECAUSE of Covid, and was for a large part, a temporary pulled forward
increase in demand, they decided to, wait for it: build a new factory in the
USA!

Now, we are all for products built in the USA, but factories in the USA are far
more expensive to operate. Apparently, U.S. workers like high wages and
benefits. So, what happens? By the time the factory is built in 2023, and they
can then increase capacity and meet the increased demand, the demand has
already started to slow substantially. All those people that couldn't get your
bike, bought a competitors cheaper version or moved on to other things. And
now fitness clubs are opening back up. Oops, now they have expensive added
supply coming on in a few years, just as demand 1s half of what it was. My
University of Wisconsin Economics degree tells me that now they will have to
cut the price of the bike again, after you just added lots of new expenses. Not
good for operating margins that were already negative!

Bulls and the company will argue that the reduced price of the bike will make
the bike more affordable and able to reach more people. Technically, that is
true, but we say, nonsense. The increased inventories, tells us that you have a

demand problem, not a supply problem. Cutting prices is a sure sign of weak
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demand. No one cuts prices when they are selling everything that they
produce. You cut prices to spur demand. You also increase marketing expense.
PTON is now doing both of those things. PTON increased marketing expense
far below sales growth, +47% and +53% vs sales growth of +90% and +120%
in FY 2020 and 2021. In 2022 the increase in marketing expense will be higher
than the increase in sales.

The company is trying to convince investors that cutting prices is a good
thing. It's not. PTON cut the price of the bike $350 from $2,245 to $1,895, or
15.6%, in September 2020. Yes, sales increased sharply. But that was before
saturation, during Covid, and before the re-opening of the US economy.

Gross margins collapsed from 43.0% to 28.9%. Yes, some of that was from
the treadmill recall. Now they are cutting the price of the bike $400, or 21.1%,
from $1,895 to $1,495. Let's see what that does to the gross margin. Also,
keep in mind that many people were receiving $1,200 stimulus checks from
the US government last year. Those are not reoccurring this year. How many
people used those stimulus checks to buy Pelotons? A lot more than you think.
Is it just a coincidence that sales started to slow after there were no more
stimulus checks?

In this business cutting prices can be a sign that your business is about to
implode. Not only do they have weaker demand, they have to cut prices AND
increase sales and marketing expenses. Those all lead to earnings misses.
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Inventory

Inventories have gone from:

4Q2019: $136.6 million

4Q2020: $244.5 million, +79.0% yr/yr
1Q2021: $364.0 million, +48.9% seq

2Q2021: $522.8 million, +43.6% seq

3Q2021: $614.2 million, +17.5% seq

4Q2021: $937.1 million, +52.6% seq, +283.3% yr/yr

The real reason that PTON is cutting prices is because inventories have
exploded. They have to move units. Bulls like to argue that PTON is not
valued on an equipment basis but as a subscription model instead. But
equipment was 78% of revenue in FY 2021 and 70% of revenue in 4Q21.

Serviceable Addressable Market (SAM)
PTON says that the SAM is 15 million households, or 15 million subscriptions
and the units are 20 million. To date, PTON has sold ~2 million units. That is
the number of units historically that other companies started to have demand
problems as well, CML, Nautilus. So, they should have 18 million more units
to go. Why cut prices now if they are only 10% of the way there? Either the
market is not as big as they think and/or competitors are eating into it. We
believe that it is both. We believe that the total TAM is 20 million units for
ALL home exercise equipment combined. Many people do not have room in
their house for a treadmill and an exercise bike and a rower and a Bowflex, etc..
Historically, none of these exercise equipment companies ever get
anywhere close to the estimated TAM, before they blow up.
By cutting the price of the bike by $400 and having a $39/month subscription,
they just took off 10 months of lifetime gross value of a subscription. So, to the
bulls, the value of each subscription is now less, we think substantially less. So
the next things to look at are churn and Subscriber Acquisition Cost to see how
much this lower subscription value matters.
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Churn

PTON releases a monthly churn subscription (well, used to) and annual
retention number. While the churn number is technically accurate, we find it
misleading.

First, lets look at the reported annual retention number. PTON says it is 92%,
its been right about there for the last two years. That means that 8 percent of
subscribers do not renew. We find this number to be far below other exercise
companies historically. Planet fitness and other gyms have 20+ percent annual
churn rates.

At a minimum, PTON has to add 8 percent new subscribers every year just to
stay even. This is pretty easy to do the first few years but gets harder as time
goes by. When subscriber growth is 100%+, an 8% churn rate is no big deal.
When subscriber growth is 20%, an 8% churn rate IS a big deal.

Second, lets look at the reported monthly churn number. For the fourth quarter
ended June 30, 2021, reported monthly churn was 0.73. That was versus 0.52 a
year earlier, or 40% worse. For the 2022 first quarter management is guiding
to 0.85 vs 0.65 a year earlier, or 31% worse. A 0.65 monthly churn rate
equates to a 12.8 year average life of a subscription customer. This is a
laughably unbelievable number in this industry. Even the 0.85 monthly churn
rate equates to an almost 10 year average life.

PTON reports Churn as:

AVERAGE NET MONTHLY CONNECTED FITNESS CHURN

We use Average Net Monthly Connected Fitness Churn to measure the retention
of our Connected Fitness Subscriptions. We define Average Net Monthly
Connected Fitness Churn as Connected Fitness Subscription cancellations, net
of reactivations, in the quarter, divided by the average number of beginning
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Connected Fitness Subscriptions in each month, divided by three months. This
metric does not include data related to our Digital Subscriptions for
Members who pay a monthly fee for access to our content library on their own
devices.

While this is technically accurate, we find it misleading. PTON's reported
number is only useful to see what direction the monthly churn is going: up,
down or staying the same. We now know that churn is going up according to
PTON by 30-40%. Not good. But we find their number misleading because it
looks at all subscribers at the beginning of the month, dived by 3 months. We
feel that to get a true churn number, you should only look at subscribers older
than one year. Someone that just bought a PTON bike for $1,500 two months
ago 1s highly unlikely to immediately cancel their subscription. Yet those
subscribers are included in PTON's churn number.

But what about someone who bought the bike 18 months or two years ago, is
that person still a subscriber? That is a much more accurate representation of
the true business potential. We need to know this number because of the
Subscriber Acquisition Cost. PTON needs to keep a subscriber for a number of
years in order to recoup their SAC, much less make a profit on them.

Our true churn calculation (only including month to month and subscribers
>1 yr) is 2.1% per month, which is over 25% per year, right about in line with
the industry. So, the company says the churn rate is about 8% per year, which
equals an average life of about 13 years. We say the annual churn rate is, to be
conservative, 20% which equals an average life of about 5 years. What sounds
more likely an average life of 5 years or 13 years? The company has not even
been around for 13 years. We believe that the AVERAGE life of an AVERAGE
customer (not a die-hard) 1s about 5 years at most.

This makes the $400 price cut on the bike that removes 10 months of average
life of a subscriber even worse.
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PTON Average Monthly Churn
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These are the reported churn numbers from PTON. They are trending up
slightly from three years ago. The most recent numbers are up 30-40% year
over year. Our true churn numbers are more than twice as high. Given the
sequential drop in revenue we suspect that our numbers are more accurate.

In fine print in the earnings letter, PTON said they will no longer provide
guidance on Average Net Monthly Connected Fitness Churn. They will
only provide quarterly numbers. Hmmm, I wonder why? If the churn number
was getting better would they stop disclosing it? I stand by our churn metric!

Churn of 0.85 per month equals 10.2% per year, but that includes subscribers
that just recently signed up, and it doesn't include digital subscribers that just
declined sequentially for only the second time ever. So, it is reasonable to
assume that the true churn is far higher than 8%. The more important
takeaway here is that the churn is going up a lot, dealing a blow to the bull
story that customers love PTON and won't leave. They will, and do.
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PTON Sequential Revenue

2018 To 2022 Est.
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Sequential revenue growth has dropped off a cliff, lending more credence to our
calculation that subscriber churn is higher than PTON is saying it is. This is
supposed to be a growth stock. Does this revenue chart look like a growth
company now? First time ever that sequential revenue growth is negative two
quarters in a row.

Fourth quarter 2022 sequential revenue growth needs to be up 30% for
PTON to reach the annual revenue estimate of $5.4 billion. PTON has NEVER
had 4™ quarter sequential revenue growth that high. Most years the 4" quarter is
negative sequentially!

2022 estimated revenue:1Q: $800M, 2Q: $1,151M, 3Q $1,500M, 4Q: $1,950M,
YR: $5.4B
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Subscriber Acquisition Cost (SAC)

PTON Sales & Marketing Expense/Net Sub Added

2018 To 2022 Est.
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This is an important metric because PTON is steadily increasing sales and
marketing expense. Management has guided to even higher marketing expense
in 2022. Why is that? Because it is getting harder and harder to get new
subscribers. The first two million are the low hanging fruit for any piece of
exercise equipment. Then it gets harder, because I have already seen dozens
and dozens of PTON commercials and I still will never buy an exercise bike. I
have a treadmill that I use regularly, and I don't have room, nor do I want a bike.

As you can see, the cost to get a new sub has nearly doubled in 3 quarters. We
believe that the average PTON subscriber will not remain a subscriber for more
than 5 years and hence, PTON will never earn a profit on a subscriber after
accounting for costs. As itis, $917/ $39 = 24 months. So, a subscriber has to
remain a subscriber for a minimum of two years or PTON loses money on them.
And that is just to recoup S&M expense, not to mention all the other expenses.
And that is on a gross revenue basis of $39/mo.
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Let's look at FY 2021: SAC
Net subscribers added: 1,240,000 (862,590 CF @ $39/mo & 377,410 digital
subscribers @ $13/mo) = Avg $31.09/mo

Sales/marketing, G&A, R&D: $1,639,700,000

Cost per subscriber: $1,322
Revenue per sub ($31.09/mo Gross)
Months to recoup cost: 42.52

Years to recoup cost: 3.5

However, this is a gross revenue calculation. PTON is guiding to a 65% gross
margin for 2022. So, that $31.09/mo gross is $20.21/mo net.

Cost per subscriber: $1,322
Revenue per sub ($20.21/mo net)
Months to recoup cost: 65.41
Years to recoup: 5.45

But wait, it gets worse; Don't forget churn. PTON has a 8% churn per year. So
in year two, they will get 92% of $20.21, or $18.59/mo from the original 1.24
million subs. In year 3 they get 92% of $18.59 or $17.10/mo, and so on...

Year one revenue  ($20.21 x12): $243  Subs: 1.24 million

Year two revenue ($18.59 x 12): $223  Subs: 1.141 million

Year three revenue ($17.10 x 12): $205 Subs: 1.05 million

Year four revenue ($15.73 x 12): $189 Subs: 0.966 million

Year five revenue ($14.48 x 12): $174 Subs: 0.888 million.

Year six revenue  ($13.32 x 12): $160 Subs: 0.817 million.

Year seven revenue ($12.25 x 12): $147 Subs: 0.7516 million.

Total net revenue after 7 years: $1,341 101% of original cost recouped.

PTON will virtually never make any profit unless subs stay for OVER 7 years!
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PTON Cost Of Goods Sold

2018 To 2022 Est.
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Gross margin collapsed in 4Q21, because of the treadmill recall, but it was
trending down before that, and is not going to recover in 2022.
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Total operating expenses are rising as fast or faster than gross profit.
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Covid in 2020 gave PTON the best possible environment to operate in and
they still could not earn a lasting profit.
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When even the “Adjusted” number is terrible, you know it's bad!
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These two charts still look good. This is what the bulls look at. But let's
look closer. Keep in mind that even with this, they never made an annual
profit.

Linear (Conn Fit Sub)
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Here is where the cracks are showing. By the end of this year FY 2022,
Yr/Yr sub growth will have dropped in half in one year! Growth is slowing!
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These charts bode poorly for the churn rate. Subs are getting tired/bored with the
workouts. This will lead to higher churn rates. The whole bullish argument is that
PTON is different, not a fad, and that the subs love the workouts and will never quit.
Yes they will quit, they always do!
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Average monthly workout/sub declined 19.4% in 4Q21 Yr/Yr. As this
number goes down, the churn rate will go up.
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This is why PTON cut the price of the bike. Net subscriber addition growth
slowed despite spending more on sales and marketing. PTON spent 172
percent more on S&M expense in 4Q21 than 4Q20, $229.3 million vs $84.2
million, but net adds only went up 22 percent.

It is getting harder and harder for them to add subscribers without spending
more and more. The problem is that it already takes at least 5 to 7 years to
recoup the acquisition costs. As this metric worsens, PTON will never make a
profit on a new subscriber.

PTON management has guided to higher sales and marketing expense in 2022.
If the growth in new sub adds continues to slow, the business model does not
work.
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Valuation

PTON trades at a market capitalization of over $30 billion. It is structurally
unprofitable. The profitability metrics are getting worse not better as growth in
revenue slows. It could easily get to the point that a new subscriber will have to
remain for 10 years for PTON to earn a return on its costs. They are not in a
good position to raise prices to offset this. There is too much competition
currently and always more on the way.

Here is a new competitor that we have never heard of: Obe Fitness

“We call it ‘fitness and enter-TRAIN-ment,””Spencer Jones, an ob¢ dance,
sculpt and bounce instructor, told The Post. “It has anything you can think of:
boxing, sculpt, yoga, HIIT, weight-lifting, power classes, breathing,
stretching and more. [ can’t imagine someone saying we don’t have something
that works for them.”

With obé¢, you’ll have access to 22 live classes daily, more than 6,000 on-
demand classes to choose from — if your schedule is jam-packed and you
really want to squeeze yoga in. There are well-trained instructors, many of
whom worked on Broadway and were part of the Rockettes, and an encouraging
community — otherwise known as the obé Fam.

“We’re live seven days a week, which is amazing,” Jones said. “If you can’t
catch the live classes, they have thousands of on-demand classes they record
from live sessions and put in the vault.”

Classes include barre, bounce, cardio boxing, dance, dance HIIT, foam roll,
HIIT, pilates, power, sculpt, strength, stretch, yoga sculpt, vinyasa yoga
and restorative yoga. Ob¢ offers a monthly, quarterly. or annual subscription,”
Mills and Mullett told The Post. “A monthly subscription is $27 per month, a
quarterly subscription is $65 and an annual subscription is $199 per year.”
There are many more just like it all competing for the same users.
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At 6x EV/FY22 revenue, nothing should be slowing at PTON.

Margins are declining. Margins in connected fitness product have collapsed

from 45% in 2020 to 11.6% in 4Q22. We have heard bulls claim that PTON's
efficiencies were letting it cut the price on the bike. Nonsense, it won't be long

before they are selling them at cost to keep the growth going.

They cut the price of the bike by $400, giving up 10 months of lifetime value,
and that is on a gross basis. On a net basis they have given up 16 months of
lifetime value. That is a lot, when they already need a subscriber to stick around
for at least 5-7 years. According to IHRSA, the average length of membership is 4.9 years, Gym

Bringing on a new state of the art factory in 2023, when they will most likely
not need additional capacity will further put pressure on margins. We would
not be surprised if this factory never starts production for PTON.

The two pillars of the bullish story on PTON are starting to crack. Subscriber
growth 1s going to only get harder, because the economy and gyms are opening
back up, the law of large numbers and competition. PTON will have to spend
more and more money for lower growth. Second and most importantly, the
bulls believe that PTON 1s different, almost cult like. That it is not a fad and
that it is building a subscription like business in perpetuity, almost like a
Netflix. If the workout metrics continue to slow &/or the churn rate continues
to increase, this story will evaporate and then PTON is just like all the other
formerly hot exercise equipment companies. A very large stock price decline is
near certain if this occurs

An interesting fact is that in the 2022 fourth quarter, digital subscribers
DECLINED! Wait what? Digital subscribers declined sequentially from 891K
to 874K. That is only a 2% decline, but should it already be declining if they
have millions of potential subscribers in their TAM still? Aren't we in the early
stages, to already be seeing a decline? And it's only $13/mo, why cancel?
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The digital app had a one time decline once before and the company panicked
and lowered the price. They can hardly afford to do that again, but they need to
keep the growth narrative going at all costs, so this bears watching. The digital
app is only $13/mo. We still can't figure out why subscribers pay $39/mo when
they can get just about everything for $13/mo with the digital app, except seeing
their name on the screen or a shout out from an instructor.

Insider Sales

PTON Insider Trading - PELOTON INTERACTIVE Inc
(c) https://www.secform4.com/
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There is a lot of insider selling recently.

- Page 39 -
All information contained herein is obtained by Badger Consultants, LLC from sources believed by it to be accurate and reliable. However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information. All expressions of opinion are subject to change without notice. Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.




Badger Consultants, LLC
Report Date: Thomas S. Chanos

he
B ear Fa.Ct S September 21 , 2021 (608) 669-0981
TomChanos@BadgerConsultantsLLC.com

We are surprised that given the high valuation and slowing metrics that the
short interest is only 11%. The stock price jumped last week when they
announced they were getting into branded apparel. They already have sold
apparel on their website for a long time. This was silly. Rallies in this stock on
“announcements” like that should be sold.

Our price targets:

Short term (0-3 mo): $90,
Medium term (3-9 mo): $80-$85,
Long term (1yr): $75,

Longer term $50
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These reports have been prepared by Badger Consultants, LLC/Thomas S. Chanos. Badger Consultants, LLC (“Badger”). All reports are for
informational purposes only and presented “as is” with no warranty of any kind, express or implied. Under no circumstances should any of these
reports or any information herein be construed as investment advice, or as an offer to sell or the solicitation of an offer to buy any securities or
other financial instruments. Badger Consultants produces research reports on publicly traded securities, and Badger Consultants, LLC is an
exempt reporting adviser, registered with the state of Wisconsin. The reports are the property of Badger Consultants, LLC that published that
report. The opinions, information and reports set forth herein are solely attributable to Badger Consultants and are not attributable to any Badger
Related Person (defined below). By downloading, accessing, or viewing any research report, you agree to the following Terms of Use. You agree
that use of the research presented in any report is at your own risk. You (or any person you are acting as agent for) agree to hold harmless
Badger Consultants, LLC, Thomas S. Chanos, and each of their affiliates and related parties, including, but not limited to any principals, officers,
directors, employees, members, clients, investors, consultants and agents (collectively, the “Badger Related Persons”) for any direct or indirect
losses (including trading losses) attributable to any information in a research report. You further agree to do your own research and due diligence
before making any investment decision with respect to securities of the issuers covered herein (each, a “Covered Issuer”) or any other financial
instruments that reference the Covered Issuer or any securities issued by the Covered Issuer. You represent that you have sufficient investment
sophistication to critically assess the information, analysis and opinion presented in any Badger report. You further agree that you will not
communicate the contents of reports and other materials made available by Badger to any other person unless that person has agreed to
be bound by these Terms of Use. If you access, download or receive the contents of Badger reports or other materials on your own behalf, you
agree to and shall be bound by these Terms of Use. If you access, download or receive the contents of Badger reports or other materials as an
agent for any other person, you are binding your principal to these same Terms of Use.As of the publication date of a Badger report, Badger
Related Persons (possibly along with or through its members, partners, affiliates, employees, and/or consultants), Badger Related Persons clients
and/or investors and/or their clients and/or investors have a position (long or short) in one or more of the securities of a Covered Issuer (and/or
options, swaps, and other derivatives related to one or more of these securities), and therefore may realize significant gains in the event that the
prices of a Covered Issuer’s securities decline or appreciate. Badger Consultants, and/or Badger Related Persons may continue to transact in
Covered Issuers’ securities for an indefinite period after an initial report on a Covered Issuer, and such position(s) may be long, short, or neutral at
any time hereafter regardless of their initial position(s) and views as stated in the Citron research. Neither Badger Consultants nor Thomas S.
Chanos will update any report or information to reflect changes in positions that may be held by a Badger Related Person.This is not an offer to
sell or a solicitation of an offer to buy any security. Neither Badger Consultants, LLC nor any Badger Related Person are offering, selling or buying
any security to or from any person through any Badger research reports. Badger Consultants, LLC is an exempt reporting adviser filed and is not
registered as investment adviser in any jurisdiction. Badger Consultants, LLC does not render investment advice to anyone unless it has an
investment adviser-client relationship with that person evidenced in writing. You understand and agree that Badger Consultants, LLC does not
have any investment advisory relationship with you or does not owe fiduciary duties to you. Giving investment advice requires knowledge of your
financial situation, investment objectives, and risk tolerance, and Badger Consultants, LLC has no such knowledge about you.The research and
reports made available by Badger reflect express the opinion of Badger Consultants, LLC as of the time of the report only. Reports are based on
generally available information, field research, inferences and deductions through Badger's due diligence and analytical process. To the best of
Badger’s ability and belief, all information contained herein is accurate and reliable, is not material non-public information, and has been obtained
from public sources that Badger Consultants, LLC believe to be accurate and reliable, and who are not insiders or connected persons of the
Covered Issuers or who may otherwise owe a fiduciary duty, duty of confidentiality or any other duty to the Covered Issuer (directly or indirectly).
However, such information is presented “as is,” without warranty of any kind, whether express or implied. With respect to the research
reports, Badger Consultants, LLC makes no representation, express or implied, as to he accuracy, timeliness, or completeness of any such
information or with regard to the results to be obtained from its use. Further, any research report contains a very large measure of analysis and
opinion. All expressions of opinion are subject to change without notice, and Badger does not undertake to update or supplement any reports or
any of the information, analysis and opinion contained in them. In no event shall Badger Consultants, LLC or any Badger Related Persons be
liable for any claims, losses, costs or damages of any kind, including direct, indirect, punitive, exemplary, incidental, special or, consequential
damages, arising out of or in any way connected with any information presented in any Badger Consultants, LLC report. This limitation of liability
applies regardless of any negligence or gross negligence of Badger Consultants, LLC, or any Badger Related Persons. You accept all risks in
relying on the information presented in any report. You agree that the information in any Badger research report is copyrighted, and you
therefore agree not to distribute this information in any manner without the express prior written consent of Badger Consultants,
LLC/Thomas S Chanos. If you have obtained Badger research reports in any manner other than as provided by Badger, you may not read such
research without agreeing to these Terms of Use. You further agree that any dispute between you and Badger and their affiliates arising from or
related to this report or viewing the material presented herein shall be governed by the laws of the State of Wisconsin, without regard to any
conflict of law provisions. The failure of Badger Consultants, LLC to exercise or enforce any right or provision of these Terms of Use shall not
constitute a waiver of this right or provision. You agree that each Badger Related Person is a third-party beneficiary to these Terms of Use. If any
provision of these Terms of Use is found by a court of competent jurisdiction to be invalid, the parties nevertheless agree that the court should
endeavor to give effect to the parties’ intentions as reflected in the provision and rule that the other provisions of these Terms of Use remain in full
force and effect, in particular as to this governing law and jurisdiction provision. You agree that regardless of any statute or law to the contrary,
any claim or cause of action arising out of or related to Badger report or related material must be filed within one (1) year after the occurrence of
the alleged harm that gave rise to such claim or cause of action, or such claim or cause of action be forever barred.
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All information contained herein is obtained by Badger Consultants, LLC from sources believed by it to be accurate and reliable. However, such
information is presented “as is” without warranty of any kind and Badger Consultants, LLC makes no representation or warranty, express or implied, as to
the accuracy, timeliness, or completeness of any such information. All expressions of opinion are subject to change without notice. Badger Consultants,
LLC hereby discloses that the clients of Badger Consultants, LLC and we the company, officers, employees and relatives, may now have and from time to
time have directly or indirectly a “long” or short position in the securities mentioned and may sell or buy such securities at any time.




