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Cornerstone On Demand, Inc.
CSOD - $44.20 – NasdaqGS

2016 Fourth Quarter update 

Recommendation: Sell Short

Reasons For Short Sale Recommendation

Cornerstone On Demand is a fast growing human capital management software 
provider that has just become profitable.  Except it isn't growing fast anymore 
and is barely profitable only on a non-GAAP basis.  It trades at 130 times 2017 
non GAAP EPS estimate of $0.33 and 57 times 2018 non-GAAP EPS estimate 
of $0.75. It earned 11 cents on a non-GAAP basis in 2016.  The company is 
unprofitable on a GAAP basis.

Revenue growth has plunged from 80 percent to 13 percent in the last four 
years.  So, just when the company can eke out a non-GAAP profit, revenue 
growth has been crushed.  This will make it very hard to double even non-
GAAP earnings when their top line growth is probably going to be below 10 
percent next year.

But at least it generates a lot of cash flow, right?  No, free cash flow declined 
44% in the 2016 fourth quarter from $49.2 million to $27.5 million and 
declined 15 percent for the 2016 year, from a whopping $14.9 million to a 
paltry $12.6 million.
But at least they are buying back stock to help earnings per share growth, right? 
No, fully diluted shares outstanding increased 1.75 million in 2016 to 56.3 
million.

“The fourth quarter capped off another strong year with 29% constant currency 
revenue growth,” said Adam Miller, the Company’s President and CEO. “We 
believe the tremendous market opportunity in learning and human capital 
management, combined with our position as the long-standing talent 

- Page 1 -
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.



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
February 22, 2017                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

•

management leader and our proven ability to innovate, will continue to fuel 
Cornerstone’s long-term growth and margin expansion.”-Gross Margin is flat
to declining.

Fourth Quarter 2016 Results:
• Revenue for the fourth quarter of 2016 was $109.0 million, representing a 

13.7% increase compared to the same period in 2015. Revenue growth on
a constant currency basis represented a 20.4% increase compared to the 
prior year.1 

• Billings were $156.3 million for the fourth quarter of 2016, representing a 
10.1% increase compared to the same period in 2015.1 Billings growth on
a constant currency basis represented a 18.4% increase compared to the 
prior year.1 

• The Company’s operating loss for the fourth quarter of 2016 was 
($14.5) million, yielding an operating loss margin of (13.3)%, compared
to an operating loss of ($14.8) million, yielding an operating loss margin 
of (15.5)%, for the fourth quarter of 2015. This represents an improvement
of 220 basis points year-over-year. 

• Non-GAAP operating income for the fourth quarter of 2016 was $1.6 
million, yielding a non-GAAP operating income margin of 1.5%, 
compared to a non-GAAP operating income of $0.2 million, yielding a 
non-GAAP operating income margin of 0.2%, for the fourth quarter of 
2015.1 This represents an improvement of 130 basis points year-over-year.

• The Company’s net loss for the fourth quarter of 2016 was ($18.6) 
million, or a ($0.33) diluted net loss per share, compared to a net loss 
of ($18.8) million, or a ($0.35) diluted net loss per share, for the fourth 
quarter of 2015. 

• Non-GAAP net loss for the fourth quarter of 2016 was $(0.1) million, 
or a $0.00 non-GAAP diluted net loss per share, compared to a non-
GAAP net loss of ($1.2) million, or a ($0.02) non-GAAP diluted net loss 
per share, for the fourth quarter of 2015.1 

- Page 2 -
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.



The

Bear Facts
                                          Badger Consultants, LLC

Report Date:                     Thomas S. Chanos
February 22, 2017                     (608) 669-0981
             
TomChanos@BadgerConsultantsLLC.com

•

• Free cash flow for the fourth quarter of 2016 was $27.5 million 
compared to free cash flow of $49.2 million for the fourth quarter of 
2015.1 -A decline of 44 percent!

Fiscal Year 2016 Results:
• Revenue for the full year of 2016 was $423.1 million, representing a 

24.6% increase compared to the same period in 2015. Revenue growth on
a constant currency basis represented a 29.1% increase compared to the 
prior year.1 

• Billings were $453.3 million for the full year of 2016, representing a 
13.2% increase compared to the same period in 2015.1 Billings growth on
a constant currency basis represented a 20.2% increase compared to the 
prior year.1 

• The Company’s operating loss for the full year of 2016 was ($56.3) 
million, yielding an operating loss margin of (13.3)%, compared to an 
operating loss of ($68.7) million, yielding an operating loss margin of 
(20.2)%, for the full year of 2015. This represents an improvement of 690 
basis points year-over-year. 

• Non-GAAP operating income for the full year of 2016 was $7.6 million, 
yielding a non-GAAP operating income margin of 1.8%, compared to a 
non-GAAP operating loss of $(15.1) million, yielding a non-GAAP 
operating loss margin of (4.4)% for the full year of 2015.1 This represents 
an improvement of 620 basis points year-over-year. 

• The Company’s net loss for the full year of 2016 was ($66.8) million, or
a $(1.20) diluted net loss per share, compared to a net loss of ($85.5) 
million, or a ($1.58) diluted net loss per share, for the full year of 2015. 

• Non-GAAP net income for the full year of 2016 was $6.4 million, or a 
$0.11 non-GAAP diluted net income per share, compared to a non-
GAAP net loss of $(22.8) million, or a $(0.42) non-GAAP diluted net 
loss per share, for the full year of 2015.1 
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• Free cash flow for the full year of 2016 was $12.6 million compared to 
free cash flow of $14.9 million for the full year of 2015.1 

Financial Outlook:
The following outlook is based on information available as of the date of this 
press release and is subject to change in the future. For the first quarter ending
March 31, 2017, the Company provides the following outlook:

• Revenue between $109.0 million and $111.0 million, representing year-
over-year growth at the mid-point of 10.8%3, or 15.9%4 on a constant 
currency basis. 

For the year ending December 31, 2017, the Company provides the following 
outlook:

• Revenue between $475.0 million and $485.0 million, representing year-
over-year growth at the mid-point of 13.4%5, or 16.6%6 on a constant 
currency basis. 

• Non-GAAP operating margin of approximately 5.0% to 6.0% of revenue. 
• Non-GAAP net income margin of approximately 4.0% to 5.0% of 

revenue. 
• Free cash flow margin of approximately 6.0% to 7.0% of revenue. = $31 

million.
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A 13.7% increase in revenue led to a 1.2% smaller net loss.
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Gross margin declined, Non-GAAP Gross Margin declined in 4Q16.
Loss from operations barely improved.
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Revenue appears to be growing fast.  But in reality, it is SLOWING fast.
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The Main Problem

CSOD USED to be a super fast growing company that was unprofitable.  In 2012, 
revenue growth was almost 80 percent.  The 2016 fourth quarter revenue growth of 
13.7% year over year was the lowest in the last 20 quarters, or 5 years!  This quarter, 
1Q17, will be   lower still at 10.7 percent.  One year ago in the first quarter of 2016, 
revenue growth was 34.3 percent!  Now, CSOD is a slow growing company that is still 
unprofitable on a GAAP basis but marginally profitable on a non-GAAP basis.

Is it smart to pay 130 times non-GAAP earnings for 10 percent revenue growth?  This 
company needs to earn $1 in non-GAAP earnings per share to justify the current stock price
of $43.  That would be 43 times earnings.  It will take at least three years, probably four to 
five, to get there.
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2017 revenue growth guided by management will be almost half (45.5%) of the year 
before.  Shouldn't the valuation of the stock be less as well.  You pay more for companies 
growing revenue at 60 percent or 40% or 25%, but you should pay less for companies 
growing at 13 percent.  130 times non-GAAP earnings seems a tad high.
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In the 2016 first quarter, sequential revenue growth was 3.6 percent.  In the 2017 first 
quarter, sequential revenue growth should be 0.9 percent, the lowest in the past two years, 
and third lowest in the past 20 quarters, five years.

CSOD is a good company with a good product, but it is just wildly overvalued, with 
revenue growth declining quickly.  It is going to be much harder to double earnings with 
eight to ten percent revenue growth and three percent growth in shares outstanding every 
year going forward.
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2016 fourth quarter number of clients was only 12 percent higher than 2015's fourth 
quarter.
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Third quarter billings in 2016 were up only 3.2 percent.  Fourth quarter 2016 billings 
were up just 10 percent, less than the 13.7 percent revenue growth.
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Management is talking about expanded margins?
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The marginal new customer is not adding to gross margin or gross profit, so there is no 
great improvement in adding additional customers as the expenses grow just as fast.

Operating income does not improve much even with good revenue growth.
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Despite having many more clients in 2016 compared to 2011, the net loss is similar.
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Despite revenue being up 82% since 1Q14, net loss is the same.  There is no scale to 
this business.
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Nobody seems to care about real earnings with this stock.
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This is what everyone is excited about.  The non-GAAP losses have turned positive!  
Ok, but we are talking pennies.  If the non-GAAP earnings follow the trend line, which we 
doubt, CSOD will be earning 15 cents per share per quarter by the fourth quarter of 2017.  
Already, the fourth quarter of 2016 and the first and second quarter quarter of 2017 
are substantially below the trend line.  In the six quarters since 1Q16 to 2Q17, CSOD 
will have earned a whopping 18 cents of non-GAAP earnings, in a year and a half!
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Shares outstanding are increasing by about 3 percent a year, which doesn't sound like much,
but when revenue growth drops to single digits, its big.

130 times non-GAAP earnings is far too high for a company with rapidly slowing revenue 
growth that will reach 10 percent soon.  We believe that CSOD will eventually trade at 25 
times non-GAAP earnings.  In three to five years CSOD could earn $1 in non-GAAP EPS, 
so the stock should trade at $25 three to five years from now.  In other words, all the good 
news for the next few years is already factored into today's stock price.

We have a short term price target of $30-$34, and a long term price target of $25-$30.
Sell.
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