
 

 

 

INTRODUCTION
The car market is poised for some major changes. 
It’s taken a long time for the internet to begin to 
reshape the auto industry. It’s a big business and 
relies on a massive web of independent dealers for 
customer acquisition, service and support.  
 
Technology creates “one way 
doors”1 that consumers pass 
through. Once they do they don’t 
go back – music on the iPod, 
online sharing using Facebook, 
navigation and maps on a smart 
phone, and instant streaming 
movies. We’ve seen plenty of 
these shifts already in established 
industries like advertising 
(Google), mutual funds (Morn-
ingstar), travel (Priceline), video 
rentals (Netflix), books & elec-
tronics (Amazon), collectables 
(eBay), restaurants (OpenTable), 
rental properties (RealPage), 
timeshares (HomeAway) and 
residential real estate (Zillow.)  
 
Consumer expectations have 
changed thanks to Amazon, 
Priceline, eBay, Apple and scores 
of other companies that are 
modernizing old business prac-
tices. The auto industry has 
embraced some elements of the 
internet and knows that their 
business practices and strategy 
will have to change even more.  
 
TrueCar aspires to reshape some 
aspects of how the industry 
works and make it more efficient 
for consumers to buy cars. In doing this over time, it 
will also add some growth to the total market and 
for participating dealers.  
                                                        
 
1 For more on one way doors – 
http://blog.research2zero.com/2010/12/notes-from-
think-tank/ 

 
There is enough inefficiency in the current mode of 
automobile sales to allow both dealers and consum-
ers to benefit from using TrueCar. Travel is a good 
example of a business that has become far more 

efficient. Before online travel 
sites, it was typical for an airline 
to spend 20% of sales on cus-
tomer acquisition. Today that 
figure is less than 10%. Consum-
ers end up with more 
convenience and better prices. 
Airlines avoid customer acquisi-
tion costs, which allows more of 
them to spring up and expand 
the market.  
 
Auto dealerships are just now 
seriously grappling with the reali-
ty of internet-driven reform of 
their business. Almost all of them 
have added some form of online 
advertising and CRM to their 
dealer management systems; but 
few of these, if any have been 
considered as part of an overall 
business process re-engineering. 
It’s added some cost but few 
clear benefits. 
 
TrueCar has been a bit of a light-
ning rod for some of the ire and 
insecurity that many dealers have 
regarding change. Even though 
they know that the current situa-
tion is untenable they are worried 
about the potential impact to 
their businesses.  
 

Unfortunately, there are many stereotypes about the 
car business in general, and dealerships in particular, 
that cloud and confuse the discussions about how to 
leverage technology and evolve the business to be 
more effective and profitable. Any large business 
ends up being a reflection of society. Of course 
there are bad car dealers and lousy salesman out 
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there; but that doesn’t say anything about the indus-
try as a whole.  
 
It’s really not about technology. It’s about treating 
customers better and making them happy, even ea-
ger, to buy a new or used car. People love cars, so 
this should be possible. There are some dealerships 
that have been doing this but the industry is far 
from there. A recent piece by Becky Quick of 
CNBC and Fortune highlighted this with the very 
basic conclusion that since car dealers are now in a 
service business they should focus on the customer.2 
 
Today the customer is better informed, thanks to 
the internet and resources like the online version of 
Consumer Reports. They also don’t expect to play a 
game when they go to buy something. It starts with 
the fact that the price on the sticker is often not the 
actual price and mostly goes downhill from there.  
 
This report provides additional background on the 
industry, an overview of the TrueCar approach and 
future plans, an analysis of the market and competi-
tion, and a valuation discussion. Our preliminary 
intrinsic value model estimates a TrueCar share price 
of $8.66 versus the most recent transactions at 
$5.30. 
 
CARS BOUGHT VERSUS CARS SOLD 
 
There’s a big difference between a car 
bought and a car sold in terms of effort in-
volved and what the cost to the dealer 
should be. Selling is an art in general and a 
learned skill for cars in particular. For a po-
tential customer just deciding to “take a 
look around,” the salesman plays a crucial 
role. Asking many questions, taking the 
prospect out for a test drive and making 
sure that when they get back they park next 
to the prospect’s old car for a direct com-
parison. Who wants to get into that same 
old car after driving this shiny vehicle full of 
that wonderful new car smell?  
 
Automobile sales people also become adept at work-
ing many variables at the same time, including trade-
in value, leasing options, dealer financing, and a lita-
ny of “extras” from floor mats to prosaic regional 
options like “pothole insurance” in the Northeast. A 
sales person can often make a sale occur with even 
                                                        
 
2 http://finance.fortune.cnn.com/2012/02/28/sexist-
car-salesmen/ 

more profit by targeting the monthly payment ver-
sus the vehicle price. Aftermarket options are icing 
on the cake. When all this comes together and a 
consumer who was “just looking around” ends up 
with a new car, the salesperson has earned their 
commission. 
 
Today, many car buyers know exactly what car they 
want to buy. In many cases they have even used a 
manufacturer site to fully customize and price out 
(at least based on MSRP) the one they want. For 
example, some dealerships like BMW of Ridgefield, 
Connecticut have customers that line up and wait 
for an audience with a salesperson who will write up 
their sales order and take their money. There’s not 
much “selling” going on there.  
 
We’re picking on BMW here but a large and grow-
ing portion of consumers have done their research 
and simply need to purchase the car they want. They 
don’t want to be sold. Trying to use the same pro-
cess on them is a waste of energy and money. The 
dealer only needs to efficiently complete the transac-
tion.  
 
Even though all this will be fairly obvious to institu-
tional investors, it will take time for the dealers to 

change their ways of doing business. Old habits 
don’t go away easily. For example, if one configures 
a nice little MINI online and shares that with a local 
dealer this is the result:  
 

Dear [Name], 
   
I received your inquiry on the 2012 MINI 
Cooper Convertible S. I have to say a great 
choice! Nothing better than putting the top 
down on a beautiful summer day. Lightning 
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blue happens to be one of my favorite colors 
for the MINI. Are you looking for an automatic 
transmission or a manual transmission? In ad-
dition [dealer] currently has some terrific 
specials that I would like to discuss with you.  
  
I am also happy to answer any questions per-
taining to availability, colors, options, timing, 
etc. which are all items that will affect your final 
cost. I will try and reach you by phone or you 
can simply call me @ [dealer main switch-
board]. 

If you prefer, all this can also be accomplished 
in the showroom, which would be a great op-
portunity for you to see & drive the vehicle you 
are considering. 
  
Either way I will do whatever I can to help you 
get the [dealer name] vehicle you want at 
numbers that are agreeable to you. 
 
Thank you again for your inquiry and I look 
forward to working with you. 
 
Sincerely, 
 
John Smith 
Department Manager 
[Dealer Name] 
[Main Number] 
[email@leadcrm.com] 

  
Notice a few things about the email? It has 
some of the usual sales techniques like ask-
ing the customer about options and getting 
behind the wheel for a test drive. The con-
tact information is generic, including both 
the phone number and the email address. 
Take note of the “leadcrm.com” domain 
name. It’s not even an email at the dealer-
ship.  
 
To make matters worse, a follow-up email 
comes about an hour later from the “business man-
ager” making sure that a reply has been sent. 
Unfortunately, he doesn’t even customize the email 
header with a unique name and “reply-to” so it 
makes it very clear to the trained eye that all the 
emails are generated by the CRM system to basically 
say “come on in to the dealership and we’ll sell you a 
car!” Thanks, but no thanks.  
 

THE TRUECAR SOLUTION 
 
TrueCar is providing what a significant portion of 
car buyers want. This includes pricing information 
on the vehicle, simplified purchasing and, ultimately, 
other services like trade-in credit, extended warranty, 
insurance, and financing. In essence, this is the type 
of customer we’d call an “informed buyer.” They 
want the best combination of products and services 
for their needs at a fair price. This isn’t about 
squeezing out the lowest cost. 
 
Said another way, TrueCar is providing the intelli-
gence that buyers need to complete a transaction. 
Not all buyers do it this way, but many do and they 
represent a huge opportunity for the dealers in both 
increased sales and increased profitability.  
 
The picture below shows how different the experi-
ence is for consumers who use TrueCar. The first 
thing people notice is the price data. Terms like 
MSRP and “dealer invoice” are artifacts of the old 
way of doing business. Dealers who participate pro-

vide “upfront pricing” that the consumer can rely on 
to make a purchase decision. Consumers can request 
a “price certificate,” which they can use at the dealer 
to buy their car. If (and only if) the consumer pur-
chases the vehicle the dealer pays TrueCar a fee of 
$299 for a new car or $399 for a used car sale.  
 
This price data is the first part of the one-way door 
we see TrueCar providing to consumers. Anyone 
making a large purchase is unlikely to want to do so 
without having this information. The next step is the 
“price protection certificate” which can be printed 
and taken to the dealer. It is basically a reservation 
to go in and purchase your vehicle. An example of 
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The vast size of the 
US auto market sup-

ports a baseline 
revenue opportunity 
for TrueCar of $5.5B 

per year. 

one of these certificates is included at the end of this 
report. 
 
This is a simple core idea that will continue to 
spread across the market. TrueCar isn’t stopping 
with new cars. The company has an aggressive de-
velopment plan to attack adjacent areas of the 
market. One of the most obvious is used cars. 
TrueCar already has a data-based website called 
ClearBook which gives pricing information. Howev-
er, the next step is to integrate the used car into a 
new purchase and get the trade-in value to be part 
of the overall upfront pricing from the dealer. 
 
All cars need to be insured and most are financed or 
leased. These are two adjacent opportunities for 
TrueCar that we expect them to deliver on. Combin-
ing the new car pricing data with upfront pricing, 
including a trade-in along with financing and insur-
ance, will allow consumers to complete what used to 
be a multi-day, complex set of transactions during 
their lunch hour.  
 
HOW BIG IS THE OPPORTUNITY? 
 
In round numbers there are between 30 and 40 mil-
lion new and used cars sold every year 
by dealers in the US. The new car por-
tion has been in the range of 12 to 16 
million with the balance being used ve-
hicles. A naïve starting point is to look 
at a typical market of 15 million new 
and 20 million used cars and apply the 
$299/$399 to compute a sort of “ulti-
mate TAM” of $12.5B ($4.5B for new cars plus $8B 
for used cars.)  Complicating this picture a bit is the 
need to use “subscriptions” for dealers in some 
states because the success payment is outlawed in 
some areas. Since not all cars will be sold via a 
TrueCar process, we need to slice the market finer. 
 
Cars are pretty standardized now but there is still a 
very visceral aspect to experiencing one and buying 
it. Consumers want to see it, touch it, and drive it. 
Even though more and more consumers do their 
homework online and want to buy that way, there 
will always be people who patronize the local dealer 
and build relationships with their salesperson over 
time. Turning to a little data of our own about pur-
chasing consumer electronics, the percentage of 
consumers who plan to buy their goods from Ama-
zon has been running at a fairly level 35% for the 
past few years. It’s a reasonable figure to use for 
online car buying via TrueCar at some point in the 
future. That would give TrueCar $4.4B annual reve-

nues on car sales fees. As an aside, consumer pur-
chase intentions at Amazon have consistently 
moved up and stand at 44%, so 35% is by no means 
a ceiling. 
 
There’s additional market opportunity in related 
services. A sad but true fact is that the $700B size of 
the financing market for automobiles is even larger 
than the market for the underlying vehicles, at least 
in America. Financing a vehicle via a loan or lease 
suffers from some of the same opaqueness and inef-
ficiency. Insurance is another facet of automobile 
ownership that also represents a large (~$200B) an-
nual market.  
 
TrueCar will have products in the financing and in-
surance markets. Incentive fees on loans, lease 
financing and insurance are fairly high. At this stage 
it’s very hard to estimate, but if we use the 35% fig-
ure for transactions and the same 35% for the 
“attach rate” on loans and insurance, TrueCar could 
be an intermediary in $110B worth of financing and 
insurance revenue. Using some fairly standard indus-
try figures, this would translate into an incremental 
$1.1B to $1.25B of TrueCar revenue.  
 

We’re not including any advertising or 
consumer revenues in these market op-
portunity estimates. We’re also not factor-
ing in any growth in the overall automo-
bile market or any portion of the interna-
tional opportunity. Overall, TrueCar has 
room to generate annual revenues of 
$5.5B to $5.65B based on the current US 

market.  
 
THE TRUECAR TRAJECTORY 
 
In 2009 TrueCar launched their dealer portal, web-
site and an array of data-driven services and 
deliverables. This helped them illustrate their value 
and drive awareness of their platform. Data has al-
ways been the core element of TrueCar’s strategy, 
and they continued to build it with new sources and 
use licensing agreements with media outlets to rein-
force the positioning of TrueCar as an authoritative 
source.  
 
2010 was filled with much of the same and validated 
the TrueCar plan and business model. This led to a 
substantial $33.5M financing at mid-year from 
USAA, Capricorn Investment Group, GRP Partners 
and Silicon Valley Bank. During the balance of 2010 
the company continued to execute their strategy, 
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add to the senior management team and also an-
nounced their ClearBook to bring some clarity to 
used vehicle prices.  
 
In 2011 TrueCar launched ClearBook (Q1), sur-
passed $1B in cumulative savings for consumers 
(Q2), acquired social media property Honk.com 
(Q2), licensed and incorporated “Black Book” used 
car values into the ClearBook data (Q2), acquired 
residual value service ALG from DealerTrack 
(NASDAQ: TRAK) for equity and warrants (Q3), 
raised $200M in additional financing (Q3), acquired 
Carperks, a leading provider of automobile purchas-
ing and leasing as an employee benefit 
(Q3), and expanded senior management 
roles including a chief marketing officer 
and EVP of marketing.  
 
TrueCar has leveraged affinity programs 
with large organizations like USAA, 
American Express and AAA to 
jumpstart customer acquisition and car 
purchases. USAA is an ideal partner 
because their members are keen on effi-
ciency and appreciate truth and 
integrity. These channels are growing 
rapidly for TrueCar and still have a long 
way to go. The 150,000 cars affinity 
members purchased via TrueCar in 
2011 are out of approximately 8 million 
total units. We expect affinity sales to 
double year on year for the next few years. At the 
same time, TrueCar has added several new affinity 
partners (Geico, Bank of America, Nationwide In-
surance, PenFed, and Consumer Reports) that will 
contribute to future growth. 
 
To close out 2011, TrueCar and Yahoo! agreed to a 
3-year exclusive relationship, putting TrueCar at the 
core of the Yahoo! Auto business. This increases the 
current size of the TrueCar online user base 10-fold 
to over 10M unique views per month. TrueCar will 
be paying Yahoo! handsomely for the traffic ($150M 
over the term) but their high rate of monetization 
makes the numbers work well for investors. There is 
also important strategic value because this puts 
TrueCar at the top of the heap in terms of traffic. It 
makes it nearly impossible for a dealer to opt out of 
the TrueCar offer. 
 
In 2012 we expect to see the company become more 
ubiquitous and to increase the product and service 
portfolio to cover additional elements of the auto 

business including trade-ins, insurance and financ-
ing.  
 
ONLINE CAR BUYING AND SELLING SO FAR 
 
The auto industry has moved their pre-existing prac-
tices online. Classified ads in newspapers have 
moved online. Mainstays like Consumer Reports 
help consumers online with the best information 
and analysis. All of the information is there with a 
few clicks of the mouse or touches of the screen. 
 
There are lots of places to buy, sell and research cars 

today online. These include general-purpose sites 
like Craigslist and vehicle-specific ones like 
cars.com. Many of these sites have carved out at 
least an ad-hoc positioning based on how consum-
ers are using these services. For example, Craigslist 
is a good fit for selling an inexpensive used car 
quickly and locally. If you have a more special car, 
sites like eBay Motors or cars.com are a better bet.  
 
Many of the online sites provide services that help 
consumers search for cars based on their own indi-
vidual preferences like make, model, mileage, op-
options, color, price, and location. They also provide 
pictures and sometimes include third party infor-
mation like loan payment calculators and Kelly Blue 
Book values.  
 
So far, much of the “online” experience has had 
limited impact on industry practices because in 
many ways the online initiatives replicated older 
methods. For example: 
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• Craigslist replaced the old classified ads in 
general and for cars in particular. In the 
Northeast, people used to get something 
called the “Pennysaver,” which listed items 
for sale. Craigslist 
has taken over but 
it’s still just a listing 
tool. 

• Specialty publica-
tions like Autotrader 
have simply gone 
online and added a 
“.com” to their 
business. It’s still 
fundamentally an ad 
or listing-based 
business. 

• eBay Motors is also 
basically a listings 
business although 
they have the added 
element of auctions 
which only existed 
for high-end collec-
tor cars. That busi-
ness is still dominat-
ed by the auction 
houses. 

• Manufacturers were 
actually the first to 
embrace online, and 
companies like 
BMW displayed 
some early leader-
ship in communi-
cating with custom-
ers and allowing 
them to create and 
save their own versions of BMW cars. These 
are useful but in the end the only option a 
consumer has to move forward is to have 
their information fed to a dealer “lead man-
agement” system in order to be called and 
sold to. 

 
In other words, the methods and mechanisms are 
now online but primarily the same. The consumers 
and sellers still do the same work and pay the same 
way.  For example, most new car searching requires 
a local dealer to respond with a quote. This is where 
it all breaks down and fails to work. Instead of a 
simple firm price the consumer faces a delay, after 
which a deluge of marketing and sales-oriented 
emails from different dealers appear to explore the 

“lead.” Consumers, particularly the ones who tend 
to spend more money, do not want to be subjected 
to this. 
 

Because lead generation sites 
sit between consumers and 
dealers, they tend to block 
both sides from getting what 
they want just so they can 
collect a small fee in the pro-
cess. Unfortunately, the re-
sult is that the lead generator 
will get a payment but nei-
ther the consumer nor the 
dealer gets what they were 
seeking. Imagine the case 
where a consumer is looking 
at multiple make and model 
options: every price quote 
might mobilize a dozen dif-
ferent dealer representatives. 
The consumer only wants 
information including pric-
ing, and hasn’t even decided 
on a make of vehicle. And 
providing customer name 
and email might put you in a 
bad position. The lead gen-
erator finds out what kind of 
money you are likely to 
spend and could sell the lead 
for a high price. The dealer 
who pays for it may do so 
with the aim of selling at a 
higher rather than a lower 
price.  
 
The internet is actually in-

creasing the costs for dealers. Advertising expense 
per vehicle sold has increased from $314 in 1996 to 
nearly $600 in 2006. Industry figures for 2007 reflect 
$13.17b spent on marketing with $2.35b spent 
online. There are 20,700 auto dealerships in the US 
but the number is expected to decline over time due 
to attrition and consolidation.   
 
Dealers hesitate to give a firm price quote online 
because it weakens their negotiating position. Their 
real desire is to get a consumer into the dealership. 
The whole process creates inefficiency and breeds 
distrust.  The only way to fix this is to start reducing 
costs that don’t drive sales directly. In other words, 
paying a fee per sale makes much more sense as 
long as it is below this $600 figure.  
 

So how should it work? 
 
Let’s say I want to buy a 2012 Acura MDX next week to 
upgrade from my current 2008 model. 
 
With TrueCar I know that a good price on a new one with 
the options I want is $44,800. I also know that the target 
trade-in price for my existing vehicle is $27,035 according to 
ClearBook. 
 
Although cars are close to standard they are not quite and 
used cars can vary quite a bit in terms of the condition of 
the vehicle. In fact my car has a small dent in the hood, 
which is estimated to cost $1,400 to fix. I don’t know how 
much the dealer would have to pay but it’s a real cost. 
 
On the financial and insurance side of the coin my insur-
ance would need to be updated so some quotes are needed. 
And whatever financing options are available should be 
quoted as well.  At the same time the myriad of add-ons 
from roof racks to extended warranties should be offered.  
 
As a consumer I can provide all the parameters and even 
pre-selet details in terms of color choices. If needed I can 
also and supply detailed maintenance records and pictures 
of my existing vehicle.  
 
Having done all this work I’d want a quote on the whole 
thing and a date and time when I can come in and make it 
happen. I’d even be willing to pay something to validate it 
so the dealer knows I’m not just “tire kicking.” 
 
On appointment I arrive with my car and a bank check for 
$19,165 (or less if I’ve opted for and and been approved for 
financing.) I do most of the “paperwork” online and spend 
a 1/2 hour signing some things at the dealership and anoth-
er hour doing my “new vehicle briefing” where they show 
you how to use the new mind-activated windshield wipers 
and I’m on my way. 
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Overall, the process is so bad that consumers are 
often turning to concierge type services that basical-
ly go out and purchase the car for a consumer so 
they can avoid the entire business. They may not get 
the absolute best price (because these services 
charge a fee) but they don’t end up with the worst 
price and they save time.  
 
There is a trend toward upfront pricing at some or-
ganizations like United Auto Group, CarMax, and 
AutoNation. Lithia is a large dealership that has ex-
perimented with clear pricing and even the notion 
that sales should be replaced with customer special-
ists. This is similar to what Zappos decided to do in 
retail with outstanding results. 
 
Some dealers continue 
to complicate the pro-
cess by trying to get 
customers to approach 
the purchase different-
ly and focus on a 
“monthly payment 
threshold” where fac-
tors like price, trade-in 
value, creditworthi-
ness, and financing 
incentives can be used 
to control the decision 
process and avoid a 
direct price discussion.  
 
Operationally, TrueCar 
has surpassed 25,000 
vehicle sales per 
month, which puts 
them in league with 
the largest auto retail 
organizations including 
public companies Au-
toNation (NYSE: AN 
$33.50, $7.6B TEV) 
and CarMax (NYSE: 
KMX $27.00, $10.4B 
TEV). To be fair, 
TrueCar doesn’t sell 
cars themselves but facilitates the process between 
buyers and sellers. Depending on the rules and regu-
lations prevailing in each geography they collect 
success fees or subscription fees for the service. 
 
The car dealers themselves don’t offer the type of 
secular growth that TrueCar does because the tradi-
tional business is mature. Most other leading vehicle 
retailers have growth rates in the low single digits. 

Even eBay Motors has been a fairly flat business for 
the past six quarters at a $2B run rate. 
 
The auto market is so large that there will always be 
myriad competitors in different segments – new 
cars, classified listings, auctions, used cars, financing, 
information & research, insurance, fleet services, etc.  
 
The biggest direct competition for TrueCar is the 
old way of doing business, which everyone agrees 
has to change. There are, however, a few existing 
and potential competitors to TrueCar that are worth 
a closer look. One is another West Coast startup 
that is trying to bring a “new model” to the car-
buying consumer. In this case, carWoo! is simply 
acting as an intermediary so a consumer doesn’t 

have to share their name, 
email or phone number 
with the dealers. However, 
the result is the same as 
traditional lead generation 
since the dealers all re-
spond with the same 
“come on down to the 
dealership and we’ll talk” 
approach. CarWoo! also 
expects consumers to pay a 
fee to request more bids 
from dealers. Since a bid is 
meaningless (not a price 
certificate), the model 
seems doubtful.  
 
DETRACTORS AND 
RISK FACTORS 
 
There has been resistance 
and controversy around 
TrueCar that is tied mostly 
to a misplaced view that the 
company is somehow “de-
stroying the car business.” 
Going back to the travel 
example, we know that 
companies like Priceline 
have actually helped the 

travel industry become more efficient and grow. Simi-
lar observations can be made in other industries.  
 
As an innovator and pioneer it’s necessary for 
TrueCar to deal with the education needed and be 
flexible about their business practices to ensure that 
dealers and regulators focus on the long-term and 
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appreciate the value that TrueCar is bringing to the 
industry.  
 
Most service-oriented businesses don’t like to com-
pete on price. But one must acknowledge that price is 
a big factor for consumers. Because TrueCar provides 
price information and also uses dealer-sourced data, 
the incorrect notion that somehow TrueCar was “us-
ing my own data for consumers to negotiate against 
me” made dealers upset.  
 
As the preceding diagram “How TrueCar Uses Data” 
shows, TrueCar uses only non-dealer data to generate 
the price curves that consumers can use to judge how 
their price stacks up. There are numerous data ven-
dors in the space that aggregate information like retail 
delivery reports, loan information and insurance poli-
cies. Lastly TrueCar also gets some data directly from 
consumer self-reports of new care purchases. 
 
The dealer-sourced data is limited to what is required 
to identify referred sales (customer and vehicle in-
formation) and kept separate. This data is used to 
match a dealer sale to a TrueCar lead so the company 
can invoice and get paid. The sales matching data and 
supporting process is an operational, not an informa-
tional, system.  
 
Actual car sales prices are not hard to come by and 
the market is far too large and diverse to be “locked 
down.” So in the end consumers are going to want, 
and obtain, access to this price data; for dealers, at 
least TrueCar is on their side. TrueCar only makes 
money when the dealer is successful. 
 
There are hints that eventually everyone will see to 
demonstrate that it’s possible to sell to informed car 
buyers and still be happy and profitable. The fact is 
that consumers are not homogeneous. People still use 
local merchants for many purchases while driving to 
Walmart or Costco for “big shopping.” Even the 
“cult of Amazon Prime” buyers still enjoy shopping 
in stores and buying things to take home. By focusing 
on experience and services, the surviving dealers will 
thrive. 
 
As we have witnessed with the travel industry, the 
pricing variety is as great as the different types of 
travelers. In the case of cars there is always the cus-
tomer that will take a bus for two days to buy a demo 
model of a car in an ugly green to get a rock bottom 
price as well as the female executive who wants sexy 
black sedan delivered to her house, serviced via pick-
up and drop-off from her office (washed and with a 
full tank every time) from her local dealer. And, of 

course, there are the millions between the two. They 
all need to know how much their car is going to cost. 
 
The other area under scrutiny is access to, ownership 
of, and use of data. Dealers have some data and it 
gets aggregated to some degree. Some of the contro-
versy above has stemmed from TrueCar “using the 
dealer’s own data against them,” which is partially 
true. But auto sales are just that, and the sales data 
isn’t proprietary. So while car dealers could try to 
make it more difficult to get data, they can’t keep it 
from finding its way into the market. 
 
MANAGEMENT, BUSINESS MODEL AND VAL-
UATION 
 
Many closely associate the founder and CEO, Scott 
Painter, with the company. Scott has a long history in 
the industry, which includes the founding of CarsDi-
rect.com. Scott founded Zag in 2005 and TrueCar in 
2008 (with co-founder Tom Taira who became Chief 
Product officer when the two companies were 
merged into what is now TrueCar in 2010.) Scott’s 
vision, charisma and passion for improving the indus-
try is well known. The rest of the management team 
is mature, with many having worked together for 
years at both TrueCar and prior companies. In addi-
tion to earlier auto-related businesses (like Toyota, 
CarFax, Model E, Zag) résumés include experience at 
companies like Yahoo!, Fox Networks, Alibaba, 
Overture, and American Express. Overall, the team 
appears adequate to handle the current high growth 
and to continue to improve operating margins.  
 
TrueCar is really a data and online information com-
pany, which means they receive increasing returns to 
scale. It starts with a high gross margin of 80%. This 
makes it desirable for the company to invest aggres-
sively in growth. Their heavy spending has generated 
losses, but these have been narrowing and we expect 
the company to become profitable soon and enjoy 
improving operating margins that will reach 24% dur-
ing our forecast period. We expect these margins to 
continue to go up based on similar models. 
 
Our initial IV model does not fully factor in the Ya-
hoo! transaction, but already yields a valuation over 
60% higher than the last funding round. If TrueCar 
executes well on the Yahoo! opportunity and main-
tains their high monetization rate, our revenue and 
IV estimates will be moved up much higher.  
 
We’ve also included two groups of peer companies. 
Fundamentally, TrueCar fits into a category of “data 
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and internet-focused disruptors” which are shown in 
one peer group. On average this group generates 69% 
gross margins and trades at nearly 8x revenues. The 
other peer group is auto industry companies, mostly 
dealers and distributors. The conventional auto busi-
ness is lower gross margin (average 31%) and trades 
at a much lower 1.3x average ratio of price/sales. It’s 
worth noting that one company focused on auctions 
exhibits some features of the internet group and 
trades at a more respectable 3.9x sales.  
   
CONCLUSION 
 
The internet wave is coming to the automobile in-
dustry and we know that the business processes, 
practices and financial models are going to change. 
It’s a safe bet that the consumer is going to be a 
winner but dealers and manufacturers will also bene-
fit if they face the future and put their time and 
energy into embrace the changes. 
 
We also know that consumer acquisition costs are 
going to go down and that increased efficiency will 
drive more car sales. We expect the best dealers to 
master the internet over the next few years but pro-
gress will be uneven and vary by geography.  
 
TrueCar is a key enabler for this transition and 
stands to benefit by providing the tools and services 
that will allow consumers and dealers to do business 
more easily. Dealers have good back end systems 
but almost nothing on the front end. TrueCar is a 
good example of a solution that will enable them to 
automate and optimize their business. Dealers will 
lower their selling cost per car, increase inventory 
turns and sales volumes.  
 
TrueCar will capture a small portion of this efficien-
cy improvement as revenue. Because of the large 
market size and opportunity in ancillary services 
(finance, insurance, etc.), they can grow rapidly to 
public company size and enjoy expanding margins. 
 
Our IV analysis suggests 60% upside to the most 
recent valuation of the shares.  
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INTRINSIC VALUATION & PEER COMPANIES 
 

 

 
 

 
 
 

TrueCar

TRCR
20-‐Mar-‐12

Dec	  YE 2007 2008 2009 2010 1Q2011 2Q2011 3Q2011 4Q2011 2011 2012 2013 2014 2015 2016

Auto	  Buying	  Program $3.7 $8.8 $15.4 $31.9 $11.5 $13.0 $15.5 $17.5 $57.5

Lead	  Referral	  Fees $0.6 $0.3 $0.4 $0.8 $0.4 $0.4 $0.4 $0.4 $1.6

Licensing	  &	  Services $1.6 $0.2 $0.0 $0.0 $0.2 $0.3 $0.6

Subscription	  Revenue $3.0 $2.0 $2.6 $3.0 $3.5 $11.1

OEM	  Incentives $1.8 $0.4 $0.5 $0.5 $0.6 $2.0

Advertising $0.4 $0.1 $0.1 $0.2 $0.4 $0.9

Data	  Licensing $0.1 $0.0 $0.0 $0.1 $0.1 $0.2

YoY	  Change	  $ 3.2 6.7 22.3 35.7 46.1 55.0 75.0 75.0 75.0

Total	  Revenue $5.9 $9.1 $15.8 $38.1 $14.4 $16.7 $19.9 $22.8 $73.9 $120.0 $175.0 $250.0 $325.0 $400.0 TRCR Ticker

YoY	  Growth 54.0% 74.3% 141.0% 29.1% -‐56.2% 37.8% 36.3% 93.6% 62.5% 45.8% 42.9% 30.0% 23.1% Nasdaq Exchange

COGS	  % 26.6% 13.9% 18.5% 22.9% 22.0% 21.2% 20.1% 20.8% 20.9% 21.0% 21.0% 21.0% 21.0% 21.0% 41% Rev	  Growth

COGS	  $ $1.6 $1.3 $2.9 $8.8 $3.2 $3.5 $4.0 $4.8 $15.5 $25.2 $36.8 $52.5 $68.3 $84.0 $5.30 Current	  Price

Gross	  Profit $4.3 $7.8 $12.9 $29.4 $11.3 $13.2 $15.9 $18.1 $58.4 $94.8 $138.3 $197.5 $256.8 $316.0 128 Shares	  Out

Gross	  Margin 73.4% 86.1% 81.5% 77.1% 78.0% 78.8% 79.9% 79.2% 79.1% 79.0% 79.0% 79.0% 79.0% 79.0%

SG&A	  % 242.7% 197.5% 124.4% 89.7% 84.0% 85.4% 77.9% 74.6% 79.8% 75.0% 70.0% 65.0% 60.0% 55.0% 2% Avg.	  Dilution

SG&A	  $ $14.3 $17.9 $19.7 $34.2 $12.1 $14.3 $15.5 $17.0 $58.9 $90.0 $122.5 $162.5 $195.0 $220.0 $676 Cap	  (M)

Operating	  Expenses	  % 242.7% 197.5% 124.4% 89.7% 84.0% 85.4% 77.9% 74.6% 79.8% 75.0% 70.0% 65.0% 60.0% 55.0%

Operating	  Expenses	  $ $14.3 $17.9 $19.7 $34.2 $12.1 $14.3 $15.5 $17.0 $58.9 $90.0 $122.5 $162.5 $195.0 $220.0

Operating	  Margin -‐169.2% -‐111.4% -‐42.9% -‐12.6% -‐6.0% -‐6.6% 2.0% 4.6% -‐0.7% 4.0% 9.0% 14.0% 19.0% 24.0% $0 Cash

Operating	  Income -‐$10 -‐$10 -‐$7 -‐$5 -‐$1 -‐$1 $0 $1 -‐$1 $5 $16 $35 $62 $96 $0 Debt

Taxes -‐$3.5 -‐$3.5 -‐$2.4 -‐$1.7 -‐$0.3 -‐$0.4 $0.1 $0.4 -‐$0.2 $1.7 $5.5 $12.3 $21.6 $33.6 35% Tax	  Rate

Tax	  Rate 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 35% 30 P/E	  Multiple

Net	  Income -‐$6 -‐$7 -‐$4 -‐$3 -‐$1 -‐$1 $0 $1 $0 $3 $10 $23 $40 $62 15% Discount	  Rate

Net	  Margin -‐110.0% -‐72.4% -‐27.9% -‐8.2% -‐3.9% -‐4.3% 1.3% 3.0% -‐0.5% 2.6% 5.9% 9.1% 12.4% 15.6%

Market	  Value	  Using	  P/E -‐$195 -‐$197 -‐$133 -‐$94 -‐$10 $94 $307 $683 $1,204 $1,872 $8.66 Intrinsic	  Value

Cash	  Position $0 $0 $3 $13 $36 $76 $138 63% Up/Downside

Shares	  (M) 95 95 95 128 130 133 135 138 141 144

Period	  Share	  Price -‐$2 -‐$2 -‐$1 -‐$1 $0 $1 $2 $5 $9 $13

PV	  of	  MV	  4	  Years	  Out -‐$6 $54 $176 $390 $688 $1,070

PV	  of	  Cash	  4	  Years	  Out $0 $2 $7 $20 $43 $79

PV	  MV	  +	  Cash -‐$6 $55 $183 $411 $732 $1,149

PV	  Value	  Per	  Share -‐$0.06 $0.58 $1.93 $3.22 $5.62 $8.66

Internet	  Peer	  Analysis
20-‐Mar-‐12

COMPANY Ticker Price
1	  year	  
change

3	  month	  
change TEV

LTM	  
Rev

LTM	  
Growth

Gross	  
Margin

Oper	  
Margin

TEV	  /	  
Revenue Emps Rev	  /	  Emp

eBay	  Inc. EBAY $37.79 24% 25% 44,936 11,652 27.3% 70.3% 27.7% 3.9 27,770 419,577

Amazon.com	  Inc. AMZN $185.52 13% 6% 76,658 48,077 40.6% 22.4% 1.3% 1.6 56,200 855,463

HomeAway,	  Inc. AWAY $25.61 23% 1,880 230 37.1% 85.0% 2.7% 8.2 905 254,390

RealPage,	  Inc. RP $19.77 -‐22% -‐22% 1,437 258 37.0% 59.0% -‐0.5% 5.6 2,132 121,003

Zillow,	  Inc. Z $33.30 44% 873 66 116.8% 84.0% 1.7% 13.2 329 200,769

LinkedIn	  Corporation LNKD $90.38 44% 8,679 522 114.8% 84.4% 2.3% 16.6 2,116 246,781

Groupon,	  Inc. GRPN $17.82 -‐22% 10,245 1,625 419.2% 84.6% -‐16.9% 6.3 10,418 155,955

OpenTable,	  Inc. OPEN $41.25 -‐55% -‐3% 880 140 40.9% 71.8% 15.4% 6.3 558 250,032

Bankrate,	  Inc. RATE $23.19 20% 2,456 424 92.3% 66.1% -‐3.2% 5.8 438 968,493

priceline.com	  Incorporated PCLN $696.93 53% 48% 32,751 4,356 41.2% 70.7% 24.3% 7.5 5,000 871,122

Morningstar	  Inc. MORN $61.04 4% 4% 2,593 631 13.7% 71.2% 15.6% 4.1 3,465 182,222

Angie's	  List,	  Inc. ANGI $17.83 11% 943 90 52.5% 71.7% -‐54.5% 10.5 772 116,636

Average 2.6% 14.7% 5,673 86.1% 70.1% 1.3% 7.5 386,870
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Auto	  Peer	  Analysis
20-‐Mar-‐12

COMPANY Ticker Price
1	  year	  
change

3	  month	  
change TEV

LTM	  
Rev

LTM	  
Growth

Gross	  
Margin

Oper	  
Margin

TEV	  /	  
Revenue Emps Rev	  /	  Emp

AutoZone	  Inc. AZO $377.36 43% 14% 18,054 8,349 8.1% 51.0% 10.6% 2.2 51,025 163,621

O'Reilly	  Automotive	  Inc. ORLY $89.51 59% 11% 11,832 5,789 7.2% 49.0% 8.8% 2.0 40,924 141,453

Advance	  Auto	  Parts	  Inc. AAP $88.50 36% 29% 6,828 6,170 4.1% 49.7% 6.4% 1.1 41,000 150,499

AutoNation	  Inc. AN $35.02 6% -‐5% 8,079 13,832 11.0% 16.7% 2.1% 0.6 19,000 728,016

CarMax	  Inc. KMX $34.56 2% 18% 11,941 10,031 14.2% 16.5% 4.1% 1.2 15,565 644,435

Penske	  Automotive	  Group,	  Inc. PAG $24.47 28% 26% 4,753 11,556 11.9% 15.8% 1.5% 0.4 16,000 722,265

Group	  1	  Automotive	  Inc. GPI $55.51 39% 9% 2,479 6,080 10.4% 15.8% 1.4% 0.4 8,267 735,426

Sonic	  Automotive	  Inc. SAH $17.90 34% 19% 2,394 7,871 14.4% 15.4% 1.0% 0.3 9,200 855,573

Lithia	  Motors	  Inc. LAD $25.28 76% 12% 1,273 2,699 30.3% 16.9% 2.1% 0.5 4,039 668,324

KAR	  Auction	  Services,	  Inc. KAR $15.88 8% 18% 4,580 1,886 3.5% 45.1% 3.8% 2.4 10,322 182,746

Copart,	  Inc. CPRT $52.82 29% 12% 3,702 906 9.0% 45.1% 19.0% 4.1 2,825 320,612

Average 32.6% 14.9% 6,834 11.3% 30.6% 5.5% 1.4 482,997



 

 

ABOUT SOUNDVIEW RESEARCH 
 
SoundView conducts independent research in emerging technologies. Our approach is to combine major 
thematic forces where technology is involved and use analysis to identify the most promising companies and 
investment opportunities. 
 
Our business model is combination of advisory fees, subscriptions and shared revenue agreements. We 
measure our success by the quality of our analysis, accuracy of the conclusions and the size and influence of 
our audience. We apply our own proven approach to valuation that we call intrinsic value (IV) for informing 
investment decisions and optimizing portfolio management. 
 
IMPORTANT DISCLOSURES 
 

1. The analysts who prepared this report certify that the content expresses accurately their personal 
views and opinions about the subject companies and securities. The analysts have not been and will 
not be receiving direct or indirect compensation for expressing the specific views or conclusions in 
this report. 
 

2. Except where otherwise noted, clients or affiliates of SoundView Research may own positions in the 
securities mentioned and/or provide, have provided or may provide advisory services to some of the 
companies mentioned. 

 
3. SoundView Research does not provide investment advice in the form of “buy,” “sell,” or “hold” 

ratings. This report is intended strictly for informational purposes. We make no claims as to the 
completeness or accuracy of this report although we have done our best. We do not undertake to 
advise you of any changes in our opinion or information contained herein.  
 

4. SoundView is NOT a registered securities broker/dealer, investment bank nor investment advisory.  
 

5. SoundView Technology Group does receive advisory fees, has vested interests and/or may have 
embedded biases in our work. However our aim is on what we call “fact-based research” and 
providing a balanced and informed analysis that provides illumination and insight for investors.  

 
6. SoundView Research is solely responsible for all content– whether it is created for a third party, part 

of an advisory engagement or simply an expression of our ongoing research and analysis. We exercise 
final editorial control over all content produced and any mistakes, omissions or errors are our own.  

 
Our research is distributed to institutions, investors, company managers and individuals via proprietary 
platforms1 and via the internet and social networks. We embrace the online community and social and 
professional networks to engage with colleagues, clients and investors. 
 
SoundView maintains additional online brands for specialty research products including IPO Candy, 
Dealipedia and Research 2.0. We also collaborate and share with research partners like GigaOM. 
 
CONTACT INFORMATION 
 

Main Address: SoundView Technology Group, 1313 Washington St., 326, Boston MA 02118 
Phone: 617-828-6462 Website: http://www.soundview.co 

 

                                                        
1 Bloomberg, Thomson/Reuters/FirstCall, S&P Capital IQ and FactSet. 
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