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Key Data
Symbol NASDAQ: REAL

52-Week Range: $30.05 - $22.91

Market Cap (MM): $2,105.9

Net Debt (MM): $(52.3)

Cash/Share: NA

Dil. Shares Out (MM): 85.0

Enterprise Value (MM): $2,386.9

ROIC: NM

ROE (LTM): NM

BV/Share: NA

Dividend: NA

FY (Dec) 2018A 2019E 2020E
EPS

Q1 - $(0.37)A $(0.28)

Q2 - $(0.33) $(0.32)

Q3 - $(0.31) $(0.32)

Q4 - $(0.22) $(0.20)

Year - $(1.23) $(1.12)

P/E - NM NM

Revenue (MM)

Q1 $46.5 $69.3A $92.5

Q2 $47.0 $70.0 $90.5

Q3 $51.8 $74.8 $97.4

Q4 $62.1 $89.5 $117.7

Year $207.4 $303.6 $398.1

EV/S 11.5x 7.9x 6.0x

THE COWEN INSIGHT
Premium Specialization Yields a Bigger & Better Customer Experience; Outperform w/ PT
of $32. Cowen believes REAL’s customer-centric supply gathering infrastructure, rapid-
turnover single SKU mgmt. & authentication will drive customer trust & engagement. We
model near-term rev. growth in high 20s, which yields positive profitability by FY22; LT, we
expect ~20% rev. growth & 25%+ EBITDA margin.

REAL's Scale Drives Sustainable Competitive Advantages

The RealReal is the largest online luxury resale platform that consigns and sells second-
hand luxury items at 14% share. A key aspect of REAL’s success is its scale, creating and
perpetuating competitive advantages that are difficult to replicate. We identify four main
competitive advantages that distinguish The RealReal experience: 1) advanced supply
gathering capabilities and reach, 2) sophisticated logistics and fulfillment infrastructure &
authentication, 3) advanced data analytics, and 4) high sales velocity and sell-through rates.
Cowen’s view is that each core capability feeds on each other and formulates a positive
feedback loop that yields a fast turnover of supply, newness, and convenience. These
competitive advantages attract new users, increase loyal customer retention, and drive
repeat consignments and purchases, in our view.

.

Cowen’s Survey Results Support Solid Customer Lifetime Value Prospects

Cowen's The RealReal survey highlights: (1) REAL's ability to drive strong repeat purchases
and consignments by providing 100% authentication; (2) high customer satisfaction with
96% of respondents rating 5 or 4 on their level of satisfaction (5 being the highest); (3)
high customer demographics given an average household income of ~$130k. Among
respondents who purchased on REAL, 55% indicated they shopped more than last year
on the platform and 39% noted they shopped the same amount as last year. Further, our
survey illustrates a high frequency of usage with 49% of buyers indicating they shop once a
month, 18% stating they shop several times a month, and 29% noting they shop once every
6 months. On the consignment side, 48% of those who consigned with REAL indicated they
consign once a month, 27% stated they consign several times a month, and 19% noted they
consign once every 6 months.

COWEN.COMPlease see pages 43 to 47 of this report for important disclosures.

http://videos.cowen.com/detail/videos/recent/video/6057025033001


AT A GLANCE

Our Investment Thesis

Cowen views The RealReal's growth potential in the luxury resale market is significant
based on its scale, and core capabilities that enable sophisticated single SKU management,
authentication, and advanced supply gathering in +40 markets. We also believe The
RealReal's focus on luxury and resale, and deep customer trust developed over the last eight
years of operation make the business relatively more protected from the Amazon threat. We
expect REAL to gain substantial operating leverage from automating inbound and outbound
processes, lapping strategic investments, and high 20% top-line growth, which should yield
positive profitability by FY22.

Forthcoming Catalysts

2Q Earnings

Base Case Assumptions

■ GMV and revenue growth in the high
20% range driven by an increase in the
number of orders

■ +25pp operating leverage across all
expense buckets, yielding positive
profitability by FY22

■ Modest gross margin expansion due to
higher shipping costs and stable take rate
at ~37%.

Upside Scenario

■ Better-than-expected GMV growth with
an increase in both AOVs and the number
of orders

■ A higher-than-expected take rate leading
to better revenue growth

■ Faster-than-expected automation in key
processes leading to higher operating
leverage

Downside Scenario

■ Fierce competition leading to a lower
take rate than ~37%

■ Weaker-than-expected GMV growth
driven by slower growth in the number of
orders and new customers

■ Lower sales leading to modest operating
leverage and slower-than-expected path
to positive profitability
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Company Description

The RealReal is the largest luxury consignment platform with Gross Merchandise Value of ~
$1bn. REAL offers 100% authentication on all items and currently has an extensive network
of luxury managers who acquire unique luxury supply in 40+ markets. REAL also has 11
consignment offices where consignors can get free consultations and drop off items, and 3
retail stores in NYC and LA. REAL's advanced single SKU management yields a fast turnover
of supply that attracts both new and existing consignors and buyers.

Analyst Top Picks

Ticker Price (07/22/2019) Price Target Rating
Planet Fitness PLNT $74.84 $85.00 Outperform
Walmart WMT $112.82 $120.00 Outperform
Ulta Beauty ULTA 352.95 370.00 Outperform

.

COWEN.COM2

COWEN

EQUITY RESEARCH

The RealReal

July 23, 2019



Attractive Total Addressable Market for REAL to Capture a Greater Share

As an early leader, REAL currently has ~14% market share in the overall U.S. luxury resale
market (~30% market share of the online luxury market) and we expect REAL's market
share to increase to ~19% by FY22 driven by GMV growth in the high 20% range. Cowen
estimates that the current U.S. luxury resale market is ~$7bn and note ~$3bn is attributable
to online resale players. Cowen models the luxury resale market growing to ~$11bn in 2022
from ~$7bn at an overall ~16% CAGR; meanwhile, we model the online luxury resale market
growth of +29% CAGR, reaching ~$7bn by 2022 from ~$3bn today. Furthermore, bigger
picture, a total addressable luxury resale market can be as large as ~$200bn in the U.S.
when accounting for available luxury goods for resale in U.S. households.

Cowen’s Views on Un-Amazon-Able Characteristics Which Protect REAL for the Long-Term

Cowen views REAL as relatively immune to the Amazon threat due to its luxury and
resale focus and deep customer trust it has developed over time. Amazon can enter the
luxury market; however, the luxury sector is dependent on customer trust and elevated
shopping experience, which can be challenging for a marketplace model to execute. Further,
the second-hand luxury market requires a combination of authentication and real-time
customer consultation, which entails building a network of professional experts and an
extensive logistics infrastructure. Cowen believes REAL’s exceptional authentification
process and customer engagement are key barriers to entry and vital in driving long-term
growth.

Path to Positive Profitability by FY22 and Long-Term Financial Algorithms

We expect REAL to achieve positive profitability by FY22 (adj. EBITDA margin of 0.4% in
FY22E vs. -25.2% in FY19E) through sustained GMV and revenue growth in the high 20%
range, and substantial operating leverage across all expense buckets. We model REAL's
GMV increasing at a CAGR of +29% from FY19 to FY22, which is driven by the number of
orders growing with stable AOVs. Revenue growth will mirror GMV growth, assuming the
take rate stays flattish at ~37%. Due to a stable take rate and increasing shipping costs, we
estimate gross margin expansion to be modest.

Total operating leverage of +25pp will be a function of: 1) ~7pp leverage from marketing
efficiency, 2) ~9pp from Operations & Technology by leveraging rent and occupancy as
well as capitalizing on both inbound and outbound automation, and 3) ~10pp from SG&A
by achieving sales productivity and leveraging headcount. Longer-term, we believe the
financial algorithm will be a combination of ~20% GMV and revenue growth, gross margin in
the high 60% range, and adj. EBITDA of +25%.

Price Target of $32 Implies 30% Upside – Expensive But Worth It

Cowen's price target of $32 is based on our DCF analysis, which assumes a terminal growth
rate of ~2.5%, and a ~11% WACC. Our price target implies a ~30% upside to the current
level, and, based on our 2020 estimates, yields ~5.9x FY2 EV/Sales and ~9.2x FY2 EV/
Gross Profit. We acknowledge current valuation suggests a premium valuation compared
to the traditional luxury peers as well as the marketplace peer group. However, a premium
valuation is justified in our view, given REAL's ability to drive market share gains through
its scale and gather unique supply in a largely untapped luxury resale market. Further, we
note REAL's above-average sales growth vs. the luxury peers and higher gross margin rate
of mid 60% vs. the marketplace peers at mid 50% should warrant higher multiples.

Cowen's View on Key Risks to The RealReal Story

REAL's key risks include its ability to: 1) sustain a high take rate of ~37%, which is above
that of other platforms, 2) achieve positive profitability, and 3) increase new customer
retention and longevity. The biggest concern around the story is REAL's path towards
positive profitability as the company will depend on cash raised through IPO to fund the
business. We estimate that REAL will have FCF of ~$2mm by FY22 and Cash and Cash
equivalent balance of $197mm. Should the business not be able to expand margins from
this break-even point level, there will be a risk to funding the normal course of business.
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Executive Summary  

The RealReal has pioneered the luxury resale market by gaining scale and core 
capabilities that are difficult to replicate. We believe REAL’s competitive advantages in 
advanced single SKU management, sophisticated logistics infrastructure, and 
authentication will drive GMV growth in the high 20% range in the near to medium term. 
Further, REAL's rich data assets around customers and purchase history, and expertise 
in supply gathering with 180+ luxury managers will translate to market share gains, in 
our view.  

Longer-term, we expect key drivers of the financial algorithm to be: 1) growing its new 
and loyal customer base, 2) encouraging more buyers to become consignors and vice 
versa to increase customer lifetime value, and 3) automating key aspects of inbound and 
outbound processes to achieve operating leverage and scale the business. 

Revisiting Cowen’s 3Cs: Convenience, Curation, and Culture  

REAL embodies Cowen’s 3Cs – Convenience, Curation, and Culture – by providing one of 
the most convenient ways to consign second-hand luxury items, curating the vast 
product assortment comprised of single SKU items for buyers, and nurturing the culture 
of treasure hunt that the younger generation covets.  Cowen views companies that 
successfully integrate 3Cs have longevity and the potential to maintain leadership in a 
competitive market as these qualities set one company apart from other competitors. 
REAL has successfully built its business around these key components, which will be an 
integral part of driving sustained top-line growth.  

Cowen’s Proprietary Survey Suggests High Repeat Usage and Customer Satisfaction  

Cowen’s proprietary survey illustrates that the platform has a strong repeat rate with 
55% of respondents indicating they shopped more than last year and 39% of 
respondents noting they shopped the same amount as last year. Further, our survey 
indicates strong customer satisfaction with 96% of respondents rating 5 or 4 on their 
level of satisfaction (5 being the highest), which is attributable to authentication, 
convenience, and unique products the platform offers.   

Top-Line Growth in the High 20s Combined with Substantial Operating Leverage 
Potential  

We expect REAL’s GMV to grow at a CAGR of +29% from FY19 to FY22 driven by steady 
growth in the number of orders and average order values staying relatively flat at the 
current level of ~$450. Revenue growth will likely mirror GMV growth as we model 
flattish take rate at ~37% given potential pressures from product mix – note higher-end 
items carry a lower take rate. We estimate, by FY22, adj. EBITDA will be positive for the 
first time with operating leverage stemming from all three expense buckets – 
Marketing, Technology & Operations, and SG&A – with a very modest expansion in gross 
margin due to higher shipping costs and higher Direct segment as a % of total sales. 
Longer-term, REAL’s financial algorithm yields ~20% top-line growth, gross margin in 
the high 60% range and adj. EBITDA of ~25%.  

Valuation  

Our Price Target of $32 implies ~5.9x EV/Sales and ~9.2x EV/Gross Profit, which we 
acknowledge is expensive. However, we view REAL’s core competencies in the luxury 
resale market have the potential to yield the long-term financial algorithm of ~20% GMV 
growth, gross margin in the high 60% range, and adj. EBITDA of 25%+. Further, the 
luxury resale market provides an attractive backdrop as luxury consumption is shifting 
online and more younger consumers prefer resale. We believe these secular trends 
should continue to remain as a tailwind for REAL in the years ahead. 

 
Source: Cowen and Company 
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I. Scale Drives Capabilities and Competitive Advantages  

The RealReal is the largest online luxury consignment platform in the U.S. with 11.4mm 
cumulative members, and 9.4mm items sold since the inception and maintains its early 
leadership position with GMV of ~$1bn. We believe The RealReal provides trust to both 
consignors and buyers by authenticating all items sold on the platform with 100+ highly 
trained brand authenticators, gemologists, horologists, and art curators. Further, a 
flywheel and network effect is pronounced, which is critical to driving higher customer 
engagement and lifetime value, in our view. Factually, the platform has strong customer 
retention among loyal customers with ~80% of GMV generated by repeat consignors 
and ~82% of GMV driven by repeat buyers (FY18).  

We view that The RealReal’s scale drives unique capabilities and key competitive 
advantages that can fuel sustainable market share gains. We define REAL’s competitive 
advantages as: 1) superior supply gathering capabilities, 2) an advanced and capital 
intensive logistics and fulfillment infrastructure, 3) rich customer data and historical 
purchase data for predicting pricing and customer demand, and 4) high sales velocity 
and sell-through rates. Each competitive advantage creates a positive feedback loop 
that further enhances the customer experience by providing convenience, speed, and 
newness.  

Figure 1 Cowen’s View of REAL’s Competitive Advantages: Four Parts 

 
Source: Cowen and Company 
 

Cowen Defines Four Competitive Advantages  

1. Supply Gathering Is at the Heart of the Business Model 

Supply acquisition is one of the most important business drivers in a consignment model 
and The RealReal has the capability to manage single SKU items at scale and attract 
more consignors to the platform. We believe the business is most constrained by the 
level and quality of supply and demand follows supply as supported by the high sell-
through rate of ~96%. In FY18 alone, ~2.6mm new items (~7,000 items per day) were 
added to the platform, and the company has built the infrastructure to manage up to 
14,000 single-SKU items per day – this is double the number of new items consigned on 
the platform each day in FY18. Currently, the company has two primary channels 
through which consignors can put their items on the platform.  

 
Source: Cowen and Company, Company Reports 

 

White Glove
67%

Direct 
Shipping 26%

Vendor
7%

 
Source: Cowen and Company, Company Reports 
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The RealReal’s Supply Gathering 
Capabilities, Logistics, Data, and Speed 
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Figure 2 Supply Gathering Channels  

 
Source: Cowen and Company, Company Reports 
 

x White Glove (In-home, Luxury Consignment Offices, In-store) – 67% of GMV: 
The White Glove channel provides three options to consign luxury goods – in-
home, luxury consignment office, and in-store. Typically, the White Glove 
channel has an average of 15+ items per consignment with the highest number 
of items consigned with luxury managers visiting consignors’ homes. Currently, 
there are about 180+ luxury managers in more than 40+ markets. Consignors 
also have the option to visit 11 luxury consignment offices located in key metro 
markets – LA, San Francisco, Dallas, Chicago, Miami, NYC, and Washington DC 
– where complimentary valuations are also available. The last option is to visit 
three retail stores (2 in NYC and one in LA) and consignors can easily drop off 
items or receive complimentary consultations.  

x Direct Mailing – 26% of GMV: Direct shipping is the second most popular 
consignment channel where consignors can easily ship items to one of the four 
facilities. To better assist consignors, virtual consultations are provided via 
phone or video conferencing and all shipping is free. There is one more step 
involved with art pieces with consignors required to send in photographs and 
information for art curators to evaluate and provide an estimated price. All art 
pieces are arranged for pick-ups with a third-party the company partners with.  

x Vendor – 7% of GMV: The RealReal also has items consigned on the platform 
by vendors, which constitutes about ~7% of GMV. We do not expect this 
segment to grow bigger than the current level as the goal is to bring more 
individual consignors on the platform.  

2. Fulfillment & Logistics Sophistication – Inbound and Outbound Processes 

We are impressed with REAL’s fulfillment and logistics infrastructure that seamlessly 
manages single SKU, unique items with speed, efficiency, and accuracy. The inbound 
process entails: receiving items sent to facilities, authentication, copywriting (providing 
descriptions on conditions and details), photography, and pricing. On average, this 
process can take up to 11 days until items become available on the platform. The 
process involves sophisticated technology, logistics, and professional expertise, 
especially when it comes to authentication, and we believe REAL’s single SKU 
management process is difficult for competitors to replicate.  

On the outbound side, REAL has improved its ability to fulfill orders with speed as 
exemplified by REAL’s ability to ship more than 95% of packages within 24 hours of 

Currently, There Are 180+ Luxury 
Managers in More Than 40+ Markets 
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receiving orders. Further, in FY18, REAL shipped more than 3mm units to ~60 countries, 
which implies ~8,000 shipments per day. 

x Distribution Centers: Currently, REAL has four facilities where both inbound 
and outbound operations are fulfilled with 801 employees (as of March 2019). 
Four facilities combined yield total square footage of ~1mm and the last facility 
leased in 2018 in Perth is ~500k square feet, which is larger than three 
facilities combined. The company is in the process of bringing the newest 
facility center online and corresponding investments (in the form of both capex 
and opex) will continue in FY19, especially in the first half. The company 
expects to open additional facilities in FY21 and FY22 as the platform grows. 
We estimate capex associated with building out a new DC is about ~$20mm. 

Upside Opportunities to Automate Operations  

As REAL scales, the biggest task ahead is automating most of the inbound and outbound 
processes to create operational efficiency, which should translate to operating leverage 
and margin expansion. We consider key areas of automation in the near-term as pricing, 
photo-editing, and copywriting as the company leverages its rich data set built upon 8 
years of operation. For example, currently, ~35% of all units are priced automatically 
with a pipeline to automate pricing luxury shoes and clothing in 1H19 and Men’s 
clothing in 2H19. Over time, REAL expects to create more speed and efficiency to 
authentication with gemstones being the first category. Currently, REAL is working with 
University of Arizona to develop this technology so that jewelry can be inspected 
without unmounting the stone.  

3. Data Advantage  

We view REAL’s rich data asset will drive personalized customer experience and higher 
conversion. REAL has gathered over 9.4mm sales data (~400mm items viewed), which 
translate to customer, merchandise, and market insights that enable REAL to optimize 
marketing, pricing, and product curation. Given the vast product choices available, 
providing product curation according to customers’ preferences is vital to engaging 
customers. REAL has developed features that allow customers to receive multiple 
personalized feeds, and customers can add items to their collection of “obsessions.” 
Customers can filter items by different product categories, brands, prices, as well as 
conditions and select the heart sign next to items they covet. Customers can also have a 
side-by-side view of desired items, and buyers receive reminder notifications through 
email or the mobile app. In 2018, “obsessions” drove 36% of GMV and we consider this 
feature to play a bigger role in engaging and retaining both existing and new customers.    

 

 
Source: Cowen and Company 
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Figure 3 Data Driven Customer Experience  

 

Source: Cowen and Company, Company Reports (S-1 filing)  
 

4. Execution Matters: Sales Velocity & High Sell-Through Rates  

REAL’s robust supply gathering infrastructure combined with data analytics enables fast 
turnover of products, which attracts consignors and buyers to the platform. On the 
buyer side, the constant inflow of new items posted on the website is unparalleled in the 
market, given REAL’s scale (note 2.6mm new items were added to the platform in 2018). 
Luxury items on the platform turn fast with 60% of items sold within 30 days, and an 
additional 20% of total items sold within 30-90 days. Further, the platform has a sell-
through rate of ~96%, which limits the need for discounts to clear out products. The 
platform has breadth but lacks depth in products as each item is single SKU, and the 
scarcity of products creates urgency, which leads to a faster turnaround in supply.   

The platform also allows a real-time, single view of items on the website and in stores. 
When customers begin their transaction in a store, the status of the item being sold is 
updated instantly online to eliminate any duplicate purchases. For example, when items 
are on hold in stores, the status is updated on the website. These features enable buyers 
to look through items in real-time and fuel high sell-through rates. 

80% of Items are Sold Within 90 Days 

Proprietary Single View Inventory 
Availability System 
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Figure 4 Historical Sell-through Rate ($mm) 

 

Source: Cowen and Company, Company Presentation  
 

REAL’s fast-selling time is a pertinent factor that motivates consignors to consign their 
items on the platform. Further, consignment can be done easily through the mobile app 
or the website, which encourages first-time consignors to choose REAL over local 
consignment shops. We note about ~40% of REAL’s consignors are new to consignment.   
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 II. Leadership in a $200bn Market 

We are encouraged by the luxury resale’s inventory driven total addressable market of 
~$200bn in the U.S. and REAL is well-positioned to capture market share, in our view. 
We estimate that the current luxury consignment market is ~$7bn in size, of which 
REAL has about ~14% market share. We expect REAL to expand its share of the market 
by driving high 20% Gross Merchandise Value growth in the near to medium term, which 
depends on converting more consignors to buyers and vice versa as well as engaging 
new customers. 

As the convergence of consignors and buyers becomes magnified, a greater portion of 
GMV will be driven by repeat consignments and purchases, which will ultimately lead to 
long-term market share gains.  

Figure 5 Cowen’s View of Key Gross Merchandise Value Growth Drivers & Dynamics 

 
Source: Cowen and Company, Company Reports 

  
 

Cowen’s Gross Merchandise Value Forecast  

Historically, REAL’s GMV has grown at a CAGR of +42% (FY16-FY18), and we expect a 
robust growth trajectory with increasing demand for affordable luxury goods and total 
addressable market of ~$200bn. REAL also has the first-mover advantage in the space 
given its current leadership position and scale. We model GMV increasing at a CAGR of 
+29% (FY19-FY22) driven by growth in the number of orders with AOVs staying 
relatively flat. Longer-term we expect GMV growth to moderate to ~20%. 

We assume GMV growth to be driven by the number of orders increasing at a 3-year 
CAGR of +28% as more buyers and consignors are added to the platform and loyal 
customers increase their repeat consignments and purchases. In terms of AOVs, given 
Women’s fashion items tend to carry higher ticket values than both Men’s and Kid’s, as 
the newer categories expand, we believe there is a limitation in AOVs increasing 
substantially from the current level. However, should more customers choose to buy 
high-end jewelry, and home & art items, AOVs can grow over time.  

 

The U.S. Luxury Consignment Market is 
~$7bn of Which REAL Has 14% Market 

Share 

 

 
Source: Cowen and Company 
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Figure 6 Historical and Projected GMV & Number of Orders (GMV in $mm, number of orders in 000s) 

 
Source: Cowen and Company 

 

Figure 7 Historical and Projected AOVs (Average Order Values Per Buyer)   

 

Source: Cowen and Company 
 

How Cowen Approximates TAM 

Our analysis is based on quantifying annual luxury consumption that can be translated 
to resale opportunities and identifying the amount of luxury goods that currently 
remain available for resale.  

In 2018, the global luxury market totaled ~$260bn, of which the U.S. luxury market was 
~31% of the total (~$81b), per Bain & Company. The $81bn U.S. luxury market can be 
compartmentalized into apparel, beauty, handbags, jewelry, watches, and shoes. 
Excluding the beauty category (est. ~20% of total) and assuming about one half of the 
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total market can be recycled through the resale channel, the luxury resale market 
opportunity can be as large as ~$30-$35bn annually.  

Note this annual figure does not account for luxury items that have been purchased in 
prior years that can be resold, which we estimate can be 5-6x the annual market 
potential. Combining these two components, we calculate the current addressable 
luxury resale market can be $170-$190bn within the U.S. 

Figure 8 Resale Luxury Total Addressable Market in the U.S.  

 

Source: Cowen and Company 
 

Cowen’s Briefing on the Competitive Landscape In the Luxury Resale Market  

Within the luxury resale market, REAL has early-stage leadership with one of the most 
streamlined consignment processes that makes consignment convenient for all users, in 
our view. REAL’s exceptional customer experience is evident by its net promoter score 
of 74 from buyers (as of February 2019). REAL’s score is far above its resale peers and 
is comparable to best in class players across different verticals, such as Amazon, the 
Ritz-Carlton, and Nordstrom.  

Currently, competitors in the space are relatively small compared to REAL’s scale and 
breadth of assortment. Further, most luxury resale players either operate as a 
marketplace or purchase inventory from customers. We consider these non-
consignment models to carry the risk of having limited curation and quality control and 
owning inventory (for those that purchase goods from customers), which makes REAL’s 
consignment model more suitable for selling luxury second-hand items.  

Cowen’s Estimate of the Luxury Resale Market Growth Potential  

Currently, we infer that the overall resale market is ~$27bn in size with the potential to 
almost double in size by reaching ~$40bn by 2022. Of the $27bn resale market, we 
estimate that resale retailers focused on luxury constitute about a quarter of the market 

We Estimate the Overall Online Luxury 
Resale Market to be ~$3bn in Size and 

REAL Currently Has ~30% of Market Share 
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at ~$7bn with the potential to reach ~$11bn by 2022. Underpinning the market 
expansion is the digitally native luxury retailers, such as The RealReal, collectively 
growing at a 2019-2022 CAGR of ~29%, outpacing traditional luxury consignment shops 
growing at low-single digits. Within the luxury resale market, we believe the online 
luxury resale players' market share will expand by reaching $7bn from $3bn over the 
next couple of years. 

Figure 9 Online Luxury Resale Players ($bn) 

 

Source: Cowen and Company 
 

eBay Authenticate & Poshmark Authenticate  

The recent trend has been key marketplaces in resale launching their luxury-focused 
programs – for example, “eBay Authenticate” and “Poshmark Authenticate.” While these 
programs do provide authentication and have a flat commission fee of 80%, we note 
they charge a fee for authentication for items below $500 and have a relatively 
narrower assortment. “eBay Authenticate” operates as a consignment model but only 
focuses on Women’s handbags. Meanwhile, “Poshmark Authenticate” does accept all 
luxury goods; however, after luxury items are authenticated, items are shipped back to 
sellers – all shipping involves shipping charges.  

Farfetch’s Second Life 

Farfetch also has recently launched its resale platform, called “Second Life.” The 
program is relatively new and is currently only available in Europe. Farfetch pays out 
customers immediately upon review of products – only in Farfetch credit – which 
indicates Farfetch owns the inventory. Given the narrow geographic focus, we do not 
see “Second Life” posing any immediate threat to REAL. Further, we believe customers 
prefer the option of being paid in cash instead of Farfetch credit, which should draw 
more consignors to REAL. 

Brands Launching Own Resale Programs Could Be a Risk Factor in the Future  

We consider major European luxury brands launching their resale programs as a 
potential threat to REAL as this will constrain supply to the platform. While luxury 
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brands have not started to sell their second-hand products in the market, brands can 
pursue a luxury consignment business to control brand equity as resale becomes 
popular. We do not see the risk manifesting in the near-term; however, these efforts by 
brands could adversely affect the flow of the high-end luxury items that customers 
covet. 

 

Figure 10 REAL’s Direct Competition  

 
 Source: Cowen and Company, Company Websites 

 

Cowen’s The RealReal Survey Reaffirms the Platform’s Leadership in Luxury 
Consignment  

Cowen’s proprietary survey indicates that The RealReal is the preferred choice for a 
luxury resale platform with 25% of respondents choosing The RealReal as one of the top 
luxury consignment destinations. The second most popular luxury resale platform is 
Poshmark with 18% of respondents, which is followed by eBay at 11% of respondents. 
We believe these results are unsurprising as both Poshmark and eBay have been 
focusing on luxury items. However, we view that The RealReal is the only platform 
currently that offers a vast product offering with 100% authentic luxury items, which 
should compel more consignors and buyers to use REAL. 

Name
Consignment, 

Marketplace, or 
Inventory-owned

Price Focus 
Specialized 
Categories

Authentication
Free shipping label 

(y/n)
Professional listing 

& photo (y/n)
Commission Rates 
(% kept by sellers)

The RealReal Consignment Luxury Everything 
100% 

Authentication
Yes Yes 40%-85%

Rebag Inventory Owned High-end Luxury Handbags only Preliminary Review Yes n/a Up to 70% 

ebay Marketplace Mass Market Everything No n/a No 90%-98% plus various fees 

eBay Authenticate Consignment Luxury Handbags only
Yes (free for items 

over $500)
Yes Yes 80%

Poshmark Marketplace Mass Market Everything No n/a No
$2.95 for sales under $15

80% kept for items over $15

Poshmark Authenticate Marketplace Luxury Everything 
Yes (free for items 

over $500)
No No 80%

Grailed Marketplace Mass Market/Luxury Men's No No No 94% + Paypal fees

Goat Marketplace Mass Market/Luxury Sneakers No n/a n/a 90.5% + seller fee for a Seller
Second Life (FTCH – 
only in Europe)

Inventory Owned Luxury Everything Preliminary Review Yes (free collection) n/a For FTCH credit

Vestiaire Collective 
Marketplace/
Consignment 

Luxury Everything 
Yes (Authenticated 

once sold)
Yes No Up 75% for consignment 

Fashionphile
Consignment/Inventory 

Owned
Luxury Everything Yes Yes Yes

70% base and 85% for items over 
$3,000
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Figure 11 Cowen’s The RealReal Survey Question: Select up to five places you shop for used luxury 
item 

 
Source: Cowen’s The RealReal Survey July 2019 (n=100) 
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III. Un-Amazon-Ability: Luxury and Trust Set the RealReal Apart 

Cowen views that REAL is relatively “un-Amazon-able” compared to some retailers, 
given its luxury and resale focus, and customer trust built from time-tested execution. 
We believe achieving success in the luxury market requires a different set of expertise 
than operating a marketplace and luxury customers demand authenticity and trust in 
the products they purchase.  Further, the need for authentication is even more amplified 
for second-hand luxury items. In this regard, we believe there is a low probability of 
Amazon entering the luxury resale market over other consumer categories. 

I. The Luxury Resale Market Is an Industry that Amazon is Less Likely to Explore In 
Cowen’s View  

Amazon has gained market share rapidly across various consumer verticals, including 
fashion, and retailers are regularly exposed to the competitive pressure from Amazon. 
However, Amazon has not indicated a strong interest to enter the luxury personal goods 
space. We believe this is due to the need for ensuring all luxury items are authentic and 
providing exceptional customer service and elevated shopping experience. The luxury 
resale market adds another element of complication due to the need to authenticate 
second-hand goods. Further, luxury resale items are most suited to be sold via 
consignment vs. on a marketplace given the authentication factor, and Amazon is less 
likely to build expertise and allocate capital in this area to outcompete REAL, in our 
view.  

But Growth Prospects of the Luxury Resale Market Are Encouraging 

While Amazon may not be entering the luxury market, we view the luxury resale market 
has a long runway for growth as the market benefits from (1) robust +mid-single-digit 
growth in the overall luxury market, and (2) the circular economy increasingly becoming 
more popular among younger consumers. The global personal luxury goods market 
grew in the range of 5.5%-6.5% y/y in 2018, and we expect strong growth to remain in 
the +MSD% range. Further, luxury consumption is expected to shift more online to 25% 
of total consumption by 2025 from ~10% today. Another aspect of the resale market 
growth is increasing awareness and focus on sustainability by the younger generation. 
According to our research, the younger generation is more conscious of the 
environment, and they see pricing as one of the key factors that influence their purchase 
decisions.  

Luxury Players Are Moving Online Taking Share of the Online Market  

The luxury market has been relatively slow in moving towards online, given the high-
ticket price and the dominance of the Brick & Mortar experience among older 
demographics. However, as the younger generation of shoppers continues to drive 
overall luxury personal goods consumption, we expect online penetration to increase 
over time with luxury e-commerce players and traditional luxury brands propelling e-
commerce growth.  

Over the past few years, online penetration has increased reaching 10% in 2018, 
growing at a CAGR of +20% from 4% in 2013, and the penetration rate is projected to 
reach 25% by 2025 (per Bain & Company). In 2018, Millennials and Generation Z 
generated ~33% of luxury consumption, and these groups collectively are expected to 
generate more than half of total luxury consumption by 2025 (per Bain and Company). 
We note, at REAL, the age group below 35 is the largest age cohort among both 
consignors and buyers at 27% and 29% of total consumers, respectively.  

Elite Curation and Expert Authentication 
Are Key Points of Difference 
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Figure 12 Luxury Market Online Penetration  

 

Source: Cowen and Company 
 

II. Building Trust with Both Consignors and Buyers  

We consider trust as an integral part of a luxury experience and REAL has developed 
deep trust with both buyers and consignors by: (1) providing 100% authentication, (2) 
having a curated assortment of high quality and premium second-hand luxury items, 
and (3) building a network of highly trained and knowledgeable luxury managers who 
facilitate consignment. We view REAL has addressed various pain points associated with 
consignment and made the overall process convenient and efficient. Further, having 
consistent product descriptions with quality, professional photography that correctly 
displays the current condition of an item, and consistent and rigorous authentication 
standards enables REAL to drive repeat purchases and consignments. 

x Authentication: REAL implements a multi-point, brand-specific authentication 
process and currently employs +100 trained authenticators. Items are 
inspected with close attention to detail and authenticators focus on brand 
markings, date codes, serial tags, and or hologram stickers. For jewelry and 
watches, REAL includes an authentication certificate. While other competitors 
do provide authentication services, REAL is the only player that provides 100% 
authentication for free for all items and has an extensive network of 
authenticators. We view the scale and expertise sets REAL’s authentication 
apart from others, and this has been a point of differentiation for REAL. 
Further, REAL is at the forefront of automating some of the authentication 
processes, which will be difficult to replicate. 

x Curated Items: Given the breadth of products on REAL, it is critical that items 
are curated. The curation starts at the very beginning when luxury mangers 
visit consignors’ homes as they have data and analytics around brands and 
items that are currently in demand. REAL leverages data to predict which 
items will be most sought after and inform luxury managers to acquire on-
trend items. There is less of curation when items are directly shipped but the 
platform allows daily curation on the mobile app according to a customer’s 
history of purchase and taste.  

x Luxury Managers: 180+ luxury managers in more than 40+ markets are a 
critical aspect of building and maintaining trust with customers as they provide 
professional expertise and credibility. Further, consultation with consignors 

 

 
Source: Cowen and Company 

 

COWEN.COM18

COWEN

EQUITY RESEARCH

The RealReal

July 23, 2019



allows new consignors to easily try consignment as they help each consignor 
throughout the process by providing price estimates and expected selling time. 
Luxury managers operate on a point system, and they have personal 
relationships with clients, which is vital to driving sustainable inflow of high-
quality luxury goods. 

Cowen’s The RealReal Survey Indicates Authentication Is the Most Important Factor  

Our survey results support our thesis that The RealReal drives a strong repeat rate with 
customer trust developed from authentication, curation, and convenience. When asked 
to rank on a scale of 5 to 1 (5 being most important) factors such as authentication, 
unique products, pricing, customer service, website & mobile experience, and support, 
most customers indicated that authentication is highly important with 75% responding 
authentication is "most important" (rank 5). Curated and unique products were the 
second factor with most respondents providing a score of 5, which was followed by 
convenience. 

Figure 13 Cowen’s The RealReal Survey Question: On a scale of 5 (Very important) to 1 (Not 
important), What is the importance to you in The RealReal's area of: Authenticated 
Products? 

 
Source: Cowen’s The RealReal Survey July 2019 (n=100) 
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Figure 14 Cowen’s The RealReal Survey Question: On a scale of 5 (Very 
important) to 1 (Not important), What is the importance to 
you in The RealReal's area of: Unique Products? 

 Figure 15 Cowen’s The RealReal Survey Question: On a scale of 5 (Very 
important) to 1 (Not important), What is the importance to 
you in The RealReal's area of: Convenience? 

 

 

 
Source: Cowen’s The RealReal Survey July 2019 (n=100)  Source: Cowen’s The RealReal Survey July 2019 (n=100) 
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IV. Financial Model Leverage Points: Dissecting the Path to Profitability  

We estimate that REAL can achieve positive adjusted EBITDA by FY22 as the company 
achieves operating leverage with GMV and revenues growing at a 19-22 CAGR of ~29%. 
We believe margin expansion will be primarily driven by operating leverage across all 
expense buckets with gross margin expanding modestly.  

Longer-term, we expect the financial algorithm to be a combination of: 1) +20% GMV 
and revenue growth, 2) gross margin in the high 60% range, and 3) Adj. EBITDA margin 
at 25%+.  

Figure 16 Path to Breakeven Adj. EBITDA from FY19E (presented as a % of total sales) 

 
Source: Cowen and Company 

 

Revenue Growth to Be In-line With GMV Growth with Stable Take Rates 

Revenue is calculated as take rate times Net Merchandise Value, which is the remaining 
portion of GMV excluding cancellations and returns. We estimate that revenue will grow 
in line with GMV growth as we assume about ~28% of GMV is cancellation and returns, 
and the take rate is stable at around ~37% over time. REAL’s take rate is attractive 
compared to other market places and even above that of FTCH (~32%), which is most 
comparable to REAL in our view. 

Key Puts and Takes Behind Take Rate  

Take rate represents the portion of sales that is retained by The RealReal and typically 
commission rates (the portion paid to customers) vary depending on the type and price 
of items and the amount of net sales consignors have generated on the platform per 
year. For example, if a consignor has done more than +$10,000 in net sales, he or she 
will receive a commission rate of 70% on all items consigned. Therefore, the take rate 
can vary depending on the product mix – with more higher-end products sold, the take 
rate will be lower – as well as the percentage of loyal customers. 

 

 

 
Source: Cowen and Company 

 

 
2022 Is An Essential Turning Point as We 

Expect Profitability to Occur This Year 
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Figure 17 The RealReal Commission Rates By Items  Figure 18 Consignment Loyalty Program 

 

 

 

Source: Cowen and Company, Company Website  Source: Cowen and Company, Company Website 
 

Historically, the take rate has been around ~33% and with the recent increase in the 
take rate for items under $150 to 60%, we expect the overall take rate to increase to 
~36.5% in FY19. We currently do not model any step-change in commission rates and 
assume the take rate to stay flattish at ~37% going forward.   

Figure 19 Historical and Projected Take Rate  

 
Source: Cowen and Company, Company Reports  
 

We note compared to other marketplace platforms, The RealReal has the highest take 
rate even when compared to FTCH, which has an attractive take rate of ~32%. While the 
high take rate is at risk if other competitors offer higher commission rates to consigners, 
we note the company’s take rate is lower when compared to local consignment shops 
that typically ask for 50% commission rates. Further, REAL’s speed, convenience, and 
trust are key attributes that compel customers to consign items with REAL even when 
REAL may not have the highest commission rate.  

Item Commission Rates
85% - Watches with a resale list price of $2,500 or more

80%
- Handbags with a resale list price of $5,000 ore more
- Men's sneakers with a resale list price of $500 or more

70%

- Handbags with a resale list price of $1,000 to $4,999
- Watches with a resale list price of $1,000 to $2,499
- Jewelry with a resale list price of $1,000 or more
- Art items with a resale list price of $196 or more
- Home items with a resale list price of $1,000 or more 
(excluding furniture)

50%
- All items with an orignial resale list price of $146-$195
- Home items with a resale list price of $146 or more

40% - All items with an original resale list price of $145 or less 

Level & Commission Annual Net Sales & Benefits

VIP
70%

$10,000+
- +100 site credit

- Priority processing
- Free First Look Membership ($120 value over 12 months)

- Free cup of Sightglass coffee at stores

ICON
60%

$1,501-$9,999

INSIDER
55%

$0-$1,500
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Figure 20 The RealReal’s Take Rate Vs. Other Marketplace  

 

Source: Cowen and Company, Company Reports (as of FY18) 
 

Take Rate Sensitivity 

Using FY22 revenue as a proxy, we detail the sensitivity of take rate on revenue and adj. 
EBITDA. Our take rate is 36.9%, which yields total sales of $656mm. When varying the 
take rate by +/-50bps, total revenue changes by +/-$7mm, which has an impact on Adj. 
EBITDA by +/-$5.4mm, when assuming all else equal. 

Figure 21 Cowen’s Take Rate Sensitivity Analysis ($mm)  

 
Source: Cowen and Company 

 

Gross Margin Expansion Potential  

Gross margin expansion is a function of optimizing shipping expense, higher take rake, 
and having a lower percentage of Direct sales in the mix, given the Direct segment 
carries lower margins. We expect gross margin expansion will be relatively modest vs. 
operating expense leverage as shipping costs are largely variable, and we assume 
shipping costs to modestly increase in the near to medium term. Further, we believe the 
Direct segment will constitute a greater portion of total sales over time, albeit slowly, 
rising towards 15% of total sales in FY22 from 11% in FY18.  

Within the Consignment & Service segment, we expect gross margin to stay relatively 
flat in the ~72-73% range with some minor fluctuations in the rate each year. Based on 
our estimate, shipping expense constitutes about 60-65% of the segment’s cost of 
revenue (45-50% of the total cost of revenue), and the remainder is towards “other” 
items, such as credit card fees, customer service, packaging, site hosting, and inventory 

FY22E Take Rate 34.9% 35.4% 35.9% 36.4% 36.9% 37.4% 37.9% 38.4% 38.9%
Consignment Revenue $485 $492 $499 $506 $512 $519 $526 $533 $540
Total Revenue $628 $635 $642 $649 $656 $663 $670 $677 $684

Y/Y Growth 21.8% 23.1% 24.5% 25.8% 27.2% 28.5% 29.9% 31.2% 32.6%

Adj. EBITDA -$19.2 -$13.8 -$8.4 -$3.0 $2.4 $7.7 $13.1 $18.5 $23.9
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shrink. We view the scale benefit on both inbound and outbound shipping will be 
modest in the near-term, especially given the rising shipping cost environment. Over the 
longer-term, however, we anticipate REAL to better control shipping expenses as it 
gains both scale and skills to negotiate favorable terms, which will help expand gross 
margin to the high 60% range. For “other” cost of revenue, we assume most items in the 
bucket are variable. 

Figure 22 Composition of Total Cost of Revenue  

 
Source: Cowen and Company, Company Presentation 
 

With the Direct segment, which represents the company’s owned inventory sold on the 
platform, we estimate that product margin is around 27-30% and gross margin falls in 
the range of 18-20%. We note the cost of revenue in the Direct segment excludes 
shipping cost. We expect the Direct segment’s margin to stay in the 19%-20% range and 
assume ~7% of NMV can be attributed to Direct sales. However, should 
cancellations/returns become a larger portion of GMV, Direct sales may constitute a 
higher portion of sales.  

Leverage Points for Profitability: Operating Leverage Across All Expense Buckets  

We estimate, of the total expense leverage of ~+25pp (from FY19E to FY22E), variable 
expense leverage will be larger than that of fixed expense – this is partly due to realizing 
benefits from investments in inbound automation and optimizing marketing expense as 
REAL drives higher customer retention and allocates less expense towards new 
customer acquisition by optimizing marketing channels. From the breakeven point to 
our longer-term projection of reaching 25%+ EBITDA margin, total expense margin will 
decline driven mostly by fixed cost leverage. We expect the fixed and variable cost mix 
to remain in the 40%/60% range. We detail expense leverage by different expense 
buckets below. 
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Figure 23 Fixed vs. Variable Cost Analysis ($mm) – Cowen’s Estimates 

  
Source: Cowen and Company 

 

Marketing: Marketing is one of the areas that the company can attain operating 
leverage as GMV and revenue grow. As the platform gains scale, brand awareness and 
GMV generated by repeat customers will increase. Further, the company will continue to 
optimize marketing by shifting their marketing spend towards the highest ROI 
marketing channel. These factors will decrease customer acquisition costs in our view to 
$80 by FY22, which represents marketing expense leverage of 6.5pp (from F19E to 
FY22E). Note in FY14, customer acquisition cost was $224, which trended down over 
time to $139 in FY18. 

 

2016A 2017A 2018A 2019 2020 2021 2022
2022 vs. 

2018
Revenue $92 $134 $207 $304 $398 $516 $656

Fixed expense $41 $57 $91 $127 $159 $191 $219
Variable expense $61 $83 $120 $172 $206 $235 $265

Total expense $101 $139 $211 $299 $365 $426 $484

Growth rate
Revenue 45% 55% 46% 31% 30% 27%
Fixed expense 40% 60% 40% 25% 20% 15%
Variable expense 36% 45% 44% 19% 14% 13%
Total expense 38% 51% 42% 22% 17% 14%

Mix 
Fixed expense 40% 41% 43% 42% 44% 45% 45%
Variable expense 60% 59% 57% 58% 56% 55% 55%

Margins
Fixed expense 44% 42% 44% 42% 40% 37% 33% 10%
Variable expense 66% 62% 58% 57% 52% 46% 40% 17%
Total expense 110% 104% 102% 99% 92% 83% 74% 25%

COWEN.COM 25

COWEN

EQUITY RESEARCH

The RealReal

July 23, 2019



Figure 24 Cowen’s Estimate of Customer Acquisition Costs Per Customer 

 

Source: Cowen and Company, Company Reports  
 
 

Operations & Technology: Operations and Technology is the next bucket with 
substantial potential to decline as a percentage of total sales over time as the company 
leverages rent and occupancy costs, technology headcount, and operations 
management capabilities. Further, as most of the inbound – pricing, copywriting, and 
photography – as well as outbound processes become automated, we see less variable 
cost per consigned item over time. We model Ops & Tech as a % of sales improving by 
8.9pp to 37.6% over the same period (FY19E to FY22E). 

x In FY18, management has made several critical investments to build out the 
infrastructure to support top-line growth and achieve efficiency: 1) doubled 
warehouse capacity, 2) built out retail management team to support about ~2 
store openings in major metropolitan markets per year, and 3) invested in 
authentication and inbound operations and automating operations. As we lap 
and realize benefits from these investments, we believe the company can gain 
higher expense leverage especially in the Operations and Technology line.  

SG&A: We expect SG&A leverage to be 9.9pp from FY19E to FY22E as the company 
leverages public company expenses and headcount on the fixed cost side. The highest 
cost associated with acquiring supply is related to luxury managers’ compensation. 
While luxury managers do have the capability to bring in more goods by visiting 
consignors’ homes through personal relationships and customer engagement, REAL will 
continue to create efficiency by optimizing how it acquires consignment goods – 
utilizing its store footprint and encouraging more consignors to visit luxury consignment 
offices.  

FCF projection/Cash Flow Analysis  

REAL’s Free Cash Flow (FCF) has been negative and we expect trends to turn positive 
starting in FY22 as we model Adj. EBITDA to turn positive in the same year. We note 
due to higher SG&A spending from ~$6mm cost associated IPO and increased stock 
compensation, and lower gross margin, the magnitude of net loss is higher than the 
previous year in FY19. The trend should reverse starting FY20 and we estimate FCF of 
~$2mm in FY22. During the period of negative FCF, the company will fund the business 
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with cash generated from the IPO offering. According to our calculation, as of FY22, 
REAL’s cash and cash equivalent balance is $197mm with no debt outstanding.  

Capex as a percentage of sales has ranged between HSD% and L-teens% of sales and we 
expect an elevated level of capex in FY19 to ~10% of sales due to investments in 
merchandising and fulfillment centers. Management also expects a new fulfillment 
center in FY21, which should bring up capex to 9% of sales from 8% in FY20. In the 
years forward, capex is forecasted to be in the MSD% of sales range pending any major 
unexpected investments. We also note, within capex, ~2 store openings are included per 
year.   

Figure 25 Cowen’s Estimate of FCF Trajectory ($mm) 

 

Source: Cowen and Company 
 

Near-term Forecast – FY19 Projections  

In the near-term, we model GMV growth of +36% y/y – driven by +34% y/y growth in 
the number of orders and +2% in AOV. Revenue growth will outpace GMV growth 
reaching $304mm vs. $207mm LY (+46% y/y). Higher revenue growth vs. GMV growth 
is driven by the residual benefit of the change in the take rate on items below $150 in 
February 2019. The take rate is estimated to improve by ~+100bps to 36.5% from 
35.5% in FY18. 

Consolidated gross margin is expected to deleverage by -170bps y/y due to two factors: 
1) higher shipping costs partially offsetting the benefit from a higher take rate on items 
below $150 for the Consignment & Revenue segment, 2) higher Direct segment in the 
sales mix. We expect gross margin will improve modestly from this level going forward 
in our model.  

On the operating expense side, we estimate total expense as a % of sales to decline by 
300bps driven by both marketing and Ops & Tech expense leverage (460bps and 
360bps, respectively). Negative offsets are higher SG&A and stock compensation as a % 
of sales given costs related to IPO, which will be lapped in future years. Adj. EBITDA for 
the year is forecasted at -$76.6mm or -25.2% of total sales, which compares to  
-$56.9mm or -27.4% LY. 
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V. Cowen’s Analysis of Long-term Opportunities  

We believe upside to our current long-term GMV projection could stem from 
incremental sales driven by 1) international expansion, 2) store expansion into key 
metro markets, and 3) expanding both Men’s and Kid’s assortments. Cowen views that it 
would be most logical for REAL to enter the European market and, possibly through 
M&A, as it is capital intensive to build out facilities and infrastructure for consignment 
and authentication. By venturing into a new market, REAL will be able to gather more 
unique supply, which should translate to higher customer demand across countries. 
Stores will continue to be an accretive channel for REAL, given the attractive store 
economics and halo effects that stores create in major markets. Lastly, we see 
opportunities to expand Men’s and Kid’s categories as the platform diversifies its 
customer base.  

International Market Expansion Potential  

Our model currently does not assume any potential impact from international expansion 
and we do not expect any near-term impact. However, management has spoken about 
the possibility of expanding into other international markets over the long term. We 
believe there are substantial luxury resale opportunities in countries outside of the U.S., 
given Europe and Asia each constitutes ~32% of total luxury consumption. 

Figure 26 2018 Personal Luxury Goods by Regions   

 

Source: Cowen and Company, Bain & Company  
 

x How big is TAM in Asia and Europe? When applying the same analysis of 
quantifying the total addressable market in the U.S., we calculate that there is 
about ~$100-150bn of resale luxury opportunities in each region. For context, 
assuming each region generates about ~$80bn of luxury goods consumption 
and excluding the beauty category, we calculate that $60-$70bn of personal 
luxury goods are purchased annually. We assume about half can be recycled 
annually, which translates to about $30-$35bn of luxury goods available for 
resale. When multiplying this figure by 3-4x, which is slightly lower than the 
multiplier used for the U.S. given there is more of an active second-hand 
market in other countries, we arrive at our approximation of ~$100-$150bn 
market opportunity in each region. 
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x What Does It Mean for REAL? We think that the primary market for the 
platform will continue to be the U.S; however, REAL can consider expanding 
into major European cities, such as London and Paris, as an initial step. We do 
not foresee REAL having an extensive store footprint in each country. Rather, 
opening one or two locations in major cities with a localized online platform 
will define REAL’s international expansion strategy, in our view.  

x Sales Opportunity for REAL: We estimate that London and Paris’s population is 
close to ~10mm each. If we assume REAL can gain ~1% of market share by 
year three of operation in each city, this will equate to GMV sales of close to 
~$170mm in each city when assuming each person spends about the same 
amount as a U.S. consumer (~$1,700 per year). From a cost perspective, we 
assume the cost to build out one distribution center is about ~$20mm and the 
initial marketing cost to acquire new customers would be equivalent to ~$200 
per customer, which translates to $6-$8mm of marketing spend in each city in 
year one and another $6-$8mm related to SG&A spending. Accumulated 
expense for three years of operation will range between $36-48mm with 
revenues of $61mm and a take rate of ~36%. Based on these assumptions, we 
foresee the payback period to be roughly three years.   

x M&A Potential: One possible way for REAL to enter the European market will 
be via M&A as there are a lot of small competitors that have a geographic focus 
on Europe. We expect REAL to execute on international expansion as REAL 
achieves positive profit and FCF. When REAL is on track to achieve sustainable 
positive profitability, M&A may be a logical way to enter a new market without 
taking the risk of squandering capital in our view. 

x Risk Factors: We see more executional complexities for REAL in venturing into 
international markets vs. other retailers given REAL must implement its supply 
gathering process locally. We note REAL already ships to 60 countries and 
therefore, we do not believe it would be challenging to localize contents and 
websites to sell to buyers internationally. However, building out the 
infrastructure for acquiring supply and authentication could be burdensome 
and will require both time and capital.  

Store Expansion Opportunities  

Currently, REAL has three stores and we expect two openings per year in the near to 
medium term. Management has made it clear that they are looking to expand the store 
footprint at a measured pace and in key metro locations. Currently, there are 11 luxury 
consignment offices where consignors can drop off items and get free consultations and 
luxury managers are available in 40 key markets. While we do not expect stores are 
needed in every one of these markets, we see the potential for the store base to reach 
about 20 units overs time given: 1) stores’ AOVs are higher than the overall AOVs, 2) 
return rates are lower in stores, and 3) stores can increase brand awareness and serve 
as customer acquisition points.  

We acknowledge that cannibalization is a risk factor; however, we note each item is 
unique and all items in stores are available on the platform. Further, in the markets 
where stores are currently open, management saw an acceleration in both LA and NY 
market growth since openings. Therefore, we do not believe stores will pose a 
significant challenge to the overall business. 
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Figure 27 REAL’s Luxury Consignment Offices and Stores  

 

Source: Cowen and Company, Company Presentation  
 

x Store Economics are Attractive: Most mature luxury stores, on average, yield 
about $2,500 sales per square foot and we are impressed with REAL’s stores 
achieving a similar sales productivity level. Moreover, stores have higher AOVs 
of $800-$900 versus REAL's average AOVs of $446 and returns are much 
lower as customers can try on items and see products before making 
purchases. We believe these metrics reaffirm the attractiveness of having 
stores in key markets and having stores in each location can drive incremental 
sales for the overall platform, especially as brand awareness increases. One 
encouraging statistic is that upon openings, new buyer contribution in NYC and 
LA also increased – this indicates that stores can effectively serve as customer 
acquisition points.  

x What Will This Mean for GMV? We estimate each store location generates 
between $15-$20mm in GMV with some locations biased towards the high end 
of the range. This will translate to an incremental GMV opportunity of ~$250-
$350mm assuming REAL will open ~20 stores from the current footprint of 3 
stores.   
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Figure 28 Store AOV vs. REAL Average AOV (Per Customer)  Figure 29 Store Return Rate vs. REAL Average (%) 

 

 

 
Source: Cowen and Company   

 

Cowen’s The RealReal Survey Illustrates Customers Are Willing to Shop in Stores If 
There Are More Locations  

According to our survey, respondents expressed their willingness to shop in stores if 
REAL had more stores. Currently, 27% of respondents noted that they have shopped at 
one of the three stores. Meanwhile, 73% of respondents who never shopped at a 
RealReal store indicated they are willing to shop at a store if REAL had more stores. This 
demonstrates that opening stores can lead to higher customer engagement in the 
future. 

Figure 30 Cowen’s The RealReal Survey Question: Have you ever shopped at one of The RealReal 
stores? 

 

Source: Cowen’s The RealReal Survey July 2019 (n=100) 
 

Category Expansion  

REAL’s customers are predominantly female (for both consignors and buyers) and 
Women’s Fashion is the biggest category (67% of total). While the breakup of Women’s 
Fashion is not provided by the company, according to Cowen’s The RealReal survey, we 
estimate that Women's handbags and clothing are the most popular categories. 

$800-$900

$446 

Store AOV REAL Average
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Meanwhile, our survey indicates Men’s is about ~10% of the total, and as the platform 
grows, we expect Men’s Fashion to expand to the mid-20% range.  

Moreover, REAL has recently launched its Kid’s assortment, which we infer as 3-4% of 
the total. While the segment is relatively small, we see the appeal of reselling Kid’s 
clothing, given children tend to grow out of clothing or shoes fast. We expect Kid's 
category to expand to ~10% of the total in the future. 

Figure 31 REAL’s FY18 Category Mix  

 

Source: Cowen and Company 
 

Cowen’s The RealReal Survey on Key Product Categories 

It appears Women’s handbags and clothing are the two most popular categories among 
items purchased and consigned, followed by Women’s shoes. Currently, Men’s category 
is relatively underpenetrated, constituting 10% of total items purchased and 13% of 
total items consigned. Meanwhile, Kid’s category is at 3% of total items purchased and 
4% of total items consigned.  
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Figure 32 Cowen’s The RealReal Survey Question: What items have you 
purchased on The RealReal? 

 Figure 33 Cowen’s The RealReal Survey Question: What items have you 
consigned through The RealReal? 

 

 

 
Source: Cowen’s The RealReal Survey July 2019 (n=100)  Source: Cowen’s The RealReal Survey July 2019 (n=100) 
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VI. Valuation, Key Risks, Management Team  

Cowen’s View on Valuation  

Our price target of $32 is driven by our DCF analysis. Our DCF analysis assumes a 
terminal growth rate of ~2.5% and a Weighted-Average Cost of Capital of ~11%. At a 
price target of $32, REAL has an EV of ~$2.3bn, which implies ~5.9x FY2 EV/Sales and 
9.2x FY2 EV/Gross Profit on our 2020 estimates. The implied valuation compares to the 
peer group average of 7.7x EV/Sales, and 12.7x EV/Gross Profit. We note the overall 
peer group average is skewed by the above-average valuation of the commerce 
enablement group. Our peer group is comprised of 1) technology/market place, 2) global 
luxury retail, and 3) commerce enablement. 

REAL’s valuation is at a premium to the traditional luxury peer group and we believe 
this is justified, given 1) its strong GMV and revenue growth in the high 20% vs. 
traditional luxury players’ growth of +HSD% supported by an increase in the number of 
orders and buyers and consignors, 2) potential to gain substantial operating leverage 
through top-line growth and automation of key operating processes, and 3) 
opportunities to expand internationally.  

Figure 34 Valuation Table  

 
Source: Cowen and Company 

 

We also highlight when putting REAL’s current valuation among its 
Technology/Marketplace peers, REAL falls slightly below the regression line that 
reflects the relationship between sales growth and EV/Sales for companies in the group. 
We believe the below graph supports our price target and REAL’s impressive ~30% 
growth merits EV/Sales multiple of 5.9x. Lastly, when comparing against FTCH, which in 
our view is most comparable to REAL, valuation is at a discount to FTCH’s FY2 EV/Sales 
of ~7x and FY2 EV/Gross Profit of ~12x. 

FY1 FY2 FY1 FY2 FY1 FY2 FY1 FY2 FY2

Technology/Marketplace 7/22/2019
Alibaba Group Holding Ltd USD 174.00 453,021 n/a 437,704 52,758 11,568 22% 34.2% 30.4% 6.2x 4.7x 0.4x 0.4x 20.4x 15.5x 10.7x
Amazon.com Inc USD 1,985.63 977,589 31,985 1,009,574 241,545 37,109 15% 18.1% 17.7% 3.7x 3.1x 2.4x 2.0x 23.5x 18.7x 7.1x
eBay Inc USD 40.67 34,113 3,733 37,846 10,809 2,938 27% 0.9% 4.9% 3.5x 3.3x - - 10.3x 9.5x 4.3x
Eventbrite Inc USD 16.92 1,365 -337 1,028 292 -4 -1% 8.0% 17.0% 3.3x 2.8x - - nm 33.0x 4.3x
Farfetch Ltd USD 21.39 7,595 -1,045 6,551 602 -103 -17% 38.7% 33.6% 9.5x 7.1x 3.3x 2.4x nm nm 11.8x
Mercadolibre Inc USD 636.51 31,392 -2,201 29,289 1,592 20 1% 52.2% 39.1% 13.4x 9.6x 1.9x 1.5x nm nm 19.4x
Mogu Inc USD 2.55 273 n/a 1,320 150 -51 -34% 17.0% 33.8% 7.5x 5.6x 0.5x 0.4x nm 44.5x 7.1x
Pinduoduo Inc USD 20.14 23,410 n/a 19,062 2,279 n/a - 116.5% 65.6% 4.8x 2.9x 0.1x 0.1x nm 33.4x 3.7x
Sea Ltd USD 35.25 15,685 -1,597 14,093 1,024 n/a - 196.5% 35.2% 5.7x 4.3x - - nm nm 13.2x
Wayfair Inc USD 145.00 13,288 613 13,901 7,320 -267 -4% 35.8% 29.8% 1.5x 1.2x 1.5x 1.1x nm nm 4.8x
Adjusted Average 1% 51.8% 30.7% 5.9x 4.5x 1.5x 1.1x 18.1x 25.8x 8.6x

Global Luxury Retail
Burberry Group PLC GBP 2,306.00 9,488 -837 8,656 2,720 553 20% 3.8% 5.8% 3.1x 2.9x - - 14.5x 13.2x 4.3x
Canada Goose Holdings Inc USD 43.73 4,801 57 4,848 831 219 26% 24.7% 21.4% 4.7x 3.9x - - 16.5x 13.3x 5.9x
Capri Holdings Ltd USD 35.65 5,381 2,394 7,782 5,238 960 18% 14.7% 4.0% 1.3x 1.2x - - 6.6x 6.2x 2.0x
Hermes International SCA EUR 644.20 68,008 -3,424 64,588 5,966 2,315 39% 12.0% 8.2% 9.7x 8.9x - - 25.7x 23.6x 12.9x
Kering SA EUR 527.20 66,574 2,207 68,937 13,665 4,224 31% 15.4% 8.7% 4.4x 4.0x - - 13.2x 12.0x 5.5x
Lululemon Athletica Inc USD 187.75 24,459 89 24,548 3,421 901 26% 15.5% 14.6% 6.5x 5.6x - - 25.2x 21.8x 10.1x
LVMH Moet Hennessy Louis Vuitton SE EUR 384.80 194,490 6,422 202,576 46,826 12,156 26% 11.2% 7.0% 3.9x 3.6x - - 14.9x 13.8x 5.5x
Moncler SpA EUR 38.66 9,972 -450 9,523 1,420 471 33% 15.2% 12.6% 5.8x 5.2x - - 16.6x 14.8x 6.6x
Tiffany & Co USD 91.73 11,137 1,439 12,589 4,412 1,059 24% 1.8% 4.6% 2.8x 2.7x - - 12.0x 11.1x 4.2x
Adjusted Average 27% 12.7% 9.7% 4.7x 4.2x 16.1x 14.4x 6.3x

Commerce Enablement
Shopify Inc USD 335.24 37,597 -1,893 35,695 1,179 -81 -7% 41.0% 33.2% 23.6x 17.7x - - nm nm 31.2x
Square Inc USD 78.57 33,233 -43 33,189 3,589 39 1% -31.0% 34.2% 14.6x 10.9x - - nm 51.3x 15.2x
Adjusted Average -3% 5.0% 33.7% 19.1x 14.3x - 51.3x 23.2x

Average 8% 23% 25% 9.9x 7.7x 1.5x 1.1x 17.1x 30.5x 12.7x

The RealReal USD 24.79 2,106 -360 1,746 230 -64 -28% 46% 31% 5.8x 4.4x 1.8x 1.4x nm nm 6.8x

EVCompany Currency Net DebtPrice Market Cap
Revenue 

(LTM)
EBITDA 
(LTM)

EBITDA 
Margin

Sales Growth EV/Sales EV/GMV EV/Gross Profit EV/EBITDA

COWEN.COM34

COWEN

EQUITY RESEARCH

The RealReal

July 23, 2019



Figure 35 Technology/Marketplace Peer Group EV/Sales vs. Revenue Growth  

 
Notes: Excludes PDD, and MOGU 
Source: Cowen and Company, Thomson Reuters, Bloomberg 

 

Cowen’s Views on Key Risk Factors 

Failure to increase customer retention: One of the key competitive strengths of The 
RealReal is repeat buyers and consignors generating a high percentage of GMV. If the 
company is unable to retain customers, there can be risks to GMV growth. 

Take-rate contraction: The RealReal primarily generates revenues from collecting 
commissions on used luxury items sold on its platform. The take rate is at ~37%, but if 
the company has to offer higher economics to consignors to acquire supply, there is a 
risk to maintaining the current level of take rate.   

Competition: If other prominent marketplaces enter the resale space, The RealReal is 
likely to face higher competition. 

Luxury brands entering the resale market: Traditional luxury brands can enter the 
resale market to control their products, which can constrain the flow of popular used 
luxury items. This can be a headwind to REAL as key luxury brands generate a 
significant portion of demand.  

Failure to achieve or maintain profitability: The company has a history of losses and an 
inability to achieve profitability can be a risk to the overall story.  

Economic downturn: Luxury goods fall under consumer discretionary spending and 
when the macroeconomic conditions deteriorate, consumer confidence and spending 
can concurrently weaken.   
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Executive Management  

Julie Wainwright (President, CEO and Chairperson – 62) Ms. Wainwright founded The 
RealReal in 2011. Prior to The RealReal, Ms. Wainwright served as CEO of Pets.com and 
Reel.com. Ms. Wainwright is a graduate of Purdue University.  

Fredrik Bjôrk (Chief Technology Officer – 40) Mr. Bjôrk has served as CTO of The 
RealReal since May 2016 and prior to the current role, he was Vice President of 
Engineering. Prior to joining The RealReal, Mr. Bjôrk was a founding engineer for 
numerous startups.  

Matt Gustke (Chief Financial Officer – 45) Mr. Gustke has served as CFO of The RealReal 
since April 2013. Prior to joining The RealReal, Mr. Gustke served as Head of Strategy 
and CFO at StubHub. Mr. Gustke holds a degree in Finance and Entrepreneurial 
Management from the Wharton School at the University of Pennsylvania. 

Rati Sahi Levesque (Chief Operating Officer – 38) Ms. Levesque was promoted as COO in 
April 2019 from the role of Chief Merchant of The RealReal. Prior to joining The 
RealReal, Ms. Levesque opened a fashion boutique called Anica. Ms. Levesque holds an 
Economics major at the University of California Santa Cruz. 
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Appendix  

Cowen’s Illustration of the Competitive Landscape in the Resale Market  

Figure 36 Resale Market Competitive Landscape  

 
Source: Cowen and Company 
 

Cowen’s The RealReal Survey Demographics 

Figure 37 Respondents by Gender  Figure 38 Respondents by HHI 

 

  

Source: Cowen’s The RealReal Survey July 2019 (n=100)   
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Figure 39 Respondents by Age 

 
Source: Cowen’s The RealReal Survey July 2019 (n=100) 
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The RealReal Inc. (REAL)
FY16

$ in millions 2016A 2017A 2018A Q1 A Q2 Q3 Q4 2019F Q1 Q2 Q3 Q4 2020F Q1 Q2 Q3 Q4 2021F 2022F
Consignment & Service Revenue $83 $121 $184 $56 $60 $64 $77 $257 $76 $78 $84 $101 $338 $99 $101 $108 $130 $438 $555
Direct Revenue $10 $13 $23 $13 $10 $10 $13 $46 $17 $13 $14 $17 $60 $22 $17 $18 $21 $78 $101
Total Revenue $92.4 $133.9 $207.4 $69.3 $70.0 $74.8 $89.5 $303.6 $92.5 $90.5 $97.4 $117.7 $398.1 $121.4 $117.3 $126.0 $151.1 $515.8 $656.0

Consignment COGS $25.5 $35.7 $50.9 $15.9 $16.8 $17.6 $20.0 $70.4 $21.6 $21.6 $23.5 $27.4 $94.1 $28.1 $27.6 $30.3 $35.0 $121.0 $150.7
Direct COGS $7.7 $10.6 $19.6 $10.9 $8.1 $8.6 $10.3 $37.9 $13.6 $10.5 $11.1 $13.5 $48.7 $17.6 $13.5 $14.4 $17.3 $62.7 $81.8
Total COGS $33.2 $46.2 $70.5 $26.9 $24.9 $26.2 $30.3 $108.3 $35.2 $32.1 $34.6 $40.9 $142.7 $45.7 $41.0 $44.7 $52.3 $183.8 $232.6

Consignment Gross Profit $57.3 $85.6 $133.1 $40.3 $43.23 $46.8 $56.6 $187.0 $54.0 $56.0 $60.3 $73.6 $243.9 $71.3 $73.2 $78.1 $94.6 $317.1 $403.9
Direct Gross Profit $1.9 $2.1 $3.8 $2.1 $1.90 $1.8 $2.5 $8.3 $3.3 $2.4 $2.5 $3.2 $11.4 $4.3 $3.1 $3.2 $4.2 $14.9 $19.5
Gross Profit $59.2 $87.6 $136.9 $42.4 $45.1 $48.6 $59.1 $195.3 $57.3 $58.5 $62.8 $76.8 $255.4 $75.7 $76.3 $81.3 $98.8 $332.0 $423.4

Marketing $28 $37 $42.0 $11.7 $11.7 $12.7 $11.4 $47.5 $12.0 $12.1 $14.1 $11.9 $50.2 $13.2 $13.3 $15.6 $13.0 $55.2 $59.9
Operations & Tech $38 $58 $103.8 $31.0 $34.5 $36.6 $38.7 $140.9 $39.7 $41.8 $44.9 $49.5 $175.9 $49.7 $51.7 $53.9 $56.7 $212.0 $246.3
SG&A $34 $43 $61.3 $21.0 $24.9 $25.6 $25.8 $97.2 $27.7 $30.2 $29.1 $28.9 $115.8 $30.2 $33.5 $33.1 $34.7 $131.4 $145.3
Stock Based Compensation $2 $2 $3.8 $1.9 $3.2 $3.7 $4.8 $13.7 $5.3 $5.7 $5.7 $6.0 $22.7 $6.3 $6.7 $6.9 $7.6 $27.5 $32.8
Total Operating Expense $101 $139 $210.8 $65.6 $74.4 $78.6 $80.8 $299.4 $84.7 $89.8 $93.8 $96.3 $364.7 $99.3 $105.2 $109.6 $112.0 $426.0 $484.3
Adj. Operating Expense $100 $138 $205.1 $63.7 $71.2 $74.9 $75.9 $285.7 $79.4 $84.1 $88.1 $90.3 $342.0 $93.0 $98.5 $102.6 $104.4 $398.6 $451.5

D&A $3 $6 $9.3 $2.8 $3.3 $3.7 $4.1 $13.8 $4.2 $4.3 $4.6 $4.9 $18.0 $5.5 $5.9 $6.3 $6.8 $24.4 $30.5

Operating Income ($42.1) ($51.8) ($73.9) ($23.2) ($29.3) ($30.0) ($21.7) ($104.2) ($27.4) ($31.3) ($31.1) ($19.5) ($109.3) ($23.7) ($28.9) ($28.2) ($13.2) ($94.0) ($60.9)
Adj. Operating Income ($40.4) ($49.9) ($68.1) ($21.3) ($26.1) ($26.2) ($16.8) ($90.4) ($22.1) ($25.6) ($25.3) ($13.5) ($86.6) ($17.3) ($22.2) ($21.3) ($5.7) ($66.6) ($28.1)

EBITDA ($39.0) ($46.1) ($64.6) ($20.4) ($26.0) ($26.3) ($17.6) ($90.3) ($23.2) ($27.0) ($26.5) ($14.6) ($91.3) ($18.2) ($23.1) ($21.9) ($6.4) ($69.6) ($30.4)
Adj. EBITDA ($37.3) ($44.3) ($56.9) ($18.5) ($22.8) ($22.6) ($12.8) ($76.6) ($17.9) ($21.3) ($20.7) ($8.6) ($68.6) ($11.9) ($16.4) ($15.0) $1.1 ($42.1) $2.4

Net Interest (Income) $0.5 $0.4 $0.1 ($0.3) ($1.1) ($1.1) ($1.0) ($3.5) ($0.8) ($0.7) ($0.8) ($0.8) ($3.1) ($0.7) ($0.5) ($0.5) ($0.5) ($2.2) ($2.0)
Other Expense ($0.3) $0.1 $1.7 $0.3 $0.1 $0.1 $0.1 $0.6 $0.1 $0.1 $0.1 $0.1 $0.4 $0.1 $0.1 $0.1 $0.1 $0.4 $0.4

Profit Before Taxes ($42.3) ($52.3) ($75.7) ($23.2) ($28.3) ($29.0) ($20.7) ($101.2) ($26.6) ($30.8) ($30.4) ($18.8) ($106.6) ($23.0) ($28.5) ($27.8) ($12.8) ($92.2) ($59.3)

Provision for income taxes $0.1 $0.1 $0.1 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0

Net Income ($42.5) ($52.3) ($75.8) ($23.2) ($28.3) ($29.0) ($20.7) ($101.2) ($26.6) ($30.8) ($30.4) ($18.8) ($106.6) ($23.0) ($28.5) ($27.8) ($12.8) ($92.2) ($59.3)

EPS ($0.37) ($0.33) ($0.31) ($0.22) ($1.23) ($0.28) ($0.32) ($0.32) ($0.20) ($1.12) ($0.24) ($0.30) ($0.29) ($0.13) ($0.96) ($0.60)

Diluted Shares 62.53 85.32 93.38 93.85 83.77 94.32 94.79 95.26 95.74 95.03 95.50 95.98 96.46 96.94 96.22 98.14

Growth Y/Y
Total Revenue Y/Y 45% 55% 49% 49% 44% 44% 46% 34% 29% 30% 32% 31% 31% 30% 29% 28% 30% 27%
Consignment Gross Profit 40% 43% 38% 38% 34% 43% 38% 35% 28% 33% 37% 34% 30% 28% 29% 28% 29% 25%
Direct Gross Profit 37% 85% 155% 110% 60% 69% 93% 24% 30% 30% 31% 28% 30% 28% 29% 28% 29% 30%
Gross Profit 39% 52% 69% 56% 42% 51% 54% 31% 29% 32% 35% 32% 30% 28% 29% 28% 29% 27%

Marketing 29% 15% 22% 27.0% 20.0% -9.0% 13.2% 3.0% 3.5% 11.0% 4.0% 5.5% 9.7% 9.9% 10.9% 9.5% 10.0% 8.5%
Operations & Tech 54% 79% 47% 52.0% 30.8% 21.0% 35.8% 28.0% 21.0% 22.5% 28.0% 24.9% 25.0% 23.6% 20.2% 14.5% 20.5% 16.2%
SG&A 28% 43% 58% 78.0% 70.0% 36.0% 58.6% 32.0% 21.0% 14.0% 12.0% 19.1% 9.0% 11.0% 13.5% 20.0% 13.4% 10.6%
Stock Based Compensation 6% 103% 254% 373% 136% 411% 265% 173% 77% 54% 24% 66% 20% 17% 21% 26% 21% 19%
Total Operating Expense 38% 51% 47% 60% 42% 25% 42% 29% 21% 19% 19% 22% 17% 17% 17% 16% 17% 14%

EBIT nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm
EBITDA nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm
Adj. EBITDA nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm

Net Income nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm
EPS nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm nm

Margins
Consignment Gross Margin 69.2% 70.6% 72.4% 71.6% 72.0% 72.6% 73.9% 72.6% 71.4% 72.2% 71.9% 72.9% 72.2% 71.7% 72.6% 72.0% 73.0% 72.4% 72.8%
Direct Gross Margin 19.8% 16.5% 16.2% 16.1% 19.1% 17.7% 19.3% 18.0% 19.6% 18.7% 18.3% 19.4% 19.0% 19.7% 18.8% 18.4% 19.5% 19.1% 19.2%
Gross Margin 64.0% 65.5% 66.0% 61.2% 64.5% 65.0% 66.1% 64.3% 62.0% 64.6% 64.4% 65.3% 64.1% 62.3% 65.0% 64.5% 65.4% 64.4% 64.5%

Marketing 31% 27% 20% 17% 16.8% 17.0% 12.8% 15.7% 13.0% 13.4% 14.5% 10.1% 12.6% 10.9% 11.4% 12.4% 8.6% 10.7% 9.1%
Operations & Tech 41% 43% 50% 45% 49.3% 48.9% 43.3% 46.4% 43.0% 46.2% 46.1% 42.1% 44.2% 40.9% 44.0% 42.8% 37.5% 41.1% 37.6%
SG&A 36% 32% 30% 30% 35.6% 34.1% 28.8% 32.0% 29.9% 33.3% 29.9% 24.6% 29.1% 24.8% 28.5% 26.2% 22.9% 25.5% 22.1%
Stock Based Compensation 2% 1% 2% 3% 4.6% 5.0% 5.4% 4.5% 5.7% 6.3% 5.9% 5.1% 5.7% 5.2% 5.7% 5.5% 5.0% 5.3% 5.0%
Total Operating Expense 110% 104% 102% 95% 106.3% 105.1% 90.3% 98.6% 91.6% 99.2% 96.3% 81.9% 91.6% 81.8% 89.7% 87.0% 74.1% 82.6% 73.8%

EBIT Margin -46% -39% -36% -34% -41.8% -40.1% -24.2% -34.3% -29.6% -34.6% -31.9% -16.6% -27.5% -19.5% -24.7% -22.4% -8.7% -18.2% -9.3%
EBITDA Margin -42% -34% -31% -29% -37.1% -35.2% -19.7% -29.8% -25.1% -29.8% -27.2% -12.4% -22.9% -15.0% -19.7% -17.4% -4.2% -13.5% -4.6%
Adj. EBITDA Margin -40% -33% -27% -27% -32.5% -30.2% -14.3% -25.2% -19.4% -23.5% -21.3% -7.3% -17.2% -9.8% -14.0% -11.9% 0.8% -8.2% 0.4%
D&A 4% 4% 4% 4.7% 4.9% 4.6% 4.6% 4.5% 4.8% 4.7% 4.2% 4.5% 4.5% 5.0% 5.0% 4.5% 4.7% 4.7%

Net Interest 0.5% 0.3% 0.1% 0% -1.6% -1.4% -1.2% -1.2% -0.9% -0.8% -0.8% -0.7% -0.8% -0.6% -0.4% -0.4% -0.4% -0.4% -0.3%
Other expense -0.3% 0.0% 0.8% 0% 0.1% 0.1% 0.1% 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1% 0.1%
Tax rate

Bps Change
Consignment Gross Margin 142 178 -12 80 140 -75 28 -20 20 -70 -100 -47 30 40 10 10 21 45
Direct Gross Margin -334 -33 -559 -70 550 640 180 350 -40 60 10 106 10 10 10 10 10 10
Gross Margin 144 56 -468 -149 70 -156 -170 79 12 -56 -80 -18 34 44 10 10 22 18

Marketing -329 -707 -382 -290 -345 -746 -459 -385 -334 -250 -268 -306 -213 -204 -206 -149 -190 -157
Operations & Tech 266 669 -49 97 -508 -824 -362 -186 -316 -289 -116 -223 -204 -213 -324 -456 -309 -355
SG&A -433 -253 165 580 515 -171 247 -35 -228 -424 -428 -293 -507 -478 -365 -161 -363 -332
Stock Based Compensation -51 43 161 315 194 388 271 292 170 90 -30 119 -50 -60 -40 -10 -38 -33
Total Operating Expense -548 -248 -104 701 -144 -1354 -303 -315 -709 -874 -843 -703 -975 -954 -936 -776 -900 -877

EBIT Margin 691 304 -363 -851 215 1198 133 394 721 817 763 686 1009 998 946 786 922 895
EBITDA Margin 777 331 -388 -836 251 1202 140 439 731 797 728 683 1009 1018 976 816 943 887
Adj. EBITDA Margin 725 567 -227 -521 -327 1590 218 730 901 887 698 801 959 958 936 806 905 854
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The RealReal Inc. (REAL)
FY16 19-22

$ in millions 2016A 2017A 2018A Q1 A Q2 Q3 Q4 2019F Q1 Q2 Q3 Q4 2020F Q1 Q2 Q3 Q4 2021F 2022F CAGR
TTM Active Buyers (in K) 204 291 416 457
Growth y/y 42% 43% 40%
Growth q/q 10%
Net additions q/q 42
TTM Orders / TTM Buyers 4.1 3.9 3.8 3.8

# of Orders (in K) 842 1,123 1,595 498 493 538 609 2,139 635 633 698 796 2,763 820 813 904 1,020 3,557 4,503 28%
x AOV $421 $438 $446 $450 $456 $433 $472 $453 $455 $459 $436 $472 $455 $458 $458 $435 $474 $456 $457 0%
= GMV $354 $492 $711 $224 $225 $233 $287 $969 $289 $291 $304 $376 $1,260 $376 $373 $393 $483 $1,625 $2,057 29%

- Total returns/Cancels $100 $143 $204 $64 $62.18 $63 $80 $270 $81 $81 $82 $105 $349 $105 $103 $106 $135 $449 $567
as % of GMV 28% 29% 29% 28% 27.7% 27.2% 28.0% 27.8% 28.1% 27.7% 27.0% 28.0% 27.7% 28.0% 27.7% 27.0% 28.0% 27.7% 27.6%

= Net Merchandise Value (NMV) $255 $349 $507 $161 $163 $170 $207 $700 $208 $210 $222 $271 $911 $270 $269 $287 $348 $1,175 $1,490 29%

- Direct Revenue $10 $13 $23 $13 $10.0 $10.4 $12.8 $46.2 $16.9 $12.9 $13.6 $16.7 $60.1 $21.9 $16.6 $17.6 $21.5 $77.6 $101.4
as % of NMV $0 4% 5% 8% 6% 6% 6% 7% 8% 6% 6% 6% 7% 8% 6% 6% 6% 7% 7%

= Consigned NMV $245 $337 $483 $148 $153 $159 $194 $654 $191 $197 $208 $254 $851 $249 $253 $269 $327 $1,098 $1,389

x Consignment Take Rate 32.7% 33.7% 35.5% 35.3% 36.6% 37.2% 36.6% 36.5% 36.8% 36.7% 36.9% 36.6% 36.8% 36.9% 36.9% 37.0% 36.8% 36.9% 36.9%
bps change 101 179 20 111 75 167 99 148 11 -27 3 31 8 15 13 19 14 1

= Consignment Revenue $80.02 $113.35 $171.39 $52.14 $55.86 $59.18 $71.12 $238.30 $70.33 $72.40 $76.93 $93.13 $312.79 $91.73 $93.24 $99.78 $120.28 $405.02 $512.58

+ Service Revenue $2.80 $7.87 $12.60 $4.10 $4.2 $5.3 $5.6 $19.1 $5.3 $5.2 $6.9 $7.8 $25.2 $7.7 $7.5 $8.6 $9.3 $33.2 $42.1
as % of NMV 1% 2% 2% 3% 2.6% 3.1% 2.7% 2.7% 2.6% 2.5% 3.1% 2.9% 2.8% 2.9% 2.8% 3.0% 2.7% 2.8% 2.8%

= Consignment & Service Revenue $82.8 $121.2 $184.0 $56.2 $60.0 $64.4 $76.7 $257.4 $75.6 $77.6 $83.8 $100.9 $338.0 $99.4 $100.7 $108.4 $129.6 $438.2 $554.6

+ Direct Revenue (from row 24) $10 $13 $23 $13 $10 $10 $13 $46 $17 $13 $14 $17 $60 $22 $17 $18 $21 $78 $101
= Total Revenue $92.4 $133.9 $207.4 $69.3 $70.0 $74.8 $89.5 $303.6 $92.5 $90.5 $97.4 $117.7 $398.1 $121.4 $117.3 $126.0 $151.1 $515.8 $656.0 29%

Growth Y/Y
Order # Growth Y/Y 33% 42% 40% 37% 32% 29% 34% 27% 28% 30% 31% 29% 29% 28% 29% 28% 29% 27%
AOV Growth Y/Y 4% 2% 1% 1% 4% 2% 2% 1% 1% 1% 0% 1% 1% 0% 0% 0% 0% 0%
GMV Growth Y/Y 39% 44% 42% 38% 36% 32% 36% 29% 29% 30% 31% 30% 30% 28% 29% 28% 29% 27%
NMV Growth Y/Y 37% 45% 42% 40% 37% 35% 38% 29% 29% 31% 31% 30% 30% 28% 29% 28% 29% 27%
Direct Revenue Y/Y 32% 85% 138% 108% 71% 82% 98% 29% 29% 31% 31% 30% 30% 28% 29% 28% 29% 31%
Consignment Revenue Y/Y 42% 51% 38% 42% 38% 39% 39% 35% 30% 30% 31% 31% 30% 29% 30% 29% 29% 27%
Service Revenue Y/Y 181% 60% 33% 52% 77% 46% 51% 29% 25% 31% 41% 32% 45% 44% 25% 20% 32% 27%
Total Revenue Y/Y 45% 55% 49% 49% 44% 44% 46% 34% 29% 30% 32% 31% 31% 30% 29% 28% 30% 27%

Growth Q/Q
Order # Growth Q/Q 6% -1% 9% 13% 4% 0% 10% 14% 3% -1% 11% 13%
AOV Growth Q/Q -3% 1% -5% 9% -4% 1% -5% 8% -3% 0% -5% 9%
GMV Growth Q/Q 3% 0% 4% 23% 0% 1% 5% 24% 0% -1% 5% 23%
NMV Growth Q/Q 4% 1% 4% 22% 0% 1% 6% 22% 0% 0% 7% 21%
Direct Revenue Q/Q 85% -23% 4% 23% 32% -23% 5% 23% 31% -25% 6% 22%
Consignment Revenue Q/Q 2% 7% 6% 20% -1% 3% 6% 21% -2% 2% 7% 21%
Service Revenue Q/Q 7% 1% 26% 6% -5% -2% 32% 14% -1% -3% 15% 9%
Total Revenue Q/Q 12% 1% 7% 20% 3% -2% 8% 21% 3% -3% 7% 20%

Source: Cowen and Company

FY22EFY17 FY18 FY19E FY20E FY21E

COWEN.COM40

COWEN

EQUITY RESEARCH

The RealReal

July 23, 2019



 

 

The RealReal Inc. (REAL)
FY16

$ in millions 2016A 2017A 2018A Q1 A Q2 Q3 Q4 2019F Q1 Q2 Q3 Q4 2020F Q1 Q2 Q3 Q4 2021F 2022F

Cash and Cash Equivalents $35.9 $28.9 $61.5 $103.0 $368.7 $352.6 $334.8 $334.8 $294.9 $266.3 $255.7 $249.4 $249.4 $227.6 $184.9 $189.2 $195.0 $195.0 $196.8
Account Receivable $3.4 $10.2 $10.2 $11.3 $11.1 $9.5 $10.1 $10.1 $13.8 $10.6 $12.3 $13.8 $13.8 $16.2 $13.9 $15.5 $17.6 $17.6 $19.8
Inventory $2.7 $14.1 $14.1 $10.5 $11.9 $11.6 $14.3 $14.3 $14.1 $15.9 $15.5 $19.5 $19.5 $18.5 $20.9 $20.5 $25.7 $25.7 $33.6
Prepaid & Other Current Assets $2.0 $4.4 $9.7 $12.1 $12.9 $12.8 $13.0 $13.0 $13.9 $14.2 $15.5 $15.2 $15.2 $16.2 $16.4 $18.1 $17.8 $17.8 $20.3

Total Current Assets $44.0 $46.9 $89.1 $136.9 $404.6 $386.5 $372.1 $372.1 $336.7 $307.1 $299.0 $297.9 $297.9 $278.4 $236.0 $243.4 $256.1 $256.1 $270.6
Fixed Assets $14.9 $23.4 $33.3 $35.2 $40.0 $42.0 $50.3 $50.3 $61.5 $63.5 $65.4 $66.5 $66.5 $76.2 $89.0 $89.9 $89.9 $89.9 $102.1
Restricted Cash & Other LT Assets $4.0 $5.7 $13.0 $14.9 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6 $15.6

Total Long Term Assets $18.9 $29.1 $46.3 $50.2 $55.6 $57.6 $65.8 $65.8 $77.0 $79.1 $81.0 $82.1 $82.1 $91.8 $104.6 $105.5 $105.5 $105.5 $117.6
Total Assets $62.9 $76.0 $135.4 $187.1 $460.2 $444.1 $438.0 $438.0 $413.7 $386.2 $380.0 $380.1 $380.1 $370.2 $340.6 $348.9 $361.6 $361.6 $388.2

Accounts Payable $7.5 $6.8 $6.8 $5.2 $9.0 $9.4 $10.6 $10.6 $11.0 $11.0 $12.2 $13.6 $13.6 $14.5 $14.4 $16.4 $17.5 $17.5 $22.7
Accrued Commissions $17.7 $28.7 $35.3 $36.6 $32.7 $37.9 $45.1 $45.1 $41.9 $42.7 $50.4 $57.9 $57.9 $54.5 $50.0 $66.0 $73.9 $73.9 $92.6
Returns Liability $6.8 $9.3 $14.3 $11.2 $10.9 $12.5 $15.4 $15.4 $15.3 $13.5 $15.8 $18.8 $18.8 $19.8 $17.4 $20.4 $24.0 $24.0 $30.1
Other Current Liabilities $15.3 $19.8 $33.6 $37.3 $38.0 $39.9 $44.9 $44.9 $47.4 $45.8 $53.3 $57.7 $57.7 $62.6 $61.7 $69.9 $75.3 $75.3 $98.4

Total Current Liabilities $47.2 $65.4 $88.4 $90.3 $90.6 $99.7 $116.0 $116.0 $115.6 $113.1 $131.6 $148.0 $148.0 $151.3 $143.5 $172.7 $190.7 $190.7 $243.8
Long Term Debt $12.1 $10.8 $3.3 $2.5 $1.8 $1.0 $0.3 $0.3 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Other Noncurrent Liabilities $3.4 $3.5 $7.3 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9 $7.9

Total Liabilities $62.8 $79.6 $98.9 $100.7 $100.3 $108.7 $124.1 $124.1 $123.5 $121.0 $139.5 $155.9 $155.9 $159.3 $151.5 $180.6 $198.6 $198.6 $251.7
Mezzanine Equity $0.0 $198.3

Total Equity $0.1 ($3.6) $36.5 $86.4 $360.0 $335.4 $313.9 $313.9 $290.2 $265.1 $240.5 $224.1 $224.1 $211.0 $189.1 $168.2 $163.0 $163.0 $136.5

Total Liabilities & Equity $62.9 $76.0 $135.4 $187.1 $460.2 $444.1 $438.0 $438.0 $413.7 $386.2 $380.0 $380.1 $380.1 $370.2 $340.6 $348.9 $361.6 $361.6 $388.2

Check TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE

LTM Consignment Sales $83 $121 $184 $199 $217 $236 $257 $257 $277 $294 $314 $338 $338 $362 $385 $410 $438 $438 $555
LTM Direct Sales $10 $13 $23 $31 $36 $40 $46 $46 $50 $53 $56 $60 $60 $65 $69 $73 $78 $78 $101
LTM Sales $92 $134 $207 $230 $253 $276 $304 $304 $327 $347 $370 $398 $398 $427 $454 $482 $516 $516 $656
LTM GMV $354 $492 $711 $776 $838 $900 $969 $969 $1,034 $1,100 $1,171 $1,260 $1,260 $1,346 $1,428 $1,517 $1,625 $1,625 $2,057

LTM Consignment COGS $26 $36 $51 $55 $60 $64 $70 $70 $76 $81 $87 $94 $94 $101 $107 $113 $121 $121 $151
LTM Direct Sales COGS $8 $11 $20 $26 $30 $34 $38 $38 $41 $43 $45 $49 $49 $53 $56 $59 $63 $63 $82
LTM COGS $33 $46 $70 $81 $90 $98 $108 $108 $117 $124 $132 $143 $143 $153 $162 $172 $184 $184 $233

Inventory
Inventory Turnover 2.9x 0.7x 1.4x 2.5x 2.6x 2.9x 2.7x 2.7x 2.9x 2.7x 2.9x 2.5x 2.5x 2.9x 2.7x 2.9x 2.4x 2.4x 2.4x
Days Inventory 128 489 263 146 142 125 137 137 127 135 124 146 146 128 137 127 150 150 150

Accounts Receivables
A/R Turnover 27.0x 13.1x 20.3x 20.4x 22.9x 29.1x 30.1x 30.1x 23.7x 32.7x 30.1x 28.9x 28.9x 26.4x 32.7x 31.1x 29.4x 29.4x 33.1x
Days Receivables 14 28 18 18 16 13 12 12 15 11 12 13 13 14 11 12 12 12 11

Accounts Payable
A/P Turnover 4.5x 6.8x 10.4x 15.5x 10.0x 10.4x 10.2x 10.2x 10.6x 11.3x 10.8x 10.5x 10.5x 10.6x 11.3x 10.5x 10.5x 10.5x 10.2x
Days Payable 82 54 35 23 36 35 36 36 34 32 34 35 35 34 32 35 35 35 36

Prepaid & Other assets
as a % of sales 2.1% 3.3% 4.7% 5.2% 5.1% 4.7% 4.3% 4.3% 4.3% 4.1% 4.2% 3.8% 3.8% 3.8% 3.6% 3.8% 3.5% 3.5% 3.1%

Returns Liability 
as a % of GMV 2% 1.9% 2.0% 1.4% 1.3% 1.4% 1.6% 1.6% 1.5% 1.2% 1.3% 1.5% 1.5% 1.5% 1.2% 1.3% 1.5% 1.5% 1.5%

Accrued Compensation
as a % of sales 5% 6% 5% 5% 3.9% 4.2% 4.7% 4.7% 4.1% 3.9% 4.3% 4.6% 4.6% 4.1% 3.5% 4.4% 4.6% 4.6% 4.5%

Other Current Liabilities
as a % of sales 17% 15% 16% 16% 15.0% 14.4% 14.8% 14.8% 14.5% 13.2% 14.4% 14.5% 14.5% 14.7% 13.6% 14.5% 14.6% 14.6% 15.0%

Returns
ROE -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.1x -0.5x
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The RealReal Inc. (REAL)
FY16

$ in millions 2016A 2017A 2018A Q1 A Q2 Q3 Q4 2019F Q1 Q2 Q3 Q4 2020F Q1 Q2 Q3 Q4 2021F 2022F

Net Loss ($52.3) ($75.8) ($23.2) ($28.3) ($29.0) ($20.7) ($101.2) ($26.6) ($30.8) ($30.4) ($18.8) ($106.6) ($23.0) ($28.5) ($27.8) ($12.8) ($92.2) ($59.3)
Adjustments

D&A $5.6 $9.3 $2.8 $3.3 $3.7 $4.1 $13.8 $4.2 $4.3 $4.6 $4.9 $18.0 $5.5 $5.9 $6.3 $6.8 $24.4 $30.5
Stock-based compensation $1.9 $2.9 $1.1 $3.2 $3.7 $4.8 $12.9 $5.3 $5.7 $5.7 $6.0 $22.7 $6.3 $6.7 $6.9 $7.6 $27.5 $32.8
Change in fair value of convertible note derivative liability $1.2
Bad debt expense $0.6 $1.0 $0.3 $0.3
Compensation expense related to stock sales by current and former employees $0.8 $0.8 $0.8
Change in fair value of convertible preferred stock warrant liability $0.5 $0.3 $0.3
Accrued interest on convertible notes $0.2
Loss on retirement of property and equipment $0.1 $0.2
Accretion of unconditional endowment grant liability $0.1 $0.0 $0.0
Accretion of debt discounts $0.0 $0.1 $0.0 $0.0
Amortization of premium of short-term investments $0.2 $0.1 $0.0 $0.0
Issuance of common stock warrant to third-party service provider $0.0

Changes in operating assets and liabilities $5.2 $12.1 ($4.8) ($1.6) $11.1 $12.8 $17.5 ($4.8) ($1.5) $15.9 $11.2 $20.9 $1.0 ($8.0) $26.2 $11.0 $30.1 $40.5
Accounts receivable ($4.2) ($1.6) ($4.1) $0.2 $1.6 ($0.6) ($2.8) ($3.7) $3.2 ($1.7) ($1.5) ($3.7) ($2.4) $2.3 ($1.6) ($2.1) ($3.8) ($2.3)
Inventory, net ($3.9) ($3.7) ($0.2) ($1.3) $0.3 ($2.7) ($3.9) $0.2 ($1.8) $0.4 ($4.0) ($5.3) $1.0 ($2.4) $0.3 ($5.2) ($6.2) ($7.8)
Prepaid expenses and other current assets ($2.4) ($5.3) ($2.4) ($0.8) $0.1 ($0.1) ($3.3) ($0.9) ($0.3) ($1.3) $0.3 ($2.2) ($1.0) ($0.1) ($1.7) $0.3 ($2.6) ($2.5)
Other assets ($0.8) ($0.3) ($0.1) ($0.1)
Accounts payable ($0.1) ($2.6) $0.8 $3.8 $0.4 $1.1 $6.1 $0.4 ($0.0) $1.2 $1.4 $3.0 $0.9 ($0.1) $2.0 $1.1 $3.9 $5.3
Accrued consignor payable $10.5 $6.6 $1.3 ($3.9) $5.2 $7.2 $9.8 ($3.2) $0.9 $7.6 $7.6 $12.9 ($3.4) ($4.5) $16.0 $7.9 $16.0 $18.7
Other accrued and current liabilities $6.1 $15.7 ($0.5) ($0.3) $1.6 $2.8 $3.7 ($0.0) ($1.8) $2.2 $3.0 $3.4 $1.0 ($2.3) $3.0 $3.6 $5.3 $6.1
Other noncurrent liabilities $0.0 $3.4 $0.3 $0.7 $1.9 $5.1 $8.0 $2.5 ($1.5) $7.4 $4.5 $12.8 $4.8 ($0.8) $8.2 $5.4 $17.6 $23.1

Net cash used in operating activities ($39) ($47.2) ($22.6) ($23.4) ($10.5) $0.9 ($55.5) ($22.0) ($22.2) ($4.1) $3.4 ($44.9) ($10.3) ($24.0) $11.5 $12.6 ($10.2) $44.5

Purchases of short-term investments ($27.5) ($31.5) $0.0 $0.0
Proceeds from maturities of short-term investments $30.3 $9.6 $12.9 $12.9
Proceeds from sale of short-term investments $7.0 $0.0 $0.0
Capitalized proprietary software costs ($2.5) ($5.7) ($1.7) ($1.7)
Purchases of property and equipment ($11.6) ($13.4) ($3.7) ($8.1) ($5.7) ($12.3) ($29.8) ($15.4) ($6.4) ($6.5) ($6.1) ($34.3) ($15.2) ($18.6) ($7.2) ($6.8) ($47.8) ($42.6)
Net cash used in investing activities ($11.3) ($33.9) $7.4 ($8.1) ($5.7) ($12.3) ($18.6) ($15.4) ($6.4) ($6.5) ($6.1) ($34.3) ($15.2) ($18.6) ($7.2) ($6.8) ($47.8) ($42.6)

Proceeds from IPO $300.0 $300.0 $0.0 $0.0 $0.0
Proceeds from issuance of redeemable convertible preferred stock, net of issuance costs $47.8 $86.6 $43.6 $43.6 $0.0 $0.0 $0.0
Proceeds from issuance of convertible preferred stock, net of issuance costs $9.6 $26.3 $26.3 $0.0 $0.0 $0.0
Proceeds from issuance of convertible notes, net of issuance costs $14.3 $0.0 $0.0 $0.0 $0.0
Proceeds from exercise of stock options and common stock warrants $0.2 $0.6 $1.3 $1.3 $0.0 $0.0 $0.0
Payment of deferred offering costs $0.0 ($0.0) ($0.2) ($0.2) $0.0 $0.0 $0.0
Issuance costs paid related to conversion of convertible notes $0.0 ($0.5) $0.0 $0.0 $0.0 $0.0 $0.0
Repayment of debt ($1.3) ($4.5) ($1.3) $0.0 $0.0 ($9.0) ($10.3) $0.0 $0.0 $0.0
Net cash provided by financing activities $46.7 $106.1 $69.7 $300.0 $0.0 ($6.4) $360.7 $0.0 $0.0 $0.0 ($3.6) $0.0 $0.0 $0.0 $0.0 $0.0 $0.0 $0.0
Net (decrease) increase in cash, cash equivalents and restricted cash ($3.2) $25.0 $54.6 $268.5 ($16.2) ($17.8) $286.6 ($37.3) ($28.6) ($10.6) ($6.3) ($79.2) ($25.5) ($42.6) $4.3 $5.8 ($58.0) $1.8

Beginning of period $24 $21 $46 $100 $369 $353 $46 $332 $295 $266 $256 $332 $253 $228 $185 $189 $253 $195
End of period $21 $46 $100 $369 $353 $335 $332 $295 $266 $256 $249 $253 $228 $185 $189 $195 $195 $197

CFO (38.6) (47.2) (22.6) (23.4) (10.5) 0.9 (55.5) (22.0) (22.2) (4.1) 3.4 (44.9) (10.3) (24.0) 11.5 12.6 (10.2) 44.5
Capex (14.1) (19.1) (5.4) (8.1) (5.7) (12.3) (31.5) (15.4) (6.4) (6.5) (6.1) (34.3) (15.2) (18.6) (7.2) (6.8) (47.8) (42.6)
FCF (52.7) (66.3) (28.0) (31.5) (16.2) (11.4) (87.0) (37.3) (28.6) (10.6) (2.7) (79.2) (25.5) (42.6) 4.3 5.8 (58.0) 1.8

Capex as a % of sales 12% 11% # 9% 2% 3% 2% 4% 10% 5% 2% 2% 2% 9% 4% 4% 2% 1% 9% 7%

Source: Cowen and Company

FY22EFY17 FY18 FY19E FY20E FY21E
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VALUATION METHODOLOGY AND RISKS

Valuation Methodology

Retailing/Specialty Stores:

Our valuation methodology is primarily based on Price-to-Earnings (P/E), followed by
Enterprise Value to EBITDA (EV/EBITDA), Price-to-Free Cash Flow (P/FCF) ratios, and DCF
analysis. We may also use Enterprise Value to Revenue (EV/Revs) for companies operating
at depressed levels of profitability. In some cases we use probability weighed, scenario-
based decision trees as a basis for devising our price targets. We incorporate the company’s
and its peers’ historical and current valuation multiples, as well as our analysis of future
growth rates, company-specific risks, return on invested capital, and other inputs from our
research when devising our valuation multiples and the probabilities we assign to different
scenarios when developing our price targets.

Investment Risks

Retailing/Specialty Stores:

Risks to the companies in our sector include risks and uncertainties associated with the
global economic environment and consumer spending, as well as general competition
within the consumer and fashion products industries and fluctuating consumer demand
trends, which can create variability in sales and margins. Increases in the prices of raw
materials, rent, freight, labor, tariffs, or manufacturers’ inability to produce goods on time or
to specifications may negatively impact results. Execution flaws and the departure of certain
key executives may negatively affect performance and financial results. Legal, regulatory,
political, currency, and economic risks, as well as challenges to maintain favorable brand
recognition, loyalty, and reputation for quality, may affect the ability to conduct business in
both domestic and international markets.

Risks To The Price Target

Key risks to our price target include: the company's failure to acquire supply at a competitive
commission rate, not being able to achieve profitability in the future, a slowdown in both
GMV and revenue growth, and an increase in both new and existing customer churn rates.
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ADDENDUM

Stocks Mentioned In Important Disclosures

Ticker Company Name
PLNT Planet Fitness
REAL The RealReal
ULTA Ulta Beauty
WMT Walmart

Analyst Certification
Each author of this research report hereby certifies that (i) the views expressed in the research report accurately reflect his or her personal views about any and all of the subject
securities or issuers, and (ii) no part of his or her compensation was, is, or will be related, directly or indirectly, to the specific recommendations or views expressed in this report.

Important Disclosures
Cowen and Company, LLC and or its affiliates make a market in the stock of The RealReal, Planet Fitness, Ulta Beauty and Walmart securities.
Cowen and Company, LLC managed or co-managed a public offering of The RealReal in the past 12 months.
Cowen and Company, LLC received compensation for investment banking services from The RealReal in the past 12 months.
Cowen and Company, LLC and/or its affiliates expect to receive, or intend to seek, compensation for investment banking services in the next 3 months from The RealReal.
The RealReal is or has been in the past 12 months a client of Cowen and Company, LLC; Cowen and Company, LLC has provided or is providing investment banking services during the
past 12 months.
Cowen and Company, LLC compensates research analysts for activities and services intended to benefit the firm's investor clients. Individual compensation determinations for research
analysts, including the author(s) of this report, are based on a variety of factors, including the overall profitability of the firm and the total revenue derived from all sources, including
revenues from investment banking, sales and trading or principal trading revenues. Cowen and Company, LLC does not compensate research analysts based on specific investment
banking transactions or specific sales and trading or principal trading revenues.

Disclaimer
Our research reports are simultaneously available to all clients are on our client website. Research reports are for our clients only. Not all research reports are disseminated, e-mailed
or made available to third-party aggregators. Cowen and Company, LLC is not responsible for the redistribution of research by third party aggregators. Selected research reports are
available in printed form in addition to an electronic form. All published research reports can be obtained on the firm’s client website, https://cowenlibrary.bluematrix.com/client/
library.jsp.

The information, opinions, estimates and forecasts are as of the date of this report and subject to change without prior notification. We seek to update our research as appropriate, but
various regulations may prevent us from doing so. Research reports are published at irregular intervals as appropriate in the analyst’s judgement.

Further information on subject securities may be obtained from our offices. This research report is published solely for information purposes, and is not to be construed as an offer
to sell or the solicitation of an offer to buy any security in any state where such an offer or solicitation would be illegal. Other than disclosures relating to Cowen and Company, LLC,
the information herein is based on sources we believe to be reliable but is not guaranteed by us and does not purport to be a complete statement or summary of the available data.
Any opinions expressed herein are statements of our judgment on this date and are subject to change without notice. The opinions and recommendations herein do not take into
account individual client circumstances, objectives or needs and are not intended as recommendations of investment strategy. The recipients of this report must make their own
independent decisions regarding any securities subject to this research report. In some cases, securities and other financial instruments may be difficult to value or sell and reliable
information about the value or risks related to the security or financial instrument may be difficult to obtain. To the extent that this report discusses any legal proceedings or issues,
it has not been prepared to express or intended to express any legal conclusion, opinion or advice. Our salespeople, traders and other professionals may provide oral or written
market commentary or trading strategies to our clients that reflect opinions that are contrary to the opinions expressed in our research. Our principal trading area and investing
businesses may make investment decisions that are inconsistent with recommendations or views expressed in our research. Cowen and Company, LLC maintains physical, electronic
and procedural information barriers to address the flow of information between and among departments within Cowen and Company, LLC in order to prevent and avoid conflicts of
interest with respect to analyst recommendations.
For important disclosures regarding the companies that are the subject of this research report, please contact Compliance Department, Cowen and Company, LLC, 599 Lexington
Avenue, 20th Floor, New York, NY 10022. In addition, the same important disclosures, with the exception of the valuation methods and risks, are available on the Firm's disclosure
website at https://cowen.bluematrix.com/sellside/Disclosures.action.

Equity Research Price Targets: Cowen and Company, LLC assigns price targets on all companies covered in equity research unless noted otherwise. The equity research price target
for an issuer's stock represents the value that the analyst reasonably expects the stock to reach over a performance period of twelve months. Any price targets in equity securities
in this report should be considered in the context of all prior published Cowen and Company, LLC equity research reports (including the disclosures in any such equity report or on
the Firm's disclosure website), which may or may not include equity research price targets, as well as developments relating to the issuer, its industry and the financial markets. For
equity research price target valuation methodology and risks associated with the achievement of any given equity research price target, please see the analyst's equity research report
publishing such targets.

Cowen Cross-Asset Research: Due to the nature of the fixed income market, the issuers or debt securities of the issuers discussed in “Cowen Cross-Asset Research” reports do not
assign ratings and price targets and may not be continuously followed. Accordingly, investors must regard such branded reports as providing stand-alone analysis and reflecting the
analyst’s opinion as of the date of the report and should not expect continuing analysis or additional reports relating to such issuers or debt securities of the issuers.

From time to time “Cowen Cross-Asset Research” analysts provide investment recommendations on securities that are the subject of this report. These recommendations are intended
only as of the time and date of publication and only within the parameters specified in each individual report. “Cowen Cross-Asset Research” investment recommendations are made
strictly on a case-by-case basis, and no recommendation is provided as part of an overarching rating system or other set of consistently applied benchmarks. The views expressed in
"Cross-Asset Research" report may differ from the views offered in the firm’s equity research reports prepared for our clients.

Notice to UK Investors: This publication is produced by Cowen and Company, LLC which is regulated in the United States by FINRA. It is to be communicated only to persons of a kind
described in Articles 19 and 49 of the Financial Services and Markets Act 2000 (Financial Promotion) Order 2005. It must not be further transmitted to any other person without our
consent.
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Notice to European Union Investors: Individuals producing recommendations are required to obtain certain licenses by the Financial Regulatory Authority (FINRA). You can review the
author’s current licensing status and history, employment history and, if any, reported regulatory, customer dispute, criminal and other matters via “Brokercheck by FINRA” at http://
brokercheck.finra.org/. An individual’s licensing status with FINRA should not be construed as an endorsement by FINRA. General biographical information is also available for each
Research Analyst at www.cowen.com.

Additionally, the complete preceding 12-month recommendations history related to recommendation in this research report is available at https://cowen.bluematrix.com/sellside/
Disclosures.action

The recommendation contained in this report was produced at July 22, 2019, 20:12 ET. and disseminated at July 23, 2019, 05:28 ET.
Copyright, User Agreement and other general information related to this report
© 2019 Cowen and Company, LLC. All rights reserved. Member NYSE, FINRA and SIPC. This research report is prepared for the exclusive use of Cowen clients and may not be
reproduced, displayed, modified, distributed, transmitted or disclosed, in whole or in part, or in any form or manner, to others outside your organization without the express prior
written consent of Cowen. Cowen research reports are distributed simultaneously to all clients eligible to receive such research reports. Any unauthorized use or disclosure is
prohibited. Receipt and/or review of this research constitutes your agreement not to reproduce, display, modify, distribute, transmit, or disclose to others outside your organization.
All Cowen trademarks displayed in this report are owned by Cowen and may not be used without its prior written consent.

Cowen and Company, LLC. New York 646 562 1010 Boston 617 946 3700 San Francisco 415 646 7200 Chicago 312 577 2240 Cleveland 440 331 3531 Atlanta 866 544 7009
Stamford 646 616 3000 Washington, D.C. 202 868 5300 London (affiliate) 44 207 071 7500

COWEN AND COMPANY EQUITY RESEARCH RATING DEFINITIONS

Outperform (1): The stock is expected to achieve a total positive return of at least 15% over the next 12 months

Market Perform (2): The stock is expected to have a total return that falls between the parameters of an Outperform and Underperform over the next 12 months

Underperform (3): Stock is expected to achieve a total negative return of at least 10% over the next 12 months

Assumption: The expected total return calculation includes anticipated dividend yield

Cowen and Company Equity Research Rating Distribution
Distribution of Ratings/Investment Banking Services (IB) as of 06/30/19
Rating Count Ratings Distribution Count IB Services/Past 12 Months
Buy (a) 495 63.38% 114 23.03%
Hold (b) 279 35.72% 14 5.02%
Sell (c) 7 0.90% 0 0.00%
(a) Corresponds to "Outperform" rated stocks as defined in Cowen and Company, LLC's equity research rating definitions. (b) Corresponds to "Market Perform" as defined in Cowen
and Company, LLC's equity research ratings definitions. (c) Corresponds to "Underperform" as defined in Cowen and Company, LLC's equity research ratings definitions. Cowen and
Company Equity Research Rating Distribution Table does not include any company for which the equity research rating is currently suspended or any debt security followed by Cowen
Credit Research and Trading.

Note: "Buy", "Hold" and "Sell" are not terms that Cowen and Company, LLC uses in its ratings system and should not be construed as investment options. Rather, these ratings terms
are used illustratively to comply with FINRA regulation.

Planet Fitness Rating History as of 07/19/2019
powered by: BlueMatrix
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The RealReal Rating History as of 07/19/2019
powered by: BlueMatrix
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Ulta Beauty Rating History as of 07/19/2019
powered by: BlueMatrix
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Walmart Rating History as of 07/19/2019
powered by: BlueMatrix
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POINTS OF CONTACT

Analyst Profiles

Oliver Chen, CFA

New York

646 562 1424

oliver.chen@cowen.com

Oliver Chen is an II-ranked analyst covering
retailing/specialty, broadlines, department
stores, & luxury goods. He has an MBA from
Wharton.

John Blackledge

New York

646 562 1359

john.blackledge@cowen.com

John Blackledge is a senior analyst covering
the Internet sector. He joined Cowen in
2012 as the head of Internet research.

Jonna Kim

New York

646 562 1403

jonna.kim@cowen.com

Jonna Kim is an associate on the specialty
retail & broadlines/department stores team.
She joined Cowen in 2018 from JPMorgan
Chase.

William Kerr

New York

646 562 1349

william.kerr@cowen.com

William Kerr is an associate on the Internet
team. He joined Cowen in 2017 from
Balyasny Asset Management.

Ross Collins

New York

646 562 1322

ross.collins@cowen.com

Ross Collins is an associate on the specialty
retail & broadlines/department stores team.
He joined Cowen in 2018 from Fitch.

Max Rakhlenko, CFA

New York

646 562 1423

max.rakhlenko@cowen.com

Max Rakhlenko is an associate on the
specialty retail & broadlines/department
stores team. He joined Cowen in October
2016 from Macquarie.

Reaching Cowen

Main U.S. Locations

New York
599 Lexington Avenue
New York, NY 10022
646 562 1010
800 221 5616

Atlanta
3399 Peachtree Road NE
Suite 417
Atlanta, GA 30326
866 544 7009

Boston
Two International Place
Boston, MA 02110
617 946 3700
800 343 7068

Chicago
181 West Madison Street
Suite 3135
Chicago, IL 60602
312 577 2240

Cleveland
20006 Detroit Road
Suite 100
Rocky River, OH 44116
440 331 3531

Stamford
262 Harbor Drive
Stamford, CT 06902
646 616 3000

San Francisco
One Maritime Plaza, 9th Floor
San Francisco, CA 94111
415 646 7200
800 858 9316

Washington, D.C.
2900 K Street, NW
Suite 520
Washington, DC 20007
202 868 5300

International Location

Cowen International Limited

London
1 Snowden Street - 11th Floor
London EC2A 2DQ
United Kingdom
44 20 7071 7500
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