CRISIS AS A CRUCIBLE: A JEDI GUIDE TO
JN\‘ESTI\/IENT SERENITY!
d

- Look forward, you must!




- Order in Chaos? The Macro Story



Markets play a pricing game, but are not crazy

. ; Tools for pricing
Tools for intrinsic analysis Tools for "the gap" - Multiples and comparables
- Discounted Cashflow Valuation (DCF) - Behavioral finance - Charting and technical indicators
- Intrinsic multiples - Price catalysts - Pseudo DCF
- Book value based approaches
- Excess Return Models =
INTRINSIC | THE GAP 1 e
VALUE [ Value X Isthereone? <{ Price | des
Will it close? \J
Drivers of intrinsic value Dri £ "th " ) .
- Cashflows from existing assets it R . Drivers of price
- Growth in cash flows - Information - Market moods & momentum
- Quality of Growth - Liquidity - Surface stories about fundamentals
- Corporate governance




US Equities, during the crisis...

S&P 500 and NASDAQ in 2020
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Macro

Review: US Treasuries

2.50% Yields on US Treasuries
" e N e Maturity 2/14/20 | 3/20/20 | 4/3/20 | s5/22/20 | 8/14/20
March 15: Fed March 23: Fed lifts limits Sviarh T 50s% | oo | on2% IBOHDE
announces cuts Fed  on QE plan, adds $300 2 year 1.42% 0.37% | 0.23% | 0.17% | 0.14%
Funds rate to zero billion to buy corporate 5 year 1.42% 0.52% | 0.39% | 0.34% | 0.29%
bonds & backsto 10 year 1.59% 0.92% | 0.62% | 0.66% | 0.71%
af“? announces 5700 2 lendi P y 20 year 1.89% 1.35% 1.05% | 1.12% | 1.21%
2008 billion QE plan private lending market 30year 200% | 155% | 12a% | 137% | 1.45%
Yield curve slope
2yr-3month | -0.16% 0.32% | 0.13% | 0.05% | 0.04%
10yr-2yr 0.17% 0.55% | 0.39% | 0.49% | 0.57%
30 yr- 10 yr 0.45% 0.63% | 0.62% | 0.71% | 0.74%
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The Price of Bond Market Risk: The COVID effect

Default Spreads by Ratings Class: 2/14- 8/14
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AAA BBB CC & lower
Yields and Spreads on Corporates Change in default spread
Spread over 10-yr Treasury Yield on Corporate

S&P Bond Rating 2/14/20 3/20/20 8/14/20 2/14/20 3/20/20 8/14/20 G20 32094 g Sl
AAA 0.69% 1.43% 0.74% 2.28% 2.35% 1.45% 0.74% -0.69% 0.05%
AA 0.72% 2.64% 0.76% 2.31% 3.56% 1.47% 1.92% -1.88% 0.04%
A 0.80% 3.15% 0.91% 2.39% 4.07% 1.62% 2.35% -2.24% 0.11%
BBB 1.33% 3.73% 1.68% 2.92% 4.65% 2.39% 2.40% -2.05% 0.35%
BB 1.93% 7.45% 3.42% 3.52% 8.37% 4.13% 5.52% -4.03% 1.49%
B 3.40% 10.74% 5.11% 4.99% 11.66% 5.82% 7.34% -5.63% 1.71%
CCC or lower 9.65% 17.81% 11.89% 11.24% 18.73% 12.60% 8.16% -5.92% 2.24%




Macro Review: Oil & Copper
-

Oil and Copper Prices: February 14, 2020 - August 14, 2020
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20 % Change in Price $2,000
2/14/20 | 3/20/20 | 8/14/20 | 2/14-3/20 |3/20-8/14 |2/14-8/14
Brent Crude $57.32| $26.98/$ 44.80 -52.93%| 66.05% | -21.84%
WT Crude $52.05| $22.43|$ 42.01 -56.91%| 87.29% | -19.29%

Copper 5,736.15| 4,854.85| $ 6,342.70 -15.36%| 30.65% | 10.57%
-540 $1,000

WT crude near-term futures traded at
a negative price for a brief period on
April 19.

emmmBrent Oil e WT Oil essssCopper



Macro Review: Gold & Bitcoin

Price of Gold & Bitcoin: Feb 14, 2020 - August 14, 2020
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Global Equities: By Region

Market Cap (5 Millions) S Change in Market Cap % Change in Market Cap
Sub Region Number of firms 2/14/20 3/20/20 5/22/20 8/14/20(2/14-3/20  |3/20-5/22  |5/22-8/14 |2/14-8/14 |2/14-3/20 \3/20-5/22 |5/22-8/14 |2/14-8/14
Africa 844 $ 580467 |S 363856 |S 416477 |S 455329 |S (216611)[ S  52,621|S 38851 S (125139)| -37.32% | 14.46% | 9.33% | -21.56%
Australia & NZ 1,665 $ 1613977 |$ 948950 |5 1,258,699 [$ 1540230 | S (665027)| S 309,749 | S 281531 S (73,747)| 41.20% | 32.64% | 22.37% | -4.57%
Canada 2,4% $ 2229440 | § 1,353,166 | S 1,763,631 [ $ 2,097,775 |S (876,274)| & 410465 |S 334,144 | S (131,664)| -39.30% | 30.33% | 18.95% | -5.91%
China 6,348 $13,996,094 | $12,396,026 | $13,033,689 | 516,162,756 | S (1,600,069)| & 637,663 | S 3,129,067 | 52,166,661 | -11.43% | 5.14% | 24.01% | 15.48%
EU & Environs 5,563 $13,611,699 | § 9,226,315 | $10,992,480 | $13,077,435 | § (4,385,384)( $ 1,766,165 | S 2,084,956 | (534,264)| -32.22% | 19.14% | 18.97% | -3.93%
Eastern Europe & Russia 517 S 824836 |5 498861 (S 639042|S 6869465 (325975) S 140,181 (S 47904 |S (137,890)| -39.52% | 28.10% | 7.50% | -16.72%
India 3333 $ 2205941 | $ 1,520,879 | S 1,584,046 [ $ 2,007518 | S (685062)| & 63,167 |5 423472 |S (198,423)| -31.06% | 4.15% | 26.73% | -8.99%
Japan 3,807 $ 6,031,796 | $ 4458917 | S 5369,361 [ $ 5945226 | § (1,572,879)| S 910445 |S 575865 |5 (86,570)| -26.08% | 20.42% | 10.73% | -1.44%
Latin America & Caribbear 1,215 $ 2424762 | § 1,414,848 | S 1577,197 | S 1,877,563 | S (1,009915)| S 162,349 |$ 300,366 | $ (547,200)| -41.65% | 11.47% | 19.04% | -22.57%
Middle East 1,504 $ 3,102,408 | § 2,578,565 | S 2,906,678 | $ 3,041,760 | (523,843)| S 328112 |$ 135082 |5 (60,648) -16.89% | 12.72% | 4.65% -1.95%
Small Asia 8,793 $ 5,146,057 | $ 3,607,804 | $ 4,329,250 | § 5173937 | § (1,538,254)| S 721,446 |5 844687 |S 27879 | -29.89% | 20.00% | 19.51% 0.54%
UK 1,261 $ 3,067,659 | § 1,922,892 | S 2,332,401 | $ 2,631,288 | § (1,144,767)| S 409509 | S 298,887 | $ (436371)| -37.32% | 21.30% | 12.81% | -14.22%
United States 6,623 $35,563,273 | $23,829,663 | $31,007,415 | $35,651,806 | $(11,733,611)| § 7,177,752 | S 4,644,391 | S 88533 | -32.99% | 30.12% | 14.98% | 0.25%
Global 43970 $90,398,411 | 564,120,740 | $77,210,365 | $90,349,568 | $(26,277,671)| $13,089,625 | $13,139,203 | § (48,843) -29.07% | 20.41% | 17.02% | -0.05%




Global Equities: By Sector
-

Market Cap (S Millions) $ Change in Market Cap % Change in Market Cap
Primary Sector Number of firms 2/14/20 3/20/20 5/22/20 8/14/20(2/14-3/20  |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Communication Services 2,094 $ 7318018 | § 5480236 | S 6,692,664 | $ 7600357 | S (1,837,783)$ 1212428 | S 907,693 |$ 282,338 | -25.11% | 22.12% | 13.56% 3.86%
Consumer Discretionary 5,961 $10,161,829 | § 7,074,627 | § 8,957,811 | 511,227,438 | § (3,087,202)| $ 1,883,184 | 5 2,269,627 | & 1,065,609 | -30.38% | 26.62% | 25.34% | 10.49%
Consumer Staples 2,853 $ 7,165,378 | § 5727389 | § 6488812 |$ 7,453,394 | S (1437989)| & 761424 (S 964582 |5 288,016 | -20.07% | 13.29% | 14.87% | 4.02%
Energy 1,673 $ 5935002 | § 3,851,638 | $ 4,740,250 | 5 5,008,071 S (2,083364)| & 888612 |5 267,821|S (926931)| -35.10% | 23.07% | 5.65% | -15.62%
Financials 4,887 $14,952,738 | § 9,946,720 | $10,750,668 | 512,561,583 | § (5,006,018)| & 803,948 | § 1,810915|$ (2,391,154) -33.48% | 8.08% | 16.84% | -15.99%
Health Care 3978 $ 8914843 |5 6,859,450 | $ 8,831,226 | 9,861,810 | § (2,055394)| § 1,971,777 |§ 1030584 | & 946967 | -23.06% | 28.75% | 11.67% | 10.62%
Industrials 7,589 $10,111,374 | § 6,886,933 | $ 8,106,858 | 5 9,780,741 | S (3,224,441)| § 1,219,924 | § 1,673,884 |5 (330,632) -31.89% | 17.71% | 20.65% | -3.27%
Information Technology 5,589 $13,593,741 | § 9,731,172 | $12,616,961 | 515,171,759 | § (3,862,569)| & 2,885,790 | $ 2,554,798 | § 1,578,019 | -28.41% | 29.66% | 20.25% | 11.61%
Materials 5738 S 4987456 | $ 3,522,367 | § 4,327,783 | § 5297134 |5 (1,465089)| S 805416 (S 969,351 |S 309,679 | -29.38% | 22.87% | 22.40% 6.21%
Real Estate 2,674 $ 40515716 2,707,513 | $ 3,069,197 | § 3,472,740 | § (1,344,058)| & 361,684 |5 403543 | S (578831)| -33.17% | 13.36% | 13.15% | -14.29%
Utilities 922 $ 3205899 | § 2,332,261 | § 2,627,550 | § 2913938 | S (873,638)[S 295289 | 286388 |S (291,961)| -27.25% | 12.66% | 10.90% | -9.11%
All 43,970 $90,398,411 | $64,120,740 | $77,210,365 | $90,349,568 | $(26,277,671)( $13,089,625 | $13,139,203 | §  (48,843)| -29.07% | 20.41% | 17.02% | -0.05%
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A Reallocation of Value: The Micro

Stories



Value vs Growth: US Stocks, by decade

Value versus Growth: A pre-crisis lead in..
-

Lowest PBV |Highest PBV |Difference |Lowest PE |Highest PE |Difference
1930-39| 6.04% 4.27% 1.77% NA NA NA
1940-49| 22.96% 7.43% 15.53% NA NA NA
1950-59| 25.06% 20.92% 4.14% 34.33% | 19.16% 15.17%
1960-69| 13.23% 9.57% 3.66% 15:27% 9.79% 5.48%
1970-79| 17.05% 3.89% 13.16% | 14.83% 2.28% 12.54%
1980-89| 24.48% 12.94% 11.54% | 18.38% | 14.46% 3.92%
1990-99| 20.17% 21.88% -1.71% 21.61% | 22.03% -0.41%
2000-09| 8.59% -0.49% 9.08% 13.84% 0.61% 13.23%
2010-19| 11.27% 16.67% -5.39% 11.35% | 17.09% -5.75%

The under performance of value has played out not only in the mutual
fund business, but it has also brought many legendary value investors
down to earth. We were told that this was temporary, and that a crisis
would put value back on top again...

12



PE and Market Returns — During Crisis
-

Market Cap ($ Milions) $ Change in Market Cap % Change in Market Cap
decile(Trailing PE) Number of firms| ~~ 2/14/20 ~ 3/2020\ ~ 5/22/20|  §/14/20(2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 \2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 2519 |5 2339988 |$ 1920120 | $ 2053995 | 2261128 [§ (419868)S 133876 (S 207132 (S (78861) -17.94% | 6.97% | 10.08% | -3.37%
2nd decile 2519 |5 2764493 |5 1978590 | 2213875 | $ 2528795 [§ (785903)($ 235,285 |$ 314920 (S (235698) -28.43% | 11.8%% | 14.22% | -8.53%
3rd decile 2519 |5 4210236 |5 2977,746 | $ 3384512 | $ 3889018 | S (1,232490)( S 406,766 | S 504506 S (321.219) -29.27% | 13.66% | 14.91% | -7.63%
dth decile 2519 | 6,648,488 | S 4609691 | S 5350296 | 6,095863 [ (2038,797) S 740605 |§ 745567 S (552,625)| -30.67% | 16.07% | 13.94% | -8.31%
5th decile 2519 |5 7225991 |5 504915 | $ 585049 | S 6826111 (S (2176835)(S 801,340 (S 975615 (S (399,880) -30.13% | 15.87% | 16.68% | -5.53%
6th decile 2519 |5 9744830 | $ 7,06009 | S 8.273,265 S 9,747,756 | S (2684734)( S 1213169 | § 1474491 (S 2926| -27.55% | 17.18% | 17.82% | 0.03%
Tth decile 2519 515360691 | $11,303,437 | $13,702,515 | $16,039,798 | § (4,057,254)( $ 2399078 | $ 2337283 |§ 679107 | -26.41% | 20.22% | 17.06% | 4.42%
8th decile 2519 [ 513937234 | $10,042,152 | $12303,311 | §14253,933 | § (3,895,082)| § 2,261,159 [ § 1950622 | § 316,699 | -27.95% | 22.52% | 15.85% | 2.27%
9th decile 2519 510,059,418 | § 7328993 | $ 9,062,315 | $10,665146 | § (2730425)( $ 1733322 | $ 1602831 (S 605729 | -27.14% | 23.65% | 17.69% | 6.02%
Top decile 2519 |5 6696475 |5 4,842,007 | $ 6,026,711 | 7,506,881 | S (1,854468)( S 1,184,704 | 1480170 |S 810,406 | -27.69% | 24.47% | 24.56% | 12.10%
Negative Earnings 18780 | $11,410565 | § 7,008,752 | § 8,989,074 | 510,535,139 | § (4401,814) § 1,980,323 | § 1546065 |5 (875426)| -38.58% | 28.25% | 17.20% | -7.67%
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Dividends and Market Returns
I

Market Cap (5 Millons) § Change in Market Cap % Change In Market Cap
Quintie(Dividend Yield) | Number of frms |~ 2/14/201 320020  5/22/20| ~ &/14/20\2/14-320 |3/20-5/22 5/22-8/14 \2/14-8/14 \2/4-3020 |3/20-522 |5/22-8/14 |2/14-8/14

Non-didend paying 26088 | 524416274 | $17,683438 | $22,096476 | $26078982 | 5(6,732,837)[ S4413038 | $3982,506 | § 1662708 | -27.58% | 2496% | 18.02% | 6.81%
Bottom quintile 3576 | 912.298324 | S 8992,480| $10,976,052 | $13261,203 | §(3,305,844)( 1983572 | S2.285.71 |5 962,899 | -26.88% | 2.06% | 2082% | 7.83%
2nd quintile 3576 | 917,146,283 | $12023,053 | 14984816 | 517827271 | $(5,123,230)( $2.961,763 | S2,842455 | § 680,988 | -29.88% | 24.63% | 1897% | 397%
3rd quintie 3571 {516,043 | S11,183,049 | 513,128,188 | 514992,988 | $(4921,283)) 1,945,139 | 51,864800 | S(L,111344)\ -30.56% | 17.3% | 14.20% | 690%
dth quintl 3576 (S13396.923 | 9275069 | S10471,358 | 511969783 | $(4.121,854) 1,196,289 | 1498425 | S(LALT.A0)( 30.77% | 12.90% | 1431% | -10.65%
Top quintl 3571 (S 036,75 |5 4963652 | § 5553475 |5 6219322 | S(2072623)) S 589823 |5 665847 (S (B16954)( -29.46% | 11.88% | 11.99% | -L161%
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Momentum and Damage
-

Market Cap (S Millons) $ Change in Market Cap % Change in Market Cap
% Price Change (2/14/19-ANumber of firms| ~ 2/14/20  3/20/20| ~ 5/22/20|  8/14/20\2/14-3/20 |3/20-5/22 |5/22-8/14 |)/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 4011 S 49709415 314732 (S 409947|S 526855(S (182362)|S 95215(5 116908|S 29762 | -36.69% | 30.25% | 28.52%
2nd decile 4011 |5 1,864,686 |5 1298176 | S 1478171|5 17385195 (566,510)| S 179996 |5 260348 |§ (12667)] -30.38% | 13.87% | 17.61% | -6.77%
3rd decile 4011 |5 4510236 | § 3,022,633 | § 3433086 |5 3913461 |5 (1487603)| S 410453|S 480375 (S (596,775) -32.98% | 13.58% | 13.99% | -13.23%
dth decile 4011 |5 5271090 |5 3,569,938 | § 4100573 |5 4738696 | § (1,701,151)| S 530,634 |5 638124 S (532,394) -32.27% | 14.86% | 15.56% | -10.10%
Sth decile 4011 |5 7499436 |5 5427905 | § 6076979 |5 6770817 | § (2071531)| S 649,074 |5 693838 |§ (728618) -27.62% | 11.96% | 11.42% | -9.72%
6th decile 4011 |5 7894593 |5 5500007 | § 6318254 |5 7,390,057 | § (2,394)586)| S 818247 |5 1,071,803 |§ (504536) -3033% | 14.88% | 16.96% | -6.39%
Tth decile 4011 | 513,136,266 | § 9,294,768 | $10,853,879 | 512,459,699 | § (3,841,498)| § 1,559,112 | § 1605820 | S (676,567)] -29.24% | 16.77% | 14.79% | -5.15%
8th decile 4011 |520,543948 | 514320642 | $17310,244 | 519,967,731 | § (6,223,306)| S 2,989,602 | § 2657487 |§ (576,218) -30.29% | 20.88% | 15.35% | -2.80%
9th decile 4011 | 516,672,949 | 511980331 | $15,106,977 | $17,969,326 | § (4,692,618)| S 3,126,645 |5 2862349 | § 1296377 | -28.15% | 26.10% | 18.95%
Top decile 4012 |S 8,946,736 | S 6,463,096 | S 8,673,039 | 511,041,075 | § (2,483,640)[ § 2,209.943 | § 2,368,036 | § 2094339 | -27.76% | 34.19% | 27.30%
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Debt and Value

0 The question of whether to borrow money is always
a trade off between its tax benefits on the good side
and the distress risk it exposes you to on the bad
side.

o During this crisis, not surprisingly, companies that
nave borrowed more money, on a relative basis,
nave been more damaged than companies that are
ess indebted.

16



The Debt Load..
1

Market Cap (S Millions) $ Change in Market Cap % Change in Market Cap
Net Debt/EBITDA Numberof firms| ~ 2/14/20| ~ 3/20/20) 52220\  8/14/20(2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 2685 |5 2618921 |§ 203547415 2389694 |5 2948824 | § (583447)( S 354220(5 559,130 |S 329903 | -20.28% | 17.40% | 23.40% | 12.60%
2nd decile 2685 | 5243727 S 4012622 |5 5054528 | § 6,007,582 | § (1,231,105)|§ 1,041,907 [§ 953,054 | S 76385 | -23.48% | 25.97% | 18.86% | 14.57%
3rd decile 2685 |S 8718018 | S 6,641,688 |5 8186586 | § 9,696,229 | § (2076329)| § 1544898 | § 1509643 | S 978212 | -23.82% | 23.26% | 18.44% | 11.22%
4th decile 2,685 § 5504333 | § 4,151,031 |5 4977012 | § 6,007,251 | § (1,353302)( S 825981 | S 1,030,238 |§ 502,918 | -24.59% | 19.90% | 20.70% | 9.14%
Sth decile 2685 | S15072,419 | $11,366,442 | 513963127 | 16313340 | § (3,705977)| § 2,596,684 | § 2,350,213 | $ 1240920 | -24.59% | 22.85% | 16.83% | 8.23%
6th decile 2685 [ 510635547 | 7528142 | § 9,125,286 | 510597013 | § (3,107,406) § 1597145 | § 1470727 | S (38535)| -29.22% | 21.22% | 16.13% | -0.36%
Tthdecile 2,685 611,153,680 | § 7,692,609 | § 9,274,882 | 510,647,627 | § (3,461,070)( § 1582273 | § 1372744 |§ (506,053)] -31.03% | 20.57% | 14.80% | -4.54%
8th decile 2685 |S 8516406 | S 5610538 |5 6840333 |5 7,889,322 | S (2905,869)| § 1,229,796 | § 1,048989 | § (627,084)| -34.12% | 21.92% | 15.34% | -7.36%
9th decile 2685 |S 62611115 3974639 |5 4716189 | § 5365426 | S (2286472)| S 741550 S 6492375 (895,685 -36.52% | 18.66% | 13.77% | -14.31%
Top decile 2686 S 2642392 (S 1640513 |5 1930955 | S 2,250,713 | § (1,001,879)[ S 290443 S 319,758 |S (391,678) -37.92% | 17.70% | 16.56% | -14.82%
Negative EBITDA 17119 | 514,031,856 | 5 9,467,041 | $10,751,771 | $12,626,241 | § (4564815)( § 1,284,730 | § 1874471 |5 (1,405,615)| -32.53% | 13.57% | 17.43% | -10.02%
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The Corporate Life Cycle
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Growth stage
Start-up Young Growth High Growth | Mature Growth | Mature Stable | Decline
Have an idea for | Create a business | Build the Grow your Defend your | Scale down
Description a business that model that business, business, with business from | your business
meets an unmet | converts ideas looking for revenue growth new as market
need in the into revenues scaling benefits | & solid (rising) competitors & | shrinks.
market. & path to profits | margins find new
markets
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COVID: Young versus Old
-

Market Cap (S Millons) $ Change in Market Cap % Change in Market Cap
Age of company Numberof frms| ~ 2/14/201 ~ 3/2020)  5/22/20|  8/14/20(2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14 |2/14-3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 372 |5 2,698,650 | S 1,869,458 |5 2472348 | § 2,961,005 [§ (829,192)| 5 602,890 (S 488,657 |S 262355 -30.73% | 32.25% | 19.76% | 9.72%
2nd decile 3836 | S 3350085 | S 2,389512|5 2971885 |5 3595908 S (960573)| S 582373 (S 624003 |S 245823 | -28.67% | 2437% | 20.00% | 7.34%
3rd decile 3185 | 4046398 | S 3,006,664 |5 3834212 | § 4789015 | $ (1,039733)| S 827548 |§ 94803 |S 742618 | -25.70% | 27.52% | 24.90% | 18.35%
dth decile 3949 |S 8,658,784 | S 6,597,980 | 5 7,863953 | § 9,256,879 | S (2,060,804) § 1265974 | § 1392925 | S 598,095 | -23.80% | 19.09% | 17.71% | 6.91%
Sth decile 4403 |5 6732948 | 5 5198361 | S 6320021 |5 7,610835 | § (1,534587)| $ 1,121,660 |5 1290814 |S 8772887 | -22.79% | 21.58% | 2042% | 13.04%
6th decile 3856 |5 4924936 | S 36448315 42303478 5020670 | § (1,280,105){S 585516|5 790322 (S 95734 | -25.99% | 16.06% | 18.68% | 1.94%
Tth decile 4087 [S 9070705 |5 6,429,646 | S 7979016 | § 9,447,799 | § (2,641,058)| 1549370 | § 1,468,783 [§ 377,005 -29.12% | 24.10% | 18.41% | 4.16%
8th decile 3822 |S 8935720 | S 6,088,135|5 7577142 | S 8,738,365 | S (2847585)| S 1489008 | § 1161223 | S (197355)| -31.87% | 24.46% | 15.33% | -2.21%
9th decile 390 [ 510417079 |$ 7208036 |5 8526124 | § 9,887,293 | $ (3,209,042) § 1318087 | § 1361170 | S (529,785)| -30.81% | 18.29% | 15.96% | -5.09%
Top decile 3945 527,706,077 | $18916,104 | $22,188,000 | $25,004,122 | § (8,789,973)( $ 3271896 | 2906122 | § (2611,955) -31.73% | 17.30% | 13.10% | -9.43%
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COVID: High Growth versus Low Growth
-

Market Cap (S Millions) S Change in Market Cap 9% Change in Market Cap
decile(Est. Annual Revenud Number of firms 2/14/20 3/20/20 5/22/20 8/14/20 (2/14 - 3/20 3/20-5/22 5/22-8/14 |2/14-8/14 2/14 - 3/20 |3/20-5/22 |5/22-8/14 |2/14-8/14
Bottom decile 1,422 S 6,269,298 | S 3,307,541 | S 4,084,068 | S 4,567,027 | S (2,961,758)| S 776,528 | S 482,959 | S (1,702,271)| -47.24% 23.48% 11.83% -27.15%
2nd decile 1,420 $ 9,852,982 | S 6,726,627 | S 7,679,547 | S 8,544,768 | S (3,126,355)| S 952,920 | S 865,221 | S (1,308,214)| -31.73% 14.17% 11.27% -13.28%
3rd decile 1,425 $ 8,535,682 | S 5505306 S 6,378,173 | S 7,311,712 | S (3,030,375)| S 872,867 | S 933,539 | $ (1,223,970)| -35.50% 15.86% 14.64% -14.34%
4th decile 1,417 $11,647,079 | $ 8,113,032 [ $ 9,562,531 | $10,703,109 | S (3,534,047)| S 1,449,499 | S 1,140,579 | S (943,970)| -30.34% 17.87% 11.93% -8.10%
5th decile 1,430 $11,053,101 | $ 7,976,953 | S 9,389,850 | $10,660,656 | S (3,076,148)| S 1,412,897 | S 1,270,806 | S (392,445)| -27.83% 17.71% 13.53% -3.55%
6th decile 1,419 $10,162,251 | $ 7,281,962 [ S 8,731,904 | S 9,999,634 | S (2,880,289)| S 1,449,942 | S 1,267,730 | S (162,617)| -28.34% 19.91% 14.52% -1.60%
7th decile 1,414 $ 9,163,122 | S 6,749,448 | S 8,373,046 | $10,125,381 | S (2,413,674)[ S 1,623,598 | S 1,752,334 | S 962,259 | -26.34% 24.06% 20.93% 10.50%
8th decile 1,430 $ 6,692,737 | $ 5,011,051 (S 6,307,952 | S 7,588,977 | S (1,681,686)| S 1,296,901 | S 1,281,026 | S 896,241 | -25.13% 25.88% 20.31% 13.39%
9th decile 1,425 $ 8,105,604 | S 6,452,557 | S 8,298,728 | $10,334,221 | $ (1,653,048)| S 1,846,172 | S 2,035493 | S 2,228,617 | -20.39% 28.61% 24.53% 27.49%
Top decile 1,427 $ 3,164,340 | $ 2,374,336 | $ 3,408,682 | $ 4,580,311 | S (790,004)| $ 1,034,346 | $ 1,171,630 | $ 1415971 | -24.97% | 43.56% | 34.37% | 44.75%
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The Strong get stronger... The FANGAM stocks...
N S

FANGAM versus Rest of US Equities: February 14,2020 to August 14, 2020

$40,000,000 25.00%
Grouping 2/14-3/20 3/20-5/22 5/22-8/14 2/14-8/14
FANGAM $ (1,441,131)) $1,535,987 | $1,293,297.50 | $ 1,388,153.30
All Tech (US) $ (2,523,254)| $2,106,160 | $1,390,660.25 | § 973,566.26
$35,000,000 Rest of US Equities | $(10,286,855)| $5,637,624 | $3,358,726.18 | $(1,290,504.72)
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A Unifying Theory: The Resilience of

Risk Capital



Venture Capital: The COVID effect
1

VC Investing: By Type
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> Q22019 Q32019 Q4 2019 Q1 2020 Q2 2020
m Technology Growth $2.80 $3.20 $4.00 $2.20 $11.90
M Late Stage $39.10 $37.90 $42.90 $35.50 $35.70
m Early Stage $24.90 $23.10 $24.80 $19.10 $19.60
m Angel Seed $3.70 $3.80 $4.00 $2.80 $2.30

mAngel Seed mEarly Stage mlateStage m Technology Growth
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IPOs: The COVID effect
I

IPOs by Quarter: Including COVID quarters
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The Price of Equity Risk: COVID
-

Equity Risk Premium for S&P 500: Feb 14, 2020 to August 14, 2020

4000.00 9.00%
ERP: Computed with updated index/T.Bond rate, but with reported earnings/cash return
COVID ERP: Computed with updated index/T.Bond rate, but with drop of 25% in 2020 earnings & 80% recovery of that drop by 2024

. On Feb 14, 2020, the On March 23, 2020, the implied On Sept 1, 2020, the implied ERP was
‘ implied ERP was 4.83%. ERP was 7.75% (6.87%) back down to 5.00% (4.62%).
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Crazy like a fox? Market

Assessments



Markets vs the Economy: Explaining the

disconnect...
L]

US Stocks versus Real GDP - % Changes by Quarter from 1960 to 2020
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*30:00% Real GDP in Quarter Correlation
Real GDP in quarter -0.0396
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My Story for the Market
1

S&P 500 companies reported earnings of Earnings will drop to 80% of the drop is
163 in 2019 and paid out 146.30 in cash 120 in 2020, rising transitory, but 20% is
(Dividends= 58.5, Buybacks = 87.8) to 150 in 2021 permanent.
i Dvidends down 20%,
Base year Earnings Expected earnings growth in next 5 years Buybacks down 50% in
Collective earnings in most recent 12 Expected growth in aggregate earnings from 2020
months on S&P 500 stocks in the index
y /
Expected Earnings in Future years % of Earnings retuned to Less cash returned
investors as dividends & <« through 2024, before
’ buybacks reaching steady state.
Expected Cash Flows (E(CF)) in aggregate on the index
Intrinsic Value of the | |, . E(CF) E(CF) , E(CF;) = E(CF) E(CFs) E(CFe) Earnings & cash flows
S&P 500 A+7r) (A+1r?2 @Q+r)3 A+n* (A+1r)5 (r—.0245)(1+7r)5 | grow atthe same level

as the economy forever

Required return for investing in stocks (r)

Risk free Rate Equity Risk Premium
Current 10-year, US treasury bond Market-set number, reflecting the collective
rate fears & risk aversion of all Investors.

A A

Equity Risk Premium os 5.58%, average

Riskfree rate is 0.66% implied premium from 2009-19
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My Valuation of the Index
1

Earnings drop to 120 in 2020, Dividends drop by 20% &
rise to 150 in 2021 & recover buybacks by 50% in 2020, and cash
80% of the loss by 2024 returned lower through 2024
v
Earnin§s and Cash Return: Pre- versus Post-Corona Estimates
Pre-Corona Post-Corona Corona Effect
Year Earnings |Cash Return| Earnings |Cash Return| Earnings |Cash Return
2020 169.18 153.93 120.00 90.71 -29.07% -41.07%
2021 175.59 161.93 150.00 121.01 -14.57% -25.27%
2022 182.24 170.32 160.83 137.93 -11.75% -19.02%
Growth rate in 2023 189.15 179.11 172.45 156.66 -8.83% -12.54%
perpetuity capped 2024 196.32 188.32 184.91 177.37 -5.81% -5.81%
at 0.66% » 2025 197.62 189.56 186.13 178.54 -5.81% -5.81%
{
Intrinsic Value Estimate (based on your choice of ERP) based upon post-Corona numbers
Last 12 months 1 2 3 4 5 |Terminal Year
Riskfree rate is Expected Eamings $163.00 120.00 150.00 160.83 172.45 184.91 186.13
T.Bond rate of Expected cash payout (divi{  89.75% 75.59% 80.67% 85.76% 90.84% 95.93% 95.93%
0.66% Expected Dividends + Buy|  $146.30 $90.71 $121.01 $137.93 $156.66 $177.37|  178.54
Expected Terminal Value = $  3,200.86
o .066%+5.58% Present Value = | $ 8538 [$ 10721 |$ 11503 |$ 12298 | $ 2,496.27
= 6.24% Intrinsic Value of Index = 2926.87
Intrinsic PE (with 2020 E) 24.39
Intrinsic CAPE 25.69
ERP stays at 5.58%,
average from 90.71 121.01 137.93 156.66 177.37 177.37(1.0066)
2009-19 0628) T (o624 T [oezay T oeza) T (L0624 T (0622 —.0066)(1.0622)5 2 2687
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Facing up to uncertainty

Earnings in 2020 Equity Risk Premium
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Likeliest = 127.5; Scale = 6 T Min = 5.02%; Max = 6.14%
Cashflow as % of Earnings in 2020

Correlation = 0.50

Earnings in 2021

Ui w4

v apary

Min = 60%; Max = 100%

" Likeliest = 75.59%; Scale = 6%

Likeliest = 155; Scale = 6

[ Intrinsic Value of S&P 500 (June 1, 2020)

Percentile | Forecast values T = 330
0% 2277.04 0.03 - -
10% 2685.17
20% 2752.07
30% 2809.79 2 o2
40% 2870.31 ,‘E,

50% 2932.91 £

60% 2999.98

70% 3072.14 o

80% 3144.45

90% 3226.31

100% 3455.33 vodp 31




- Company Valuation: Tell your story



Lesson 5: Stories + Numbers
I

Favored Tools Favored Tools
- Accounting statements - Anecdotes
- Excel spreadsheets - Experience (own or others)
- Statistical Measures - Behavioral evidence
- Pricing Data

A Good Valuation

The Numbers People (= > The Narrative People

lllusions/Delusions
1. Creativity cannot be quantified
2. If the story is good, the
investment will be.
3. Experience is the best teacher

lllusions/Delusions
1. Precision: Data is precise
2. Objectivity: Data has no bias
3. Control: Data can control reality
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A Post-Corona Version
I

A Post-Corona Value Assessment

How will this crisis affect the How will this crisis affect the business the company is
company's operations near term? in, and its standing in that business in the long term?
[ : } | . 1
Revenue Operating Revenue Target
Growth in Margin in Growth from Operating
2020 2020 2021-25 Margin in 2025
Revenue Growth Operating Margins Growth/Investment Efficiency
Function of the size of the total Determined by pricing power and Measure of how much investment
accessible market & market share cost efficiencies is needed to deliver growth

I 1 |

4

Expected FCFF = Revenues * Operating Margin - Taxes - Reinvestment

Value of .

Business
Risk-adjusted Discount Rate
T :
Failure Risk Cost of Equity Cost of Debt
Chance of grevious Rate of return that equity Cost of borrowing money, net of
or catastrophic event investors demand tax advantages
putting business
model at risk. Updated Equity Risk Premium Updated Default Spreads
1
Updated failure

How has this crisis affected the price of risk & the likelihood of default?

probability & effect [*
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Company Base Year Numbers Valuation Story Valuation Inputs Value per Share (Simulation) Pricing per share
Revenues = $75 B User Base pays off: Rev Growth = 10% 10th: S 267.77
EBIT=$27.98B Immense & Intense user |Target Margin = 40% 25th: $ 293.89 |price = $262.59
Facebook |Oper. margin=44.3% base allows for continued |Sales to capital = 2.64 Median: | $ 327.68 (Under/Over =| Under valued
Rev Growth (LTM) = 13.02% |ad growth & new business |Cost of capital = 6.08% 75th: $ 364.79 % under/over -19.86%
potential. 9oth: | $ 398.85 ||RR 7.16%
Revenues=$322B . . Rev Growth = 20% 10th: $1,479.65
Disruption Platform rolls .
EBIT=$16.7B on: Continue to expand Target Margin=12% 25th: S 1,969.46 |Price = $3,260.48
Amazon |Oper. margin=7.99% into new businesses, Sales to capital = 1.94 Median: | $ 2,778.22 |Under/Over =| Over valued
Rev Growth (LTM) = 31.58% |delaying profitability to  |Cost of capital = 6.11% 75th: S 3,617.74 |% under/over 17.36%
deliver higher growth. .
9oth:  |$  4,295.58 ||pr 5.77%
R =$22.6B isti i = .
evenue.s S | Streaming Player: Wiith Value/Existing Subscriber = $44610th: S 312.79
# Subscribers = 192.3 mil new competitors, will Growth in Subscribers = 12% 25th: S 372.49 |Price = $484.53
Netflix ~ |GrowthinLTM =27.3% continue to add Growth in Content Costs=5%  (Median: | $ 445.53 |Under/Over =| Over valued
Cost/New Subscriber = $103  [subscribers, but struggle |Cost of capital (Existing)= 6.5% |75th: S 519.34 |% under/over 8.75%
= to control content costs. .
Content Cost = $9.95 B Cost of capital (New)=7.5%  |90th: $ 585.58 ||RR 6.16%
Revenues = $166 B More than a Search Rev Growth = 8% 10th: S 1,165.57
EBIT=$33.4B Engine: While the search |Target Margin = 24% 25th: $ 1,267.31 |Price = $1,544.61
Google/ Oper. margin = 23.8% box will continue to be the|g; o5 1o capital = 2.64 Median: | $ 1,406.96 |Under/Over =| Over valued
Alphabet -maker, oth t
Phabet pevGrowth (LTM) =5.229% | money-maker, otherbets o = pital = 6.25% 75th:  |$  1,551.26 |% under/over 9.78%
will start to pay off in
growth. 90th: $ 1,676.02 ||pp 5.87%
Revenues = $274 B Cash Machine revs up: Rev Growth = 8% 10th: S 285.67
EBIT=$52.6B The iPhone will keep the |Target Margin = 26% 25th: S 312.28 |Price = $462.83
Apple Oper. margin = 25.9% cash machine going up, |Sales to capital =4.00 Median: | $ 350.22 |Under/Over =| Over valued
Rev Growth (LTM) =7.07% |but services business will |Cost of capital = 6.58% 75th: $ 390.66 |% under/over 32.15%
be growth driver. 90th: 5 425.04 ||RR 5 30%
Revenues = $143 B old company Reborn: Rev Growth = 12% 10th: S 143.98
EBIT=$52.6B Cloud/software business |Target Margin = 40% 25th: $ 157.81 |Price = $209.70
Microsoft |Oper. margin =40.1% mix will continue to Sales to capital = 1.44 Median: | $ 176.66 |Under/Over =| Over valued
Rev Growth (LTM) = 13.65% |deliver growth with high | Cost of capital = 7.11% 75th: $ 196.77 |% under/over 18.70%
POELEIS. 90th: $ 214.83 |IRR 6.32%




