Executive Breakfast 02.05.2019

[
Chris Guinther — Portfolio Manager

The Economy and Stocks
Where were we and where are we going?

A review of DATA, TECHNOLOGY, and INFORMATION
...and how it's changing the game




COMPLIANCE DISCLOSURE

e The information provided is for illustration purposes only. It is not, and should not be
regarded as “investment advice” or as a “recommendation” regarding a course of
action to be taken. These analyses have been produced using data provided by third
parties and/or public sources. While the information is believed to be reliable, its
accuracy cannot be guaranteed.

* Any securities identified were selected for illustrative purposes only. Specific securities
identified and described may or may not be held in portfolios managed by the Adviser
and do not represent all of the securities purchased, sold, or recommended for
advisory clients. The reader should not assume that investments in the securities
identified and discussed were or will be profitable.
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Stocks or Cash?

Starting Point

Conditions

Direction
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» The S&P 500 Index is highly correlated to earnings.

» Earnings have grown long term at ~6% per year.

» Earnings out-grow and under-grow the 6% average. Over-Earning
» Stocks trade between 10x and 30x earnings.




What direction are stocks headed?

¥

Well, what direction are Earnings headed?

What drives Earnings?

> Fed Policy, Interest Rates, Liquidity
> Consumer and CEO Confidence, Spending & Investment
> Debt




The GOOD - Conditions that are ‘ok’

Conditions

> Inventories

> Corporate Cash Flow

> Corporate Debt Coverage
» Consumer Spending

> Savings Rates

> Fixed Income Ownership

> Capacity Utilization

> Bubbles/Excess - no

Conditions

> Banks willingness to lend
> Credit Delinquencies

> Labor Participation Rate
> Globalization

> Fed on Hold

> Inflation 2%

> Qil

> Politics




The BAD — Conditions & Rate of Change/Direction

> 2019 Earnings Expectations
> 2019 Earnings Estimates
> Product Costs

> Wage Inflation

> Corporate Profit Margins
> Interest Rates rose

> Global FEDS tightened

» Money Supply (M1/M2)
» PMl’s / ISM’s

> Tax Cut anniversary

> Housing

> Auto Sales

> Capital Expenditures

> Consumer Leverage

> Corporate Leverage

> CEO Confidence Surveys
» China / Emerging Markets
> Euro Block

> Stock Prices

> Dollar

> Earnings

> Unemployment




More BAD — Conditions and Rate of Change/Direction

The Unknowns

> Tariffs

> Deficits

> Election 2020
> Trump

> Trade Wars

> N. Korea

Ground Level data

> FedEx
> Apple
> Micron

> Macy’s
> Stanley Works
> UTX, IBM, JBHT, Banks

> Overall Company Guidance
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Focus on a Factor(Profit Margins)

S&P Industrial Average vs. S&P Industrial Average Profit Margin Quarterly Data 1954-09-30 to 2018-12-31
— S&P Industrial Average (2018-12-31 = 3,374.66)
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1,000+ 41,000
631F 1 631
398+ 4 398
251+ {1 251
1581 1 158
100+ 4 100
63F {1 &3
401 40
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— S&P Industrial Average Profit Margin (Earnings/Sales) (2018-12-31 = 9.0%)

20k Earnings & Sales Based on Four-Quarter Totals 120
Most recent data pulnl is estlmated Source: S&PDow}mes Indices

1955 1960 1965 1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

S&P Industrial Average Performance
Full History: 1954-02-30 to 2018-12-31

% Gain/ | % of
SPIA Profit Margin is | Annum | Time
Abowve 6.2 345 | 3113

Between 5.4 and 6.2 605 | 24.89

Between 3.3 and 5.4 1341 | 38.53

3.3 and Below -3.34 | 545
Buy/Hold = 7.45% Gain/Annum

5658 @ Copyright 2019 Med Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
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Focus on a Factor(Confidence)

Dow Jones Industrial Average vs. Consumer Confidence Index Monthly Data 1967-02-28 to 2018-12-31
— Dow Jones Industrial Average (2018-12-31 = 23,327.46)
25,119+ Oct 2007 425,119
Jan 3000 l
15,849 un 1998 415,849
10,000+ 410,000
6,310+ 6,310
39811 3,981
2,512+ 4 2,512
1,585} O=we 0= e 1,585
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398} 1 way 1950 1 a9
251 Do 1974 Source: S&P Dow Jones indices 251
— Consumer Confidence (Conference Board)
} 1 } Extreme Optimism = Bearish for Stocks
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Extreme Pessimism = Bullish for Stocks Source: The Conference Board
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196819701972197419761978198019821984 1986 198819901992 19941994 199820002002 2004 200620082010201220142016 2018
DJIA Performance
Full History: 1967-02-28 to 2018-12-31
% Gain/ | % of
Shade# areas represent Consumer Confidence Is | Annum | Time
Mational Bureau of T 174 (2273
Economic Research recessions 260-1100 6"50 =572
Below 66.0 14.82 | 14.53
Buy/Hold = 6.62% Gain/Annum
S10604 & Copyright 2018 Med Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
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Focus on a Factor(Expected Earnings Growth)

S&P 500 Index vs. Median Expected Earnings Growth Monthly Data 1984-12-31 to 2018-12-31
— S&P 500 Index (2018-12-31 = 2,506.85)
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1,585F 41.585
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Source: S&P Dow Jones Indices

— Median Estimated One-Year Earnings Growth Rate for S&P 500 Index Components{2018-12-31 = 17.5%)

25k T T T T T T T T T T T T T T T T T T T T T T T T T T T T Sr.'.lu.ﬂ'n!.l ?]‘JLI).':-‘JSO:J I{'B:'E,S -25
1986 1988 1990 1992 19%4 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

S&P 500 Index Performance
Full History: 1984-12-31 to 2018-12-31

Calculation is median 12-month percent change in rolling one-year forecasted EPS. % Gain/ | % of
Rolling one-year forecasted EPS is a time-weighted average of current fiscal Expected EPS Growth is | Anmum | Time
year's earnings estimates and following fiscal year's earnings estimates. Above 142 -4.15 | 1545
Forecasted EPS based on median estimates from Thomson I/B/E/S. 34-142 10.16 | 71.82

Below 3.4 13.95 | 12.74

Buy/MHold = 8 28% Gain/Annum

& Copyright 2019 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
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Focus on a Factor(Unemployment)

Monthly 4/307193% - 127317200% [Log Scale)
Standard & Poor's 500 Stock Index
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Shaded periods represent National Bureau of Economic Research recessions. Source: Bureay of Labor Statistics
(51057 Unemployment Rate

© Copyright 2018 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
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Focus on a Factor(Yield Curve)

Monthly 173171048 - 127317201038 (Log Scale)
Standard & Poor's 500 Stock Index
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isse0y  Yield Curve (Long-Term Treasury Bond Yield Minus Three-Month T-Bill Yield Spread)

© Copyright 2018 Ned Davis Research, Inc. Further distribution prohibited without prior permission. All Rights Reserved.
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Equity Market Indicators
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N Positive Indicators Mo Signa Indicators N Hegative Indicators esssstEP SO0 Index

4 Positive - Forward Estimate Chg., S&P Capex/Cash Flow, Credit Conditions, Valuations(S&P 500 Earnings Yield to T-Bills)

10 Neutral — High/Lows Breadth Index, Output Gap, Capacity Utilization, Yield Curve, LEIl, Breadth of State LEI, Option
Adjusted Spreads, S&P Margin Debt, Valuation(P/E level), Debt Spreads

10 Negative — Equity Trends, Consumer Confidence, Domestic Equity Fund Flows/Levels, Bond Fund Flows/Levels, Street
Median Expected Growth, S&P Profit Margins(level), Unemployment, Corporate Debt to Cash Flow, Valuation(EV to Cash
Flow), Fed Funds Direction
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The Market’s ‘Value’ is not great, but not bad either

The S&P 500 is ‘over-earning’ the long-term trend of 6.6%
‘Conditions’ for earnings growth are not great but not too bad
The ‘Rate of Change/Direction’ of earnings drivers are down

We do the same analysis for other asset classes continually
» International Markets
» Commodities
» Real Estate
» Private Equity
» Hedge Funds
» Fixed Income

Questmns’?
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