Market Commentary Monday, May 30, 2022

May 30, 2022
EXECUTIVE SUMMARY

Week in Review — Sensational Rebound

Sentiment — Lots of Pessimism

Media — Often Not the Friend of the Long-Term-Oriented Investor

Perspective — Handsome Rallies Have Eventually Always Followed Big Declines

Valuations — Stocks Reasonably Priced

Bank Exec Speak — Economy Strong and Consumer Spending Healthy

Econ Stats — Mixed Numbers but GDP Growth in Q2 and 2022 Still Likely

Fed — Inflation Moderates a Tad in April; Maybe Only 7 and not 8 More Rates Hikes This Year
Dividends — 15 Undervalued High-Yielding TPS Recommendations

Stock News — Updates on AVGO, ALB, CHNG, MDT, BIG, JWN & ENS

Market Review

If we needed any more proof that most investors do not come close to beating the market averages,...



THE PRUDENT SPECULATOR

TIME IN THE MARKET TRUMPS MARKET TIMING

Per data analvtics firm DALBAR, equity fund investors had awful relative returns in 2021, gaining
only 18.4% on average, compared to a 28.7% return for the S&P 500, for a whopping 1030 basis
point (10.3%) difference in performance. The longer-term historical numbers are even worse for
bonds as Fixed Income fund investors had an annual return 500 basis points lower than the
U.S. Aggregate Bond index over the past three decades.

Individual Investor Returns vs. Broad Benchmarks

I BT TS T

1 Year 18.4% 28.7% -10.3% -1.6% -15% -0.1% 7.0%
3 Years 21.6% 26.1% -4.5% 1.7% 4.8% -3.1% 3.5%
5 Years 14.8% 18.5% -3.7% 0.8% 36% -2.8% 2.9%
10 Years 13.4% 16.6% -3.2% 0.4% 2.9% -2.5% 2.2%
20 Years 8.1% 9.5% -1.4% 0.4% 4.3% -3.9% 2.3%
30 Years 7.1% 10.7% -3.6% 0.3% 5.3% -5.0% 3.4%

From 12.31.1084 through 12.31.2021. Annualized returns. SOURCE: Kovitz using data from DALBAR and Bloomberg Finance L..P.

...it was provided last week when the equities markets enjoyed a sensational rebound,...
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THE ONLY PROBLEM WITH MARKET TIMING: S&P 500 UNEXPECTEDLY SOARS

Rare are huge one-week rallies of more than 6% in the S&P 500, but the
popular market gauge rebounded mightily by 6.58% from May 20, 2022
to May 27, 2022, the 54'" best weekly showing since 1928.

1920's 1930's 1940's 1950's 1960's 1970's 1980's 1990's 2000's 2010's 2020's Totals
Years Ending in 0 0 o o [} o 0 0 1 o 4
Years Ending in 1 3 0 0 0 0 0 0 1 1 0 5
Years Ending in 2 - 0 o o o 2 0 o o 1 12
Years Ending in 3 o o o o 0 0 1 o 11
Years Ending in 4 2 L] 0 [} 2 1 0 o o 5
Years Ending in 5 0 o o o o 0 o o o o
Years Ending in 6 0 o o [ 0 0 0 o o 0
Years Ending in 7 0 L] [ [ [ 0 0 0 0 0
Years Ending in 8 1 6 1 (] [] 0 0 1 2 0 11
Years Ending in 9 2 1 0 o o 0 0 o 3 o 6
Up > 6.58% Totals 3 31 1 (i 0 2 3 1 8 1 4 54

From 1.31.28 through 5.27.22. Days of index price increases of greater than or equal to 6.58%. SOURCE: Kovitz using dato from Bloomberg
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Years Ending in 8 1
Years Endingin9| 4
Down < 6.58% Totals 5 34 2 1 1 3 5 1 1 2 3

From 1.31.28 through 5.27.22. Months of index price decreases of greoter than or equal to 6.58%. SOURCE: Kovitz using data from Bloomberg
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...with many folks likely sitting on the sidelines, judging by the latest AAII Bull-Bear Sentiment
Survey.
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MAJOR CONTRARIAN BUY SIGNAL: AAIl SENTIMENT EXTREMELY PESSIMISTIC

The gauge is widely viewed with a contrarian eye, so AAlI Bulls &
the AAII Sentiment Survey Bull-Bear spread plunging [ttt
to minus 33.7% in the latest week, with only 19.8% T

saying they were Bullish was a major equity market — Joow  bo o7 o um o
buy signal. There have been only 34 less optimistic ~ “am 1o o 4o sm am
2/1/19%0 15.0 1.7% 1.9% 1.9% 8.8%

Bull tallies in the 35-year history of the gauge and Wanse 0 sk o5 am

4/14/2022 15.8 0.2% -8.8%

the ensuing six-monthreturn duringthose periods 7w w0 ox 1o e o
for the Russell 3000 Index averaged a whopping Wopeel s eod L wo A
15.5%, well above the 5.9% average for all periods. P VT v
9/8/1988 17.0 0.9% 43% 3.8% 12.0%

What Direction Do AAIl Members Feel The Stock Market Will Be In The Next 6 Months? T T T
5/26/2016 17.8 1.0%  -2.2% 4.8% 8.2%

CURRENT AAll SENTIMENT BULL-BEAR SPREAD: 1/14/2016 179 -28%  -33%  93%  14.4%

Sentiment Votes The Sentiment Survey is a contrarian indicator, Click 9/1/1988 18.0 2.6% 5.2% S1%  12.4%

Week Ending 8 Bulish g Neutral g Bearish here to leamn more about how to use it. 3/30/1989 180 11%  59%  97%  207%

8/16/1990 180 -8.0%  -A6%  -44%  13.3%

S50 10.8% %% 7/1/1993 180  01%  00%  43%  58%
e 4/21/2022 189 -25% -11.2%

5/18/20: 26.0% 2256%
Sl 3/5/2009 18.9 10.3% 245%  20.3% 52.7%

§1112022 24.3% 9.0% 5/12/1988 190  -0.5% 6.7% a.a% 7.0%
8/18/1988 190 -0.6% 3.6% 21%  14.6%
5/4/2022 26.9% 12/1/1988 19.0 1.3% 2.3% 6.9%  20.7%
2/8/1990 190  0.6% 2.6% 3.0% 1.9%

Historical View 2/17/2022 192 -2.0% 07%  -1.2%

£
3 z

Hstorcal Averages [T T o= o d — 2/11/2016 192 Sa%  115%  144%  22.2%
BULL-BEAR SPREAD TRENDS: a/11/2013 19.3 -3.4% 2.7% 5.9% 9.1%
1-Year Bulksh High [RLAES Week Enaing 6302021 5/19/2016 193 27%  21% 8% 9%
— IMonth  IMonths  6Months | M10/2008 195  -61%  -54%  -31%  -9.8%
1-Yoar Neutral High _ Week Ending ¥30/2022 Woek A Ao Ag 5/26/2022 19.8
Q e e o 35 Period Average -0.3% 15% 7.4%
1-Year Bearish High Week Ending 4272022 All Periods Average 0.2% 0.9% 2.8%
Greedy Greedy Greedy Noutral Source: American Assodation of indivdual investors ond Bloomberg

Of course, it is not easy to stay the course through thick and thin, despite nine decades of
evidence that shows stocks to be very rewarding over the long-term,...
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VOLATILITY IS NORMAL BUT VALUE WINS THE RACE

Selloffs, downturns, pullbacks, corrections and even Bear
Markets are events that equity investors always have had to
endure on their way to the best long-term performance of any of
the financial asset classes.

Advancing Markets

LONG-TERM RETURNS

Minimum f
Rise % Gain #Days Count (in Years) LastStat LastEnd
323/2020 1732022
175% 682% S83 39 23 3232020 17372022 Annualized Return  Standard Deviation
15.0% 668% 566 45 20 372372020 17372022 5 °
125% 450% 340 72 13 3232020 /32022 Value Stocks 13.3% 25.9%
10.0% 352% 246 99 09 82022 31292022 Growth Stocks 9.8% 21.3%
75% 23.7% 149 158 06 3182022 372972022
50% 147% 72 310 03 | S19202 S272022 Olvidend Paying Stocks 10.7% 1505
Non-Dividend Paying Stocks 9.2% 29.3%
Declining Markets Long-Term Corporate Bonds 5.9% 7.7%
Long-Term Gov't Bonds 5.4% 8.6%
ey, S AVECRGa: A OTANe EXeqency Intermediate Gov't Bonds 5.0% 4.3%
Decline % Loss #Days Count (in rs) LastStart LastEnd
-200% -354% 286 26 35 2/19/2020  3/23/2020 Treasury Bills 3.3% 0.9%
-175% -301% 215 39 24 1372022 S/19/2022 Inflation 3.0% 1.8%
-150% -282% 188 45 21 1372022 S/1972022
425% -27% 138 T2 1.3 1372022 51972022
-10.0% -195% 101 99 0.9 32912022  SI19/2022
_7‘5* .‘5 ‘% 65 ‘58 o G 3[292022 5/1912022 From 06.30.27 through 03 31.22. Growth stocks = 50% Fama-French small growth and 50% Fama-Freach large growth

returns rebalanced monthly. Value stocks = 50% Fama-French small value and 50% Fama-French large value returns

S0% -109% 37 309 03 3202022 /1972022

rebalanced monthly. The portfolios are formed on Book Equity/Market Equity at the end of each June using NYSE

breakpoints via Eugene F. Fama and Kenneth R. French. Dwidend payers = 30% top of Fama-French diwidend payers,

From 02.20.28 through 05.27.22. S&P S00 Price return series. We defined a 20% of middle Fama-French dividend payers, and 30% bottom of Fama-French dwidend payers rebalanced monthly

Declining Market as an instance when stocks dropped the specified Non-dividend payers = Fama-French stocks that do not pay a dividend. Long term corporate bonds represented by

percentage or more without 8 recovery of equal mo"mde' and an the Ibbotson Assoc ul.n-\ S88! IJb}YCmr Total Return index. Long term government bonds represented by the
Ibbotson Associates SBBI US LT Govt Total Return index. Intermediate term government bonds rep ed by the

Advancing Market as in instance when stocks appreciated the specified Ibbotson Assaciates SBBI US IT Govt Total Return index. Treasury bills represented by the Ibbotson Associates
percentage or more without a decline of equal magnitude. SOURCE: Kovitz S881 US 30 Day TBIll Total Return index. Inflation represented by the Ibbotson Associates SBBI US Inflation
using data from B berg, Mor

and Ib A index. SOURCE: Kovitz using data from Professors Eugene F. Fama and Kenneth R. French and Ibbotson Associates

...as the senses are constantly bombard with sensationalized disconcerting headlines,...
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THE SIREN SONGS ARE NOT EASY TO IGNORE

B CNBC @ SCHEC  May 9
TONIGHT on CNBC a2 8p ET — A CNEC Special Report: Markats in Turmol

Afrer the Dow plunged 1,000 points and the Needaq dropped 5%, what's next
for your money”? Our reportars and gueets will bring you the lstest Fim

A\ Show less S——
now less

MarketWatch 2h ago
S&P 500 ends flat, averts bear
market after trading below key
threshold

Breaking News 2h ago
A late-day rally helped the S&P 500
WSJ  avoid entering a bear market. The Dow
still posted its eighth straight weekly
loss, the longest streak since 1932.

MarketWatch 2h ago
U.S. stocks are paring losses

) heading into the close; Dow's off
30 points

mw"ﬂ News 6:34 AM
U.S. stocks recovered some ground aner

Gﬂuseumlbankwukaymwest

Thiomopnmdabmt 200 points

MarketWatch 9:40 AM
The S&P 500 is trading in what
would be bear-market territory if
it closes there

Market selloffs capture far
more eyeballs than do the
advances, even as over the
long term, the trend in stocks
has been markedly higher.

MarketWatch 5:13 AM

2 Breaking News

Stock-market futures point to Stocks fall on Friday with the b
" o &2
n 300-point Dow advance and & g%g*"m’:m;:: n |

200-point Nasdaq surge

..with the supposed experts not able to provide much help in explaining short-term moves,...
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STOCK PRICES MOVE DOWN AND UP: SO

Economists & Strategists — 05.24.22

“Just given how much uncertaintvthereis,
people are still having a difficult time finding
that one or mavbe two catalvsts that give them
enough confidenceto take on risk assets.”

“What's changedin the last few weeksis that the
range of concerns has broadened so
dramatically It was inflation that was front and
center for evervone for so long. Now, it's far
bevondthat.”

“Until oil cracks and the Fed pauses, it’s hard for
the market to get anv upside.”

&P 500

TOO PUNDIT RATIONALIZATIONS “«
Economists & Strategists — 05.27.22

“Overall the U.S. consumer still remains in great
shape. They came into these price hikes, this
inflation, with cushion on their balance sheet.
Certainly employmentis high, so the overall U.S.
consumer remains in a very strong place”

“When you fall this far, it doesn't take much for
stocks to rally...Problems didn't go away for sure,
but there is this optimism that we've found a bit of
a middle ground between inflation and recession.”

“Pessimism had gotten so deep in the stock market
that it wasin a place to react more positively to
even incrementally OK news.”

...and the financial press focused on attracting eyeballs with scary headlines rather than
providing full context for those whose time horizon is not measured in days, weeks or months.
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No doubt, apocalyptic headlines attract plenty of eyeballs, with a feature in a prominent publication
drawing a parallel to the awful Bear Market of ‘7277'74 and advising folks to sell into any rallies. Given that
the S&P 500 was off more this year than it was in '73 and that returns from ‘75-'84, especially for Small-
Caps and Value Stocks, were out of this world, pu>hmg returns for those two groups for the full12 years to
18%+ PER ANNUM, selling would seem to be the wrong advice for those with strong stomachs and long-
term time horizons. As Paul Harvey would say,

THE REST OF THE STORY: MEDIA NO FRIEND OF THE LONG-TERM INVESTOR

“Now you know...the rest of the story. Good day!”

The Rest of the Story
Total Returns (%)

THE WALL STREET JOURNAL. Monday, May 23, 2022 | 89
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Small
Cap
Stocks

TREE £ | By James Mackintosh Sk

Conditions Are Ripe -

Large
Cap
Stocks

Growth
Stocks

Value
Stocks

= 1973 -14.69 -30.90 -15.72 -33.77
For Deep Bear Market - R
® 73-'74 -372.27 -44.69 -33.47 -54.17
P @l Win™ it teme  dolouime DL s bucenset ot 1975 3723 528 5719 4770
beiefly on Pri-  (her. And consemer seet) 2011 and 2018, Another four 208, phas latest
o/ daydown 20% ment, as roeassred by the times it Bad far-Sgper bosses, 1976 2393 57.38 52.28 27.77
NCA from its Jare o s ac- a8 troe panic took hold. “« . .
ary peak, i1l tually worse than It was then common factor in the . " " 2000 » » » » 1977 7.16 25.38 12.33 4,85
ery tempting to start trying 20% drops was the Federal
o call the end a2 Reserve Each thme, Investors Istelgence advisers’ sentiment, percentage bullsh  Lesson of 1973-1974 bear
The probem s tat on goe | became cntalbambors et boomed o0 when (e s bearh et Sl e 1978 657 2346 1285 1248
of the conditions for a rally sod politicians were contral bank eased mODetary (ot % gubes et
1n place, that s frightened, too, Whee they  policy, with the stock s
s in place, that eveyoo's £ o s : Do whh the shock mar o recesson o SO 1979 18.61 43.46 31.52 32.80
e e e gy ©
The 2000 ebound, bt s vt g companie. (et moresekouly s % 2 1980 3250 3988 1913 4419
may sot could make it  otherwise might. Py "
This time, contral bankers 1981 -4.92 13.88 15.79 9.23
s are scared not by faling ¥ concern is that » =
are tAat kveston start to OF the econOm this time could be 2
......,.;,.,,;_, o w,.._“‘_..,.,.._ A e Sranitid 1982 2155 2801 3409 2050
lenges, and t) Py something a primary
s start 1o help. Withost breaks in the financial sys-  concern of the country s i ¥ » 1983 2256 39.67 37.94 17.09
Dose, sk b2 seriesof  tem they will efocus n - faton, thasks to 2 waree. 2
ot rallies that . and Iated of-price shock. Just as 984 E
n:m-n-wt-m Dromt thers 10 rethieh rate  then, the infationary shock poltt % 1 6.27 6.6 1232 7.32
R e s’ ietint 75-'88 29805 131967 104337
That Isalready  prices are soen merely a5 3 scale of political stimulus for
weak. Surveys of seatiment  side effect of tighter mone Just 2 t resalt was & borrible bar So far, this thme has been  F'im still Bopetul that the 10 Years
show fund (sur tary policy, ot 3 reasen to  favored stocks—the Nifty market intersporsed with pothing ke as bad for will resilient. Annualized 1481 30.38 27.59
veyed by Bk of Amarical,  Imvole the ~Fed put” Fifty, now the FANGS and as-  sosl-destroying temporary  stocks, Bot least because the  although it will be 2 jong .
Peivate iovestors (the Amert  rescee sociated acromyms —had rallies, two of 10%, two of 8% sconomy ln't In recession. If  thme before we know encugh ’ .
can Assoxistion of Lndw idsal There is i prior years. .mr-oon\ua -nu inflation comes down, the 1o make it & good bet. In re- 73-'84 149.69 685.28 660.69
Iavestors) and financial aboct a fall of 20X, the asual t mportast, in 1974 out. Ik took 20 Fod woa't nevd to raise rates  ally simple terms, thoagh,
Jettors (lovestors Intelligence)  deficition of 3 bear market.  the Fed kept raising rates o e S W o~ 68 Ml o B Ml S St e 12 Years
are alrosdy at March 2020 Dot it dows Crop up a bt [n  even a9 3 recession took hold  not coincidentally, when the  which would be 3 big boon  bied (n two years, 2 market 7.92 18.74 18.42
of caution about stocks.  the past 40 years, the SAP  because It was runaing to  Fed finally began 0 get seri-  for the stocks that have sef  fall of more than 20% seems Annualized
Options that protect against 500 has bottomed out with 3 catch up with inflstion. The  Ous about cutting rates. fared the most. entirely plausible.

Source: Kovitz Using Data from Morningstar

By no means are we suggesting that the recent “unofficial” Bear Market is over,...
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MARKET OF STOCKS — CORRECTION FOR VALUE; MAJOR BEAR FOR GROWTH

The average member of the Russell 3000 and NASDAQ Composite Indexes
tumbled into a Bear Market (down 20% or more), but the Value benchmarks
held up remarkably well, especially relative to Growth.

2022 Bear Market

Start End Perf Instrument Start End Perf Instrument

1/5/2022 5/20/2022 -17.09% Dow Jones Industrial Average 11/22/2021 5/12/2022 -34.15% S&P 500 Pure Growth Index

11/22/2021 5/20/2022 -31.93% NASDAQ Composite Index 4/21/2022 5/20/2022 -11.85% S&P 500 Pure Value Index
1/4/2022 5/20/2022 -21.63% Russell 1000 Index 9/1/2021 5/20/2022 -34.64% S&P 500 Communication Services
11/8/2021 5/12/2022 -30.82% Russell 2000 Index 11/22/2021 5/20/2022 -37.17% S&P 500 Consumer Discretionary
1/4/2022 5/20/2022 -21.79% Russell 3000 Index 4/21/2022 5/20/2022 -15.11% S&P 500 Consumer Staples Secto
1/4/2022 5/20/2022 -20.93% S&P 500 INDEX 5/17/2022 5/19/2022 -5.37% S&P 500 Energy Sector GICS Lev
11/22/2021 5/20/2022 -30.43% Russell 1000 Growth Index 1/13/2022 5/20/2022 -22.86% S&P 500 Financials Sector GICS
1/5/2022 5/20/2022 -13.39% Russell 1000 Value Index 4/8/2022 5/12/2022 -12.74% S&P 500 Health Care Sector GIC
11/8/2021 5/12/2022 -39.59% Russell 2000 Growth Index 1/5/2022 5/20/2022 -18.55% S&P 500 Industrials Sector GIC
11/8/2021 5/12/2022 -21.86% Russell 2000 Value Index 12/28/2021 5/20/2022 -28.82% S&P 500 Information Technology
11/22/2021 5/20/2022 -30.70% Russell 3000 Growth Index 1/5/2022 3/8/2022 -14.26% S&P 500 Materials Sector GICS
1/5/2022 5/20/2022 -13.65% Russell 3000 Value Index 12/31/2021 5/12/2022 -20.80% S&P 500 Real Estate Sector GIC
12/28/2021 5/20/2022 -29.57% S&P 500 Growth Index 4/8/2022 5/2/2022 -9.81% S&P 500 Utilities Sector GICS

1/5/2022 5/20/2022 -12.75% S&P 500 Value Index
Source Kovitz using data from Bloomberg

...but history shows that every correction has been followed in the fullness of time by a rally of
even greater magnitude.
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PERSPECTIVE: 10% UPS AND DOWNS SINCE TPS INCEPTION

S&P 500 Moves (on a Closing Basis) of 10% Without a Trading has been rocky of late,
Comparable Move in the Other Direction to say the least, with many stocks
9/12/1978 11/14/1978 3611978 9/12/1978 . .
enduring their worst

10/5/1979 11141978 10/5/1979

2/13/1980 BEAR 11711979 2/13/1980 BULL . .
1172811980 BEAR 32711980 11281960 sur  performance since the five-week
1173071981 BEAR 9/25/1981 11/30/1981 BULL

571962 BEAR | JE1%R2 871962 sur 2020 Bear Market brought on by
1071071983 BEAR 8/12/1982 10/10/1983 BULL = . s T
82511987 BEAR 7/24/1984 825/1987 BULL / e ~ /
107211987 BEAR 10/19/1987 10/21/1987 BULL [l1e (_‘JO\ lD IQ Pfll-‘del]-"g' \\ l‘"le
0Rrise0 SR || taneer] aenises a  the S&P 500 quickly rallied out of

7/16/1990
10711997
7171998
9/23/1998

BEAR 1/30/1990
BEAR 10/11/1990
BEAR 102711997
BEAR 8/31/1998

s correction territory in March, the
ae  index closed on §.19.22 with a

711611999 BEAR 10/8/1998 7/16/1999 BULL = 8“ d ‘l- f l

312472000 BEAR 1011511999 3/2412000 BULL 1§.7 Yo decline from the 03.2().22
9/12000 BEAR 411472000  9/1/2000 BULL .k B . ~ Y
5212001 BER a0t s2v200 sue interim high. Of course, a 10%
1142002 BEAR 9212001  1/4/2002 BULL ZR .

8222002 BEAR 7232002 8222002 s setback is not unusual, given that

11/27/2002 BEAR 10/9/2002 11/27/2002 BULL

10/9/2007 BEAR 3/11/2003  10/9/2007

s we have now had 36 of them
s since the launch of The Prudent
st Speculator more than 45 years

5/19/2008
10/13/2008
11/4/2008
1/6/2009

BEAR 310/2008 5/19/2008
BEAR 10/10/2008 10/13/2008
BEAR 10/27/2008
BEAR 11/20/2008

4/232010 BEAR 3/9/2009

47292011 BEAR 7/2/2010 BULL o,

e e T e awe  ago. Happily, there have also
11732015 BEAR 8/25/12015 BULL i 0/

112672018 BEAR 211172016 BULL been 36 Zld\’éll]CEb Of 1070 Or

9/20/2018 BEAR 2/8/2018 BULL . .

22020 BEAR 12202018 sue  greater, with the average gain
17372022 BEAR 3/23/2020 BULL ® . .

3202022 511912022 BEAR 30812022 BULL durmg those penods in the green

Averag - dwarfing the average loss.

SOURCE: Kovitz using data from Bloomberg

We have to be braced for addition downside, but we continue to sleep well at night with the
knowledge that Value strategies have performed well, relatively speaking, since Halloween,...
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MARKET OF STOCKS — DOWNSIDE IN 2022 FAR GREATER FOR GROWTH g

“Prudent Speculater

Russell 3000 Value Index

Advancing Markets

Minimmum  Av Average Frequency
Rise % #Days Count (in Last Start LastEnd

11272022

15.0% 496% 447 14 1.7 32372020 1122022
10.0% 31.4% 252 26 0.9 6/26/2020 1122022
7.5% 21.7% 147 47 06 82022 329/2022

5.0% 136% 69 96 03 S19/2022  Si27/2022

Declining Markets
Minimum A Average Fre
LastStart LastEnd

117/2020 372372020

#Days Count (inY

-200% -321% 212 7 29

-150% -251% 172 14 1.7 11772020 3723/2020
-100% -185% 83 27 0.9 112/2022  S/19/2022
-1.5% -141% 5S4 48 0.5 329/2022 1972022

50% -101% 30 96 0.3 329/2022  S/19/2022

From 10.19.95 through 05.27 22. Price return series. We defined a Declining Market as an
instance when stocks dropped the specified percentage or more without a recovery of equal
magnitude, and an Advancing Market as in instance when stocks appreciated the specified
percentage or more without a decline of equal magnitude. SOURCE: Kovitz using data from
Bloomberg

Total Returns Matrix

N

28.05 -62.34 Meta Materials Inc MMAT Equity
-39.99  -40.54 Roundhill Ball Metaverse ETF METV Equity
-46.95 -59.20 AMC Entertainment Holdings Inc AMC Equity
-7.53  -25.23 GameStop Corp GME Equity
41.55 70.32 Robinhood Markets Inc HOOD Equity
35.24 42.27 Vankck Social Sentiment ETF BUZZ Equity
-51.99 -62.25 ARK Innovation ETF ARKK Equity

MARKET OF STOCKS

-1.85 -6.16 Dow Jones Industrial Average TR

DJITR Index
6.18 4.97 New York Stock Exchange Composite Index  NYA Index
-23.67  -27.07 Russell 2000 Total Return Growth Index RU20GRTR Index
-7.28 -6.79 Russell 2000 Total Return Value Index RU20VATR Index

-15.51  -17.23 Russell 2000 Total Return Index RU20INTR Index
24.17 27.12 Russell Midcap Growth Index Total Return  RUMCGRTR Index
RUMCVATR Index

RUMCINTR Index

-4.97 -2.07 Russell Midcap Value Index Total Return
-11.84  -11.44 Russell Midcap Index Total Return
-21.58  -19.78 Russell 3000 Total Return Growth Index RU30GRTR Index
RU3OVATR Index

RU30INTR Index

-3.94 -1.60 Russell 3000 Total Return Value Index
13.25 -11.21 Russell 3000 Total Return Index

7.16 -3.92 S&P 500 Equal Weighted USD Total Return In SPXEWTR Index
-12.21 -8.92 S&P 500 Total Return Index
BONDS

1051  -10.90 Bloomberg Barclays Global-Aggregate Bond | EGATRUU Index

SPXT Index

8.47 -8.43 Bloomberg Barclays U.S. Aggregate Bond

LBUSTRUU Index

...and that the big pullback in the overall market has led to a much more reasonable valuation for

the S&P 500,...
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INTEREST RATES STILL SUPPORTIVE OF STOCKS =

The so-called Fed Model suggests that the yield on 10-Year Treasuries
should be similar to the S&P 500 Earnings Yield, whichis the inverse of
the P/E ratio. If the 10-Year is greater than the S&P Earnings Yield, a
market is overvalued and if the reverse is true, as it is today, a market is
undervalued. Though many dismiss the Fed Model, investing is always
a choice of this or that, and we like today’s rich (and rising) earnings
yield (4.81% vs. 2.74% 10-Year) and S&P 500 dividend yield of 1.52%.

Monthly 3/31/1977 - 5/27/2022
S&P 500 Earnings Yield 4.81
High on 04/30/80 14.37
Average 6.41
Low on 02/26/21 3.26
S&P 500 Dividend Yield 1.52
High on 07/30/82 6.37
Average 271
Low on 08/31/00 1.06
10-Year U.S. Treasury 2.74
High on 09/30/81 15.84
Average 5.91
Low on 07/31/20 0.53

1980-1984 1985-1989 1990-1994 1995-1999 2000-2004 2005-2009 2010-2014 2015-2019 2020-2024

...and very attractive price metrics for our broadly diversified portfolios of what we believe to be
undervalued stocks.
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MANAGED ACCOUNT STRATEGIES & BENCHMARKS

CURRENT PORTFOLIO AND INDEX VALUATIONS

Name Price to Earnings Ratio  Price to Fwd. Earnings Ratio  Price to Sales Ratio  Price to Book Ratio  Dividend Yield
TPS Portfolio 12.7 11.3 1.0 2 25
ValuePlus 13.5 ks 1.2 2.3 220
Dividend Income 12.3 11.4 0.8 2.2 3.0
Focused Dividend Income 14.0 126 1.1 25 2.6
Focused ValuePlus 12.8 12.7 1.2 26 2.4
Small-Mid Dividend Value 10.6 9.6 0.6 1.6 26
Russell 3000 21.4 18.0 2.2 3.7 1.5
Russell 3000 Growth 29.0 24.0 3.6 9.3 0.9
Russell 3000 Value 17.3 14.7 1.7 2.4 2.1
Russell 1000 20.7 179 24 39 1.6
Russell 1000 Growth 27.5 23.5 3.9 10.1 0.9
Russell 1000 Value 16.9 14.8 1.8 2.5 2.1
S&P 500 Index 20.3 179 215 4.0 1.6
S&P 500 Growth Index 23.2 21.0 4.3 7.3 0.9
S&P 500 Value Index 18.2 15.8 1.8 2.9 2.1
S&P 500 Pure Value Index 11.7 10.4 0.7 1.5 2.4

As of 05.27.22. Weights based on model portfolios. Harmonic mean used to calculate the portfolio price metrics. Companies
with negative earnings are excluded from the P/E and Estimated P/E calculations. SOURCE: Kovitz using data from Bloomberg
Finance L.P.

*khkk

No doubt, comments on the economy and the health of the consumer from the leaders of the
nation’s largest banks played a part in the big equity market rebound last week.
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JPM — UPBEAT INVESTOR DAY

We expect NIl to build throughout the year to a 4Q run rate of $66B+ We have a st rong U.S. cconomy, fueled
by monetary and fiscal stimulation
e maee B sommierions that you've never seen before. So it's
_— different than a strong economy. And

3500 . S the consumer is in very good shape
even today, which means if we go ina
recession, it may be different than

o T prior recessions, But that strong
economy being met by two
countervailing forces, both of which
you've never seen before, okay? High
inflation QT. And obviously, the Fed's
going to try to meet it. We don't know
the outcome. That's your guess, but
we can have a good scenario all the
way to a best scenario. And the warin

® Yoo yoar deposit growth

Credit outlook remains positive

S L ————— wisiintesins oot sl et UUkraine; the humanitarian crisis; the
Do ® Expe it %5 10 return 1o pre-pandemic . = ) x
vel ove e impact of global economy, rolling into
Wholesale - " -~ e - ’ -
© Suosd cecpimurond vhtteaso el global oil markets, wheat markets,
®s o koangrovikiteos eserve buikds commodity markets, et cetera, wars

Consumer

have unpredictable outcomes. We are
: temele prepared for that. We have to be
PR G e because our job is to serve our clients

s o o - o Rocare oo neemseamense | through thick and thin through good
Cormm P ’ times and bad times.

Wholesale 0.00% 0.16% 0.03% e

Total Firm 0% 0.55%

- Jamie Dimon, JPMorgan CEO

At the JPMorgan Chase (JPM — $131.27) Investor Day, CFO Jeremy Barnum said, “Big
picture, the near-term credit outlook, especially for the U.S. consumer, remains strong,” adding
to CEO Jamie Dimon’s confidence that the company is well positioned no matter what comes its
way. Mr. Dimon concluded, “Our fortress balance sheet, and by that, I mean not just the balance
sheet, but margins, earnings, growth, management, quick response, conservative accounting, all
these things put us in a position to deal with all that.”

Meanwhile Bank of America (BAC — $37.02) CEO Brian Moynihan called attention to
consumer deposit balances that remain a multiple of pre-pandemic levels, across wealth cohorts.
He added, “Consumers continue to spend to keep up with inflation even as the Fed straddles
competing goals of reigning in prices and not derailing the economy.”
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CONSUMER SPENDING VERY RESILIENT IN APRIL

With inflation accounting
for only a small part of the
gain, money was shelled
out for hotels, restaurants
and new cars in April, with
e consumer spending rising
Tiiohon 053172086 g 0.0%, beating expectations
et and gaining from an
increase of 0.5% in March.
Shoppers did have to reach
into their wallets somewhat
as personal income gained
0.4% for the month, down
from a 0.5% increase in
mustorice 04 8 March, with the savings rate
et I 8 comingin at a 14-year low
M of 4.4%, below the 5.0%
level of the month prior.

Consumer Spending (M-0o-M % Change)

‘mw%wrw%qum“ 1 R e

Personal Income (M-0-M % Change)

Via an interview with CNBC, Mr. Moynihan’s relative positivity showed in remarks about
recession odds being “overquoted.” He asserted, “The probability [of a recession] is rising, the
fear is going up, but the reality is that no one is really saying there will be a recession.”
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PLENTY OF DOOM & GLOOM TALK, BUT ODDS OF RECESSION DON’'T MATCH

Certainly, the 1.§% contraction in Q1 2022 real (inflation-adjusted) GDP
puts the economy half-way to the declaration of a recession, but the
odds of such an event happening today stand at just 30%, a figure that
is not much higher than the historical average probability.

U.S. Recession Probability Forecast

M| ast Price 30
High on 04/30/20 100
Average 23
Low on 01/31/11 10

2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018 | 2019 | 2020 | 2021 | 2022

ECRPUS 1Y Index (United States Recession Probab) Monthly 01JAN2007-29MAY2022 Copyright® 2022 Bloomberg Finance L.P. 29-May-2022 10:39:13

For her part, Citigroup (C — $53.62) CEO Jane Fraser chimed in regarding recession in Europe.
She explained, “There are three ‘R’ words right now — Russia, recession, and rates. Europe is
right in the middle of storms from supply chains, the energy crisis, and its proximity to atrocities
that are happening in Ukraine. In the U.S., it is much more about rates because there’s resiliency
in the economy. Consumers are sitting on $3.4 trillion of deposits... so there’s some buffer
there.”

To be sure, the latest batch of economic statistics had its disappointments,...
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WEAKER ECONOMIC NUMBERS

U.S. Durable Goods Orders
(M-0-M % Change)

University of Michigan
Consumer Sentiment

X

The headline number for
durable goods orders in
April rebounded 0.4%,
compared to a 0.6% rise
the month prior, despite
higher inflation, labor
shortages and supply
issues. Excluding volatile
transportation orders, the
gain was 0.3%, which was
the same percentage
increase for orders
excluding defense. On the
other hand, consumers
became more pessimistic in
April, with Univ. of
Michigan sentiment falling
to a 10-year low of 58.4.

...with hikes in interest rates not helping the housing market.
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L
HIGHER PRICES AND INTEREST RATES COOLING THE HOT HOUSING MARKET g

Pending Home S
(M-0-M % Change)

New Home Sales (Seasonally
Adjusted Annual Rate in Thousands)

With mortgage rates rising
as government bond yields
have soared, housing
affordability is a major issue
and pending home sales
(contract signed for the

Bl purchase of an existing
B home) sank a weaker-than-

expected 3.9% in April, the

g sixth straight monthly

decline. Meanwhile, sales of

B new homes for April
B skidded 16.6% to 501,000

units, below the historical
average and the lowest

since the pandemic as the
median sales price soared

B 10 a record $450,600.

Still, the reads on the state of the manufacturing and services sectors were not bad, with S&P
Global stating, “Business confidence across the private sector remained upbeat, with firms
recording a stronger degree of optimism in the outlook for output over the coming year in May.”
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IHS MARKIT PMI READINGS STILL SOLID IN MAY

&P Global Markit

S
U.S. Manufacturing PMI

\

WLast Price 57.5)
High on 07/31/21 63.4
Average 54.6
Low on 04/30/20 36.1

S&P Global Markit
U.S. Services PMI

m|ast Price 53.5
High on 05/31/2170.4
Average 53.9
Low on 04/30/20 26.7

The S&P Global Markit
preliminary U.S. PMIs for the
factory and services sectors in
May came in at §7.5 and 53.5,
respectively. S&P commented,
“Business confidence across the
private sector remained

upbeat, with firms recording a
stronger degree of optimism

in the outlook for output over
the coming vear in May.

Firms were buoved by ongoing
sales growth and investment in
local supply chains whichit is
hoped will ease bottlenecks.
However, although higher than
April, the degree of positive
sentiment was below levels seen
earlier in the vear amid concerns
regarding inflation and
customer spending patterns.”

Also, the strength of the labor market has continued to persist,...
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JOBLESS FILINGS AND CONTINUING CLAIMS NEAR 50+ YEAR LOWS =

S SR While higher than recent
o s i gl rcadings with a 1-handle, yet
"Hhgh on 04/03/20 61370 £ still coming in near the
A AL Rl s [owest levels since 1969
when the work force was
much smaller, new filings for
unemployment benefits for
e e e the period ended May 21
i i o o s A o it A T SO sl Seasonally adjusted
Conthiulng Joblsss Clatmp &3 210,000, down from a revised
i [ B 218,000 the week prior.

m| ast Pri 1346.0 . . .
Haish oglc()es/og/zo 23130.0 b Conllnumg ClalmS ﬁled

Low om 05/30/69 9880 | through state programs
edged up to 1.35 million, near
B the lowest level since 1969 as
a0 businesses continue to hold
onto workers with labor so

1970-1979 | 1980-1989 | 1990-1999 | 2000-2009 | 2010-2019 v d|ff|cu][ o Ob[ain_

...with real U.S. GDP growth (i.e. no recession) still the expectation for the current quarter,...
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Q2 U.S. GDP GROWTH PROJECTION FELL LAST WEEK

While Q12022 saw a 1.5% contraction in real (inflation-adjusted) GDP growth,
as the Omicron variant, supply-chain difficulties, the war in Ukraine and
inflation impacted the economy, the Atlanta Fed’s current projection for Q2
2022 real GDP growth on an annualized basis stands at 1.9%.

Atlanta Fed GDPNow
Quarter-Ahead Growth Forecast

W Mid Price 1.9
High on 09/30/20 33.8
Average 24
Low on 05/29/20 -51.2

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 | 2022

)P Index (Atlanta Fed GDPNow GDP Forecast) AtlantaFed Monthly 01JAN2010-28MAY2022 Copyright® 2022 Bloomberg Finance L.P.

...while we can’t forget that the economy in Q1 showed substantial nominal (actual) growth,...
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HUGE 6.5% JUMP IN NOMINAL GDP, BUT REAL GDP CONTRACTS BY 1.4%

First quarter 2022 real (inflation-adjusted) domestic economic growth
came in much weaker than expected at a 1.5% contraction on an
annualized basis, even as the current-dollar nominal GDP figure of
$24.4 trillion soared by 6.5% on an annualized basis to an all-time high.

U.S. Gross Domestic Product

W GDP Annualized $ Change (R1)
High on 09/30/20 33.8
Average 2.1
Low on 06/30/20 -31.2
®GDP in $Billions (L1)
High on 03/31/22 24384.29
Average 16048.86
Low on 06/30/00 10247.72 J

2000-2004 2005-2009 2010-2014 2015-2019 2020-2024

GDP CQOQ Index (GDP US Chained 2012 Dolla: oQ sAverage Monthly 30JUN200 022 Copyright® 2022 Bloomberg Finance L.P.

...which helped fuel significant improvement in corporate profits.
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VERY GOOD EPS IN Q1 ‘22 AND ’22/'23 ESTIMATES REMAIN STRONG

Q1 earnings reporting season generally has been |EEIEIIITEETE
Bottom Up Bottom Up

terrific in terms of the results, even as many Gacter
stocks sold off sharply on the news. 76.2% of the [

488 S&P 500 companies to have announced ESTIMATES

" . . 12/31/2023
have beat EPS expectations and an impressive el

66.3% have exceeded revenue forecasts. 802023

3 H 4158 49 L 4077 2% 12/31/2022
Table Export C Earnings Analysis 9/30/2022
. O NN TR 6/30/2022

Sector (BICS) Reported Sales Surprise Earnings Surprise
t -

SPX

27 May 4077.4
SPX Index
jCurrent Season 8

Q

- 0.5 ACTUAL

: 12/31/2021
9/30/2021
6/30/2021
3131/2021
12/31/2020
9/30/2020
6/30/2020
3/31/2020
12/31/2019
9/30/2019
6/30/2019
3131/2019
12/31/2018

Operating Operating

EPS3
Month

$65.20
$63.44
$60.54
$58.29
$60.47
$59.03
$54.96
$49.65

$56.73
$52.02
$52.05
$47.41
$38.18
$37.90
$26.79
$19.50
$39.18
$39.81
$40.14
$37.99
$35.03

EPS 12
Month

$247.47
$242.74
$238.33
$232.75
$224.11
$220.37
$213.36
$210.45

$208.21
$189.66
$175.54
$150.28
$122.37
$123.37
$125.28
$138.63
$167.12
$152.97
$154.54
$153.056
$151.60

Source: Standard & Poor’s. As of 5.26.22

True, EPS forecasts for the S&P 500 have come down in recent weeks, but the outlook for
Corporate America bottom-line growth does not mesh with the carnage seen in the equity
markets this year. Wall Street analysts have been wrong before, of course, but we would argue
that many stocks already have discounted a significant and lasting profit contraction, while we
offer the reminder that even if an economic recession were to occur, such an event is no reason

for a long-term-oriented investor to abandon equities.
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EQUITY RETURNS AND RECESSIONS (PRE AND POST)

As the saying goes, the stock market (and economists) has predicted nine
of the last five recessions, but the 15 prior instances of actual negative
economic growth illustrate that long-term-oriented investors (on
average) should stay invested (in Value, preferably) no matter what.

U.S. Recession Commencement (per NBER) & Equity Returns
S&P 500 and Fama/French Value Performance

Year Prior Year Prior Recession Start 1 Year 1 Year 3 Year 3 Year S Year 5 Year 10 Year 10 Year To Present To Present

S&P 500 TR FF Value TR Date S&P 500 TR FF Value TR S&P 500 TR FF Value TR S&P 500 TR FF Value TR S&P 500 TR FF Value TR S&P 500 TR FF Value TR
51.9% 30.8% August 1929  -32.6% -32.0% -73.5% -64.9% -71.1% -61.4% -58.0% -47.7% 303088% 8521082%
18.2% 42.6% May 1937 -39.3%  -55.8% -33.2% -55.1% -32.5% -44.3% 53.7% 142.7% 563244% 7959783%

26.3% 54.4%  February 1945 26.0% 42.2% 12.0% 28.5% 64.3% 75.7% 379.2% 468.6%  405944% 3841277%
4.0% 4.6% November 1948 19.2% 12.4% 101.8% 108.9% 145.2% 130.7% 542.0% 584.7%  329726% 2785777%

3.1% 4.7% July 1953 31.9% 25.6% 1289% 118.0% 136.5% 138.2% 308.5% 381.9% 136236% 1168629%
-1.2% -0.4% August 1957 10.0% 16.4% 40.2% 55.0% 55.1% 77.9% 188.9% 418.4% 62559% 552669%
-2.4% -6.4% April 1960 24.2% 29.0% 41.7% 51.5% 92.4% 131.0% 107.7% 268.9% 47112% 374505%

-8.4%  -20.9% December 1969 3.9% 8.7% 41.4% 403% -11.3% -7.3% 77.0% 267.9% 20279% 95184%
-15.2%  -19.4% November 1973 -23.8% -14.8% 20.8% 77.1% 23.7% 142.4% 182.3% 719.9% 17132% 82958%
20.6% 31.3% January 1980 19.5% 12.3% 49.5% 80.4% 102.4% 183.5% 342.4% 480.7% 10740% 23835%

13.0% 22.9% July 1981  -13.3% -0.8% 34.0% 78.6% 127.9% 217.1% 343.5% 408.6% 8655% 18731%
6.5% -6.9% July 1990 12.7% 9.9% 38.2% 76.0% 83.2% 129.3% 407.4% 424.9% 2125% 3969%
-21.7% 17.0% March 2001 0.2% 14.6% 1.9% 33.8% 21.4% 83.4% 38.3% 96.0% 436% 562%
5.6% -2.9% December 2007 -37.0% -38.2% -83% -14.9% 8.6% 0.9% 125.9% 117.4% 277% 238%
8.2% -9.7%  February 2020 31.3% 38.8% 45% 75%
7.2% 9.5% Averages 2.2% 4.6% 28.2% 43.8% 53.3% 85.5% 217.1% 338.1% 127173% 1695285%

S&P S00 as of 4.29.22. FF Value as of 3.31.22. Source: Kovitz Investment Group using data from Bloomberg, Professors Eugene F. Fama & Kenneth R. French and the National Bureou of Economic Research

*khkkk

And speaking of what the markets have discounted, the equity market gains witnessed on Friday
came about in part when the latest read on inflation was still very elevated...but was not worse
than expected,...
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INFLATION NOT TRANSITORY, BUT THE APRIL INCREASE LESS THAN MARCH

The Federal Reserve's preferred gauge of inflation, the core Personal Consumption
Expenditure (PCE), rose in April by 4.9%, above the 2.0% target. The figure was below
March'’s 5.2% increase, suggesting to some that inflation may have peaked and leading
to a small reductionin the expected number of interest rate hikes this vear from
Jerome H. Powell & Co.

Personal Consumption Expenditure Index
(Federal Reserve's Preferred Measure of Inflation)

mU.S. PCE Index YoY SA 4.9
High on 02/28/22 5.3
Average 2.2
Low on 07/31/09 (X)

1985-1989 | 1990-1994 . 14 | 2015-2019

g Finance LP

...which led the Fed Funds futures market to maintain a slightly lower target for additional rate
hikes this year of closer to 7, down from recent levels near 8,...
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FED LIFTOFF HAS BEGUN — INTEREST RATES STILL HISTORICALLY VERY LOW

For the first time since 2000, the redrunce Rute Upper:Sotind

Federal Reserve hiked its target slastPrice = 100 |
f h F d F d t b 0 :\12:;;;03/31/80 209.20
or the I'ed unds rate by § Low on 12/31/08 0.25

basis points (0.5%) and
suggested that similar-sized
increases are “on the table” for
upcoming FOMC Meetings in
June and July. The move was
well telegraphed, but given R S
stubbornly high inflation P /gt st -
readings, the Fed Funds futures |t | |
are suggesting that there will be

another 175 or so basis points
(1.75%) of increases by year end,
though the resulting rate
(2.75%) would still be well below
the historical upper bound

average of 4.93%.

...with the modest reduction in interest rate expectations of late adding to the appeal of dividend-
paying stocks.
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DIVIDENDS IN VOGUE — 15 UNDERVALUED HIGH YIELDERS

. a 2 =
+

Market Swing Boosts 4%+ Yielding TPS Stocks

. .« .

- d d S ks 05.27.22 Target

Blg DlVl en toc Symbol Common Stock Price Price Sector
:v-:‘t_nn mevII W-_:lnflr::: in recent months. NYCB  New York Community Bank $9.91 $16.17  Banks 80 6.9%

— o ek o ATET AXAHY AXASA $26.12  $39.17 Insurance 80 55%
m:";\:‘::ﬂf“‘; now. T‘“: Inc Wm*“”‘::‘ MDC M.[?.C. Holdings o $38.31 $77.10 Consumer Durables 46 52%
embrace of dividend-paying ket endures one of its most 74 Verizon Communications $51.40 $74.13  Telecom Services 9.4 5.0%
S Oy THOMIE NI TN oviacias of T et DOC  Physicians Realty Trust $1857  $22.01 RealEstate 179 5.0%
"‘?“ interest rates, sky-high infla- BASFY BASF SE $13.68 $26.33 Materials 6.8 4.9%

nvestors are rushing to tion and slowing growth x

companies prumnuuk;oguhr turned the stock market up FL Foot Locker $33.29 $64.30  Retailing 45 4.8%
o s e ey . KSS  Kohl's Corp $41.87  $71.76 Retailing 65 4.8%
for cash in hand as the Fed- companles that dominated 1BM Int'l Bus Mach $139.27 $163.83 Software & Services 145 4.7%
eral Reserve ralses interest ower the past decade—firms & "
rates and major stock indexes  that often pay no dividend or PRU  Prudential Finl $106.27 $142.27 Insurance 74 45%
P L I i o o it ki GILD  Gilead Sciences $64.80  $83.81 Pharma, Biotech 88 45%
.4;7 while "‘;N‘ﬁﬂﬂ:ﬂ ﬁum w‘@:‘ '&ﬂ;ﬂ 'hﬂwf::' ﬁ;‘l BIG Big Lots $26.94 $57.39  Retailing 11.7  45%
technology q;u,_ma_m:M ;.";, rewarded by stockholders LEG  Leggett & Platt $39.81 $60.16  Consumer Durables 142  4.4%
i Monday;, e dectines Rasssrwnioieseds PNW  Pinnacle West Capital $7872  $89.90 Utilies 148 43%
were another example of the # Nasdaq and S&P 500 foll, TTE Total S.A. $58.83 $95.85 Energy 6.5 4.1%
whipsaw trading Dow posts gain. 81

boosted its return o kovestors  Index peformance this year

Dividend

Cash is king right now. The latest
evidence: the market's embrace of
dividend-paving stocks over another
longtime favorite, firms that do buybacks.

mim that investors are paying

Stocks Gain o ey ca pyots e, AM
From Swing Secirses /\mf W=

barks on an ambitious cam Into companies with Jofty

paign to raise interest rates to valuations, many of which of

Contimwed from Page One rein in inflation. High iaflation fered big payouts in the future
rather than right now.

This year, many of those

» bets have staged 3 U-tum and

weighed on the broader mar

ket. lovestors said that the

1 free cash offered by dividend:

paying companies s more

valuable 10 them right now

because interest rates are

higher.

2 10 and rising Interest rates oat
the Covid-19 pandemic. Lately, away at the value of compa
there has been 3 divergence.  nies’ future earnings while in-

Since the start of 2020, creasing the attractiveness of
companies that pay high levels  cash today.
of dividends have continued An exchange-traded fund
outperforming those with that aims to invest in compa
lower payouts, while shares of nies throwing off lots of cash, a o
companies putting the most the Pacer US Cash Cows 100  soms saser

Investors are rushing to companies
promising regular pavouts to
shareholders, a sign of Wall Street's
hunger for cash in hand as the Federal
Reserve raises interest rates and major
stock indexes struggle.

have laged behind those with  year, while major indexes have  ylelds higher than 5%, accord-  John Augustine, chief in
posted double-digit declines.  ing to FactSet. The benchmark  vestment officer at Huntington
10 Credit Suisse analysts. Many of the stocks with the  index is down I7% in 2022 and  Private Bank, said his firm's
“If | have a cholce between  highest dividend yields in the  has been teeteriag on the odige  equity stratexies have all been
you buying moce of your stock  S&P 500 have been soaring  of bear-market territory. adding dividend paying stocks
or you giving me cash.I'd past the broader market.  Companies in the S&P 500 in recemt months, to the point
rather have the cash” said Shares of ATAT have risen MX  paid out a record $1376 billion  where each has 2 higher div}
Max Wasserman, founder of this year, while shares of Altria  in dividends in the first quar-  dend yield than its
Capital who oversees  Group have gained 12X and ter, according to S&P Dow “We don’t know what the

shares of dividend-paying shares of pipeline operator Jones Indices, and senkor Index  Fed Is going to do next year, s0
companies Including United Oneok Inc. have added 85%  analyst Howard Sliverblatt ex- | want the cash now,” Mz A
Parcel Service Inc, which All three stocks have dividend  pects a new record to be set in  gustine said. |

Stock Updates

Keeping in mind that all stocks are rated as a “Buy” until such time as they are a “Sell,” a listing
of all current recommendations is available for download via the following link:
https://theprudentspeculator.com/dashboard/. We also offer the reminder that any sales we make
for our newsletter strategies are announced via our Sales Alerts.

Jason Clark, Chris Quigley and Zack Tart offer updates on several of our stocks that had news
out worthy of mention last week.

Broadcom (AVGO - $583.28) said it reached an agreement to buy VMWare for approximately
$61 billion in a cash and stock deal. Michael Dell, founder of Dell Computer, owns 40% of
VMWare, an infrastructure software provider with products to address a range of IT problems,
including cost and operational inefficiencies, business continuity, software lifecycle
management, and desktop management. The deal is expected to close in fiscal 2023 and will
triple the size of Broadcom’s software division. AVGO shares initially sank on rumors of the
transaction, trading below $520 on Monday and Tuesday, but once the actual deal was
announced, the stock shot higher, ending the full trading week more than 7% higher and some
$60 above the low-water mark.


https://theprudentspeculator.com/dashboard/

Hock Tan, CEO of Broadcom, commented, “Building upon our proven track record of successful
M&A, this transaction combines our leading semiconductor and infrastructure software
businesses with an iconic pioneer and innovator in enterprise software as we reimagine what we
can deliver to customers as a leading infrastructure technology company. We look forward to
VMware’s talented team joining Broadcom, further cultivating a shared culture of innovation
and driving even greater value for our combined stakeholders, including both sets of
sharcholders.”

Raghu Raghuram, Chief Executive Officer of VMware, said, “VMware has been reshaping the
IT landscape for the past 24 years, helping our customers become digital businesses. We stand
for innovation and unwavering support of our customers and their most important business
operations and now we are extending our commitment to exceptional service and innovation by
becoming the new software platform for Broadcom. Combining our assets and talented team
with Broadcom’s existing enterprise software portfolio, all housed under the VMware brand,
creates a remarkable enterprise software player. Collectively, we will deliver even more choice,
value and innovation to customers, enabling them to thrive in this increasingly complex multi-
cloud era.”

Given Mr. Tan’s ruthless pursuit of business with the potential to earn returns on capital above
15%, we think VMWare could be a great fit with some operational optimization of the variety
for which AVGO excels, even as some of VMWare’s valuation metrics look expensive.
Nevertheless, Broadcom indicated that it would maintain its generous dividend policy (the yield
is now 2.8%) and management unveiled a $10 billion addition to the existing $3 billion share
repurchase authorization.

Broadcom also announced fiscal Q2 results, posting better-than-expected EPS of $9.07 ($8.73
est.) on revenue of $8.10 billion, versus the $7.91 billion consensus forecast. Mr. Tan explained,
“Broadcom’s second quarter revenue accelerated sequentially, and was driven by strength in
networking and server storage. We expect this momentum to continue into the third quarter.”

Broadcom CFO Kirsten Spears added, “Consolidated revenue grew 23% year-over-year to a
record $8.1 billion and operating profit increased 30%. We generated $4.2 billion in free cash
flow and are expecting free cash flow to remain strong in the third quarter. Consistent with our
commitment to return excess cash to shareholders, we returned $4.5 billion to shareholders in the
quarter including $1.7 billion of cash dividends and $2.8 billion of share repurchases.”

Looking to fiscal Q3, management’s top-and bottom-line guidance was better than consensus
analyst projections, no doubt fueling the handsome rebound in AVGO shares on Friday. Our
Target Price for Broadcom now stands at $738 and we are keen to see the benefits from the
acquisition.

North Carolina based lithium producer Albemarle Corp (ALB — $270.92) raised its 2022
guidance for the second time this month last week. Management now expects EPS between
$12.30 and $15.00 for the current year, up from the $9.25 to $12.25 range provided in early May,
with the shares popping nearly 15% last week on the news.
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ALB — BIG BUMP IN FY 2022 TOP- AND BOTTOM-LINE GUIDANCE

Improved Guidance Reflects Successful Lithium Contract Renegotiations

2022 Revised
- Guidance
As of May 23, 2022 vs FY 20212
Net Sales $3.38 $528-$568 $5.8B - $6.2B +75 10 90%
Adj. EBITDA $871M! $1.78-$208 $2.2B-$2.58 +160to 195%
Adj. EBITDA Margin 262%’ 33-36% 38 -40% +1,300 to 1,500bps
Adj. Diluted EPS $4.041 $925-$1225 $12.30-$15.00 +200 to 275%
Net Cash from Operations $344M $500M — $800M $550M — $850M +60 to 145%
Capital Expenditures $954M $1.38-$158 $1.3B-$1.5B
Ofher Inputs for 2022 Depreciation and Amortization S310M - $340M; Adusted effective tax rate 25%. Corporate costs $115M - S120M: Interest
and financing expenses $110M - $130M. Weighted-average common shares outstanding — dikuted 117 7M.
i Y2021 FCS ke 3000 S EOTOR GBI e G e SN A ALBEMARLE

ALB is banking on strong lithium prices to persist given all the demand from electric vehicle
development. At a recent industry conference, CEO Kent Masters stated, “You’ve heard us talk
for the last couple of years that we are negotiating some of the historical fixed price contracts to
be more indexed to reference prices, indexed to the market, and we were able to negotiate a
couple more contracts since our earnings call over the first quarter, and that led to this upgrade
and guidance. So we’re now showing about 70% to 80% of our business is battery grade. And of
that business, 60% is indexed to variable price indices. And some of the — those are — they
tend to be longer-term contracts, let’s call them, 5 years as a good benchmark. And then they are
referenced to indices, common indices that are public, typically fast markets or benchmark
minerals type indices, and they would adjust sometimes some contracts are different, but on
average, it’s quarterly. They adjust quarterly. And in some of those contracts, we have floors and
ceilings, but there are contracts that are open in both upside and downside.”

Shares have performed very well this year (up nearly 16%), especially considering the disastrous
returns for stocks of many EV producers, not to mention the downturn in the overall U.S. equity
market. We continue to think that ALB will see long-term benefits from a major positive catalyst
in lithium batteries as electric vehicle adoption increases and the world’s leading car companies
race to get desirable EVs to market. We struggle to find any major global car producer that said
it would offer anything other than EVs past 2030 to 2035. We continue to hold tight to our



current position and appreciate the carmaker-agnostic exposure we are gaining in our broadly
diversified portfolios. Our Target Price for ALB has powered ahead to $334.

Technology-focused health concern Change Healthcare (CHNG — $23.80) announced that it
earned an adjusted $0.39 per share in fiscal Q4. The figure was shy of the Street estimate of
$0.42, even as Change generated $920.1 million of revenue, 7.6% above the total in fiscal Q4
2021. The firm continues to pursue its tie-up with OptumInsight, a subsidiary of national health
insurer UnitedHealth, despite litigation by the Department of Justice in opposition of the deal.

On the merger front, Change and Optum each waived their right to terminate the merger
agreement until the earlier of (i) the tenth business day following a final order issued by the U.S.
District Court for the District of Columbia with respect to the complaint filed by the DOJ that
prohibits the consummation of the Merger and (ii) December 31, 2022. As the press release
states, “OptumlInsight has committed to pay a $650 million fee to Change in the event the
Merger doesn’t complete because of the decision issued by the U.S. District Court in Washington
D.C. which is is scheduled to begin on August 1, 2022. Additionally, Change has received
permission to declare and pay a one-time special dividend of up to $2.00 in cash per share, which
the firm expects to pay at or about the time of closing the merger.”

CEO Neil de Crescenzo commented on CHNG’s performance in the past year, “In calendar year
2021, our Technology-Enabled Services segment handled approximately 1 million COVID
patient access calls, about 200,000 nurse triage calls, sent about 6.5 million automated COVID
patient reminders and processed about 8 million COVID testing claims. As in prior quarters, we
continue to focus on margin expansion in this segment through automation and Al, constantly
increasing our efficiency and driving stronger performance for our customers. As an example,
our Al coding offering has processed 36 million charts since late 2019, with over 80% of our
volume now being handled by our Al systems with over 95% coding accuracy. Of direct benefit
to our customers, this Al capability has reduced unspecified diagnosis codes by over 45% and
reduced medical necessity denials by more than 50%. One large globally-renowned health
system replaced their in-house coding with change health care, resulting in reduced unbilled
inventory, improved overall coding quality, and significant annual savings. Our Al-driven
workflow systems have contributed to Change Healthcare increasing our clients’ net collection
rate by as much as 3%, worth millions of dollars annually to many clients and accelerating time
to value for our customers by a full month. Our tech-forward approach to patient access and
RCM services is being validated in the market by our growing bookings, expanding pipeline and
positive trends in both deal size and win rates.”

He added, “In closing, we continue to execute on our strategic, operational and financial
objectives. Through continued innovation, we are providing greater value by leveraging
technology insights to reduce administrative waste, streamline and accelerate payments and
enhance consumer engagement to drive better experiences and outcomes throughout the patient
journey. We remain confident that Change Healthcare’s platform, which provides best-in-class
connectivity, transaction management, insights and integrated experiences will continue to play a
central role in helping our customers through the continuing transformation of health care.”



Obviously, with the stock trading well below the $25.75-in-cash merger price plus $2.00
dividend, the market continues to bet that antitrust issues will not be overcome and that the deal
will fall apart. We respect that this is a very real possibility, but we like the long-term prospects
of CHNG on a stand-alone basis, and maintain that the stock may actually revalue much higher
in time should the merger be scuttled. We appreciate that the services Change provides are
essential in today’s health care market, allowing providers to navigate the complexity of
insurance reimbursement, ensuring accurate and timely payment while enhancing daily
workflows. Our Target Price for CHNG is $28.

| was not a great week for shares of Medtronic PLC (MDT — $99.08) as they dipped more than
3% in price thanks mostly to the announcement of EPS of $1.52 for fiscal Q4, a $0.02 increase
over the prior-year quarter, on revenue of $8.09 billion. Procedure volumes for the medical
device maker returned to pre-pandemic levels by the end of the fiscal quarter, while supply chain
issues in China caused problems in some of the business lines. Management expects these
challenges to continue for the next couple of quarters, despite ongoing efforts to mitigate the
impacts, with lowered forward guidance the primary cause of the stock price decline.

MDT CEO Geoff Martha stated, “The recent stress of these global supply chain issues has
further illuminated the need for the enhancements. We have a new global structure in place that
consolidates operations and supply chain functions, which were previously fragmented
throughout the organization. Now this is a big move for us. And there’s still a lot of work to be
done, but I am confident we will come out of this with a more resilient end-to-end global supply
chain that we believe will be a competitive advantage in our industry. While some of our Q4
challenges will persist in the near term, we expect strong improvement in the back half of our
fiscal year, and we remain focused on delivering our long-term strategies. We have made
significant changes over the past 2 years to position the company for accelerated and sustained
innovation-driven growth. Our pipeline is robust and continues to advance with a number of
upcoming catalysts and fast-growing MedTech markets. We’re committed to creating strong
returns for our shareholders, and we’re making progress with our enhanced portfolio
management and our capital allocation processes. We’re investing in future growth drivers, while
at the same time returning capital primarily through our meaningful and growing dividend,
which we just increased again today by 8%.”
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MDT — DIVERSIFIED MEDICAL DEVICE MAKER

FY22 Portfolio summary
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CFO Karen Parkhill offered the company’s outlook and thoughts on the dividend, “We are an
S&P Dividend Aristocrat, having increased our dividend for 45 years now, and our dividend is
an important component of the total return we generate for our shareholders. This past year, we
paid $3.4 billion in dividends and we’re supplementing that through opportunistic share
repurchase, particularly in periods where we see share price dislocation. In fact, we repurchased
over 2.5 billion of our stock in fiscal ’22, including 1.4 billion in the fourth quarter... We expect
organic revenue growth in fiscal 23 of 4% to 5%. While the impact of currency is fluid, if recent
exchange rates hold, foreign currency would have a negative impact on full year revenue of $1
billion to $1.1 billion. By segment, we expect Cardiovascular to grow 5.5% to 6.5%; Medical
Surgical to grow 3.5% to 4.5%; Neuroscience to grow 5% to 6%; and Diabetes to decline 6% to
7%, all on an organic basis. While we are hopeful that we can receive approval for 780G and
Guardian 4 Sensor in the United States, we’ve elected not to include it in our guidance... We
expect non-GAAP diluted EPS in the range of $5.53 to $5.65 in fiscal ’23, which includes an
unfavorable impact of $0.20 to $0.25 from currency at recent rates, for the first quarter, we
expect EPS of $1.10 to $1.14, including an FX headwind of about $0.05 at current rates.”

Medtronic shares are only slightly negative this year, much better than the broad-based S&P 500,
and about 1% ahead of the S&P 500 Health Care index. Concerning the warning letter MDT
received last year, EVP and President of Cardiovascular Sean Salmon said, “With regard to the



warning letter progression, we did conservatively leave that out of the guidance, I think that’s
prudent. But the most important thing we have to do is to improve and sustainably improve the
quality system, which was outlined in those items that were in the 43 and the subsequent warning
letter.” It seems that MDT is working through its challenges and surgery volumes have generally
recovered, despite a hiccup here and there. We suspect near-term performance will likely be
impacted by supply chain difficulties and hospital staffing issues, but we doubt the trials and
tribulations will diminish Medtronic’s competitive position in the med-tech space. With domestic
demographic trends in its favor, we find shares of high-quality MDT attractive with a P/E ratio
near 18. The dividend yield is 2.7% and our Target Price is $140.

Discount retailer Big Lots (BIG — $26.94) saw its shares continue to be sold off last week, with
the year-to-date decline now 40%, following the release of its fiscal Q1 2023 financial results.
Big Lots sharply missed bottom-line expectations as the company said inflation and the removal
of government stimulus deterred lower income shoppers from non-necessity items, especially
bigger-ticket, better-margin items like home furnishings. Same store sales fell 17% versus the
year-ago period. BIG said revenue for the quarter came in at $1.38 billion, approximately 6%
below expectations. The retailer recorded an adjusted EPS of -$0.39, while the consensus
forecast was $0.99. Gross margins fell from 40.2% to 36.7% (while the average estimate was
39.4%). Inventory value also spiked as more higher-priced non-necessity items were passed over
this quarter.

CEO Bruce Thorn explained, “Our business has grown significantly over the past two years as
we benefitted not only from home-related spending but from the positive growth fueled by our
Operation North Star initiatives. We have greatly improved our customer shopping experience,
evidenced by an all-time high Net Promoter Score of 85% in Q1. E-commerce remains a
standout, and now accounts for over 7% of our sales, with same-day deliveries growing 20%
over last year. Our Broyhill and Real Living private label brands reached close to 30% of our
sales, positioning us well to pursue consumer trade-down opportunities ahead. These
accomplishments helped get 3-year comparable sales growth off to a solid start in February and
March, but trends materially slowed in April, resulting in a need to increase markdowns. We
believe the slowdown was caused by the spending pressure our consumers felt from higher gas
prices and broader inflation, which is affecting discretionary purchases across the retail industry.
As a result, we missed our sales plan by approximately $100 million, the vast majority in April,
while supply chain impacts across gross margin and SG&A continued to be significant
headwinds.”

Mr. Thorn continued, “We have reacted quickly to the changes in consumer demand by
increasing value offerings to our customers, resulting in a significant acceleration to three-year
comparable sales growth in the mid-teens in May. We expect the environment to remain
challenging and we remain highly focused on managing the business prudently, which includes
aggressively right-sizing our inventories over the course of Q2. We are focused on opening price
points that drive traffic and improving gross margin rates through capitalizing on significant
close-out opportunities, more targeted pricing and promotions, minimizing supply chain charges,
and reducing shrink. We are also accelerating SG&A cost reductions to generate over $70
million in additional savings this year. Further, we are strengthening our balance sheet by
temporarily scaling back capital expenditures associated with new store openings and remodels.”



He concluded, “I am thankful to our talented team of 35,000 associates, who remain committed
to our noble purpose of helping our customers Live BIG and Save LOTS, as they manage
through increasingly tighter budgets buffeted by inflation. Continuing to delight our customers,
regardless of economic conditions, is key to unlocking the full potential of Operation North Star,
which we continue to believe will drive long-term sales potential of $8 to $10 billion with a 6%
to 8% operating margin.”

BIG has a lot on its plate as its core customer is forced to deal with inflation, it continues to
struggle with supply chain issues, and the company works to widen its footprint and transform.
While our patience isn’t indefinite, we think that shoppers will continue to seek out its stores as
finding a solid bargain is more valuable than ever. No doubt, the quarter was ugly and we have
cut our Target Price to $57, even as we still think that there is substantial long-term earnings
power. Given the plunge in the stock price of late, we are happy that management refrained from
buying back any shares in the latest quarter, though we would like to see some of the $159
million remaining on its repurchase authorization utilized soon, as this amount represents more
than 20% of the current BIG market cap. The dividend yield is also quite attractive at 4.5%.

High-end department store Nordstrom (JWN — $26.56) lost $0.05 per share in fiscal Q1 2023
(vs. -$0.06 est.) on sales of $3.47 billion, compared to the estimate of $3.27 billion. JWN has
strung together two quarters of market-beating results, with the 25% rebound last week pushing
the YTD gain near 10%.

CEOQ Erik Nordstrom said, “This quarter, we saw customers shopping for long anticipated in-
person occasions such as social events, travel and return to office. Beyond occasions, customers
also reevaluated and refreshed their wardrobes. We are encouraged by this opportunity because it
favors the core categories of our business and the core capabilities of our service model. We
were well positioned to serve this demand and deliver an excellent customer experience,

powered by our unique product offering, interconnected model and strong commitment to
customer service. Our integrated digital and physical assets continue to allow us to be nimble and
enable us to quickly adapt to the channel shift in the quarter as customers increasingly choose to
shop in-store. We were staffed, well stocked and ready to serve customers as store traffic
increased. And our dedicated employees delivered an experience that was clearly reflected in our
store level customer satisfaction scores.”

CFO Anne Bramann commented, “We continued to strengthen our financial position, ending the
first quarter with $1.3 billion in available liquidity, including $484 million in cash and the full
$800 million available on our revolving line of credit. This month, we entered into a new $800
million revolving credit agreement, replacing the previous agreement that was scheduled to
expire in September 2023. The new agreement is another milestone in improving our capital
structure post-pandemic, providing additional flexibility as we go forward.”

Ms. Bramann offered the outlook, “We continue to be encouraged by the momentum in our
business as customers update their wardrobe and prepare for long-awaited occasions. To date, we
haven’t seen an adverse impact on customer spending from inflationary pressures, which we
suspect is due to the higher income profile of our customer base. We continue to see macro-
related cost pressure in labor and fulfillment, which we factored into our guidance, along with



offsetting benefits from our supply chain optimization initiatives. At the same time, we continue
to consider macroeconomic headwinds, including the potential of more pronounced inflation
impacts and supply chain disruption, both to our customer as well as to our margins. Taking all
these factors into consideration, we are updating our 2022 guidance to reflect our first quarter top
line performance, which exceeded our expectations, while holding assumptions for the second
quarter and the rest of the year, consistent with our previous guidance.”

Ms. Bramann closed, “For fiscal year 2022, we now expect revenue growth of 6% to 8% versus
2021. We continue to expect adjusted EBIT margin of approximately 5.6% to 6% for the full
year. Our forecast assumes that year-over-year improvement in both gross profit margin and
SG&A leverage will be significant contributors to 2022 adjusted EBIT margin. Improvements in
both gross profit margin and SG&A will be driven by leverage on higher sales, especially in the
first half of the year, and benefits from our strategic initiatives, which will build throughout the
year. All said, we expect similar levels of adjusted EBIT margin improvement between the first
and second halves of the year compared to 2021. Our effective tax rate is expected to be
approximately 27% for the fiscal year. We now expect adjusted EPS of $3.20 to $3.50. Our
outlook excludes the impact of any share repurchases. I’d also like to provide some additional
detail on our forecast for the second quarter. We anticipate that second quarter revenue growth
will be approximately half that of the first quarter. Our projections include the impact of 1 week
of our Anniversary Sale shifting into the second quarter, which adds approximately 200 basis
points of revenue growth to the quarter...We are very pleased to see the momentum in our
business and customers reengaging with our core categories. We made the right investments to
prepare for this shift, and we are well prepared to serve our customers in the moments that matter
most to them. We are very excited about the momentum in our business and our plans to deliver
shareholder value over the long-term.”

JWN’s digital sales dropped to 39% of revenue, compared to 46% a year ago, indicating that
customers are returning to retail stores. The Nordstrom Rack segment revenue was slightly better
than expected and we are glad to see indications that people are shopping in those stores again.
JWN and retail stocks in general have been volatile lately, swinging in both directions as
investors parse the impacts of inflation, supply chain bottlenecks and geopolitical conflicts. After
some serious missteps, we think that JWN is now on the right track and we appreciate that the
company has the ability to return capital to shareholder. On that note, JWN resumed its quarterly
dividend in mid-March, indicating it will pay $0.19 per share (roughly half the pre-pandemic
rate), which is a much higher payment than we had anticipated. The road ahead may yet be
bumpy and our Target Price of $46 incorporates that thinking.

Shares of EnerSys (ENS — $70.77) rebounded more than 12% last week following the release of
fiscal Q4 financial results from the maker of power storage systems. EnerSys earned an adjusted
$1.20 per share (at the top end of management guidance and above the $1.15 Street est.) as
revenue grew 11% year-over-year to $907 million, which also beat the Street forecast ($876
million). Management continues to adjust prices (outpacing costs in Q4) and expects to keep
pace with inflation and any detrimental affects from foreign exchange. For fiscal Q1 2023, the
company expects gross margins in the range of 21% to 23% to support between $1.10 and $1.20
of earnings per share.



CEO David Shaffer commented, “The March quarter marked a strong finish to a challenging
year. Demand across all segments continued to surge, with fourth quarter net sales of $907
million eclipsing $900 million for the first time in our company’s history and our backlog
growing to $1.3 billion, breaking new records for the third consecutive quarter. Our pricing
actions are continuing to catch up with our significant cost increases, driving a 19% sequential
increase in adjusted diluted EPS despite ongoing and mounting supply chain headwinds, labor
shortages, and historic inflation levels. While pricing has not yet caught up with the persisting
inflation endured this fiscal year, we are pleased with the trajectory our teams are making to
recapture our underlying financial potential. For reference, the inflation and supply chain
disruptions created nearly $3 per share of sequential pressure in fiscal 2022. Approximately two-
thirds of this pressure was offset in the fiscal year as we continue to chase these pressures with
price and mix.”
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ENS — MARGINS ABOUT THE ONLY THING NOT TO LIKE

Business Segment Performance -

Net Sales Adj. Op Margin Segment Overview
(s m:l/lons)r
+  $740M record backlog
$1,5637 3.1% « Pricing actions gaining traction Q4'22

y -360 bps yly » Infrastructure spending / network upgrades fueling growth

e IOATN
Energy Systems..,
o . + Fast Charge and Storage on track, end FY'23

« Continued penetration of proprietary NexSys TPPL and Li-

$1 ,361 12.5% lon maintenance-free products

+17% viv + Demand driven by recovery, electrification and automation
e Ongoing price increases offsetting persisting inflation

Continued progress on transformation initiatives

+20 bps yly

+ Significant revenue and share growth opportunities remain in
$459 9.9% Transportation
+6% yly -120 bps yly » Strong momentum in Aerospace and Defense

« Labor and supply shortages pressuring margins

Note: See appendix for non-GAAP reconciliation
May 2022

He added, “We achieved several key milestones in fiscal 2022, including the launch and UL
safety listing of our high-performance NexSys® lithium iON batteries which feature an
integrated Battery Management System (BMS) that performs auto-diagnosis, voltage limitation,
and communication of performance data. We also exceeded our capacity goal for our Thin Plate
Pure Lead (TPPL) batteries. Customer demand for this proprietary technology across all of our
business segments continues to outpace our ability to supply. We expect to benefit further from



the strength of this demand as we make progress toward increasing capacity by an additional
$200 million in fiscal 2023. | am also pleased to note we made significant progress on our ESG
goals, including several sustainability and environment updates that culminated in the
publication of our first comprehensive sustainability report in April 2022. The report highlights
the critical role our power and energy solutions play in building a resilient, low-carbon future
and are a key component to decarbonization globally.”

We think EnerSys sits at a cross section of megatrends, such as 5G, the electrification of mobility
and grid modernization, which offer a terrific runway for growth, and we like that the company
continues to pursue new applications and technology. Even as supply chain bottlenecks and cost
headwinds are very real, we are still of mind that the latest obstacles are temporary. We like that
management is aggressively working to raise prices and note that gross margin recovery back to
around the typical level of 25% ought to significantly improve the bottom line. As the company
states, “Current margin headwinds to become tailwinds when costs hormalize, onshoring
initiatives take hold and pricing actions catch up from multi-quarter lags.” After a 10% dip year-
to-date, shares trade for just under 14 times forward earnings estimates, while the EnerSys P/E
denominator is expected to more than double by 2025. The dividend yield is modest at 1.0%, but
we think that significant capital gains potential exists, given that our Target Price is now $126.

Kovitz Investment Group Partners, LLC (“Kovitz”) is an investment adviser registered with the Securities and Exchange
Commission. This report should only be considered as a tool in any investment decision matrix and should not be used by itself to
make investment decisions. Opinions expressed are only our current opinions or our opinions on the posting date. Any graphs,
data, or information in this publication are considered reliably sourced, but no representation is made that it is accurate or
complete and should not be relied upon as such. This information is subject to change without notice at any time, based on
market and other conditions. Past performance is not indicative of future results, which may vary.



