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What Really Moves a Company’s Stock Price?

“What people say,
what people do, and
what they say they do
are entirely different
things.”

| Go by what
e i investors do, not
AT what they say.

Margaret Meade
Famous Anthropologist
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Holistic Capital Deployment Framework

Most companies apply different analytics to capital deployment alternatives
making comparisons impossible. Fortuna Advisors’ consistent shareholder value

framework makes tradeoffs clear and fact based.

Sources of Capital
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Repurchase
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Who Says M&A Doesn’t Create Value?

TSR vs Acquisition Intensity

10.8% 10.5%

Medium

TSR vs Acquisition Frequency

11.5%

Occasional

“Who Says M&A Doesn’t Create Value”, February 26, 2010
(based on Industrial Machinery Industry)
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Median 2-Year Relative TSR
Significant Acquirers

Only when the
market peaked
did acquirers
underperform

46%

20% 21%

2000 2001 2002 2003 2004 2005 2006 2007 2008

“Acquirer TSR Hinges on Results”, June 14, 2011

(based on all industries)
A Fortuna
Advisors.




Stock Buybacks: Buy High and Sell Low

Buyback ROI Fo R T u N E

May 1, 2017

2-5 Years of
Buybacks

SHARE REPURCHASES

IRR Based on Dividends ST]EKS THAT
SAr\‘/oideg and Value of D[ DBE THE
o BUYBACK BLUES

The President’s tax reforms could set off a stampede of share
repurchases. But such dealsdon’t always pay off forinvestors.
Here's how to tell good buybacks from bad. BY RYAN DERDUSSEAU

Fortuna Advisors developed Buyback ROI

. . . $ Total
in order to measure the return and timing Rank [Company Name metar | ebeck/ |EEEEE
. Market Cap

of repurchases, for comparison to other 1_|nViDiA Corporation NVDA 55% | 80.5%

. . R . 2 |Electronic Arts Inc. EA 9.8% 43.4%

uses of capital like acquisitions and capital 3 [E*TRADE Financial Corporation _[ETFC 53% | 42.0%

. . orthrop Grumman Corporation .0% 35.5%

expendltures‘ Thls tOOI can help : I\N/Ia:n lSI:rietta Maferi:Is, Itnc. &?Jf/l 257.5(?%: 3:.2%

H H 6 |Southwest Airlines Co. LUV 15.7% 35.1%

Companles better determlne When 7 |Global Payments Inc. GPN 12.9% 34.1%

buybacks are likely to help the remaining 8_|Applied Materials, Inc avar | 138% | 340%

9 |Activision Blizzard, Inc. ATVI 23.6% 33.2%

Sha re hOId ers. 10 [Boston Scientific Corporation BSX 4.2% 33.0%
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Immediate Share Price Reactions are Often

Different from TSR Over Time

Immediate
Reaction Over Time

Buyback

IHlustrative
Share Price
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Moneyball: Business is Like Baseball

Make decisions
based on facts,
not opinions.

THE ART OF WINNING AN'U
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Introducing Residual Cash Earnings (RCE)

Improving the Growth vs Return Tradeoff

Residual
Cash
Earnings

Gross
Cash Earnings

Adjusted After Tax
Operating Cash Flow

Capital Charge

Gross Operating Assets
X
Required Return %

Actual EV ($ billion)

300 +

250 -

200 -~

150 -

100 -

50 4

100 150 200 250

Predicted EV ($ billion)

300

Note: Predicted value based on gross operating assets plus the present value of RCE which in the
graph is estimated simply as RCE capitalized as if it were expected to stay flat forever.
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RCE A More Direct Signal for Value Creation

RCE holds management accountable for this bad investment

Existing + Invest = Combined
sales $3,200 $1,000 $4,200 40
Margin 5% 6% 5.2% *
Gross Cash Earnings $160 S60 $220 *
Gross Oper Assets $4,000 $1,000 $5,000
ROIC % 4.0% 6.0% 4.4% A
Required Return 10.0% 10.0% 10.0%
Capital Charge $400 $100 $500
Residual Cash Earnings ($240) ($40) ($280) *

Note: Analysis simplified for illustration.
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Value Based Scorecard: 5 Tools

Goal Setting, Planning, Decisions and Performance Mgt

All 5 Tools
Required

Revenue Growth

()

>

S

c Gross Cash Margin

()

5 . RCE
= Margin

Value

Asset Intensity C ti /
reation

Share

Reinvestment Rate

Valuation
Multiple

Future Value

Reinvestment

Effectiveness ¢ Differentiation

* Profitable growth

* Sustainability

* Risk
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Comprehensive RCE Management Framework

Moving from many different and seemingly
unrelated measures used for different

applications ...
Goal
Setting .
Strategy and Incentive
Planning Comp.
Capital
R&D EBITDA Interest Structure
Coverage
Days A/R @ Pricing
Operating
D

Performance

Capital
Budgeting EBITDA
Multiple

Decisions
Payback

Business

Acquisitions Performance

Communication
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... to a single measure that links drivers of
value in a meaningful way and is applicable to
all decisions.

Goal
Setting

Strategy and

Planning Incentive

Comp.

Capital

R&D Structure
Pricing
Operating
Decisions
Performance
Capital
Budgeting

Business
Acquisitions Performance

Communication

&
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These materials have been provided to you by Fortuna Advisors LLC in connection with an actual or potential mandate or engagement and may
not be used or relied upon for any purpose other than as specifically contemplated by a written agreement with Fortuna Advisors LLC. In
addition, these materials may not be disclosed, in whole or in part, or summarized or otherwise referred to except as agreed in writing by
Fortuna Advisors LLC. The information used in preparing these materials was obtained from or through you or your representatives or from
public sources. Fortuna Advisors LLC assumes no responsibility for independent verification of such information and has relied on such
information being complete and accurate in all material respects. To the extent such information includes estimates and forecasts of future
financial performance (including estimates of potential cost savings and synergies) prepared by or reviewed or discussed with the managements
of your company and/or other potential transaction participants or obtained from public sources, we have assumed that such estimates and
forecasts have been reasonably prepared on bases reflecting the best currently available estimates and judgments of such managements (or,
with respect to estimates and forecasts obtained from public sources, represent reasonable estimates). These materials were designed for use
by specific persons familiar with the business and the affairs of your company and Fortuna Advisors LLC assumes no obligation to update or
otherwise revise these materials. Nothing contained herein should be construed as tax, accounting or legal advice. You (and each of your
employees, representatives or other agents) may disclose to any and all persons, without limitation of any kind, the tax treatment and tax
structure of the transactions contemplated by these materials and all materials of any kind (including opinions or other tax analyses) that are
provided to you relating to such tax treatment and structure. For this purpose, the tax treatment of a transaction is the purported or claimed
U.S. federal income tax treatment of the transaction and the tax structure of a transaction is any fact that may be relevant to understanding the
purported or claimed U.S. federal income tax treatment of the transaction.
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