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R5 Reports – Money, Money, Money, Moneyyy

This is the first edition of the R5 “newsletter”, R5 Reports. I put quotes around the newsletter, as it will be in a PowerPoint presentation format. Its main
purpose is to help readers make money, and, to that end, we will dedicate a considerable amount of time to the Idea of the Month.

While my background is on the website, what it does not convey is how deeply passionate I am about the research craft. I love it, I love discovering things
about companies that appear not well understood in the market and I love using that information to find investments that will outperform the broader
market or to help companies improve themselves. I am also fiercely competitive, which means if driving to see 15 stores on a Saturday across multiple
states is necessary to make sure a thesis is well-supported, it will be done.

The heart and soul of R5 Capital is its field research, with the aim of discovering great investments and/or helping companies improve their competitive
strategy and execution. We are deeply in the weeds, but, at the same time, more interested in the forest than the trees. Each month, there will be a deep-
dive into one of our recommendations. With in-market analysis being of prime focus, there will also be a section called R5 Road Trip, where we will
highlight themes from our field work that support our current thinking around consumer companies.

All the field work in the world won’t matter too much if it can’t be quantified. Once the in-market work is done and the competitive dynamics are analyzed,
its time for the spreadsheets and the quantification of how it will impact the earnings over the next quarters/years, as well as a look at whether we believe
valuation can increase if the business trends follow our investment thesis. In the Drilling Down area, we will take on a finance or accounting topic that is
pertinent to our current thinking. And, while this is not meant to be a macroeconomic focused publication, we will include Something That Will Make You
Go Hmmm around the broader climate (this months really got my attention!).

To wrap it up, R5 Reports is meant to help convey our best ideas to investors, who themselves enjoy equity investing, but also those that really like to have
a deep understanding of why a stock has a chance to outperform. And, oh yeah, we have a ton of fun researching, analyzing and writing, so we hope you
will have some fun going through our monthly publication.

I wish you and your family a wonderful holiday and thank you for your interest in R5 Capital.

Scott
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Idea of the Month   
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Idea of the Month – Best Buy (BBY)         

Scope of the Research: Over the last two months, R5 has had the opportunity to visit Best Buy’s remodeled store in The Woodlands, TX, which
accentuates vendor showcasing, services and Omnichannel, as well as walking several other locations across the U.S. We also used the
Magnolia design team, enrolled in the new Totaltech service, and signed up for the Best Buy credit card. We did extensive research regarding
the outlook around technology innovation, the impacts from the recently signed infrastructure legislation, the competitive dynamics of the
industry and the potential economic headwinds as we enter 2022.

Our Conclusion: Best Buy is in a unique position, as the sole national consumer electronics Omnichannel retailer, to ride what appears to be a
coming wave of technology evolution, driven in large part by the benefits of 5G, the adoption of which should be accelerated by the dedicated
infrastructure spending. Indeed, as the company’s holistic market strategy initiative to optimize its physical/distribution/logistics assets,
including flag-ship experiential stores and its enhanced service offering, Totaltech, collide with this technology wave, we expect revenue
growth to accelerate, leading to better than expected EBIT and EPS results.

Financial Outlook & Price Target: We have established a FY24 (effectively calendar 2023) earnings estimate of $10.69, which is well ahead of
the current Wall Street consensus estimate of $10.18. We have also set a year end 2022 price target of $140, yielding approximately 30%
upside from the current price of $103.61 as of 12/09/2021. Our price target represents an equal weighted average of our P/E, EV/EBITDA, and
DCF valuation methodologies. On a P/E basis we estimate a valuation of $139, which represents 13.0x our FY24 EPS of $10.69. On an
EV/EBITDA basis, we estimate a valuation of $134, which represents 7.5x our FY24 EBITDA estimate of ~$4.1 billion. Our DCF value of $148 is
driven by sales growth averaging approximately 2.4% and relatively flat margin rates. We use a 6% cost of debt and a 6% equity risk premium.
Our terminal growth rate is 2.4%. It must be noted that we do see upside to both earnings and valuation if our thesis proves out.
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Financial Outlook* 

Source: R5 Capital
* Please note that the fiscal year for Best Buy concludes at the end of January and is denoted in that year. For example, FY22 runs from 1/31/21 through 1/29/22 

Earnings Outlook Q4:22E 2022E Q1:23E Q2:23E 2023E 2024E

Net Sales $16,939 $52,335 $9,837 $11,204 $51,220 $54,005

Gross Profit $3,448 $11,769 $2,248 $2,601 $11,410 $12,031

SG&A $2,525 $8,590 $1,694 $1,897 $8,386 $8,793

EBIT $922 $3,178 $554 $704 $3,024 $3,238

EBITDA $1,137 $4,037 $773 $921 $3,895 $4,143

EBT $904 $3,148 $547 $697 $2,996 $3,223

Income Tax Expense $217 $626 $126 $160 $689 $741

Net Income $687 $2,528 $421 $537 $2,307 $2,481

Adjusted EPS $2.80 $10.07 $1.73 $2.24 $9.66 $10.69

Consensus EPS $2.83 $10.07 $1.62 $2.15 $9.47 $10.18

Weighted Avg. Shares Outstanding 246 251 243 240 239 232

Domestic Same Store Sales 0.8% 15.4% -15.0% -5.0% -2.5% 4.0%

% Change Q4:22E 2022E Q1:23E Q2:23E 2023E 2024E

Sales 0.0% 10.7% -15.5% -5.4% -2.1% 5.4%

Gross Profit -1.7% 11.3% -17.0% -7.4% -3.0% 5.4%

SG&A Expenses 7.6% 9.5% -13.9% -4.6% -2.4% 4.8%

EBIT -20.5% 16.6% -25.3% -14.2% -4.9% 7.1%

EBITDA -17.2% 13.2% -19.2% -11.0% -3.5% 6.4%

Adjusted EPS -19.7% 27.3% -22.2% -24.9% -4.0% 10.7%

Margin

Gross Profit Margin 20.4% 22.5% 22.8% 23.2% 22.3% 22.3%

Chg -0.36% 0.11% -0.43% -0.50% -0.21% 0.00%

SG&A 14.9% 16.4% 17.2% 16.9% 16.4% 16.3%

Chg 1.05% -0.19% 0.31% 0.15% -0.04% -0.09%

EBIT 5.4% 6.1% 5.6% 6.3% 5.9% 6.0%

Chg -1.41% 0.30% -0.74% -0.64% -0.17% 0.09%

EBITDA 6.7% 7.7% 7.9% 8.2% 7.6% 7.7%

Chg -1.39% 0.17% -0.37% -0.51% -0.11% 0.07%

Effective Tax Rate 24.0% 19.7% 23.0% 23.0% 23.0% 23.0%
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Price Target Methodology  

Sources: R5 Capital, Bloomberg 

Summary Valuation P/E Valuation DCF

P/E $139         FY24E EPS $10.69      Net Sales Growth for: 2021E 10.7% Re 10.0%        

EV/ EBITDA $134         Times: Estimated P/E Multiple 13.0x        Net Sales Growth for: 2022E -2.1% 10 Year Treasury 2.5%          

DCF $148         Net Sales Growth for: 2023E - 2030E 2.6% Risk Premium 6.0%          

Implied Value / Share $139         Net Sales Growth for: Terminal 2.4% Equity Beta 1.25           

Equal-Weighted Avg $140         Rd 6.0%          

Current Price $106         Valuation Averages EBIT Margin for: 2021E 6.1% WACC 9.3%          

Upside / (Downside) 32.4% EBITDA EBIT Margin for: 2022E 5.9% TV Growth 2.4%           

1-YR 7.2x EBIT Margin for: 2023E - 2030E 6.1%

EV/ EBITDA Valuation 3-YR 7.0x EBIT Margin for: Terminal 6.1% Tax Rate 23.0%        

FY24E EBITDA $4,143      5-YR 6.3x

Times: Estimated EV/ EBITDA Multiple 7.5x          10-YR 5.3x Discounted Cash Flow Price $148           

Implied Enterprise Value $31,075     PE

Total Debt $1,238      1-YR 14.3x

Cash & Cash Equivalents $3,465      3-YR 13.7x

Equity Value $33,302     5-YR 13.9x

Weighted Avg. Shares Oustanding 249           10-YR 12.6x

Implied Value / Share $134         

Valuation Analysis ($ in millions, except per share data)
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The current Best Buy forward 12-month PE ratio relative to the S&P is near historic lows.   

Sources: R5 Capital, Bloomberg 



Risks…We Always Look at Them First   

• The first half of FY23 (effectively calendar 2022) could be challenged due to difficult compares. While we believe there is a significant
revenue opportunity from the company's Totaltech initiative, we recognize that Best Buy faces very difficult compares in 1H23,
including the lapping of a ~38% domestic comp in 1Q22. In addition, we note that some of the top line strength in FY22 could have been
from the pull forward of demand, which would hurt sales trends in the near term, especially given the level of stimulus that was
provided to consumers by the government.

• Margins could be negatively impacted by the company's Totaltech offering. The offerings from Totaltech are very valuable, including
warranties, support, and extended return windows, all of which could lead to a larger than anticipated negative impact to profitability.
While this pressure is well telegraphed by management, and we believe the team has worked hard to model the impact of Totaltech, it
is possible that uptake and usage of the services is even stronger than expected leading to more margin degradation in the short run. If
this were to happen and sales also came in below expectations in the first half of FY23, earnings could fall well short of our estimates.

• The company is making investments in the business. If the company is forced to invest more heavily as it works to drive stronger
revenue growth, this could also lead to lower profitability and a lower equity price. In addition, the current difficult operating climate in
retail, including rising cost pressures from wages and the ongoing crime wave, could also pressure profitability for Best Buy.

• Potential pricing pressure from Amazon, other e-commerce players, and/or heightened competition in key categories hurt sales and
margins. If competitors, including Amazon, were to become more aggressive on price, this could cause BBY to respond in kind,
potentially leading to reduced profitability.

• The macroeconomic outlook appears even more uncertain than usual. Offsetting some longer-term supportive factors in the macro
climate, including technological innovation and upgrade cycles, is the risk that any near-term deterioration in consumer confidence
could translate into softer sales for Best Buy. In fact, looking at the first half of calendar 2022 is a bit like staring into the lapping of the
stimulus/Fed largesse abyss, potentially offset by significant pent-up savings.
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Cycling Stimulus is the #1 Near-Term Risk

We swore off focusing too much on the macro economic climate with the R5 2021 Outlook letter, as we have always preferred to
concentrate on company specific factors supported by our extensive field research to drive our top ideas. With the pandemic, however, we
found ourselves drifting away from this well serving methodology. In our defense, to call the first 6 months of COVID unprecedented does
not really do it justice as we well know, and it hampered/rendered much less effective our normal means of analyzing companies. By the
late fall of 2020, we were glad to be back in the field seeing the new Tractor Supply Rural Superstore in Rome, GA, which was foundational
in our moving the equity up to a buy and making it our top idea for 2021.

With all that said, not looking at the potential macro climate headwinds with Best Buy, given it is in highly discretionary consumer
categories, would qualify as research malpractice. As such, we decided to take a deep dive into trying to understand the broad economic
factors that could come into play through the first part of 2022. What surprised us as we investigated the outlook over the next six months,
is that there does look to be some potential offsets to the roughly $400 billion of stimulus being cycled. Most notably, in our opinion, is all
the pent-up savings. In the next two slides we show the push/pull as we see it over the next six months, realizing forecasting with any
accuracy what May 2022 will look like is more than hard, even for the best trained economists.
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The last and largest stimulus will be cycled in the first half of 2022, but…  

Sources: The Wall Street Journal  
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Pent-up savings appears massive and looks like it can help support demand.    
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Downside Earnings Sensitivity Analysis   

Sources: R5 Capital, Bloomberg 

What if the endemic taketh away, what the
pandemic giveth? To the left is our analysis taking
away what might prove to be extra revenues
because of the stimulus and COVID. We took pre-
pandemic revenues and compounded them at
slightly under the 4%, 3-year average from FY18-
FY20. While margins are up modestly from FY20
due to expense leverage, they are far from ~6%
forecast for FY22. The net result is sharply lower
earnings in FY23 than FY22, and also versus our
current/street’s estimates.

Earnings Outlook Q4:22E 2022E Q1:23E Q2:23E 2023E 2024E

Net Sales $16,939 $52,335 $9,295 $10,612 $49,030 $51,786

Gross Profit $3,448 $11,769 $2,124 $2,464 $10,920 $11,534

SG&A $2,525 $8,590 $1,666 $1,880 $8,347 $8,769

EBIT $922 $3,178 $458 $583 $2,574 $2,766

EBITDA $1,137 $4,037 $677 $801 $3,445 $3,671

EBT $904 $3,148 $451 $576 $2,546 $2,751

Income Tax Expense $217 $626 $104 $133 $585 $633

Net Income $687 $2,528 $347 $444 $1,960 $2,118

Adjusted EPS $2.80 $10.07 $1.43 $1.85 $8.22 $9.14

Consensus EPS $2.83 $10.07 $1.62 $2.15 $9.47 $10.18

Weighted Avg. Shares Outstanding 246 251 243 240 239 232

Domestic Same Store Sales 0.8% 15.4% -20.0% -10.0% -7.0% 4.2%

% Change Q4:22E 2022E Q1:23E Q2:23E 2023E 2024E

Sales 0.0% 10.7% -20.1% -10.4% -6.3% 5.6%

Gross Profit -1.7% 11.3% -21.6% -12.3% -7.2% 5.6%

SG&A Expenses 7.6% 9.5% -15.3% -5.5% -2.8% 5.1%

EBIT -20.5% 16.6% -38.2% -29.0% -19.0% 7.5%

EBITDA -17.2% 13.2% -29.3% -22.7% -14.7% 6.6%

Adjusted EPS -19.6% 27.3% -35.8% -37.9% -18.4% 11.2%

Margin

Gross Profit Margin 20.4% 22.5% 22.9% 23.2% 22.3% 22.3%

Chg -0.36% 0.11% -0.43% -0.50% -0.21% 0.00%

SG&A 14.9% 16.4% 17.9% 17.7% 17.0% 16.9%

Chg 1.05% -0.19% 1.02% 0.93% 0.61% -0.09%

EBIT 5.4% 6.1% 4.9% 5.5% 5.2% 5.3%

Chg -1.41% 0.30% -1.44% -1.43% -0.82% 0.09%

EBITDA 6.7% 7.7% 7.3% 7.5% 7.0% 7.1%

Chg -1.39% 0.17% -0.94% -1.19% -0.69% 0.06%

Effective Tax Rate 24.0% 19.7% 23.0% 23.0% 23.0% 23.0%
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Downside Valuation Sensitivity Analysis   

Sources: R5 Capital, Bloomberg 

Using our normal blended price target method between PE, EV/EBITDA and DCF on the
much lower earnings estimates discussed on the prior page, yields little downside by year-
end 2022. However, if we just use trough 5-year PE and EV/EBITDA multiples on FY24 EPS,
there appears to be about 15% downside. In our estimation, as we will discuss later, upside
for the equity looks much greater.

Summary Valuation P/E Valuation DCF

P/E $91           FY24E EPS $9.13        Net Sales Growth for: 2021E 10.7% Re 10.0%    

EV/ EBITDA $90           Times: Estimated P/E Multiple 10.0x        Net Sales Growth for: 2022E -6.3% 10 Year Treasury 2.5%      

DCF $132         Net Sales Growth for: 2023E - 2030E 2.7% Risk Premium 6.0%      

Implied Value / Share $91           Net Sales Growth for: Terminal 2.5% Equity Beta 1.25       

Equal-Weighted Avg $104         Rd 6.0%      

Current Price $106         Valuation Averages EBIT Margin for: 2021E 6.1% WACC 9.3%      

Upside / (Downside) -1.3% EBITDA EBIT Margin for: 2022E 5.2% TV Growth 2.5%      

1-YR 7.2x EBIT Margin for: 2023E - 2030E 5.4%

EV/ EBITDA Valuation 3-YR 7.0x EBIT Margin for: Terminal 5.4% Tax Rate 23.0%    

FY24E EBITDA $3,671      5-YR 6.3x

Times: Estimated EV/ EBITDA Multiple 5.5x          10-YR 5.3x Discounted Cash Flow Price $132      

Implied Enterprise Value $20,192     PE

Total Debt $1,238      1-YR 14.3x

Cash & Cash Equivalents $3,465      3-YR 13.7x

Equity Value $22,419     5-YR 13.9x

Weighted Avg. Shares Oustanding 249           10-YR 12.6x

Implied Value / Share $90           

Valuation Analysis ($ in millions, except per share data)



Now Onto Why We Like 
the Best Buy Equity…   
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From showcasing, to consultation, to installation,
to service/help, to Omnichannel, Best Buy sits
alone in the consumer electronics marketplace to
take advantage of the technological advances and
new products coming to market over the next
few years. This, in our view, should lead to the
potential for accelerated revenue, EBIT and EPS
growth. With management firmly focused on
shareholder returns, we would expect equity
holders to be well rewarded by owning BBY,
especially considering its very reasonable
valuation.



It’s good to be lonely*. As we survey the
retail landscape, Best Buy is uniquely
positioned as a Category Killer
Omnichannel Superhero that has no real
direct competition. Tractor Supply (TSCO,
Buy $228.00), would also be in this
rarified air. Our research suggests that it is
an enormous competitive advantage for
the company.
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*This is #5 in R5’s “The Six Great Traits”, which are 
core characteristics of businesses with long-term 
sustainable competitive advantages. 



Curbside, inside, lockers…there are a myriad of pickup
options for the customer. If home delivery is desired, Best
Buy is your huckleberry too, with most items delivered in
one to two days. Best Buy is truly an Omnichannel
Superhero.



The remodeled The Woodlands store was just fun, in our
opinion. The company recently noted consumers resoundingly
enjoyed the changes and it will be bringing many of the
elements to other stores over time. In our view, an experiential
retail environment is even more important in the COVID era.
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An experiential showcase with a national
footprint, installation and repair services,
knowledgeable employees…what else could a
vendor ask for?



Best Buy…there is no substitute! When
Samsung launches its new TV technology in
2022, who they goin’ call to showcase the
product? Best Buy, not the Ghostbusters!

The best of both worlds: QD-OLED 

Image Source: Samsung



Even before the recently signed infrastructure bill became law,
which will channel $65 billion to bring broadband (including 5G
wireless technology) to all the U.S., the rollout of 5G was poised
to drive growth, according to BCG.



21

5G will decrease latency from 50 milliseconds to one or
two, which is expected to greatly enhance smart home,
VR/AR technologies. It is also expected to turbocharge
technology enabled healthcare services, such as remote
health monitoring and tele-medicine. While we have
not included a revenue and earnings benefit from this
for Best Buy in our forecast, the company has been
slowly building out its capabilities to be a significant
factor in this potentially fast-growing market.



The new Totaltech service membership is an incredible value at $199 per
year. The offering and scope of services can only be delivered by Best Buy
and we would anticipate that it will lead to significant market share gains,
especially as new/enhanced technologies are brought to market over the
next few years.



R5 Road Trip  
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Tractor Supply (TSCO, Buy $228.00) is a special company, and a very good
investment as well, in our minds. Sometimes a company, like a team, just starts to
gel together, and great things happen. Tractor Supply is gelin’! That was on clear
display at the grand opening of the 2000th Tractor Supply store in White House,
Tennessee, on 12/4/21. We had the privilege of attending the ribbon cutting
(actually, we saw the CEO Hal Lawton chainsaw a fence) with the senior
management team, the store leadership, people from the White House community
(it was a packed and festive affair) and a few dignitaries from Tennessee.

The store was the new, what we have dubbed, Rural Superstore, including the
updated Fusion interior layout, side lot Garden Center and the Pickup Lane. Tractor,
as it builds out this Rural Superstore, is transforming into a Category Killer
Omnichannel Superhero with only modest direct competition. In our opinion, this
makes the equity a must-own retail company. Indeed, what is fascinating about TSC
is that despite how well the company has performed over the last 18 months, the
Rural Superstore conversion, which our research suggests can drive accelerated
revenue, EBIT, EPS growth and higher ROIC, is just beginning.
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Spot checking Dollar General (DG, Sell $222.40)
on 11/30/21 around Atlanta revealed another
geography where the company is struggling to
stock its stores. We visited 6 locations starting
north of the city and working southwest. The
pictures to the right are emblematic of what we
have been seeing in too many markets.
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It’s ok to catch your breath. Stepping back, Dollar General
still has tremendous growth potential driven by both
pOpshelf and, in our opinion, the DGX convenience store.
The biggest risk we have always seen to this growth was
around being able to execute such a large and increasingly
diverse store base. These concerns and our recent in-market
field work showing that operational struggles have
increased notably, caused us to reduce our rating to a Sell
from a Buy, even though we have a positive view around the
potential future for DG.

Our caution has increased around the equity, however, with
the recently announced growth acceleration (1,100 new
stores in 2022!). In our minds, there is nothing wrong with
slowing down a bit to assess the environment and the
operational structure of the company to ensure that future
opportunities are maximized. With that not happening at
this stage, and with no evidence of operational
improvements, we are maintaining our Sell rating.



Drilling Down
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Drilling Down – Why We Like Discounted Cash Flow Analysis (DCF’s) 

28

Some in the investment world think of DCF’s as mumbo jumbo; we are on the opposite side of the spectrum. We know and understand the main push back
that so much of an equity’s value is in the terminal value. As can be seen on the next page, over half of the enterprise value of Best Buy is due to the terminal
year. The financial theory can get ridiculously detailed and theoretical around DCF’s, and we have spent plenty of time in those weeds in our younger years. In
the DCF’s used at R5, we deviate from others by using the 10-year average of the 10-year treasury as our risk-free rate versus common practice that uses the
current 10-year yield. The rationale is that most investments made by firms have long durations. Another deviation is our equity risk premium, which tends to
be higher than what others use at 6%. While many in academia argue that the equity risk premium has been falling and now is about 5%, we believe
conservatism is the best approach. This principle permeates our modeling, in fact, and helps bolster our confidence around our analysis.

The structural weeds and trees of a DCF are very important building blocks, but, as was said in the opening letter, the forest is really what we are after. And
herein lies one of the main reasons why we like DCF’s; they make you step back and look at a company holistically. Will sales really grow that fast over the next
5 years? Will margins increase/decrease and what are the mechanisms for that to happen? How much capex is needed to sustain the business? Is this a
business you really want to own over a number of years? As can be seen with the Best Buy DCF on the next page, the DCF model provides a great backdrop to
look at the business, in our view. The structural set up of the model leads to a high weighted average cost of capital (WACC) of 9.4%, sales growth is modest at
about 2.4%, including in the terminal year. Margins are also conservative, in our estimation, forecast to stay roughly flat. This yields a DCF value of $148, 40%
above the current stock price. Further, if our thesis is correct around its business model differentiation and the industry growth outlook, there should be
upside to our revenue growth and/or margin assumptions.

This link https://www.investopedia.com/terms/d/dcf.asp provides a good explanation of the mechanics of a DCF for those less familiar.

https://www.investopedia.com/terms/d/dcf.asp
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Best Buy DCF   

Sources: R5 Capital, Bloomberg 

Best Buy Co., Inc.

Discounted Cash Flow  Analysis ($ in millions)

Value Per Share $148          Assumptions WACC Table

Current Price $106.86      Net Sales Growth for: 2022E 10.7%        Equity $26,619      

Shares Outstanding (millions) 249            2023E -2.1%         Debt & PV of Leases $3,643       

2024E - 2031E 2.6%          Assets $30,262      

Total Enterprise Value $34,743      Terminal 2.4%          Re 10.0%        

Total Debt $1,238       10 Year Treasury 2.5%          

Cash & Cash Equivalents $3,465       EBIT Margin for: 2022E 6.1%          Risk Premium 6.0%          

Equity Value $36,970      2023E 5.9%          Equity Beta 1.25

2024E - 2031E 6.1%          Rd 6.0%          

Terminal 6.1%          1 - Tax Rate 77.0%        

WACC 9.4%          

Tax Rate All Years 23.0%        TV Growth 2.4%          

Current Period Q3:22A Weighted Avg. Cost of Capital (WACC) 9.4%          

WACC Model 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E 2030E 2031E Terminal

EBIT $3,178 $3,024 $3,238 $3,280 $3,385 $3,467 $3,551 $3,636 $3,795 $3,813 $3,905

Less: Cash Taxes ($625) ($695) ($745) ($754) ($779) ($797) ($817) ($836) ($873) ($877) ($898)

NOPAT $2,553 $2,328 $2,493 $2,526 $2,607 $2,670 $2,734 $2,800 $2,922 $2,936 $3,006

Plus: Depreciation & Amortization $858 $871 $906 $897 $906 $915 $925 $925 $925 $925 $925

Plus: Change in Working Capital ($1,355) ($13) $60 ($24) $16 $16 $16 $17 $62 ($28) $18

Less: Gross CapEx ($853) ($871) ($891) ($882) ($904) ($911) ($933) ($956) ($998) ($1,002) ($1,026)

Free Cash Flow $1,203 $2,316 $2,568 $2,517 $2,625 $2,690 $2,742 $2,785 $2,912 $2,830 $2,922

PV of Free Cash Flow + Terminal Value $1,177 $2,071 $2,100 $1,882 $1,795 $1,682 $1,568 $1,457 $1,393 $1,238 $18,381

Net Sales Growth 10.7% -2.1% 5.4% 0.5% 2.4% 2.4% 2.4% 2.4% 4.4% 0.5% 2.4%

EBIT (Operating) Margin 6.1% 5.9% 6.0% 6.0% 6.1% 6.1% 6.1% 6.1% 6.1% 6.1% 6.1%



Something That Will Make 
You Go Hmmm  
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We view the above charts as pretty scary, having witnessed a few booms and busts in our 30 years on Wall Street. With that said, we were
quite nervous with the government's initial response to COVID, shutting down the country and throwing unprecedented amounts of stimulus
at the economy. Our first instinct was to run away from many of our recommendations. Thankfully, we reversed course without causing too
much damage to our performance. For a short period of time, we had forgotten one of our steadfast investing rules, that making huge
portfolio changes driven by future macroeconomic opinions/views/fears, can be very foolhardy. Instead, incrementality is a much better
approach, in our opinion. With that as a backdrop and considering the above charts, trimming back some market exposure may be
considered, especially if you have a shorter investing time horizon.

Blue line is the Fed balance sheet!

https://fred.stlouisfed.org/graph/?g=Jxon
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