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The title, ‘First 100 Days’, implies a note about politics and the Trump administration.
Success, failures, tweets, investigations, and all. What a great note that would be - that every
journalist ever will write in the next month. Instead of being one of many, the first 100 days we are
referring to is of the year 2017. When readers click to read this note, expecting it to be politically
charged because of the title, and instead read a note about company earnings and GDP - they are
likely to be disappointed (but hopefully not you). In the online advertising world this is called ‘click-
bait’ - or giving a consumer something irresistible to click on only to redirect them to something
not so great. Drives page views sure, but also breeds 1) reader disappointment and 2) a loss of trust
(both things we hope our readers never feel!)

The market environment experienced throughout the first quarter might shape up to be
‘click-bait’ for investors. Market participants can be easily influenced by quick market gains and
wooed by their own fabrication of how they see the future with tax cuts, big spending, and
deregulation. The current multiple (the amount an investor pays for future cash flows) on the S&P
500 index is roughly 17.5x 2018 consensus earnings! versus a historical 15x (5-yr average).i This
means investors either believe 2019+ earnings are going to be stellar or they really don’t want to
own anything else and hope others feel the same to keep the multiple elevated. As long term,
fundamentally focused investors, we never want to own something using ‘the greater fool theory’.2

The constant challenge all investors face daily, us included, is determining what is priced into
a market and what isn’t. To be clear, we aren’t calling for a huge decline or rally - just reaffirming
our views from December and calling attention to the lack of material fundamental change in the
past three months. In our 2017 Macro Outlook, we note:

Y.E 2017
Target
2862

Scenario Probability 2016 EPS 2017e EPS 2018eEPS Fwd.P/E

Bull 30% $119.50 $131.45 $159.05 18.0x

Growth 1.3% 10.0% 21.0%
Base 55% $119.50 $127.87 $146.41 16.0x | 2344 |
Growth 1.3% 7.0% 14.5%
Base @ 26% $119.50 $127.87 $141.29 16.0x 2260
Growth 1.3% 7.0% 10.5%
Bear 15% $119.50 $115.92 $104.32 14.0x 1465
Growth 1.3% -3.0% -10.0%
All numbers adjusted. 2018 takes into account Corporate tax cuts. Source: Doxa Research

117.5x consensus operating earnings of $134/shr, 16x consensus adj. operating earnings.
2 Or ‘hoping there is a greater fool than you to buy an overvalued asset at a later date.’
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https://doxacap.com/2016/12/15/2017outlook/

“In short, our 2017 theme can be summed up into one sentence: A battle between late-cycle
economic forces and ‘Trumponomics’. In slightly more detail: wage pressures, inflationary
forces, higher cost of capital, and a strong USD versus the net effect of changes in tax policy,
fiscal spending, deregulation, and trade policy.”
Nearly 4 months later, markets have rallied close to our year-end price target, yet all of these
substantial issues are still undecided. If anything, one could argue that tax policy and deregulation
will be less than expected because of the reality of government.

So what are we saying?

Our point is ‘don’t get caught up in sentiment swings and stay grounded in the fundamentals’. The
possibility of a watered down corporate tax cut, a Bush-style personal tax cut, infrastructure
spending pushed out to 2019 or 2020, plus a few deregulations is very real. In our view, these issues
will alter earnings expectations greatly and should not be discounted. Again, despite recent market
movements, we are largely reaffirming our 2017 base target of 2350.

S&P 500 Earnings & Target Update
The fourth quarter closed S&P 500 Fwd. Adj. P/E (Consensus Estimates)
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3 NOTE: +/- 70 points on either side of the range would allow for a 0.5x margin of error in the forward multiple.
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expectations for 2017, but we expected to get little, if any, color on deregulation and/or taxes from
company management because of the uncertainty around policy. We got exactly what was expected
there, with few companies mentioning a change in policy as a tailwind. The wait-and-see approach
was alive and well.

Sector Notes:
Banks were very optimistic due to rate increases, a positive outlook on GDP growth, and oil
price stabilization. However, we want to point out that a flattening yield curve hurts net
interest margin (NIM) and loans and leases as a whole declined in the first quarter.ii

The energy story was all about capex guidance for 2017. Numbers here came in modestly
higher, most directed toward Permian plays.V Short cycle oil, inventories, and the Saudi'’s
pending Aramco IPO all bear watching over the next couple of quarters. Generally, we think
E&P’s have gotten ahead of themselves - the oil price saga isn’t over yet.

Perhaps the biggest story out of Q4 was the ‘collapse’ of retail and terrible consumer
spending data. Most retailers close the quarter on Jan 30, so the first month of the year is
included in quarterly numbers - and this year brought a lot of pain across the sector.
Weather wasn’t a big excuse as in prior years and 2015 Q4 numbers were unusually strong
(making for tough y/y comparables). Nevertheless, the debate rages - is conventional retail
dead? Has online, price competition, and discounting gotten the best of the consumer
discretionary sector?* We give merit to the antagonist here and don’t disagree when it comes
to pure distributors (think dept. stores, sporting goods stores, office supplies, etc.); however,
we think strong brands still have pricing power and are adjusting accordingly.

So why the slowdown in retail? We do not believe enough is being made of the IRS tax refund delays
for EITC and ACTC filers [new law delayed these returns until Feb 15t].> Many of these filers are
low income and rely on these refunds to restock on clothes and discretionary items for the year. On
February 21, the treasury had paid out just $36bn in tax refunds versus $93bn at the same point
last year.” We find it probable that investors are assuming the ‘death of conventional retail’ is here
and gone, when Q4 weakness can actually be attributed to payment shifts. Again, we don’t disagree
with the secular shift argument, but we believe it plays out over the span of years, not quarters -
giving strong retailers and good brands ample time to adjust.

Data to watch: Wage growth, 1Q17 productivity, ISM index, Loans & Leases, & FY2017 guidance
adjustments.

Chase Lee
Director of Research

2017 Copyright, Doxa Capital, LLC, All rights reserved. This material is proprietary and may not be reproduced, transferred,
or distributed in any form without prior written permission from Doxa Capital, LLC. Itis delivered on an ‘as is’ basis without
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4 E-Commerce as a % of total retail sales in the US was 8.3% in the fourth quarter.
5 PATH Act of 2015
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1S&P Dow Jones, March 2017 Earnings Analysis

i S&P Dow Jones, March 2017 Earnings Analysis

iii US Bureau of Economic Analysis/FRED, Doxa Research, company data
v Company data

v Morgan Stanley Research, IRS Data

IMPORTANT IMFORMATION

Analysts and/or strategists of Doxa Capital, LLC hereby certify that their views about the financial markets are accurately expressed
and that they have not received and will not receive direct or indirect compensation in exchange for expressing specific
recommendations or views in this report. Analysts and/or strategists of Doxa Capital, LLC receive compensation based upon various
factors, including quality of research, client feedback, competitive factors, and overall firm revenue.

Doxa Capital, LLC does not directly render its investment services to companies covered or recommended by Doxa Research. If such
business was engaged, Doxa Research would cease coverage of the company involved.

The views in this report are subject to change at any time based upon market or other conditions and are current as of the date at
the top of the page. While all material is deemed to be reliable, accuracy and completeness cannot be guaranteed.

Please remember that all investments carry some level of risk, including the potential loss of principal invested. They do not typically
grow at an even rate of return and may experience negative growth. As with any type of portfolio structuring, attempting to reduce
risk and increase return could, at certain times, unintentionally reduce returns. Keep in mind, like all investing, that multi-asset
investing does not assure a profit or protect against loss.

Doxa Capital, LLC (herein ‘Doxa’) makes no representation, and it should not be assumed, that past investment performance is an
indication of future results. Moreover, wherever there is the potential for profit there is also the possibility of loss. Certain of Doxa’s
strategies involve advanced investments that can be illiquid and are subject to a substantial risk of loss and are not suitable for many
investors. Options are not for everyone. Before engaging in the purchasing or writing of options, investors should understand the nature
and extent of their rights and obligations and be aware of the risks involved, including the risks pertaining to the business and financial
condition of the issuer and the underlying stock. A secondary market may not exist for these securities. Where an investment is
denominated in a currency other than the investor’s currency, changes in rates of exchange may have an adverse effect on the value,
price of, or income derived from the investment.

No model or group of models can offer a precise estimate of future returns available from capital markets. We remain cautious that
rational analytical techniques cannot predict extremes in financial behavior, such as periods of financial euphoria or investor panic.
Our models rest on the assumptions of normal and rational financial behavior. Forecasting models are inherently uncertain, subject
to change at any time based on a variety of factors and can be inaccurate. Doxa Capital, LLC believes that the utility of this information
is highest in evaluating the relative relationships of various components of a globally diversified portfolio. As such, the models may
offer insights into the prudence of over or under weighting those components from time to time or under periods of extreme
dislocation. The models are explicitly not intended as market timing signals. Forecasting represents predictions of market prices
and/or volume patterns utilizing varying analytical data. It is not representative of a projection of the stock market, or of any specific
investment.

Investment in Global, International or Emerging markets, directly or indirectly, may be significantly affected by political or economic
conditions and regulatory requirements in a particular country. Investments in non-U.S. markets, directly or indirectly, can involve
risks of currency fluctuation, political and economic instability, different accounting standards and foreign taxation. Such securities
may be less liquid and more volatile.

Bond investors should carefully consider risks such as interest rate, credit, default and duration risks. Greater risk, such as increased
volatility, limited liquidity, prepayment, non-payment and increased default risk, is inherent in portfolios that invest in high yield
(“junk”) bonds or mortgage-backed securities, especially mortgage-backed securities with exposure to subprime mortgages.
Generally, when interest rates rise, prices of fixed income securities fall. Interest rates in the United States are at, or near, historic
lows, which may increase a Fund’s exposure to risks associated with rising rates. Investment in non-U.S. and emerging market
securities, directly or indirectly, is subject to the risk of currency fluctuations and to economic and political risks associated with
such foreign countries.
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