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BACKGROUND AND RESEARCH SUMMARY

While most CEOs would likely state they want to be good stewards of capital over their careers,
there are only a handful of needle moving decisions they can make - including capital spending /
R&D, buybacks, lever up or down, dividends, or deals. While we regularly study these decisions, we
wanted to holistically evaluate the big picture trends in today’s note, as we believe that management
teams often follow what they think the market will reward in the short-term, even if it isn’t necessarily
the best long-term decision. In evaluating the trends, we have 10 points:

Point 1: Technology operating cash flow is at highs. 10 of 11 sectors are forecasted to have
above average operating cash flow growth, with the exception being Energy (off a high base).
There is no question that Technology operating cash flow is cyclical, but the sector’s growth of 32.5%
is the highest it has been in 25 years. The Healthcare sector’s 15% year-over-year cash flow from
operations growth, 64th percentile vs. the sector’s own history, was not rewarded.

Point 2: Median company’s buyback are at highs. We compared the major categories of capital
spending, net buybacks and indicated dividends over time as a % of operating cash flow. On a dollar
basis, capital spending has materially risen. But, for the median company, net buybacks are at an all-
time high of 15.5% of operating free cash flow.

Point 3: The market likes high capital intensity now. For years, the most capital-intensive stocks
lagged. But for a confluence or reasons, the strength of hyper-scalers, the “guaranteed return” for
select Utilities, the higher Oil prices, and the demise of select Software, the highest quintile of capital
spending-to-sales has strongly outperformed the lowest quintile over the last year.

Point 4: Capital intensity is only high for mega-caps. As a % of operating cash flow, the capital
spending is middling for large- and mid-caps, but at a post Financial crisis high for mega-caps.
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RESEARCH SUMMARY

Point 5: The median company’s capital spending to operating cash flow is near 25-year lows. The
result, at least for the median company, is we do not expect any increasing depreciation burdens on
cost of goods sold. That typically is a positive, as gross margins and multiples are correlated.

Point 6: Capital spending dollar growth has hit bubble levels. While it is obvious there isn’t a
broad-based capital spending or capital intensity boom, the concentration in the growth universe,
both trailing and forecast growth is extreme. The last 12-month’s growth in capital spending
dollars, at 60.6%, was the highest since October of 2000.

Point 7: Technology buybacks vs. dividends are historically wide. The median net buyback as a
percentage of operating cash flow dollars is at an all-time high in Technology at 44%. At the same
time, dollar weighted dividends will be at more than a 20-year low at 12%.

Point 8: The median stock’s dividend $ growth is low. The indicated dollar growth in dividends is
not expected to change much vs. the last three years, across mega-/large, mid-, and small-caps.
Overall, the median company’s indicated dollar spend growth is 3.8% for mega-caps, and less than 2%
for mid- and small-caps.

Point 9: M&A as a percentage of forecasted CFO is at a 25-year low: We looked at the trailing 12-
month transaction values compared to the forecasted operating cash flow of the top 2000 US
equities over time. The total value is at a 25-year low at 21.6%. For the median stock it is 13%.

Point 10: The median small cap. has some interest expense burden. YoY net debt growth has
started to rise on a dollar basis for the top 2000 US equities. The 8% growth is much higher than the
indicated dollar growth in dividends, for example. But, for the median company, net debt growth is
only 4%, which is near average. Comparing interest expense on this debt to operating cash flow,
both mega-/large-cap. ,and mid-cap ratios look normal, but small caps, at 17.6% are elevated.
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POINT 1: TECHNOLOGY OPERATING CASH FLOW GROWTH AT HIGHS

We looked at the trailing 12-month growth in cash flow from operations, both level, and percentile rank vs. history
(left). Energy is the only one of 11 sectors forecasted to have below its long-term average operating cash flow growth
over the next 12 months. The Technology sector’s growth of 32.5% is the highest it has been in 25 years (left). The
Healthcare sector’s 15% year-over-year cash flow from operations growth, 64t percentile vs. the sector’s own history,
was not rewarded. There is no question that Technology operating cash flow is cyclical, but the dollar-weighted

growth hasn’t been higher in over a quarter century (right).

Dollar-Weighted Trailing Operating Cash Flow Growth
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POINT 2: MEDIAN COMPANY’S BUYBACK SPEND AT ALL-TIME HIGHS

We compared the major categories of capital spending, net buybacks and indicated dividends over time as a
percentage of operating cash flow. On a dollar basis, obviously capital spending has materially risen, while dividends
and buybacks have modestly dipped (left). But, for the median company, net buybacks are at an all-time high of
15.5% of operating free cash flow (right).
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Note: Trailing 4Q capex & operating cash flow numbers are used when consensus forecasts are unavailable.
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POINT 3: THE MARKET LIKES HIGH CAPITAL INTENSITY NOW

There is no question that over the long-term the market has preferred low capital intensity to high capital intensity
(left), though there have been exceptions like Energy, Utilities, and Cable / Media. However, over the last year, the
best performing quintile has been high capital intensity (which includes many hyper scalers and Energy), and the

worst performing has been low capital intensity (in part because of the Software sell-off).

Cumulative Total Return, Rebalanced Monthly
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POINT 4: CAPITAL INTENSITY IS ONLY HIGH FOR MEGA CAPS

Capital intensity is “normal” on a total dollar basis for the large- and mid-cap universes (left), but the hyper scaler
dollar spend has the mega-cap total forecasted capital spending dollar growth at multi-year highs. Capital spending
to sales is forecasted to be nearly 14% for the mega-caps over the next 12 months. As a percentage of operating cash
flow, the capital spending is relatively middling for large- and mid-caps, but at a post-Financial crisis high for mega-

caps (right).

Dollar-Weighted Forecasted Capex-to-Sales
By Cap Size
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POINT 5: MEDIAN CAPEX TO CFO IS VERY LOW...

In fact, for the median company, forecasted capital intensity for next year is higher, but at 3.3%, quite low vs. history
(left). As a percentage of operating cash flow, there has been a 25-year trend for the median stock among the Top
2000 US equities to have less capital intensity, with next year’s forecast below 21%, quite low vs. history. The result,
at least for the median company, is we do not expect any increasing depreciation burdens on cost of goods sold
(right). That is typically a positive, as higher gross margins and higher multiples are often correlated.
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Note: Trailing 4Q capex, sales, & operating cash flow numbers are used when consensus forecasts are unavailable.
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POINT 6: ..BUT CAPEX DOLLAR GROWTH HAS HIT BUBBLE LEVELS

While it is obvious there isn’t a broad-based capital spending or capital intensity boom, the concentration in the
growth universe, both trailing (left) and forecasted growth in capital spending (right), is extreme relative to history.
The last 12-month growth in capital spending dollars, at 60.6%, was the highest since October of 2000.

Trailing Capex Dollar Growth
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Forecast Capex Dollar Growth
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POINT 7: TECH. BUYBACKS OVER DIVIDENDS ARE HISTORICALLY WIDE

The median net buyback as a percentage of operating cash flow dollars is at an all-time high in Technology at 44%
(left). At the same time, dollar-weighted dividends will be at more than a 20-year low at 12% of the consensus
bottom-up forecasted operating cash flow (right).

Information Technology Sector
Net Buyback Dollars
-to-Forecast Operating Cash Flow
Through End-April, 2026

80%

60%

40%

20%

0%

(20%)

(40%)

1999 2002 2005 2008 20M 2014 2017

e Dollar-Weighted e Median

30%

25%

20%

15%

10%

5%

0%

Information Technology Sector
Indicated Dividend Dollars
-to-Forecast Operating Cash Flow
Through End-April, 2026

2020 2023 1999

Source: Trivariate Research

Note: Trailing 4Q operating cash flow numbers are used when consensus forecasts are unavailable.

TRIVARIATE RESEARCH

2002

2005 2008 20N 2014 2017 2020 2023

e Dollar-Weighted — emmMedian

Source: Trivariate Research

EXCLUSIVELY FOR CLIENTS OF TRIVARIATE RESEARCH, LP, ALL RIGHTS RESERVED

10



POINT 8: MEDIAN STOCKS’ DIVIDEND GROWTH IN $S < 4%

The indicated dollar growth in dividends is not expected to change significantly vs. the last three years, across mega-
/large, mid-, and small-caps (left). Overall, the median company’s indicated dollar spend growth is 3.8% for mega-

caps, and less than 2% for mid- and small-caps (right).

Dollar-Weighted Indicated Dividend Dollar Spend Growth
By Size Bucket
Through End-April, 2026
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POINT 9: M&A AS A % OF FORECASTED CFO IS AT A 25-YEAR LOW

We looked at the trailing 12-month transaction values compared to the forecasted operating cash flow of the top
2000 US equities over time. The total value is at a 25-year low at 21.6% (left). For the median stock it is also low, at

13% (right).
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POINT 10: THE MEDIAN SMALL CAP HAS SOME INTEREST BURDEN

Year-over-year net debt growth has started to rise on a dollar basis for the top 2000 US equities (left). The 8%
growth is much higher than the indicated dollar growth in dividends, for example. But, for the median company, net
debt growth is only 4%, which looks more average than noteworthy. Comparing interest expense on this debt to
operating cash flow, both mega-/large-cap. and mid-cap ratios look normal, but small caps are elevated at 17.6%

(right).
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DISCLOSURES

Disclaimer
This presentation is confidential and may not be reproduced or distributed without the express prior written permission of Trivariate Research LP and its affiliates (collectively, “Trivariate”).

The information contained herein reflects the opinions and projections of Trivariate as the date of publication, which are subject to change without notice at any time subsequent to the date of issue.
Trivariate does not represent that any opinion or projection expressed herein will be realized. All information provided is for informational and research purposes only and should not be deemed as
investment advice or a recommendation to purchase or sell any specific portfolio investment, security or other asset. While the information presented herein is believed to be reliable, no representation or
warranty is made concerning the accuracy of any data or other information presented. Information obtained by Trivariate from third party sources in connection with the preparation of this presentation
has not been independently verified by Trivariate. Additional information regarding Trivariate is available on request.

Any projections, forecasts, targets or other estimates presented herein constitute “forward-looking statements” that can be identified by the use of forward-looking terminology such as “may,” “will,”
“should,” “could,” “would,” “predicts,” “potential,” “forecasted,” “continue,” “expects,” “anticipates,” “future,” “intends,” “plans,” “believes,” “estimates,” or the negatives thereof or other variations
thereon or comparable terminology. Furthermore, any projections, targets, forecasts or other estimates in this presentation are “forward-looking statements” and are based upon certain assumptions that
may change. Due to various risks and uncertainties, actual events or results or the actual performance of the funds may differ materially from those reflected or contemplated in such forward-looking
statements. Moreover, actual events are difficult to predict and often depend upon factors that are beyond the control of the Trivariate. Nothing herein shall under any circumstances create an implication
that the information contained herein is correct as of any time after the earlier of the relevant date specified herein or the date of this presentation. In addition, unless the context otherwise requires, the
words “include,” “includes,” “including” and other words of similar import are meant to be illustrative rather than restrictive. Forward-looking statements and discussions of the business environment
included herein (e.g., With respect to financial markets, business opportunities, demand, investment pipeline and other conditions) are subject to the ongoing novel coronavirus outbreak (“COVID” or
“COVID-19”). The full impact of COVID-19 is particularly uncertain and difficult to predict, therefore such forward-looking statements do not reflect its ultimate potential.

This shall not constitute an offer to sell or the solicitation of an offer to buy any interests in any fund, product or account that is or may in the future be advised or managed by, Trivariate or any of its
affiliates.

All data sourced from S&P Global, Bloomberg, or our Trivariate estimates. All forward-looking-statements reflect the opinion of Trivariate.
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