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Welcome to
Credit Suisse Corporate Insights

Our clients frequently discuss the extensive challenges they face in today’s market. Many

of the old paradigms have shifted or disappeared altogether. Activism poses a looming and
continuous challenge, making corporate governance even more complex. The economic
backdrop in all regions keeps shifting and sustainable global growth continues to be elusive.

Against this backdrop, key strategic decisions to drive growth, to increase returns, or to gain a competitive
edge are difficult and complex. Capital allocation, value creation, acquisition or disposal possibilities, and
optimal balance sheet structures are frequent topics of discussions as our clients evaluate the range of
opportunities available to them.

These new Credit Suisse Corporate Insights periodicals will give you our perspectives on evaluating the
key and critical decision points many of you face. In this, our inaugural edition, we explore the topical issue
of capital allocation, outlining a proprietary framework to evaluate different capital deployment alternatives.

Delivering world-class financial advice to our clients is of paramount importance to us, and | hope you find
this series valuable.

Jim Amine, Head of Investment Banking and Capital Markets
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The capital deployment challenge

Background. Companies in the US market are currently in great health as corporate
profitability is approaching historical highs. This high level of profitability has produced record
levels of corporate cash, and thereby has created a challenge for managers: how to allocate
all of this excess cash. Companies may choose to reinvest in their businesses — organically

or through M&A - or they may return the cash to capital providers, through dividends, share

Exhibit 1: Returns on capital (CFROI) for US companies (ex. financials and utilities)
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buybacks or by paying down debt.

A successful execution of the right capital allocation strategy will
optimize shareholder value creation, since managers perceived
as good stewards of capital tend to be rewarded by the market.
Conventional thinking would suggest that growth which generates
a return in excess of the cost of capital is generally more value-
creating than returning capital to shareholders. But is this strategy
always the right answer?

In this issue of Credit Suisse Corporate Insights, we evaluate
the complexity of the capital deployment challenge and present
a framework for corporations to address a fundamental capital
allocation choice: to reinvest in your business or to return cash to
your shareholders through buybacks or dividends.

We find that balancing returns on capital and growth along with
an understanding of where you are in the corporate life cycle are
the keys to making the right choice.

Capital deployment trends are shifting, in an environment
of rising profitability and cash balances

In recent years, due in part to the pressures of noisy campaigns
by activist investors, there has been a shift in capital allocation
priorities, favoring share buybacks and dividends over capital
investments and M&A. Admittedly, tax policy and the underlying
interest rate environment will also influence the fashion for
capital deployment, which can in turn sway both investors and
companies in favor of one approach or the other.

We also recognize that not all investment is equal: organic and

acquisitive growth are often rewarded very differently by investors.

The market’s reaction to acquisitive growth, in particular, is
dependent upon market conditions over time.

For example, earlier this year we saw both acquirer

and target stock prices rise following the announcement on an
M&A deal. While the market reaction to M&A is an important
topic, this debut issue focuses on the longer-term market
reaction to the fundamental strategic capital allocation choice:
whether to invest in your business or return capital to your
shareholders.

Corporate profitability in the US is at or near historical highs.
We measure profitability using a return on capital metric called
CFROI' (cash flow return on investment, per the Credit Suisse
HOLT framework?), which looks past accounting distortions.

We evaluated the aggregate CFROIs for the US market

since 1995 (Exhibit 1), looking at CFROIs both with and
without excess cash. The latter gives a sense of the improved
operational prowess of companies in the US market, as it
measures the cash generated on companies’ operating asset
bases. The former illustrates the increasing weight that cash
exerts on companies’ balance sheets, as it serves to lower
overall returns on capital. Excluding excess cash, 2015
CFROls are projected to approach 13.5%, which represents
an historical high.

This document is not a research report under US law and is not a product of a research department.
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Al of this increasing profitability has produced record levels

of corporate cash; although other factors, such as the taxes
involved in repatriating overseas cash and post-crisis fears, also
provide incentives to building cash balances. Exhibit 2 shows
that corporate cash plus financial investments in the US has

increased year after year since 1995, and reached $2.1 trillion
in 2014, representing 15% of companies’ total assets. Both the
cash balances and the cash as a share of total corporate assets
are at or near all-time highs.

Exhibit 2: Corporate cash plus financial investments for US companies (ex. financials and utilities)
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In an environment of increasing profitability and building piles of cash, companies in the US are increasingly shifting their capital
allocation towards returning capital to shareholders. Exhibit 3 illustrates capital deployment trends in the US, calculated using
cash deployed as a percentage of operating cash flow.®

Historically, companies have deployed an average of 60% of cash flows in capital investment* (28% in organic growth and 32%
in M&A) and have returned® 26% to shareholders (12% dividends and 14% share buybacks). In the past several years, the
capital allocation balance has swung away from growth towards buybacks and dividends: capital invested has dropped to 53%
(27% organic growth and 26% M&A), while cash returned to shareholders has increased to 36% (15% dividends and 21%
buybacks).

Exhibit 3: Capital deployed as a percentage of operating cash flow

32% 21%

Organic growth M&A Share buybacks Dividends

@ 20-year average
® 2014

Capital allocation priorities seem to have changed — even in what are now profitable times — favoring buybacks and dividends over
capital investments and M&A. But as Larry Fink of BlackRock recently pointed out in his open letter to the Boards of Directors
and CEOs of the S&P 500, this trend runs the risk of starving companies of much-needed growth capital and shareholders of
considerable value creation, both in the short and long term.

The capital deployment challenge, then, is how to choose between the competing needs of reinvesting in your business and
returning capital to your shareholders. The answer is that there is no one-size-fits-all solution. Making the right capital allocation
choice depends on each company’s characteristics in terms of CFROI and growth expectations. Our analysis identified what type
of companies “outperform” when pursuing capital allocation strategies at either end of the spectrum. We measure outperformance
based on excess total shareholder returns (TSR), relative to industry peers.®
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The Keys to Successful Capital
Allocation Strategies

So which capital deployment strategy outperforms? What works best? And for which
companies, under what circumstances?

Our analysis shows that returning capital to shareholders can Importantly, though, our analysis also reveals that investing in
indeed be advantageous: Exhibit 4 demonstrates that the your business can generate even higher returns: the companies
companies which chose buybacks and dividends (and did so that successfully invested back in their businesses produced
successfully, i.e., produced a higher TSR than peers), achieved annualized excess returns to shareholders of 14%. But riskiness

an average TSR outperformance of 9% annually. lurks... if not done correctly, reinvesting in the business can
also have the largest downside potential: reinvestors that

underperformed generated negative TSR, on average of -14%.

Exhibit 4: Average excess TSR relative to industry group (annualized)
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Wheat is it about those companies that persuaded the market that they chose correctly? Navigating the capital deployment choice and

doing so in a way that helps to drive strong total shareholder returns requires companies to pay attention to three important factors:

« Returns on capital: continued and consistent value creation requires  « The corporate life cycle is the underpinning for both the

a company to pursue strategies that improve retums on capital returns on capital and growth elements. The trade-offs

« Growth expectations: meeting or beating the market’s between returns on capital and growth vary over the life cycle
expectations for growth in your business serves to compound of a company — relative to its industry and to the broader
and maximize the value creation generated by improving market. Understanding where your company sits can help
returns on capital. A company that persuades the market of illuminate your strategic choices

its ability to sustain or increase its pace of growth will likely
outperform its peers, and the market

Credit Suisse Corporate Insights 7



1. Increasing Returns on capital 2. Meeting or beating the market’s expectations for growth

A corporate strategy which improves underlying returns on capital is the strongest driver of long-term value creation. Companies that Managing the market’s expectations for growth is the second key element to monitor. The market persistently pays a premium
have opportunities — whether organic or M&A — to invest at higher rates of return in the future will maximize shareholder wealth by in valuation for companies that offer compelling growth stories. Exhibit 6 shows that companies with higher growth expectations
fact making those investments. consistently trade at premium EV/EBITDA valuations — even during the depths of the 2008 financial crisis.

Exhibit 5 shows that the initial level of returns on capital is generally lower for reinvestors than for returners, with an average of

9% and 11%, respectively. The reinvestors and returners who outperformed their peers both improved their CFROI. However, the
. ; - —

outperforming reinvestors generated a greater operating improvement (180bps vs 150bps for returners). Exhibit 6: Market premium paid for growth, over time

15x
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Exhibit 5: Average returns on capital (CFROI) and 5 year change \ /\
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For the capital deployment question, our analysis suggests that the key to market outperformance depends on being able to sustain
AVG. TSR: . , . . . . 4 . . o .
149% or raise the market’s expectations for growth. Not surprisingly, as illustrated in Exhibit 7, reinvestors achieved significantly higher
growth than returners.
Outperformers Intial CFROI Underperformers Outperformers Intial CFROI Underperformers
Exhibit 7: Average sales growth: 5 years sales CAGR
Reinvestors Returners

19%

5%

Outperformers Underperformers Outperformers Underperformers
(avg. TSR: +13%) (avg. TSR: -14%) (avg. TSR: +9%) (avg. TSR: -8%)
Reinvestors Returners
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What about managing those growth expectations? We measure growth expectations using our Credit Suisse growth factor. This
growth factor® ranks the universe based on the market's expectations of each company’s future growth potential. The ranking ranges
from 0% to 100%, where the 0% is given to the company with the lowest growth expectations and 100% to the company with the

highest growth expectations at each point in time.

Exhibit 8 shows the market expectations for growth at the beginning and end of each five year period we evaluated.

Exhibit 8: Average change in market growth expectations, based on the Credit Suisse growth factor

Reinvestors Returners

100% 100%
FY5: 76 % FYO0: 72%
. 0y
Al I I FY5: 56% l
0% 0%
Outperformers Underperformers

(avg. TSR: +13%) (avg. TSR: -14%)

The companies that re-invested in themselves and outperformed
had relatively lower growth expectations at the outset but, in

the end, they exceeded those expectations and achieved the
highest growth. More importantly, the market'’s expectations for
subsequent growth by those companies increased materially, while
expectations for the underperformers declined.
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100% 100%

0% 0%

Outperformers
(avg. TSR: +9%)

Underperformers
(avg. TSR: -8%)

The companies that returned capital to their shareholders all
tended to have relatively modest embedded expectations for
growth. Those that returned capital and outperformed their peers
also managed to beat growth expectations and achieve relatively
healthy growth. As a consequence, the market's subsequent
expectations for growth also rose for them.

3. Corporate life-cycle position as a key driver of capital allocation

It should now be clear that strategies to maximize long-term value creation should begin with an evaluation of the competitive position

and prospects for each company.

This competitive positioning — in terms of prospects for higher returns on capital and growth — is a function of a company’s position in
its life-cycle. The corporate life-cycle concept, as illustrated in Exhibit 9, recognizes that companies have different opportunities and
constraints at different stages of their evolution and, as a result, should pursue different strategies to maximize value creation.

Exhibit 9: Corporate life cycle

Increasing CFROls &
High Reinvestment
Growth Fading

—

® CFROI
@ Asset growth

For early stage companies, profitable growth opportunities are
abundant and should be aggressively pursued. As businesses
mature, cash flows typically expand while growth opportunities
tend to diminish, leading firms to increasingly return excess cash
to shareholders.

When profitable investment or growth opportunities exist,
investors reward management for putting capital to work, back
in the business, through capex, R&D and even M&A. In the
absence of any such high-return growth opportunities, cash
should generally be returned to shareholders.

Above-Average, but
fading CFROIs

Average Below-Average
CFROIs CFROIs

Mature Restructure
Restructure Fade
24% 28%
N ="

‘ Global

universe
Growth Mature
16% J N 32%

Investors Required Return

These opportunities to increase returns on capital, or to pursue
growth opportunities, are a direct function of where a company
is in its life-cycle. Understanding these elements — returns,
growth opportunities and how companies frame their life cycle
positioning — are important to the prudent allocation of excess
cash. Understanding these elements can reduce the risk of
overinvestment at the wrong time, or the risk of missing out on
value-creating growth opportunities.

Credit Suisse Corporate Insights 11



Conclusion

When it comes to deploying capital, conventional thinking favors reinvesting in growth that
generates a return in excess of the cost of capital. Yet recent trends in capital deployment have
placed a greater focus on returning capital to shareholders. Therefore, coming back to the question
we posed at the beginning of this discussion: which approach drives the most value creation?

Our analysis shows that the answer is much more nuanced than
conventional thinking may suggest or current trends in capital
deployment behavior may indicate. The capital deployment
decision is highly dependent on company-specific fundamentals
as well as the market backdrop.

Continuing to invest capital back into your business generates
the highest potential payoff, but it's also riskier. Under the appropriate
conditions and with the right strategy, companies that reinvested

in their business outperformed the market by 14% on average.
However, companies that misinterpreted the conditions or pursued
the wrong strategy underperformed the market by 14%.

Our analysis suggests the following checklist of three key

fundamentals to consider:

1. Assess your corporate life cycle positioning and the market's
expectations for your future growth

2. Meet or beat these market expectations for growth

3. Invest in projects/companies that will ultimately lead to
improvements in returns on capital

12 Credit Suisse Corporate Insights

In cases where the above conditions are met, conventional
thinking seems to hold true: reinvesting in your business will drive
the most value creation. Absent these conditions, companies
that have cash to deploy may better serve their investors by
returning capital via share buybacks or dividends.

Knowing what kind of company you are — in terms of prospects
for improving returns on capital and growth — and where in your
own life cycle you sit are the keys to choosing the best capital
allocation strategy today.

Our analysis of corporate performance — and the market's
reaction to capital allocation choices and outcomes — suggests
that management evaluate capital deployment in accordance
with the framework below.

_ - Capital ~

deployment

_ - Reinvest N Return ~

Identify opportunities that sustain Quantify market’s growth Understand competitive
or improve CFROI expectataion lifecycle position

Positive Corporate lifecycle position
outlook

Neutral Negative Higher
outlook outlook growth
Cost of capital Investor Lower

l expectations growth

Returns on capital

Starup Growth Fading Mature Restructure

® CFROI @ Asset growth

:\::ilf;ibglfe] return on capital opportunities n c()):gl}/;);trlj‘weet or beat market expectations Where do you sit on the corporate life-cycle

Maximize shareholder value

At Credit Suisse, we can use these insights — and apply this framework — for the benefit of our clients. We can help empower
companies with the information and tools needed to make the right choices — at the right times — about capital deployment. And
making those correct choices should go a long way toward helping management to drive long-term shareholder value.
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End notes

Credit Suisse HOLT CFROI (cash flow return on investment) compares a fiscal year's operating cash flow (essentially EBITDA less taxes plus rent
expense, R&D expense and stock-based compensation) to that year's gross plant, adjusted for inflation to make the plant value current, plus
capitalized leases and R&D, plus cash and net working capital.

HOLT is a Credit Suisse framework used by many buy-side investors. It combines an extensive corporate data base with a powerful valuation
framework. Its key operational metric for corporates is the return on capital, or CFROI.

Capital invested/returned calculated as a percentage of gross cash flow. Gross cash flow is calculated as EBITDA + rent + R&D — tax. This metric is
a proxy for the cash available for investment.

Capital invested includes capex, investment in operating leases, R&D and M&A, and nets off maintenance capex.

Capital returned to shareholders includes dividends and net share repurchases.

TSR includes dividends and buybacks and is measured for each company relative to its respective industry peers, not to the broader market. Our
universe included all US listed companies between December 1995 and May 2015 (companies that ceased to exist over the period are included in
the analysis for the periods they were in business to remove survivorship bias from the results). Our analysis excludes financials and utilities, and
includes companies with market capitalizations in excess of $250 million (over our analysis period, that means 2,100-3,000 companies were
analyzed. To capture long-term trends for value creation, we studied 5-year rolling periods throughout the 20 year time frame, and in each period:
We looked at the amount of cash (as a percentage of gross cash flow) spent on investment vs. that returned to shareholders

We selected the top third of reinvestors and returners based on total capital returned or invested as a percentage of gross cash flow (Top third of
the companies were measured by the amount of capital spent on investment and by capital spent on returning cash to shareholders, via buybacks
and dividends over each five-year period)

We measured the annualized (TSR) relative to respective industry groups, and we sub-divided returners and reinvestors into those who
outperformed vs. those who underperformed their peers on a TSR basis

Finally, we identified the key metrics shared by companies that outperformed in each strategy

Includes all US companies (ex-financials and utilities) over $250mm market cap (in 2014 = 2,078 companies). Growth defined as quartiles of
growth, where current bottom quartile growth <= 4.1%, 2nd and 3rd quartile > 4.1% and < 6.9%, Top quartile growth >= 6.9%.

HOLT growth factor ranks companies between 0% and 100% based on their score on four metrics: expected change in CFROI from LFY to NTM
(80% weight), expected change in cash flows in FY1 relative to 3-year historical median (30 weight), market-implied growth for the next two years
(30% weight), and size (based on revenue) (10% weight).
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This material has been prepared by personnel of Credit Suisse Securities (USA) LLC and its affiliates (‘CSSU") and not by the CSSU research department. It is not investment research
or a research recommendation, as it does not constitute substantive research or analysis. This document is not directed to, or intended for distribution to or use by, any person or entity
who is a citizen or resident of or located in any locality, state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation
or which would subject CSSU to any registration or licensing requirement within such jurisdiction. It is provided for informational purposes only, is intended for your use only, does not
constitute an invitation or offer to subscribe for or purchase any of the products or services, and must not be forwarded or shared except as agreed with CSSU. The information provided
is not intended to provide a sufficient basis on which to make an investment decision. It is intended only to provide observations and views of certain personnel, which may be different
from, or inconsistent with, the observations and views of CSSU research department analysts, other CSSU personnel, or the proprietary positions of CSSU. Observations and views
expressed herein may be changed by the personnel at any time without notice. This material may have previously been communicated to other CSSU clients.

The information provided, including any tools, services, strategies, methodologies and opinions, is expressed as of the date hereof and is subject to change. CSSU assumes no ob-
ligation to update or otherwise revise these materials. The information presented in this document has been obtained from or based upon sources believed to be reliable, but CSSU
does not represent or warrant its accuracy or completeness and is not responsible for losses or damages arising out of errors, omissions or changes or from the use of information
presented in this document. This material does not purport to contain all of the information that an interested party may desire and, in fact, provides only a limited view. Any headings
are for convenience of reference only and shall not be deemed to modify or influence the interpretation of the information contained.

Backtested, hypothetical or simulated performance results have inherent limitations. Simulated results are achieved by the retroactive application of a backtested model itself designed
with the benefit of hindsight. The backtesting of performance differs from the actual account performance because the investment strategy may be adjusted at any time, for any
reason and can continue to be changed until desired or better performance results are achieved. Alternative modeling techniques or assumptions might produce significantly different
results and prove to be more appropriate. Past hypothetical backtest results are neither an indicator nor a guarantee of future returns. Actual results will vary from the analysis. Past
performance should not be taken as an indication or guarantee of future performance, and no representation or warranty, expressed or implied is made regarding future performance.

CSSU may, from time to time, participate or invest in transactions with issuers of securities that participate in the markets referred to herein, perform services for or solicit business
from such issuers, and/or have a position or effect transactions in the securities or derivatives thereof. To obtain a copy of the most recent CSSU research on any company mentioned
please contact your sales representative or go to research-and-analytics.csfb.com. FOR IMPORTANT DISCLOSURES on companies covered in Credit Suisse Investment Banking
Division research reports, please seewww.credit-suisse.com/researchdisclosures

Nothing in this document constitutes investment, legal, accounting or tax advice or a representation that any investment strategy or service is suitable or appropriate to your individual
circumstances. This document is not to be relied upon in substitution for the exercise of independent judgment. This document is not to be reproduced, in whole or part, without the
written consent of CSSU.

The HOLT methodology does not assign ratings or a target price to a security. It is an analytical tool that involves use of a set of proprietary quantitative algorithms and warranted value
calculations, collectively called the HOLT valuation model, that are consistently applied to all the companies included in its database. Third-party data (including consensus earnings
estimates) are systematically translated into a number of default variables and incorporated into the algorithms available in the HOLT valuation model. The source financial statement,
pricing, and earnings data provided by outside data vendors are subject to quality control and may also be adjusted to more closely measure the underlying economics of firm per-
formance. These adjustments provide consistency when analyzing a single company across time, or analyzing multiple companies across industries or national borders. The default
scenario that is produced by the HOLT valuation model establishes a warranted price for a security, and as the third-party data are updated, the warranted price may also change. The
default variables may also be adjusted to produce alternative warranted prices, any of which could occur. The warranted price is an algorithmic output applied systematically across all
companies based on historical levels and volatility of returns. Additional information about the HOLT methodology is available on request.

CSSU does not provide any tax advice. Any tax statement herein regarding any US federal tax is not intended or written to be used, and cannot be used, by any taxpayer for the purpose
of avoiding any penalties. Any such statement herein was written to support the marketing or promotion of the transaction(s) or matter(s) to which the statement relates. Each taxpayer

should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor.

This document does not constitute an offer to sell, or a solicitation of an offer to purchase, any business or securities.



