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Hedgeye Risk Management is a registered investment advisor, registered with the State of Connecticut. Hedgeye Risk
Management is not a broker dealer and does not provide investment advice for individuals. This research does not constitute
an offer to sell, or a solicitation of an offer to buy any security. This research is presented without regard to individual
investment preferences or risk parameters; it is general information and does not constitute specific investment advice. This
presentation is based on information from sources believed to be reliable. Hedgeye Risk Management is not responsible for
errors, inaccuracies or omissions of information. The opinions and conclusions contained in this report are those of Hedgeye
Risk Management, and are intended solely for the use of Hedgeye Risk Management’s clients and subscribers. In reaching
these opinions and conclusions, Hedgeye Risk Management and its employees have relied upon research conducted by
Hedgeye Risk Management’ s employees, which is based upon sources considered credible and reliable within the
industry. Hedgeye Risk Management is not responsible for the validity or authenticity of the information upon which it has
relied.

TERMS OF USE

This report is intended solely for the use of its recipient. Redistribution or republication of this report and its contents are
prohibited. For more details please refer to the appropriate sections of the Hedgeye Services Agreement and the Terms of Use
at www.hedgeye.com
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PLEASE SUBMIT QUESTIONS* TO

QA@HEDGEYE.COM

ANSWERED AT THE END OF THE CALL
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#RETAIL5.0 PUSHBACK
“LEVER-UP OR MELT”
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THIS IS WHY WE’RE FOLLOWING UP ON #RETAILS5.0

DOES MANAGEMENT KNOW, DO THEY WANT TO?

If there was EVER a time to put yourself in the shoes of Strat Planning departments and Board members, this is
absolutely it. In this #Retail5.0 update, we review all the key issues we’ll be pelting management teams with. The
answers, or lack thereof, will determine who wins, who loses, and who has a job in 2-3 years. We don’t have all
the answers, but we have the questions that matter.

BIGGEST AREAS OF PUSHBACK

1) How in the world is Retail investable? 2) People argue with our view that there’s a square footage equivalent to
an e-comm sale. 3) Retail analysts don’t understand REITs, REIT analysts don’t understand Retail. 4) Consensus is
that Regional (#Retail3.0) malls are dead, strips are not. 5) Amazon sub-Prime is still new to people. 6) Why is
Amazon adding stores? 7) Universal pushback on winners and losers. Classic ‘not Bullish ENOUGH and not
Bearish ENOUGH. 8) Long onlies want to believe, HFs want to doubt. Both consensus will likely be wrong. 9) not
enough focus on dividends.

LEVERAGE IS THE NEW CASH

For the first time in 20 years, | think that SG&A is no longer the key to brand investment. Our strong sense (and
math) suggests that levered companies are the new BKs IF they do the right thing and step up capital
deployment — and mis-execute — then = toast. If they don’t invest then = melting ice cube. Under-levered
companies will be the new levered-companies in 2-3 years. At the same time we’re going to see a wave of both
quality and junk IPOs from the new experiential concepts that nobody knows about today.

© Hedgeye Risk Management LLC. All Rights Reserved.



KEY MACRO QUESTIONS FOR EVERY MANAGEMENT TEAM

IF STRAT PLANNERS AND BOARDS ARE NOT ASKING AND ANSWERING THESE
QUESTIONS, THEN THERE’S A PROBLEM

0]

O O O O O O

If a CEO is younger than 60-years old, ask ‘em if they acknowledge that a paradigm shift drive
retail over the course of their career.

Will people buy more units as prices reflate due to a change in a 25-year retail paradigm?
How many square feet of retail space is out there?

Is there a square footage equivalent to an incremental e-comm sale?

In 2023, what % of Total Retail sales will e-commerce?

Will Amazon start selling gas and Labradoodles?

How do ‘dirt owners’ get paid when a person buys online when standing in a store? Rent
economics/structures HAVE to change. Are discussions going on today?

How much does the Consumer spend on their cable bill, streaming music, entertainment, ground
beef, winter coats, and mortgage debt service? In other words, what is the impact of Amazon
going sub-Prime?

Nobody knew who Wayfair, chewey.com, bonobos, Warby Parker, Casper, were 5-years ago.
What type of businesses will IPO over 3-5 years that time period?

© Hedgeye Risk Management LLC. All Rights Reserved. 8



KEY COMPANY-SPECIFIC MANAGEMENT QUESTIONS

0]

How do you approach the concept of financial leverage? Are you incentivized to take
risk and lever up to bury your competition?

What is your leverage today, what will it be when you invest to win? What will your
competition’s leverage be if they invest properly?

How will your retail presence be experiential in 3-5 years?
How much of your product is Push vs Pull?

Which of your competitors will go away, how will that affect your vendors, their
suppliers, your competitors.

If the price of an avocado goes up, how does it affect your margins? (yes, I’'m serious).
How much of your content would the consumer NOT miss if it went away?

Why can your own e-comm (which our kids will call ‘shopping’) be more effective than
doing a t-mall site on Amazon ie Alibaba?

© Hedgeye Risk Management LLC. All Rights Reserved. e]



PUSHBACK #1: HOW CAN WE NOT BE LONG AMAZON

WE ARE LONG AMZN

0]

The reality is that over a TAIL duration, | can’t NOT be bullish. But so
is everyone else. I'd argue that people are not Bullish ENOUGH and
largely not for the right reasons. But that’s irrelevant today.

I’'m not going to play the ‘pick a magic multiple out of the air’ game
on a name like this.
Keith will manage the TRADE — and 1Q growth likely to accelerate.
O Risk Range = 886-916
0 TREND support underpins that at $840

I'll focus on generating Alpha on the Amazon eco-system, which has
10x the market cap that Amazon does (for now).

© Hedgeye Risk Management LLC. All Rights Reserved. 10



LEVERAGE IS THE NEW ‘NET CASH’

COMPANIES NEED TO INVEST. BUT CAN THEY, AND DO THEY WANT TO?

Free Cash Flow Margin = 6.1%
Capex % of Sales = 3.4%
Current Leverage 1.1x
Post Lease Cap Leverage 3.3X
Leverage After 2x Capex for 3 yrs = 4.7x
... After 3x Capex for 3 yrs = 5.8x

*Regulator Max Leverage for LBOs is 6x

“but the cash flow is so
good”

“but retail bankruptcies
take decades to play
out bc of the cash”

| don’t buy that for a
minute.

Investments — PP&E
before SG&A) need to
double, triple for 3+
years. Otherwise the ice
cube melts.

Lots of value traps, and
lots of great businesses
people don’t know
about yet that will IPO.

Data Source: Factset, Company Reports, Hedgeye Estimates © Hedgeye Risk Management LLC. All Rights Reserved. 11



MELTING ICE CUBE
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35 dividend paying retail companies end up with leverage above 5x (3x Capex for 3yrs)
Good luck with that...

Data Source: Factset, Company Reports, Hedgeye Estimates
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THESE GUYS CAN WIN...IF THEY WANT TO
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19 dividend paying retail companies end up with leverage below 3x.

Data Source: Factset, Company Reports, Hedgeye Estimates
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This is pretty simple, good companies step up when sales are healthy — to make sure they stay that way.
The inverse holds true. Look no further than Hanes. Though there will be plenty more HBIs.
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REALIZATION: COMPANIES NEED TO INVEST, SO DO WE

THIS IS WHAT WE HAVE TO KNOW...AND WE WILL

#Retail3.0 Strat Planning
Where every one of the 3.6mm stores in the US is located.

#Retail4.0 Strat Planning
What people spend in every MSA — footballs, shoes, couches,
toothpaste, and ground turkey.

#Retail5.0 Strat Planning

HOW people spend — by FICO, Demo, Activity level, age, where they
shop, online penetration vs in-store (it varies by MSA — a lot). If
companies don’t know this — how know where to build? And how much
of it to build? Who to align with up and down the chain?

© Hedgeye Risk Management LLC. All Rights Reserved. 15



“MCGOUGH, YOU’RE BEING WAY TOO AGGRESSIVE”

ASSET TURNS X MARGINS One of them has to take

it on the chin.

RNOA WORSE THAN GREAT RECESSION h
en lap on lease

RETAIL INDUSTRY RNOA NEWSFELASH accounting.
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—RNOA . The industry will take
S
tocks don't go up both — defensively.

when this happens
to returns — even

. Winners will go on
the winners. g

offense.
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dgeye Estimates, Factse edgeye Risk Management LLC. All Rights Reserved.

Data Source: Factset, Hedgeye Estimates © Hedgeye Risk Management LLC. All Rights Reserved.



“34% THAT’'S WAY TOO MUCH MCGOUGH”

People are modeling 25%
tops bc they’re doing math
based on what they see

DOES ANYONE DISPUTE E-COM 12% - 34% IN 10-YEARS? today.

DIDN’T THINK SO....

Online
Penetration

Data Source: Hedgeye Estimates, Company Reports, Euromonitor

Online pet grooming? Yep.

q O/ Online gas? Yep.

© Hedgeye Risk Management LLC. All Rights Reserved. 17



REGIONALS VS STRIP DISCONNECT

#FAKEESTATE 101 - THIS ALONE IS BEARISH

13,000 -
12,000 -
11,000 -
10,000 -
9,000 -

» Regional

u Strip

® Outlet
High Street

8,000 -
7,000 -
6,000 -
5,000 -
4,000 -
3,000 -
2,000 -
1,000 -

LONG TERM TRENDS IN REAL ESTATE

The proliferation in Strip Malls without declines in Regional Malls is the problem. | know, that's common sense.
But there’s your ‘tough retail environment’ and ‘declining mall traffic’.

Hedgeye Risk Management LLC. All Righ

You can’t paint all
property with one broad
brush.

Strip centers are the
risk...out some will win,
some lose.

Ditto on regionals —
which are more

defendable — that’s
counter consensus.

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, Census.gov

© Hedgeye Risk Management LLC. All Rights Reserved.



“THIS MATH CAN’T BE RIGHT MCGOUGH”

Yes, it is.
$275/ft productivity
oooENTER RETAIL 1.0_500 today goes to $137 3-
E-COMM SQ FT IN 10-YEARS That biue ares should years into #Retail5.0.
14.000 - scare every CEO out
’ uB&M sq ft me-commerce sq ft there. If productivity goes

lower (which I'd argue it
should) then implied
square footage add

If they have, they think goes up.

their Brands are better
than they are — which

12,000 But they probably have

not done this math.

10,000

8,000 )
means they're not
closing stores fast

6,000 enough.

4,000

2,000

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, Census.gov © Hedgeye Risk Management LLC. All Rights Reserved.



“HMMMM.... THAT’S INTERESTING”

Yes, it is.
This slide resonates
PRIME MOVING MORE INTO SUBPRIME -
m Unsure Below 500 500 - 600 601- 660 661-780 781-850
100%
90%
80%
70%
60%
50%
40%
30%
20% |
O% | .| .|
Subscribed Subscribed Subscribed Subscribed Subscribed Subscribed
aroug;:lrl?eorﬂ or around 2012 around 2013 around 2014 around 2015 around 2016

INCREMENTAL PRIME CUSTOMERS BY FICO SCORES

As Prime subscribers are added, Credit Scores get worse. Perhaps commonsensical, but this is a bigger trend than we thought
we’d see. This is TGT bullish, and ‘middle-America —retail’ (WMT, TGT, KSS, JCP, BEBY, WSM, Rx front-end, Dollar Stores, etc...)
bearish.

Hedgeye Risk Management LLC. All Righ

Data Source: Hedgeye Risk Management © Hedgeye Risk Management LLC. All Rights Reserved.



“AMZN PUSH IS BBY/DKS BULLISH? NO WAY”

Maybe (definitely) not
bullish.

But incremental AMZN

MARKET SHARE BY CATEGORY

a,e . . .
in m AMZN Market Share by Category cgpltal 99'ng to the right
30% - N side of this chart — not
0 0
e the left.
25% - o
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AMAZON SHARE BY CATEGORY
Amazon makes up about 3.9% of US Retail (Ex Automobiles & Gas). It has 33% share of US Online Retail.

Data Source: Hedgeye Risk Management, Census.gov, IBIS World, Euromonitor, Statista, toyassociation.org © Hedgeye Risk Management LLC. All Rights Reserved. 21



THE NEW ‘A-MALL
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THIS COULD SAVE COMPANIES ‘STUCK IN THE MIDDLFE’

Ethan Allen launching new deal with Amazon for branded online showroom.
Why can’t AMZN follow the Alibaba model?

Remember when it ran TGT’s ecomm business, then gave it back, then buried TGT?
Data Source: tmall.com, Amazon.com, ethanallen.com

© Hedgeye Risk Management LLC. All Rights Reserved. 22



WHY SHOULD AMAZON BUILD STORES? WHY SO BIG?

WANT VS NEED | don’t care what | think
Bezos SHOULD do, |

#RETAIL3.0 VS #RETAILS5.0 CENTER i adic"Ut BITEL IS

SQUARE FOOTAGE IS NOT A ZERO SUM GAME _
Brick and Mortar
3.0 Shopping Center 5.0 Shopping Center absolutely needs to co-

| Tenant | Tenant | | T exist w online.

In other words, Bezos is
validating the premise
that some retailers are
making about a physical
presence.

250k -- 500k
SQFT
Anchor
With Leased
Rental
Income

D I SVIETE ‘ | jueua| ‘ \ JUBUS| | D
0= &= &= 0

| Tenant | l Tenant | | Tenant l

Data Source: Cherry Hill Mall, Hedgeye Estimates © Hedgeye Risk Management LLC. All Rights Reserved. 23



THERE’S NOWHERE FOR AMAZON TO BUILD

YES, | ACTUALLY GET THAT PUSHBACK Remember Costco?

WHERE’S THE VALUABLE PROPERTY?

Amazon
;ulfillrrlsnt Center

DESTINATION AREAS, OR BEST DISTRIBUTION LOCATIONS?

Will the best property be in the sticks? Will stores be destinations like Costco?
Are highway access areas with cheap land values within driving or flying distance of metro areas the next boom markets?

Data Source: Google Maps, Company Websites © Hedgeye Risk Management LLC. All Rights Reserved. 24



THERE’S HEATED DEBATE OVER THIS

NOT SO MUCH AS THE IDEA, BUT THE NEED AND DURATION Il buy that. But does

THINK BIG FOLKS, CROSS SECTOR DEALS = NEW REALITY

Q gl!;ERICAN

reightways

FedEx kinko’s

Express Yourself”

WAL*MART

not mean we should not
plan for it.

Let’s get the research
right and then get the
timing (and we will focus
on doing so).

Data Source: Company Websites

The

Washington
Post

© Hedgeye Risk Management LLC. All Rights Reserved 84
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BRIAN MCGOUGH
JEREMY MCLEAN

#RETAILS.0

THE BOX YOU DON’T THINK OUTSIDE OF = #CAREERCOFFIN
March 28, 2017

© Hedgeye Risk Management LLC. All Rights Reserved.



| WILL FLAT OUT REJECT THE ‘IT CAN'T HAPPEN’ PUSHBACK

Retail is deemed ‘uninvestable’, but it is very investable — if you can short, or pick the big winners as in the tech
bubble. 20% of today’s companies are likely to account for 90% of tomorrow’s market cap. Bankruptcies should
keep accelerating — both public and Private. Half of the winners will be companies you have never heard of.
Returns are tee’d up to decline by 2,000bp — 4x the rate we saw in the Great Recession. And like it or not, there
are plausible scenarios that tank content as powerful as Nike and Ralph Lauren if they don’t invest.

SQUARE FOOTAGE MATH IS MORE BEARISH THAN BEARS THINK

We review the 5 #megacycles of retail back to the first Macy’s store in 1858. One of the trends today is that the
Strip Malls, Big Box Specialty and Off-Price centers — those that disintermediated Dept Stores from 1993-2010 —
are now themselves being disintermediated. Like it or not, there’s a ‘square footage equivalent’ associated with
e-comm. By our math, 13.6bn in square footage today grows to 26bn by the end of #retail5.0. That implies
square footage per capita goes from 43x to 76x.

A NEW KIND OF M&A

The ‘no that deal can’t happen’ mindset is very JV. As in past periods of generational change, we see defensive
generational deals. Content is key, but it’s not King anymore. Now the ‘Final Mile’ wears that crown, and it will
through #retail5.0. Next comes content, customer acquisition, vertical sourcing, and distribution. I'm completely
‘valuation-agnostic’ this climate — as will CEOs, Boards — and especially bankers. Valuation only matters when

levered companies buy garbage at peak multiple on peak margins when a generational wave of deflation is over,

and unit velocity declines — which will meaningfully take down margins.

© Hedgeye Risk Management LLC. All Rights Reserved.
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27




THIS DECK ‘IS OUT THERF’

Data Source: chicagoautoshow.com © Hedgeye Risk Management LLC. All Rights Reserved. 28
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WE GOT THIS GUY...

2P I g

A NA T N A IIHST.HI‘I‘I.I-.I[-
8 2

\ startling vision of what the cyeles of history predict for the future.
~USA Weekend

g e [

" What the Cyeles of History Tell Us About g

America’s Next Rendezvous with Destiny

William Strauss
and Neil Howe

Neil Howe: Is Trump America’s

‘Gray Champion’ Like Lincoln or FDR?

Data Source: Hedgeye Risk Management, Washington Post © Hedgeye Risk Management LLC. All Rights Reserved.

30



RETAIL 1.0 = BIRTH OF MOM & POP

GREATEST CRASH
1888-1906  1907-1928 micaiwe i o
 OVERWHELMS MARKET [l

+ 1888: First Sears catalogue + 1916: Piggly Wiggly — first oW Staki cHAGE
* 1887: Gimbels self-serve grocery

1858 1879 + 1899: Kmart - 1924 First Macy’s Day 1929.1939

* 1901: First Walgreens 1 il parade
1858 First Macy’s Store * 1902: First Target — * 1929 Stock Market crash * 1929-1939: Great
* 1859: Great Atlantic & ¢ 1906: Sears IPO . Depression

Pacific Tea
¢ 1869: Union Pacific and
Central Pacific
Promontory point
* 1879: First Woolworths

* 100% US
manufacturing
*+ 1936: Jesse Owens
breaks Olympic records
1939-1945: WW2

1890-1930 Mom and Pop merchants. 1929 = 22% of Retatl Sales
100% US Manufacturing

Data Source: Company Websites, Google Images © Hedgeye Risk Management LLC. All Rights Reserved. 31
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RETAIL 2.0 = RAMP OF THE CHAIN STORE

* 1953: First Color TV released )
9 * 1956: Southdale Mall .
B 1Y * Zayre (TJ Maxx) formed >

*  First DKS

*« 1940’s: Baby Boom

* 1941: Pearl Harbor

+ 1946: First 7-Eleven

* 1949: NATO formed

« 1950: Korean War
-959% U.S. Manufacturing

CONSUMER VALUE STORES
: eadquantend
FOR HEALTH«< BEAUTY AIDS

Vietham War
Big Box retail proliferates

1962: First Kohl's 1971 '1 972

1963: First CVS

* Birth of Outsourcing/
Offshoring Model

1950-1970 ‘Main Street Chain Stores’ Thrive

Data Source: Company Websites, Google Images

© Hedgeye Risk Management LLC. All Rights Reserved.

33



© Hedgeye Risk Management LLC. All Rights Reserved. 34



RETAIL 3.0 = BIRTH OF THE 100-YEAR LEASE

1993-1994 22

*« 1985: First Bed Bath and * McGough starts on Wall ‘ﬂﬂﬁi&ﬂﬂi@'_{
Beyond Street §
- 1992: Macy’s IPO . 1904: Pizza Hut s the first to 2@ rly 1990’s
- KSS IPO accept an online order
* 61 malls built in 1973. * Mall of America opens * Amazon is founded « Gulf War

* 438 Malls in Total

* 1978: Home Depot Formed

* Birth of Mall REIT, anchor
tenant, and the 100-year

+ 1990-91 Recession
¢« Otherwise ‘normal’

amazon.con

amazon.com
% % |
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Regional Malls Tap Out -- Hit 90% Capacity
Strip Malls Go From 100 to 1,100

Data Source: Company Websites, Google Images © Hedgeye Risk Management LLC. All Rights Reserved.
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RETAIL 4.0 = RISE OF STRIP CENTER, OFF PRICE

"04\

2000-2005 #- 2005-2017 ‘”:‘1;;5; bl

* 2000: pets.com fails 2007: Great Recession l . (No. SEﬂlﬁﬂfgi
* Regional mall growth slows to 1% 9/2011: chewy.com born

ﬂ@(ﬂf OO - DKs, HD, BBBY, KSS consolidate 2016 e-comm 12% of retail 2018 202

key categories & take mall traffic sales and 28% of GAFO

1994: Import Quotas start * ‘Off Price’ concept grows » 2017: Rise in Bankruptcies s B0018BikE of thelAmazon
10-year lift s
- NAFTA tors

* Sq ft goes from 14bn to

« 1997: AMZN IPO
26bn

¢ Strip Mall is born

* Ecomm 1% of retail sales.

amazon
2% of GAFO ——"Pr

= n
: amaz ==t |

i aroncou L

. =R
s ancl 8 =T

Deflation = Dept Store Disintermediation

Data Source: Company Websites, Google Images © Hedgeye Risk Management LLC. All Rights Reserved. 37



TURNS X MARGINS

Tax Adjusted EBIT Margins

Y-AXxis

RETAIL RNOA MAP
8% r

17%_

6%  #Retail4.0

Great Recessio

n

5% r
4%
3%
2% : : : : . :
1.0x 1.4x 2.2x 2.6x 3.0x 3.4x 3.8x
— ——)

X-Axis = Operating Asset Turnover

CRITICAL

Asset Turns
3.8x —1.5x

Working Capital
Capex
Lease Accounting

Tax-Adj Margins
6.8% 3.9%

Discounting
TrumpFlation
More than offsets Strong $

© Hedgeye Risk Management LLC. All Rights Reserved. 38
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RETAIL INDUSTRY RNOA NEWSFLASH

30%

25%

20%

15%

10%

5%

0%

e=RNOA Stocks don’t go up

when this happens
to returns — even
the winners.

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Data Source: Hedgeye Estimates, Factset © Hedgeye Risk Management LLC. All Rights Reserved.



RETAIL 4.0 - #CH11 AND GROWTH
ACCELERATING




BANKRUPTCIES AND GROWTH #ACCELRATING?

16

14
12

10

mmm Retail Bankruptcies —US GDP YY

CEE533I32s5s3NOOSE F 0L
coP090c0000000

RETAIL VS MACRO BIFURCATION

Retail Bankruptcies are accelerating to all time high levels, while

US GDP growth is strengthening. Something isn’t right.

Data Source: Hedgeye Estimates, Company Reports, Factset, Census.gov

1Q16
3Q16
1Q17E

5%
4%
3%
2%
1%
0%
-1%
-2%
-3%
-4%
-5%

CONFLUENCE

Brands going direct
AMZN investing on one end
WMT on the other

Lower profitability Survivors (TGT, COST)
in the middle — but surviving
Marginals left out in the cold

— KSS

— Claires

— Party City

— Etc...

Deflation stalling at a minimum. That’s
your Bullish case. And that’s Bearish.

© Hedgeye Risk Management LLC. All Rights Reserved.

41



DID EVERYONE FORGOT ABOUT WAGES?

3.5% e Al US Private Industry Wage Index 2 Yr WMT Announces
== Retail Non Supervisory Average Hourly Wage 2 Yr . Raising of its Min Wage
3.0% - §
2.5% - i
2.0% - §
1.5% - |
1.0% - |
Cheap Hourly Labor for Retail in Recession
0,5% T T T T T T T T T T T T T T T T T T T T T T T II T T T T T T T 1
IR R SIS NI I A NI NI NNV I I TN SN N N R BN RN B R R N R @
O’ QO O O NN N NG NN N e N R N B (e R \ ol \ S \ S N B\ IS\ B\ B\ A B\ S\
KR R i I M M SN e s SN SR I St S S S AN A e e

RETAIL WAGES VS ALL WAGES

Data Source: BLS.gov, Factset, Company Reports © Hedgeye Risk Management LLC. All Rights Reserved. 42



RETAILERS HAVE CUT HOURS IN RESPONSE

32 m Avg Retail Hours Worked Per Week

Average Hours At Recessionary Levels

RETAIL AVG HOURS WORKED

Fewer hours creates a negative pressure on traffic. Less
customer service, slower checkout, worse conditioned store.

Data Source: BLS.gov

3.0% - YY Avg Retail Hours Worked

=5 per. Mov. Avg. (YY Avg Retail Hours Worked)
2.0% A
1.0% A

M

O-O% T T T T T T
1.0% \J/ \/\/I \/

2.0% -
3.0% A

SIS I R R I
N N S N N N

RETAIL HOURS PER WEEK YY

Hours have accelerated downwards since the WMT wage
announcement in Feb 2015.

© Hedgeye Risk Management LLC. All Rights Reserved. 43



PRODUCTIVITY FALLS, LABOR MARGINS COMPRESS

8.0% -

6.0% -

4.0% -

2.0% -

0.0%

— Retail Productivity Per Employee YY
— Retail Hourly Wage YY

-2.0% A

-4.0% -

-6.0% -

RETAILER PRODUCTIVITY VS COST

Pulling hours is hurting productivity growth.

6.0% m Productivty Growth Less Wage Cost Growth
4.0%
2.0%
0.0%
-2.0%
-4.0% A

-6.0%

-8.0%

Jan-08 !
Jun-08
Nov-08
Apr-09
Sep-09
Feb-10
Jul-10
Dec-10
May-11
Oct-1
Mar-12
Aug-12
Jan-13
Jun-13
Nov-13
Apr-14
Sep-14
Feb-15
Jul-15
Dec-15
May-16

Oct-16

EMPLOYEE LEVEL MARGIN COMPRESSION

For two years, employees have been costing more and
generating less. This just inflected, but will it last?

Was This Wal-Mart’s Master Plan???
Squeeze the bottom feeders out of the market.

Data Source: BLS.gov, Census.gov

© Hedgeye Risk Management LLC. All Rights Reserved.
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RETAIL 4.0 - #TRUMPFLATION

© Hedgeye Risk Management LLC. All Rights Reserved. 45



IT'S ALL ABOUT VELOCITY, AND THAT’S DECELERATING

APPAREL DEFLATION STALLING & INFLECTING OTEXA uses a standardized
unit. (SME, or M2).
$28 , - Avg Unit Price —Units Per Capita \_ 90 ( )
| i The number comes from qty
$26 80 of different types of
| . garments, that are converted
$24 70 with standard conversion
factors
$22 1 - 60 http://otexa.trade.gov/corr.ht
m
$20 A - 50

For example 1 Dozen
$18 - - 40 women's/girls knit

shirts/blouses = 12.5 SME, or
$16 - - 30 1 shirt="1SME.

1 Dress is about 3 SME, 1 pair
$14 - - 20  of socks is about 0.2 SME.
$12 > 10  *Assuming imported units =

Consumed units
$10 — T — T T T T T T T T T T L L 0]

O NN P PP P P DO
R N T P S SIS A LA I

Data Source: Hedgeye Estimates, Department of Commerce, Census.gov © Hedgeye Risk Management LLC. All Rights Reserved. 46
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THE ‘ALLOWED TO EXIST, GROW THEN IPO’ DECADE

CHINA % OF U.S. TOTAL APPAREL IMPORTS

mmm China % of U.S. Total Apparel Imports

40% -

35% -

30% -

25% -

20% A

15% 1

10% A

5% -

1994 |
1995 |
1996 |
1997 |

1989
1990
1991
1992
1993
1998 |mmm
1999 |mmm
2000 |mm

Data Source: Hedgeye Estimates, Department of Commerce

2001 |

2002 |mm

2003 |

2004

2005
2006
2007

= Avg. Import Cost

2008
2009
2010
2011
2012
2013

i

© Hedgeye Risk Management LLC. All Rights Reserved.

2014

$3.80
$3.70
$3.60
$3.50
$3.40
$3.30
$3.20
$3.10

$3.00
$2.90
$2.80

2015

- January 12005 —
apparel import quotas
completely gone out
after a decade of
phasing.

- They were reinstated
temporarily to prevent
flooding — limited to
7.5% per year for t-shirts,
cotton pants, and
underwear (just before
HBI went public). But by
2010 these temp
safeguards were totally
gone.

- In 2006, for example,
imports of Chinese
cotton pants surged
1,500% and cotton shirts
were up 1,300%.
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...AND YES, THIS IMPACTED MARGINS DIRECTLY

MARGIN KITTY (NET PRICE LESS SUPPLY CHAIN COSTS) Here’s your key slide...

$5 - ms=m Margin Kitty YY Change (bn) ~——Apparel Industry Margin Change 250bps  Industry margins track

the supply chain/import-
200bps  export spread with a
0.9R2.
150bps
Our assumption is for a
100bps 15% increase in import
costs, with minimal
50bps ground cover in the
form of higher consumer

Obps pricing.

-50bps IF'th'ere is hlghe’r '
pricing, then we’re likely

) to see per capita unit

100bps consumption (ie 84 SME

150bps for Apparel) retreat.

Volume hurts much
more than pricing.

-200bps

© Hedgeye Risk Management LLC. All Rights Reserved. 49



MORE BANKRUPTCIES TO COME

Bankrupt

590):98] €3 AEROPOSTALE
SO GANDERm:
Golfsmith

RadioShack.
80r4m3n5 marbles: Love Klogas.
the brain store coir equirmenT€Z company

SromTs anocs  BACKWIDDS
hhgregg @

PACSUN

% wet seal. _GFANCOCK FABRICS

crafts & more

YOGASMOGA m SPGSHTS QUIKSILVER
THE LIMITED bebe

Qowngék ?__”_A_Erican Apparel”
PORT CHALET !
MAXAZRIA BOB S

STOIRES

GRACIOUS HOME

At Risk of $0 Equity

SSI
GNC
ICON
SPWH
RCII
TPX
TLRD
TCS
BOOT
PRTY
JCP
KSS
ASNA
FRED

THE BANKRUPTCY SPECTRUM

‘Stuck in the middle’ + Leverage — Cash Flow = Bad

CBK

HBI

BONT

PIR

SHLD

Claires

Sears

J Crew

True Religion
Gymboree
Academy
Neiman

Nine West
David's Bridal

High Risk
BON+ION
GNC claire’s

&€ STAGE

Piertimports &

Academy
J. CREW SPORTS+0UTDOORS

NINE WEST
KOHLS

expect great things

The ‘junky company short call that didn’t work for the past decade should finally start working.

Data Source: Factset, Company Reports, Hedgeye Estimates

© Hedgeye Risk Management LLC. All Rights Reserved. 50



RETAIL 4.0 - #FAKEESTATE

© Hedgeye Risk Management LLC. All Rights Reserved. 51



#FAKEESTATE 101

13 BILLION SQUARE FEET - 8.2BN IS MERCHANDISE RETAIL

4.9bn SQFT Total
High Street

0.4bn SQFT
Outlet Malli
3.2bn SQFT a =
Strip Mall corctl| el

4.5bn SQFT

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, census.gov

-
AILL STC

13bn SQFT
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= 1.1
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[
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M i
|
{

ORIES
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#FAKEESTATE 101 - THIS ALONE IS BEARISH

13,000

12,000
11,000
10,000
9,000
8,000
/7,000
6,000
5,000
4,000
3,000
2,000
1,000

Regional

m Strip

= Qutlet
High Street

-
EERN
~~~~~

LONG TERM TRENDS IN REAL ESTATE

The proliferation in Strip Malls without declines in Regional Malls is the problem. | know, that’'s common sense.
But there’s your ‘tough retail environment’ and ‘declining mall traffic’.

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor,

© Hedgeye Risk Management LLC. All Rights Reserved.
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DOES ANYONE DISPUTE E-COM 12% - 34% IN 10-YEARS?

DIDN’T THINK SO....

Online
Penetration

12%

Data Source: Hedgeye Estimates, Company Reports, cenus.gov, Euromonitor © Hedgeye Risk Management LLC. All Rights Reserved. 54



-..BUT THOSE MALL NUMBERS ARE #FAKE

350 1 mmmecomm % sales emmmimplied Productivity [ 40%
300 - 35%
(o)
250 - 30%
25%
200 -
20%
150 -
15%
100 - 10%
50 - 59
0 - 0%
S AN O DL OORN DO O AN O
93’9 DL L°L° L' © NNV
e R T S S S S

ECOM PRODUCTIVITY IS A KEY CONSIDERATION

Like it or not, e-comm has a square footage equivalent

14000 1 mImplied e-commerce SQFT % of B&M [ 200%
- 180%
12000 - ’
- 160%
10000 - L 140%
8000 - - 120%
- 100%
6000 T | 80%
4000 A - 60%
- 40%
2000 - L 0%
0 - - 0%
A5 2538585285288
2208 C2338RI8QRZE

ECOMM SQFT VS B&M

If we agree on e-comm going to 34%, AND that e-comm
incremental productivity declines at rate of e-comm growth,
then e-comm will be 100% of B&M by the end of #Retail4.0.

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, census.gov © Hedgeye Risk Management LLC. All Rights Reserved. 55



..ENTER RETAIL 1.0-5.0

E-COMM SQ FT IN 10-YEARS
14,000 -

wB&M sq ft me-commerce sq ft
12,000
10,000
8,000
6,000

4,000

2,000

1905
1908
1911
1914
1917
1920
1923
1926
1929
1932
1935
1938
1941
1944
1947
1950
1953
1956
1959
1962
1965
1968
1971

That blue area should
scare every CEO out
there.

But they probably have
not done this math.

If they have, they think
their Brands are better
than they are — which
means they’re not
closing stores fast
enough.

1974
1977
1980
1983
1986
1989
1992
1995
1998
2001
2004
2007
2010
2013
2016
2019
2022
2025

Data Source: Hedgeye Estimates, Company Reports, Director

of Major Malls, Euromonitor, census.gov © Hedgeye Risk Management LLC. All Rights Reserved. 56



IMPLIED ‘FEET PER CAPITA’ SIMPLE CAN’T HANDLE THIS

90

80

70

60

50

40

30

20

10

IMPLIED PER CAP SQUARE FOOTAGE

®mRegional - ®mStrip - ®mOutlet -

DOEITOMOAOAONLDOGZTIROMOOONL 0TI
COOGHTHANNNNMMOIITIOLOLOOOFN
QNORE— Yo RO NONoNoRo RO RINO RO N NONO N NN Ne) I
— Lol ol S A S ~

1977
1980

m High Street -

1983
1986
1989
1992
1995
1998
2001

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, census.gov

2004
2007

Ee-comm

2010
2013
2016
2019
2022

© Hedgeye Risk Management LLC. All Rights Reserved.

2025

Bull Case = We're at
44 square feet per
cap — the number
that’s ‘thrown
around’ is 30-33x.

Base Case = With
30% of retail square
footage vanishing (ie
not reopening under
a different banner),
we are up to
62feet/cap.

Grizzly = 76x/cap

with no store
closures.
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50% OF B&M NEEDS TO CLOSE

60% mm Current SgFt/Cap +5% e[ xisting Space % need to close - 80
50% - - 70
40% - - 60
30% - - 50
20% A L 40
10% - - 30
0% . . . . . . . . 20

2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
THIS IS WHAT WE NEED TO MAINTAIN CURRENT SUPPLY/DEMAND BALANCE

...and that assumes that the current supply/demand balance is acceptable — which it’s not.

Data Source: Hedgeye Estimates, Company Reports, Directory of Major Malls, Euromonitor, © Hedgeye Risk Management LLC. All Rights Reserved.



6BN FEET OF BARREN WASTELAND?

WHY NOT? UNLESS THERE ARE CONCEPTS/EXPERIENCES THAT YOU AND | HAVE
NOT THOUGHT OF YET. /\

 Newsflash: Space can’t vanish.

e Remember Linen’s? Circuit? Sports Authority?
How about Woolworth? Sears/Kmart?

e |t simply gets recycled.

e But will we have 6bn feet of barren wasteland?

DICK’S

SPORTING GOODS

Data Source: therichest.com, Company Websites © Hedgeye Risk Management LLC. All Rights Reserved. 59



MALL OWNERS PROPERTY MIX BY PERCENTILE

Regional Mall Rank Percentile Buckets Strip Mall Rank Percentile Buckets

Ticker | Company 0-24.9% | 25-49.9% | 50-74.9% | 75100% [ 0-24.9% | 25-49.9% | 50-74.9% | 75-100%
General Growth o o o - ® o o o
GGP |Properties, Inc. 21% 21% 20% 29% 2% 3% 1% 4%
Simon Property 15% 20% 20% 26% 2% 3% 2% 1%
SPG |Group, Inc. ° i i i i ’ j ’
The Taubman o ° 0 9
1C0 |Company 6% 6% 71% 6% 12%
Vornado Realty o o 9
VNG | Trues 20% 20% 20% 40%
Macerich o o o - ® o o o
MAC 16% 16% 16% 33% 4% 2% 5% 7%
CBL & Assoclates 37% 21% 10% 5% 7% 8% 7% 6%
CBL Properties, Inc.
DDR Corp. 3% 4% 5% 4% 19% 23% 23% 19%
DDR
Washington Prime o o o - & o o o
WPG | Group 26% 1% 15% 5% 12% 12% 9% 1%

Data Source: Hedgeye Estimates, Directory of Major Malls © Hedgeye Risk Management LLC. All Rights Reserved. 60



REIT EXPOSURE BY BRAND/RETAILER - HERE’S PAYLESS EXAMPLE

Simon Property Group
General Growth Properties
Kimco Realty Corporation
Washington Prime Group
CBL & Associates Properties
Brixmor Property Group
DDR Corp.

Macerich

JLL

Rouse Properties
Weingarten Realty Investors
Westfield

PREIT

Starwood Retail Partners
InvenTrust Property Mgmt.
Cafaro

The Pyramid Companies
Hull Property Group

RPAI US Management

The Kroenke Group

Vestar

Namdar Realty Group

Kite Realty Group
Ramco-Gershenson Properties Trust
Urban Edge Properties
Forest City Realty Trust
Hendon Properties

RPAI Southwest Management
Spinoso Real Estate Group
WS Development

Owned Malls w/

Payless

ShoeSource
m

W

% of Total
Owned

51%
74%
25%
61%
67%
22%
20%
57%
34%
68%
24%
63%
75%
71%
36%
50%
88%
44%
23%
18%
43%
48%
15%
17%
31%
32%
78%
20%
70%
18%

CBRE

DLC Management Corporation
Federal Realty Investment Trust
Madison Marquette

Moonbeam Capital Investments
Regency Centers

The Taubman Co.

Acadia Realty Trust

Blackstone Group

Casto

Centennial Real Estate Co.

GK Development

IRC Retail Centers

Kohan Retail Investment Group
Lexington Realty International
Merlone Geier Management
Morguard Management Co.
Property Commerce

Saul Centers

ShopCore Properties

The Sterling Organization
Vintage Real Estate

Wharton Realty Group,Inc.
Cedar Realty Trust

Cypress Equities

Donahue Schriber

DP Management

Equity One

National Realty & Development Corp.
North American Development Group

Owned Malls w/

Payless

% of Total
Owned

ShoeSource

(o))

AP PP PPpPPpOGITOTOTOTOTOTOTOTOTOTOTOTOTO0T0T0T0000 00

17%
16%
10%
40%
43%
8%
32%
31%
19%
14%
63%
56%
13%
42%
63%
23%
56%
42%
38%
25%
42%
100%
63%
18%
29%
21%
50%
15%
20%
36%

Data Source: Hedgeye Estimates, Directory of Major Malls

We have a database of
every property in the US
every brand, every
retailer, location and co-
tenants.

On the list of ‘next
factors to research’ we
have to look at each
brand/retailers footprint,
and the most exposed
REITs.

© Hedgeye Risk Management LLC. All Rights Reserved. 61



PAYLESS SHOESOURCE OVERLAP RETAILERS

RETAILERS VS PAYLESS SHOESOURCE MALL OVERLAP %

95% -
] o Piercing Pagoda
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15% f f f } } |
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Data Source: Hedgeye Estimates, Directory of Major Malls

Total Store Base

This chart is ugly as sin.
It should be.
Check out the outliers

(high store base
+percent overlap).

© Hedgeye Risk Management LLC. All Rights Reserved. 62
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OUR ESTIMATE OF NUMBER OF US PRIME MEMBERS

TOTAL U.S. PRIME USERS VS % OF TOTAL U.S. HOUSEHOLDS

70mm

60mm

50mm

40mm

30mm

20mm

10mm

Omm

Data Source: Hedgeye Risk Management, Hedgeye Estimates, census.gov

oUS Prime Sub Estimates (mm)

34mm

50mm

2014

>

2015

® % of US households
63mm

2016

55%

50%

45%

40%

35%

30%

25%

About 49% of US
households currently
have Prime.

We need more
households.

© Hedgeye Risk Management LLC. All Rights Reserved.



LAW OF LARGE NUMBERS
HOW LONG AGO DID YOU SUBSCRIBE TO AMAZON PRIME?

32%

28%

24%

20%

16%

12%

8%

4%

0%

Data Source: Hedgeye Risk Management

[P

Unsure

amazon.com

amazoncom
amazon.com

amazoncom

amazoncom

amazon.com
amazoncom
amazon.com
amazon.com

amazoncom
amazoncom
amazon.com
amazon.com
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom

amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazon.com
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom
amazoncom

T~

[@MazZon.com|
amazoncom
amazoncom
amazon.com
amazon.com
amazon.com
amazon.com
amazon.com
amazoncom
amazon.com
amazon.com
amazon.com
amazon.com
amazon.com
amazon.com

More than Between 4 Between 3 Between 2 Between 1 Less than

5 years
ago

and 5

years ago years ago years ago years ago

and 4

and 3

and 2

one year
ago

But still — 13mm
incremental users vs
2015.

That’s 4.1% of the US
population.

Or..

10.4% of households
added in 1-year

© Hedgeye Risk Management LLC. All Rights Reserved.



BEYOND SHIPPING - TRY TO COMPETE WITH THIS BOX

/
amazon COITI

_E ! p:c“:tndorc:

amazoncom _ ¢ . NETFLIX
$99 - $1,000+

6 Per Year G Per Year B‘]\SEQEE%HQPSLE

COMPANIES WITH SERVICES SIMILAR TO THAT OFFERED IN PRIME

Prime music, prime drive, prime phots, prime video, prime magazines, prime books... the list goes on (see next page)

ata Source: Company Websites, Company Reports, Hedgeye Estimates © Hedgeye Risk Management LLC. All Rights Reserve



NEW 5% PRIME CREDIT CARD, REPLACING 3%

amazonpPrime

at Amgzon.com i h
renbesny L ms ke S Credit Card
get a $70 Amazon.com Gift Card instantly upon approval for

at restaurants, on all other

5% Back 2% Back 1% Back New

amazonprime Store Card
it 5% Back Access to No .
amazoncom | every day promotional financing annual fee’ (Stl" Thel‘e,
3238 5L73 9012 345k ,
g Get a free $50 Amazon Gift Card Not New)
3% Back N I dit d feet
3 Earn 3% Back at Amazon.com.* EEE- 0 annual credit card fee Former Ca rd
2% Back And the Non-
2 Earn 2% Back at restaurants, gas stations and drugstores.*

Prime Card

Earn 1% Back on all other purchases.*

CREDIT CARD OFFERING FROM AMAZON

Amazon’s may be introducing this card to help push up penetration on its own card to save on interchange fees to third parties.
There is speculation that the trump administration will change interchange limits regulations pushing the fee rate up.

Data Source: Amazon.com, Chase.com © Hedgeye Risk Management LLC. All Rights Reserved. 67



PRIME MOVING MORE INTO SUBPRIME

100% m Unsure Below 500 500 - 600 601 - 660
(o]

90%
80%
70%

50% —
40%
30%
20%

661-780 781-850

0%

Subscribed Subscribed Subscribed Subscribed
around 2011 or around 2012 around 2013 around 2014
earlier

INCREMENTAL PRIME CUSTOMERS BY FICO SCORES

Subscribed Subscribed
around 2015 around 2016

As Prime subscribers are added, Credit Scores get worse. Perhaps commonsensical, but this is a bigger trend than we thought
we’d see. Thisis TGT bullish, and ‘middle-America —retail’ (WMT, TGT, KSS, JCP, BBBY, WSM, Rx front-end, Dollar Stores, etc...)

bearish.

Data Source: Hedgeye Risk Management

© Hedgeye Risk Management LLC. All Rights Reserved.
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2016 US AMAZON CATEGORY BREAKDOWN

Media/Entertainment
Electronics
Casual/Dress App
Beauty

Toys

Casual/Dress FW
Pet Supplies

Home Décor

Other

HH Essentials
Grocery Consumables
Sporting Goods
Athletic FW
Jewelry/Watches
Baby/Child

US AMAZON END RETAIL BY CATEGORY

Office Products
Auto Care/Accessories
Kitchenwares
Handbags/SLG
Athletic App

Home Improvement
Linens

Appliances
Gardening

Small Furniture
Large Furniture
Luggage/Travel
Fresh Meat/Produce
Luxury Goods

You can actually make an argument that the segments on the right hand side of this chart have greater ‘Amazon Impact’.

Data Source: Hedgeye Risk Management
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MARKET SHARE BY CATEGORY
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AMAZON SHARE BY CATEGORY

Amazon makes up about 3.9% of US Retail (Ex Automobiles & Gas). It has 33% share of US Online Retail.

Data Source: Hedgeye Risk Management, Census.gov, IBIS World, Euromonitor, Statista, toyassociation.org © Hedgeye Risk Management LLC. All Rights Reserved. 70



RETAIL 4.0 - LEASE ACCOUNTING = SUPER BEARISH

© Hedgeye Risk Management LLC. All Rights Reserved. 71
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#1 AMAZON BLOW-UP FACTOR IS IN CHECK

$2,000 5 ®AMZN NA End Retail Revenue per Avg NA DC SQFT @AMZN NA Ending DC Square Footage Growth - 70%
$1,800 - 60%
$1,600 - 50%
$1,400 - 40%
$1,200 - 30%
$1,000 L 20%
$800 - 10%
$600 - 0%
$400 - -10%
$200 - -20%
$0 -30%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
AMZN NA DC SQUARE FOOTAGE PRODUCTIVITY

Amazon is accelerating distribution center growth to maintain lower productivity. Extended productivity means extended capacity
which means risk to growth, and lost market share opportunity. If it happens, that’s a very negative stock event.

Data Source: Company Reports, Hedgeye Estimates © Hedgeye Risk Management LLC. All Rights Reserved. 73
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THE MALL IS NOT DEAD, SORRY FOLKS

Store Immaterial Store Critical

1
Media/ Ent
Toys
Office products
Pet supplies
Home Décor
Sporting Goods
Athletic Apparel
Kitchen wares
Luggage/Travel
Auto care/accessories
Casual/Dress Apparel
Linens

== W
Py * Electronics

Casual/Dress Footwear
Handbags/ Leather Goods |
Athletic Footwear g PSR
Grocery

Baby/Child

[ .. ET

2

Small Furniture

Home improvement
Jewelry/Watches
Appliances

" Fresh Fruit & Vegetables

T

il =

Fragrance & Cosmetics
Luxury goods
Auto Parts
Automobiles
Large Furniture

Data Source: Hedgeye Estimates, Google Images © Hedgeye Risk Management LLC. All Rights Reserved. 75



WHERE’S THE VALUABLE PROPERTY?
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DESTINATION AREAS, OR BEST DISTRIBUTION LOCATIONS?

Will the best property be in the sticks? Will stores be destinations like Costco?
Are highway access areas with cheap land values within driving or flying distance of metro areas the next boom markets?

Data Source: Google Maps, Company Websites © Hedgeye Risk Management LLC. All Rights Reserved. 76



#RETAIL3.0 VS #RETAIL5.0 CENTER

SQUARE FOOTAGE IS NOT A ZERO SUM GAME
3.0 Shopping Center

5.0 Shopping Center

Tenant

Tenant

Tenant

ueus|

ueus|

ueus|

250k -- 500k
SQFT
Anchor
With Leased
Rental
Income

JueUS |

JueUS |

JUBUD |

Tenant

Tenant

Tenant

Data Source: Cherry Hill Mall
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SQUARE FOOTAGE IS NOT A ZERO-SUM GAME

6k Strip Malls

Add 2k-3k 5.0 Boxes

4k Strip Malls Need to Close
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Data Source: Hedgeye Estimates
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i

AMAZON ‘EXPERIENTIAL THEN COMMERCIAL’ BARBELL

- — amazoncom New store
roem— concept?
Robots do

the picking i :
for you???

The First Prime Air
Delivery - 12/7/16
Flying 3 Miles is

more feasible Rad IQ
than 300 Shaek

amagon
—

THE AMAZON PHYSICAL STORE

Amazon opens stores — barbell strategy. REITS pay amazon to open a box %2 the size of a modern day DC (250-500k square foot
store). Shack and Payless off-mall boxes at the other end. Regional Malls can’t handle an amazon box — even with a lot of cranes.
You can fly drone or support underground delivery from 3 miles, Not 300

Data Source: lifehacker.com, Amazon, http://wonderfulengineering.com, Boston Globe © Hedgeye Risk Management LLC. All Rights Reserved. 79



PRIME AIR = REMEMBER WHEN IT COST AMZN $60BN IN CAP

X ¥

ACTUAL FLIGHT FOOTAGE

—AMZN Price NOT SIMULATED, "

Drone Announcement

'ACTUAL FLIGHT FOOTAGE -
i NOT SIMULATED @

e &

amazon amazon
— ~—

THE FIRST AMAZON PRIME AIR DELIVERY - 12/7/16

Prime Air will use specially designed fulfillment centers nearby customer homes. Autonomous drones will deliver packages in
30min or less. Cruising below 400ft, with packages up to 5 pounds.

The first US Prime Air delivery was this month in California at an Amazon robotics conference, the order... sunscreen.

Data Source: Amazon, recode.net © Hedgeye Risk Management LLC. All Rights Reserved.



NEWSFLASH (NOT REALLY) AMAZON VR/AR

@he New Hork Times
Retail Instincts Propel
i Jenture

> 8ITs ¥
ends Tests of - North Korea's Rising Farhad's and Mike's Week
i icles After Ambition Seen in Bid to in Tech: YouTubes | v oV
Breach Global Banks Problematic Advertising

nvestor o Venture
Capitalism’s Top Tier

Tomatoes Come in

‘Amazon has

0000 [ considered using forms
of augmented or virtual
reality to allow people
to see how couches,
stoves and credenzas
will look in their homes”
3/27/1/

© Hedgeye Risk Management LLC. All Rights Reserved. 81
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THIS COULD BLOW UP ‘BIG CONTENT’

$200+ =_g’.gl;jlke ASP Breakout Nike US Distribution ko HIGH
$190 Ni om
$180 S sd
$170 (NN
$160 D D D D D D D D & L
$150 D D D D D
$140 D G A D G0 a2 01
$130 S 50 S D D S0 S D o
$120 D 6D 6D e G S S S S D D Do D o
$110 S 6 aDn e GDn G20 pD iDn e a0 g
$100 D D D e B D D B D D0 B D D D o o
$90 S G D D D D D D D A y o
$80 . o - <
$70 N Aow
$60 PN :
$50 l@man e
$40 { T |
238 Bubble size = Nike Brand Sales S°L qu% LOW
$0 $500 $1,000 $1,500 $2,000 95% 75% 55% 35% 15% -5%

Dollars Nike Sales Penetration

THERE’S NO MORE ‘TAKE THIS STUFF OR ELSF’

Is all of Nike’s product great? Ha. The [Hey Foot Locker, if you want those LeBron retros then I'm jamming you
with junk...] thing will die. There’s a reason Nike told HIBB to NOT build an ecomm business.

DATA SOURCE: HEDGEYE ESTIMATES, NPD, NSGA, COMPANY WEBSITES, COMPANY REPORTS © Hedgeye Risk Management LLC. All Rights Reserved. 82



DISINTERMEDIATING THE DISINTERMEDIATORS

#Retail1.0 #Retail2.0 | #Retail5.0
‘Rusﬁc Music Ce‘r\ﬁe\, MANNY'S 4T“s . (FE E Gear »

718-351-59387 MUSICAL INSTRUMENTS Browse By Category *  Reverb News = You
Categories 75,583 listings
Acce e ) i
B Olies Filtered by Electric Guitars %
Parts
i Used Brand New
Electric Guitars
Solid Body

Semi-Hollow
Hollow Body
#Retai|3oo #Reta||4 0 Archtop
- Left-Handed
12-5tring

Lap Steel

Baritone
Travel / Mini
Pedal Steel

uilar &
g -‘,--4' : Drums and Percussion | -_ ke . ——g= .
@@ @[ﬁ e Music fechnology diect” reiins
gy Acoustic Guitars Big Lou Cobra 2016 Black 1 7/8"

Amps Nut

Band and Orchestra $245
Bass Guitars

Data Source: Company Websites © Hedgeye Risk Management LLC. All Rights Reserved. 83
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“RETAIL 5.0 CROSS SECTOR M&A
GO MASSIVE OR GO HOME
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THINK BIG FOLKS, CROSS SECTOR DEALS = NEW REALITY

Sy (i

eb

FedEx e
XK. Kinkors
Express Yourself
Time
Warner
Cable ﬁ

WAL*MART

Jeb

UNION
PACIFIC

o 5 ™

o

The B
learning

Company

The
Washington
Post

Data Source: Company Websites
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FACTOR 1: WE ALL GET THIS...

...BUT IT MIGHT NOT BE TRUE ANYMORE

c0|\=1SENT
KING!
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FACTOR 3: DISTRIBUTION/PIPE/CUSTOMER OWNERSHIP

LEATHERWARE
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FACTOR 4: GOING VERTICAL AGAIN?

NIKE MISSED BY NOT BUYING ZAPPOS PRE-2009

z

Zappos was the ONLY entity that could

Nobody is better at filling a full 5,652 individual orders.
container with 5,652 pairs of
shoes — but others did it. Spent $2bn+ over a decade for what it

could have bought for $500mm

Data Source: Company Websites © Hedgeye Risk Management LLC. All Rights Reserved. 88



FACTOR 5: ACQUIRE NEW CUSTOMER

o _ o,
W) 1R AGE kate spade %) e INCOME
|
mKORS NEW YORK 40% 1 mKORS
20% - 9
e Professional woman 30% 1
) * Age: 25 - 44 years old 20% -
10% - e Coreis 25-35years old
¢ Highly educated 10% -
* $150k+ household income
0% » Urban/ Suburban - enjoying 0% -
13-17 18-24 25-34 35-44 45-54 55-64 65+ e < $25K $25k - $40k - $60k - $75k - $100k+
living in a big city 39k 59k 74k 99k

* Intelligent, self-assured

* Income >$50K i * Looking for style and function.
: éi}ﬁg;ggfld o * Productto complement her lifestyle
RSN VISITATION OVERLAP el mcome around $100¢
glamorous [ifestyle KATE KORS COH * Full Price = Mid 30s, Factory = 40s
* l}:nows MK equ?jlly for  IKATE 100% 17% 12%  Full Price = white collar workforce
Rg(a:ii/st%rl\ilzzc KORS 10% 100% 9% Factory = Former white collar work
COH 5% 7% 100%

Y |

MICHAEL KORS
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M&A VALUATION AGNOSTIC...

REMEMBER WHEN LIZ CLAIBORNE OVERPAID FOR KATE?
IT'S THE ONLY ONE OF ITS 40 BRANDS THAT’S STILL BREATHING

Axcess
Bora Bora
C&C California
Candie’s”
City DKNY*®
Claiborne
Crazy Horse
Curve
Dana Buchman
DENY Active®
DKNY Jeans®
Elisabeth
Ellen Tracy
Emma James
Enyce
First Issue
Intuitions
Jane Street

J-H. Collectibles

Juicy Couture
Kenneth Cole New York
Lady Enyce
Laundry by Shelli Segal
LIZ
Liz Claiborne
Lucky Brand Jeans
Mambo
Marvella
Mexx
Monet
Monet 2
Reaction Kenneth Cole
Reealities
Sigrid Olsen
Spark
Swé

Trifari

Villager

Data Source: Company Websites, Company Reports

LIZ Bought KateSpade
in 2004 for $124mm.

Today KateSpade is all
that’s left.

And it was #expensive EV =$2.9bn EV

LIZ EV was $3.5bn
Then dropped to Q
$500mm k
ate spade

NEW YORK
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...UNLESS MULTIPLES ARE EGREGIOUS FOR BAD ASSETS

HIGH MULTIPLES + LEVERAGE +PEAK MARGINS + POOR COMPETITIVE POSITIONING =

HANESbrandsINC

B odker
PACIFIC BRANDS

Data Source: Company Websites © Hedgeye Risk Management LLC. All Rights Reserved.



IT°'S NOT JUST BAD COMPANIES THAT LACK TIERING

Shop for Baby Boy Carter's Buffal... on Google Sponsored Carw S
enps wepNesDAY!L 20% off your $40+ purchase | oNLINE c{

ﬁ é é é é $'1 zféOI.)e arc e e

Carter's 3-Pc. Carter's Boys 3 Baby Boy Carter's Boys Carter's Boys 3 Carters Baby Bt

Plaid Hoodie, Piece Navy/... Carter's ... 3-pc. Layette ... Piece Navy/... Boys 3-pc. ... oo @

$15.99 $16.00 $17.99 $17.99 $16.00 $19.20 _

Macy's Toys R Us Kohl's JCPenney Sears BeallsFlorida.... —

® Special offer @ In store ® Special offer

Shop for Baby Boy Carter's Buffal... on Google

Carter's Baby Boys' 3 Piece Vest Set (Baby)

Carter's® Baby Carters Baby Carter's Boys 3 Baby Boy Carter's

Boys' 3-Piece Boys 3-pc. ... Piece Navy/... (NB-24M) ... 3-Piece Little

$14.40 $17.50 $16.00 $16.00 $19.20

Bon-Ton Jet.com eBay Boscov's Belk S

® Special offer
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FOR MORE INFORMATION, CONTACT US AT:

SALES@HEDGEYE.COM
(203) 562-6500
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