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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
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PLEASE SUBMIT QUESTIONS* TO

QA@HEDGEYE.COM

ANSWERED AT THE END OF THE CALL



A DEPRESSED MARKET IS NOT SO NOW

% U.S. M&A Announcements/U.S. GDP
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DEPRESSED ACTIVITY LEVELS THROUGH 2013 HAVE RECOVERED

Announced M&A activity spent 2009-2013 well below long term means of GDP but have recovered to near peak
levels of high teens to finish 2016
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A DEPRESSED MARKET IS NOT SO NOW

% Euro M&A Announcements/Euro GDP
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EUROPEAN ACTIVITY HAS ALSO IMPROVED MARKEDLY

The important Euro-zone has also moved off of depressed levels making comps into 2017 much tougher
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PRIVATE EQUITY MARKED THE TOP
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WHILE BORROWING COSTS ARE LOW

MOODCAA 3.94 As 0f 02/08/17 AVERAGE YIELD

Moody's Bond Indices Corporate AA Borrowmg
95 Compare 96 Actions ~ 97 Edit ~ Line Chart costs are still
03/31/1983|CH 01/31/2017|I=ICECYRECIEN i |
1D 3D IM 6M YID 1Y 5Y Max |Quarterly ¥ | [ « &% Chart Content & historically low
Track ./ Annotate News O, Zoom ™ 16.00

T it both

mMOODCBAA Index 4.66 | 1, . IEEERVE Al IRl
corporate

a2 credit indices

still not having

markedly

broken their

down trend

>10.00

+8.00

' 1085-1080 | 1990-1904 | 1995-1999° | 2000-2004 | 2005-2009° | 2010-2014

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



BUT CREDIT COSTS ARE INFLECTING &
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Rate of change
matters
however and
costs have been
rising since the
Trump election
upset. Corporate
credit costs
stopped their
descent early in
2016 and have
risen steadily to
start 2017
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BUT CREDIT COSTS ARE INFLECTING &
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AND Y-O-Y CHG IN CREDIT DRIVES M&A
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. LS. Announced MEA Y-o-¥ Increase - RHS

4 Qtr Mowving Avg BAA Investment Grade Credit Costs- LHS (Inverted)

ON THE MARGIN MORE EXPENSIVE CREDIT CREATES NEGATIVE M&A COMPS

Across cycle, when credit costs rise year-over-year (green line on an inverted scale), U.S. M&A comps decline
and go negative
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EVERY +100 BPS IN COSTS =-20%

Y-axis- ¥-o-¥ Change in U.S.
MEA Announcements
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EVERY +100 BPS INCREASE IN CREDIT COSTS DECREASES M&A Y-O-Y BY -20%

Looking at U.S. credit and U.S. M&A announcements, every 100 basis point increase in credit costs translates
into an average negative comp of -20% for U.S. M&A activity
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VIX LEVELS GREATLY DICTATE ACTIVITY
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Volume

GLOBAL M&A HAS STARTED SLOWLY
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AND DEAL SIZE HAS COME DOWN A LOT

nnounce  Target Name Acquirer Name  Announced §Announce  Target Name Acquirer Name Announced!
Date Total Value jDate Total Value

(mil.) (mil.)
02/03/2016 Syngenta AG (China National ...  46,311.73§01/26/2017 Actelion Ltd Johnson & Johnson|  29,762.19
01/11/2016 Baxalta Inc  Shire PLC 35,563.40402/10/2017 Mead John... Reckitt Benckise...  17,809.81
01/25/2016 Johnson Con... Johnson Contro... 28 667.27§02/01/2017 (ONEOK Part... ONEOK Inc 17,378.16
02/09/2016 ITC Holdings... Fortis Inc/Canada  11,057.07§01/16/2017 Luxottica G...Essilor Internati...  16,608.75
02/10/2016 Meda AB ERRY 9.974.78401/19/2017 Zodiac Aer... Safran SA 10,233.97
02/01/2016 Alere Inc Abbott Laborato...  8,039.92]01/16/2017 Luxottica G... Essilor Internati... 9,507.64
01/19/2016 Waste Conne... Waste Connecti... 7815.11§01/09/2017 VCAInc  Mars Inc 8,793.13
01/26/2016 Leidos Innov... Leidos Holdings...  6,038.23401/25/2017 WGL Holdin... AltaGas Ltd 6,289.42
02/01/2016 \Dominion Qu... Dominion Reso... 5 965.44§01/17/2017 {Unnamed T... Exxon Mobil Corp 5,600.00
01/15/2016 Aopliances b... Oinadao Haier C... 5600.00 01/09/2017 ARIAD Phar... Takeda Pharmac... 4.899.08

Avg D0C AVg 0D0Q
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RATE SENSITIVITY IS NOT COMPELLING

Correlation to the 10-Year Treasury Yield (2007 - Present)

Avg R Value
1 Mortgage Insurers 0.54
2 Financial Guaranty 0.37
3 Midcap Banks 0.27
4 I-Banks/Boutiques 0.21
5 E-Brokers 0.20
6 Mortgage Finance 0.18
7 Small Cap Banks 0.05
3 Large Cap Banks 0.05
9 Homebuilders 0.03
10  Life Insurers 0.00
11 Alternative AMs (0.01)
12 Traditional AMs {0.03)
13  Debt Collectors {0.14)
14  CRE Brokers {0.25)
15  Exchanges {0.27)
16  Auto Insurers {0.27)
17 P&C Insurers (0.28)
18  Title Insurers {0.30)
19 Consumer Finance (0.33)
20  Building Products (0.33)
21  Cards/Payments (0.38)
22 Fin Services (0.41)
23 Apartment REITs (0.46)
24 Insurance Brokers {0.50)
25 FinTech (0.52)
26 Reinsurers {0.53)
27  Home Centers {0.57)

Mortgage Insurers
Midcap Banks
I-Banks/Boutigues
Financial Guaranty
Mortgage Finance
E-Brokers

Small Cap Banks
Alternative AMs
Homebuilders
Large Cap Banks
Life Insurers
Traditional AMs
CRE Brokers

Title Insurers
Exchanges
Building Products
Fin Services

P&C Insurers
Auto Insurers
Cards/Payments
Debt Collectors
Consumer Finance
Reinsurers

Fin Tech
Insurance Brokers
Home Centers
Apartment REITS

Median R Value
0.54
0.39
0.35
0.33
0.28
0.11

{0.01)
{0.01)
(0.05)
{0.09)
{0.12)
{0.18)
{0.27)
(0.30)
(0.38)
{0.41)
(0.42)
{0.42)
(0.45)
{0.49)
{0.49)
(0.50)
{0.51)
(0.52)
(0.56)
(0.57)
(0.57)

| | Banks/Boutigues

COWN 0.81
GHL 0.70
MS 0.69
GS 0.41
PIC 0.35
[AZ 0.26
SF (0.42)
EVR (0.43)
RIF (0.50)

Everyone is
checking their
rate exposure
and
ibanks/boutiques
have less than
half the rate beta
of Mortgage
Insurers.
Importantly LAZ
stock has the
lowest positive
coefficient of the
group at 0.26.
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FOR MORE INFORMATION, CONTACT US AT:

SALES@HEDGEYE.COM
(203) 562-6500
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