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Remembering Valuations

The following excerpt was taken entirely
from a recent report written by Jesse
Felder, a hedge fund manager in Bend,
Oregon. In light of the current environment
and valuations (which don’t matter until
they do), | thought it would be an
interesting, quick read to put things in
perspective. As the saying goes, “History
doesn’t repeat itself but it often rhymes”.

“My friend Eric recently shared an iconic
quote from the dotcom mania that is especially relevant to the equity market today. Scott McNeely
was the CEO of Sun Microsystems, one of the darlings of that bubble. At its peak his stock hit a
valuation of ten-times revenues. A couple of years afterward he had this to say about that time (via
Bloomberg):

At 10 times revenues, to give you a 10-year payback, | have to pay you 100% of revenues for 10
straight years in dividends. That assumes | can get that by my shareholders. That assumes | have
zero cost of goods sold, which is very hard for a computer company. That assumes zero expenses,
which is really hard with 39,000 employees. That assumes | pay no taxes, which is very hard. And
that assumes you pay no taxes on your dividends, which is kind of illegal. And that assumes with
zero R&D for the next 10 years, | can maintain the current revenue run rate. Now, having done that,
would any of you like to buy my stock at $64? Do you realize how ridiculous those basic



assumptions are? You don’t need any transparency. You don’t need any footnotes. What were you
thinking?

Below is a chart of Sun Micro from 1996 to 2006. It started around $5 ran up to that $64 Scott

mentions and then fell right back to $5. And you would think this might serve as a cautionary tale for
investors today.
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In that case, you thought wrong. Interestingly, there were 29 stocks within the S&P 500 that traded
above ten times revenues at the peak of the dotcom mania (though that number did surge higher
after prices had already peaked). Today, there are 28.

Facebook is one of those 28 and actually trades at over fifteen times revenues, more than 50%
higher than Sun Micro did at
its peak. Ironically, Facebook
now resides at Sun’s old \
headquarters. | don’t know if
they will follow the same path / ‘.

Sun did but it certainly looks | /
like there are a ton of investors | [y /
that will, at some point in the g /
future, be asking themselves /\j

\} | A \/
once again, ‘what were you \,’ "\ /‘\
thinking?”” \f '

Number of S&P 500 Stocks Trading Over 10x Revenues TheFelderReport.com

Our warmest wishes to you and your family,

Brian Prichard & Your Team at 44 North Financial Partners

Certain sections of this commentary contain forward-looking statements that are based on our reasonable expectations, estimates, projections, and
assumptions. Forward-looking statements are not guarantees of future performance and involve certain risks and uncertainties, which are difficult to predict.
Past performance is not indicative of future results. All indices are unmanaged and investors cannot invest directly into an index. Investing in alternative
investments may not be suitable for all investors and involves special risks, such as risk associated with leveraging the investment, adverse market forces,



regulatory changes, and illiquidity. There is no assurance that the investment objective will be attained. Investments are subject to risk, including the loss of
principal. Because investment return and principal value fluctuate, shares may be worth more or less than their original value. Some investments are not
suitable for all investors, and there is no guarantee that any investing goal will be met. Talk to your financial advisor before making any investing decisions.

Emerging market investments may involve higher risks than investments from developed countries and also involve increased risks due to differences in
accounting methods, foreign taxation, political instability, and currency fluctuation.

The Dow Jones Industrial Average (DJIA) is a price-weighted average of 30 significant stocks traded on the New York Stock Exchange (NYSE) and the
NASDAQ.

The S&P 500 Index is a broad-based measurement of changes in stock market conditions based on the average performance of 500 widely held common
stocks.

The US Aggregate Index covers the dollar-denominated investment-grade fixed-rate taxable bond market, including Treasuries, government-related and
corporate securities, MBS passthrough securities, asset-backed securities, and commercial mortgage-based securities. These major sectors are subdivided
into more specific subindices that are calculated and published on an ongoing basis. Total return comprises price appreciation/depreciation and income as a
percentage of the original investment. This index is rebalanced monthly by market capitalization.

Investing in commodities may have greater volatility than investments in traditional securities, particularly if the instruments involve leverage. The value of
commodity-linked derivative instruments may be affected by changes in overall market movements, commodity index volatility, changes in interest rates, or
factors affecting a particular industry or commodity, such as drought, floods, weather, livestock disease, embargoes, tariffs, and international economic,
political, and regulatory developments. Use of leveraged commodity-linked derivatives creates an opportunity for increased return but, at the same time,
creates the possibility for greater loss. Asset allocation programs do not assure a profit or protect against loss in declining markets. No program can
guarantee that any objective or goal will be achieved.

Fixed Insurance products and services offered through CES Insurance Agency.

Securities and advisory services offered through Commonwealth Financial Network®, Member FINRA/SIPC, a Registered Investment Advisor. 44 North
Financial Advisors is located at 2 Cotton Street, Suite 200, Portland, ME 04101. Tel: 207-319-7373
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