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US Strategy Comment

Our Conviction Is Resolute, Template
Notwithstanding

This Too Shall Pass- Control What You Can Control

“Worst birthday ever.” Such were the words uttered by the secular bull market as it
turned 11 this week, all while it was unceremoniously being smacked into a cyclical
bear (by definition down more than 20% from the peak). Panic, fear, and ambiguity
remain firmly entrenched as the only drivers of investment strategy, as perspective,
poise, and process continue to be ignored. Unfortunately, there is no magic bullet,
support level, fiscal or government response let alone containment protocol that would
release the gripping anxiety that has paralyzed the world. As such, those seeking
academic templates and traditional signals to diagnose the ultimate bottoming
mechanism of US stocks will continue their befuddlement, in our view.

However, the same holds true for the recovery - which WILL occur. Why? We are
choosing to default to the principles of the founding fathers. They were incredible
people of faith and fortitude, helping to create one of the greatest countries in the
world with a mindset and culture of optimism. As a result, that template and mindset
has spawned companies whose innovation, services, and products have shaped and the
led the world.

Coronavirus (COVID-19 virus) is @ human tragedy - there is no way around that. But our
experience tells us that it cannot and will not wipe out every fabric of investing. As
such, we continue to believe US companies will ultimately provide, define, and lead the
recovery - when and only when the fear abates. The collateral damage is what it is. As
a strategist who is defined by perspective, poise, and process - these are
unprecedented times which require unwavering courage, conviction, and resolution.

Therefore, we must control what we can control - realizing that earnings will be
impacted and the internal parts of our models and sector positioning need to be
adjusted accordingly. While the secular bull market’s birthday party was literally
crashed this week, the depth and duration of any cyclical bear simply cannot and
should not be foretold. Faith defines our perspective that this too shall pass; poise fuels
our courage to not react; and process exemplifies our discipline.

Main Points:

e Lowering Our S&P 500 2020 EPS Target to $160 From $176
e  Real Estate: Upgrade to Overweight From Market Weight

e  Financials: Downgrade to Market Weight From Overweight
e Energy: Remain Market Weight

e Rebalancing Target Weights to Reflect Recent Market Action
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US Strategy -S&P 500 Targets

Model 2020E

S&P 500 Price Target

DDM 3,400

Fair Value P/E 3,675

Macro Regression 3,125

|Price Target 3,400

S&P 500 EPS Target

Macro Regression $163

Bottom Up Consensus $173
Normalized EPS $157

[EPS Target $160 |
implied P/E 21.3x |

Source: BMO Capital Markets Investment Strategy.

US Strategy - Recommended S&P 500 Sector
Weightings

Sector Opinion Tgt. Wat.
Communication Services ow 12.5%
Consumer Discretionary ow 10.5%
Consumer Staples uw 6%
Energy MW 3%
Financials MW 11.5%
Health Care MW 14%
Industrials MW 8.5%
Information Technology ow 25.5%
Materials MW 2.5%
Real Estate ow 4%
Utilities uw 2%

Source: BMO Capital Markets Investment Strategy.
OW: Overweight

MW: Market Weight

UW: Underweight
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Exhibit 1: Lowering Our 2020 EPS Target
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Source: BMO Capital Markets Investment Strategy Group, FactSet, IBES.

Exhibit 2: Real Estate Usually Outperforms When Yields Are Falling

Real Estate Average Relative Y/Y Price Performance
During Periods of Falling/Rising 10Y Treasury Constant

Maturity Yields
vs. S&P 500; monthly data since 2001
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Source: BMO Capital Markets Investment Strategy Group, FactSet.

Exhibit 3: Level & Direction of Yields Matter for Real Estate Performance

Real Estate Average Relative Y/Y Price Performance
Based on Level and Direction of US 10Y Treasury

Constant Maturity Yield
monthly data since 2001
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Source: BMO Capital Markets Investment Strategy Group, FactSet.
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Decreasing Our S&P 500 2020 EPS Target to $160
Amid Lower US GDP Growth Expectations

Although it will likely take many months to understand the
full economic fallout from the pandemic, we believe it is
appropriate to adjust our EPS target at a minimum.

e  EPS and GDP growth trends have historically tracked
each other quite well, so we believe lower GDP will
translate into lower EPS growth.

e Our new target implies ~2% of EPS declines, which we
believe should adequately represent any expected
damage resulting from the pandemic.

e Also, analysts have been slow to react to fast moving
markets, so we expect bottom-up numbers to decrease
closer to our new EPS target eventually.

Falling Yields Should Benefit Real Estate Relative
Performance

Treasury yields have plummeted in response to the global
panic regarding COVID-19 virus. And this has important
investment implications for US stock investors.

e  Real Estate is one area we believe will benefit from the
new lower yield levels.

e Historically, the group has outperformed by relatively
wide margins when yields are falling and is the main
reason we decided to upgrade the sector to Overweight.

Price Performance for Real Estate Is Best When US
10Y Treasury Yield Is Below Average and Dropping

The direction and level of Treasury yields are also an
important consideration.

e Given historically low levels of Treasury yields, it is
unlikely for them to fall significantly from current levels
for an extended period. But if they do, this would be an
optimal scenario for Real Estate from a relative
performance perspective.

e However, if yields do rise, they are likely to remain well
below average according to updated forecasts, and we
found that this also is beneficial for Real Estate relative
performance.
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Exhibit 4: Real Estate Dividend Yield Spreads vs. Utilities, Staples, and S&P
500 All Above 0%

Real Estate Relative Dividend Yield Spreads
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Source: BMO Capital Markets Investment Strategy Group, FactSet.

Exhibit 5: Financials Struggle When 10Y Yield Is Below 2%

Financials vs. S&P 500 Average Annualized Monthly
Price Performance During Bull Market Based on Level of
US 10Y Treasury Constant Maturity Yield
monthly data since 3/2009
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Exhibit 6: Historically, Financials Have Essentially Been Market Performers
When US 10Y Treasury Yield Is Below Average + Falling

Financials vs. S&P 500 Average Y/Y Price Performance
Based on Level and Direction of US 10Y Treasury
Constant Maturity Yield
monthly data since 1990
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Source: BMO Capital Markets Investment Strategy Group, FactSet.
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Dividend Yield Spreads for Real Estate Look Attractive

Historically low Treasury yields have also brought dividend
strategies back to the forefront.

e Real Estate has always been an area where investors
have searched for yield, but recent trends have made
the sector more appealing compared to other “dividend
plays.”

e  Forinstance, the dividend yield spread vs. the S&P 500
has increased lately and its current level remains near
recent highs.

e More important, Utilities have been the typical “go-to”
dividend play but the sector’s yield advantage relative to
Real Estate has been eliminated.

Low Yields Tend to Be Obstacles for Financials
Outperformance

We decided to downgrade Financials to Market Weight from
our longstanding Overweight recommendation.

e From our perspective, historically low interest rates are a
major impediment from a relative performance
standpoint.

e  We found that Financials significantly underperform
during periods where 10Yr Treasury yields are below 2%.

e And given current levels (below 1%), we do not
anticipate yields exceeding 2% anytime soon.

Over Longer Periods, Financials Can Match Market
Performance Despite Low Yields

Notwithstanding the near term obstacle of historically low
yields, we found that Financials have essentially performed in
line with the market at below average yield levels
irrespective of yield trajectory.

e It is for this reason we are not as pessimistic as some
others when it comes to Financials and the interest rate
outlook.
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Exhibit 7: Financials Valuation Fall to Lowest Level Since 2011

Valuation Composite: Financials
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Source: BMO Capital Markets Investment Strategy Group, FactSet, IBES.

Exhibit 8: Energy Y/Y Price %Chg vs. S&P 500 Has Plunged to Three

Standard Deviations Below Average

Energy Relative Y/Y Price %Chg vs. S&P 500
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Source: BMO Capital Markets Investment Strategy Group, FactSet.

Exhibit 9: Relative Valuations for Energy at All-Time Low

Valuation Composite: Energy
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Source: BMO Capital Markets Investment Strategy Group, FactSet, IBES.

Investment Strategy | Page 4

Financials Valuation Suggest Much of the Bad News Is
Already Priced In

Financials have been one of the hardest hit areas of the
market since the COVID-19 virus panic started. As a result,
absolute valuations for the sector have plummeted to levels
last seen in late 2011 according to our valuation composite
model.

e  Relative to the S&P 500, valuations for Financials have
fallen to the lowest levels since 2000.

e  From our perspective, this valuation reset has already
accounted for any upcoming “bad news” on the earnings
front and should help to support stock prices in the
coming months - another reason we do not share the
market’s pessimism for financial stocks.

Energy Relative Y/Y Performance Has Hit Extreme
Negative Levels Never Exhibited Before

Energy stocks have plunged more than 30% in March amid
concerns over an oil price war and growing coronavirus fears,
and are currently down ~50% for the year.

e  Relative y/y price performance for Energy has
plummeted to extreme negative levels never exhibited
before - three standard deviations below its historical
average.

Energy Stocks Are Already Priced for Disaster

While Energy stocks certainly have a long road ahead on both
a price performance and fundamental basis, the sector, at the
moment, looks to be already priced for disaster. Additionally,
recent price weakness has pushed the weight of the sector in
the S&P 500 to a mere 2.8%, its lowest weight on record. As
such, we are maintaining our Market Weight
recommendation on the S&P 500 Energy group.

e  Energy valuations have dropped to all-time low
valuations relative to the S&P 500 according to our
valuation composite model, while absolute valuations
are right at cycle lows.
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Recent US Strategy Research Reports

Date Title

Comments, Snapshots, and Perspectives
2/27/2020 US Strategy Snapshot: Epidemic of Fear
2/27/2020 US Strategy Comment: Panic Is Not a Winning Investment Strateqy
2/24/2020 US Strategy Snapshot: Coronavirus Impact on US Stock Performance and Earnings
2/10/2020 US Strategy Comment: Thematic Report - The Shifting Consumer
1/22/2020 US Strategy Comment: The Doubted Bull Returns Yet Again
1/17/2020 US Strategy Comment: Making the Case to Overweight Comm Svcs and Discretionary
1/15/2020 US Strategy Comment: Staying Selective Within Industrials
12/11/2019 US Strategy Comment: 2020 US Sector Positioning
10/30/2019 US Strategy Snapshot: Pictures to Ponder With Stocks Hitting New Records
10/17/2019 US Strategy Snapshot: Sector Expectations From the Lens of Analysts
10/10/2019 US Strategy Comment: ISM Warning Signal
9/26/2019 US Strategy Snapshot: Unraveling an Eventful September
9/17/2019 US Strategy Snapshot: Interpreting the Resurgence of Value Stocks
9/12/2019 US Strategy Comment: Leveraging Low Risk Factors to Manage Uncertainty
8/15/2019 US Strategy Perspective: Yield Curve FACTS

Monthly Reports
3/5/2020 US Strategy: US Chartbook - March 2020
3/5/2020 US Strategy: US Factor Profiles - March 2020
Investment Strategy Snapshots and Special Reports

11/21/2019 Investment Strategy: 2020 Market Outlook
11/21/2019 US Strategy Perspective: 2020 Market Outlook - United States

Canadian Strategy
Please call or e-mail us to be added fo our standalone Canadian Strategy research
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IMPORTANT DISCLOSURES
Analyst's Certification

I, Brian G. Belski, hereby certify that the views expressed in this report accurately reflect my personal views about the subject securities or
issuers. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views
expressed in this report.

Analysts who prepared this report are compensated based upon (among other factors) the overall profitability of BMO Capital Markets and
their affiliates, which includes the overall profitability of investment banking services. Compensation for research is based on effectiveness in
generating new ideas and in communication of ideas to clients, performance of recommendations, accuracy of earnings estimates, and service
to clients.

Analysts employed by BMO Nesbitt Burns Inc. and/or BMO Capital Markets Limited are not registered as research analysts with FINRA. These
analysts may not be associated persons of BMO Capital Markets Corp. and therefore may not be subject to the FINRA Rule 2241 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Company Specific Disclosures

For Important Disclosures on the stocks discussed in this report, please go to https://researchglobal0.bmocapitalmarkets.com/public-disclosure/.

Distribution of Ratings (March 11, 2020)

Rating category BMO rating BMQCM US BMQCM US IB BMQCM USIB BMOCI}{\ Stz_ﬂrMine
Universe Clients Clients Universe Universe~

Buy Outperform 44.3 % 26.6 % 53.9 % 46.8 % 55.2 % 57.7%

Hold Market Perform 52.0 % 18.4 % 43.6 % 50.0 % 43.7 % 37.5%

Sell Underperform 3.7 % 15.0 % 2.6 % 3.0 % 1.1 % 4.8%

* Reflects rating distribution of all companies covered by BMO Capital Markets Corp. equity research analysts.

** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking services
as percentage within ratings category.

“** Reflects rating distribution of all companies from which BMO Capital Markets Corp. has received compensation for Investment Banking
services as percentage of Investment Banking clients.

“#* Reflects rating distribution of all companies covered by BMO Capital Markets equity research analysts.

“* Reflects rating distribution of all companies from which BMO Capital Markets has received compensation for Investment Banking services
as percentage of Investment Banking clients.

~ As of April 1, 2019.

Ratings Key (as of October 2016)

We use the following ratings system definitions:

OP = Outperform - Forecast to outperform the analyst’s coverage universe on a total return basis;

Mkt = Market Perform - Forecast to perform roughly in line with the analyst’s coverage universe on a total return basis;
Und = Underperform - Forecast to underperform the analyst’s coverage universe on a total return basis;

(S) = Speculative investment;

Spd = Suspended - Coverage and rating suspended until coverage is reinstated;

NR = No Rated - No rating at this time; and

R = Restricted - Dissemination of research is currently restricted.

BMO Capital Markets' seven Top 15 lists guide investors to our best ideas according to different objectives (CDN Large Cap, CDN Small Cap, US
Large Cap, US Small Cap, Income, CDN Quant, and US Quant have replaced the Top Pick rating).

Prior BMO Capital Markets Rating System

(April 2013 - October 2016)
http://researchglobal.bmocapitalmarkets.com/documents/2013/rating_key 2013 to 2016.pdf

(January 2010 - April 2013)
http://researchglobal.bmocapitalmarkets.com/documents/2013/prior_rating_system.pdf

Other Important Disclosures
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For Important Disclosures on the stocks discussed in this report, please go to https://researchglobal0.bmocapitalmarkets.com/public-disclosure/
or write to Editorial Department, BMO Capital Markets, 3 Times Square, New York, NY 10036 or Editorial Department, BMO Capital Markets, 1
First Canadian Place, Toronto, Ontario, M5X 1H3.

Dissemination of Research

Dissemination of BMO Capital Markets Equity Research is available via our website https://researchalobal0.bmocapitalmarkets.com/ Institutional
clients may also receive our research via Thomson Reuters, Bloomberg, FactSet, and Capital 1Q. Research reports and other commentary are
required to be simultaneously disseminated internally and externally to our clients. Research coverage of licensed cannabis producers and other
cannabis-related companies is made available only to eligible approved North American, Australian, and EU-based BMO Nesbitt Burns Inc., BMO
Capital Markets Limited, and BMO Capital Markets Corp. clients via email, our website and select third party platforms.

~ Research distribution and approval times are provided on the cover of each report. Times are approximations as system and distribution
processes are not exact and can vary based on the sender and recipients’ services. Unless otherwise noted, times are Eastern Standard and
when two times are provided, the approval time precedes the distribution time.

BMO Capital Markets may use proprietary models in the preparation of reports. Material information about such models may be obtained by
contacting the research analyst directly. There is no planned frequency of updates to this report.

For recommendations disseminated during the preceding 12-month period, please visit: https://researchglobal0.bmocapitalmarkets.com/public-
disclosure/.

General Disclaimer

"BMO Capital Markets" is a trade name used by the BMO Investment Banking Group, which includes the wholesale arm of Bank of Montreal
and its subsidiaries BMO Nesbitt Burns Inc., BMO Capital Markets Limited in the U.K., Bank of Montreal Europe Plc in Ireland and BMO Capital
Markets Corp. in the U.S. BMO Nesbitt Burns Inc., BMO Capital Markets Limited, Bank of Montreal Europe Plc and BMO Capital Markets Corp are
affiliates. Bank of Montreal or its subsidiaries ("BMO Financial Group") has lending arrangements with, or provide other remunerated services
to, many issuers covered by BMO Capital Markets. The opinions, estimates and projections contained in this report are those of BMO Capital
Markets as of the date of this report and are subject to change without notice. BMO Capital Markets endeavours to ensure that the contents
have been compiled or derived from sources that we believe are reliable and contain information and opinions that are accurate and complete.
However, BMO Capital Markets makes no representation or warranty, express or implied, in respect thereof, takes no responsibility for any
errors and omissions contained herein and accepts no liability whatsoever for any loss arising from any use of, or reliance on, this report or its
contents. Information may be available to BMO Capital Markets or its affiliates that is not reflected in this report. The information in this report
is not intended to be used as the primary basis of investment decisions, and because of individual client objectives, should not be construed
as advice designed to meet the particular investment needs of any investor. Nothing herein constitutes any investment, legal, tax or other
advice nor is it to be relied on in any investment or decision. If you are in doubt about any of the contents of this document, the reader should
obtain independent professional advice. This material is for information purposes only and is not an offer to sell or the solicitation of an offer
to buy any security. BMO Capital Markets or its affiliates will buy from or sell to customers the securities of issuers mentioned in this report on
a principal basis. BMO Capital Markets or its affiliates, officers, directors or employees have a long or short position in many of the securities
discussed herein, related securities or in options, futures or other derivative instruments based thereon. The reader should assume that BMO
Capital Markets or its affiliates may have a conflict of interest and should not rely solely on this report in evaluating whether or not to buy or
sell securities of issuers discussed herein.

Additional Matters

This report is directed only at entities or persons in jurisdictions or countries where access to and use of the information is not contrary to local
laws or regulations. Its contents have not been reviewed by any regulatory authority. BMO Capital Markets does not represent that this report
may be lawfully distributed or that any financial products may be lawfully offered or dealt with, in compliance with regulatory requirements in
other jurisdictions, or pursuant to an exemption available thereunder.

To Australian residents: BMO Capital Markets Limited is exempt from the requirement to hold an Australian financial services licence under the
Corporations Act and is regulated by the UK Financial Conduct Authority under UK laws, which differ from Australian laws. This document is
only intended for wholesale clients (as defined in the Corporations Act 2001) and Eligible Counterparties or Professional Clients (as defined in
Annex Il to MIFID II).

To Canadian Residents: BMO Nesbitt Burns Inc. furnishes this report to Canadian residents and accepts responsibility for the contents herein
subject to the terms set out above. Any Canadian person wishing to effect transactions in any of the securities included in this report should
do so through BMO Nesbitt Burns Inc.

The following applies if this research was prepared in whole or in part by Colin Hamilton, Alexander Pearce, David Round or Edward Sterck: This
research is not prepared subject to Canadian disclosure requirements. This research is prepared by BMO Capital Markets Limited and distributed by
BMO Capital Markets Limited or Bank of Montreal Europe Plc and is subject to the regulations of the Financial Conduct Authority (FCA) in the United
Kingdom and the Central Bank of Ireland (CBI) in Ireland. FCA and CBI requlations require that a firm providing research disclose its ownership
interest in the issuer that is the subject of the research if it and its affiliates own 5% or more of the equity of the issuer. Canadian regulations
require that a firm providing research disclose its ownership interest in the issuer that is the subject of the research if it and its affiliates own
1% or more of the equity of the issuer that is the subject of the research. Therefore each of BMO Capital Markets Limited and Bank of Montreal
Europe Plc will disclose its and its affiliates” ownership interest in the subject issuer only if such ownership exceeds 5% of the equity of the issuer.
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To E.U. Residents: In an E.U. Member State this document is issued and distributed by Bank of Montreal Europe plc which is authorised and
regulated in Ireland and operates in the E.U. on a passported basis. This document is only intended for Eligible Counterparties or Professional
Clients, as defined in Annex Il to “Markets in Financial Instruments Directive” 2014/65/EU (“MiFID 1I”).

Singapore: This disclaimer applies to research reports distributed by the Private Banking unit of Bank of Montreal, Singapore Branch ("BMO SG"),
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Markets and distributed by BMO SG pursuant to an arrangement under regulation 32C of the Financial Advisers Regulations of Singapore. This
research report is distributed by BMO SG solely to persons who qualify as accredited investors as defined in the FAA only, and is not intended
for and may not be circulated to the general public. This report and any information contained in this report shall not be disclosed to any other
person. If you are not an accredited investor, please disregard this report. BMO SG does not accept legal responsibility for the contents of the
report. Recipients should contact BMO SG at 65-6535 2323 for matters arising from, or in connection with the report.

To U.S. Residents: BMO Capital Markets Corp. furnishes this report to U.S. residents and accepts responsibility for the contents herein, except to
the extent that it refers to securities of Bank of Montreal. Any U.S. person wishing to effect transactions in any security discussed herein should
do so through BMO Capital Markets Corp.

To U.K. Residents: In the UK this document is published by BMO Capital Markets Limited which is authorised and regulated by the Financial Conduct
Authority. The contents hereof are intended solely for the use of, and may only be issued or passed on to, (I) persons who have professional
experience in matters relating to investments falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
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