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S&P 500 Valuation - Overvalued Until It Is Not

Introduction

For more than a decade, analysts and investors have cautioned that the S&P 500’s valuations were elevated by
historical standards. Ultra-low interest rates, strong consumer demand, Fed balance sheet expansion and flows
into passive investment vehicles allowed multiples to climb, while corporate earnings and Al-driven CAPEX added

further support. Those tailwinds are now fading, leaving valuations high just as fundamental and macro headwinds
build.

Historical Valuation Observations Since the Great Financial Crisis

e  Post-Financial Crisis Recovery (2012-2015): Valuation concerns emerged as multiples expanded more
quickly than earnings. Critics pointed out PE ratios already stretching beyond long-term averages.

e Pre-Pandemic Cycle (2017-2019): The Shiller CAPE ratio stayed above 30, levels historically associated
with low forward returns, while market leadership narrowed to a handful of mega-cap technology and
consumer platform companies.

e Pandemic Era (2020-2021): Aggressive policy support sent valuations above 20x forward earnings, often
compared to the late-1990s bubble.

e  Monetary Normalization (2022-2024): Inflation drove rate hikes, while trillions in fiscal spending fueled
liquidity, pushing valuations even higher.

S&P 500 (SPX) Price Growth Since 2012

@Pacific Point Source: Zacks

1|Page

PO Box 9491 * Rancho Santa Fe, CA 92067 * (858) 356-6600 ¢ info@pacificpoint.net ¢ www.pacificpoint.net




PACIFIC POINT

Impact of the Lack of an Extended Cumulative Drawdown After the Great Financial Crisis

The chart below illustrates historical drawdowns for the S&P 500 since the Great Depression and highlights that
the market has experienced many prolonged downturns over the past century. Since the Great Financial Crisis,
there has been a notable decline in:

1. The number of drawdowns.
2. The depth of drawdowns.
3. The recovery time of drawdowns.

S&P 500 (SPX) Price and Cumulative Drawdown Since 1929
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The Pacific Point Investment Committee believes that this lack of an extended cumulative drawdown period has
resulted in persistent overvaluation that has made investors complacent, making the market increasingly
vulnerable to slower growth, renewed inflation, or reduced risk appetite.

This historical perspective is important for investors to consider. Our research indicates that there is now an entire
generation of investors that have never faced a multi-year drawdown, and most lack the emotional experience and
discipline to manage their way through such a prolonged event.
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Fundamental Evidence of Overvaluation

Forward P/E Multiples: The index trades at 22.5x forward earnings versus a 15-year average of 17x. Even
assuming earnings growth is sustainable, this multiple leaves little margin for error.

Price-to-Sales Ratios: Now above 3.1x forward sales, surpassing dot-com bubble peaks, with half the
revenue growth but margins twice as high as those seen in 2000.

Profit Margins Under Pressure: Current corporate profit margins remain elevated by historical standards.
Rising wage costs, higher interest expenses, and regulatory scrutiny threaten to erode margins, which
would challenge earnings assumptions that justify current valuations.

Market Concentration: The top ten predominantly mega-cap technology companies account for nearly
40% of the index’s market capitalization but only 33% of its profits. Such concentration raises risks of
overvaluation spillover, as earnings and multiple compression in these firms could disproportionately
affect index performance.

Equity Risk Premium: The gap between the S&P 500’s earnings yield (~4.5%) and the 10-year U.S.
Treasury yield (~4.1%) has compressed toward zero, signaling equities no longer offer a compelling risk-
adjusted return advantage.

Buffett Indicator (Market Cap-to-GDP): U.S. equity market capitalization remains above 200% of GDP, far
above the long-term average near 100%. Historically, elevated readings have foreshadowed weaker
forward returns.

Shiller CAPE Ratio: Currently in the high-30s, compared to a long-term average of ~17x. Historically, CAPE
readings above 30x have preceded periods of muted or negative real returns.

Empirical Evidence Also Suggests Overvaluation

At Pacific Point, we model the historical performance of the S&P 500 and then use the current price to derive
implied growth and earnings assumptions. As a point of reference, over the past 25 years, through three business
cycles, the S&P 500 annual total return is roughly in line with the annual EPS growth rate of 6.6%.

At the current value of the S&P 500, investors are assuming there will be no future business cycle.

1. Long-term EPS growth vs. market expectations

Zacks consensus EPS estimates for 2025 and 2026 are $268.60 and $300 respectively.

History, incorporating the impact of business cycles, suggests that 6.6% annual EPS growth is a
conservative growth rate when benchmarking forecast EPS growth assumptions.

Today, at a price of 6,500, the Zacks valuation tool produces a market-implied growth rate of 8.6%
which implies little to no probability of a business cycle on the intermediate term horizon, over the next
3-7 years.
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Valuation Model (EPS Lagged 1 Year)
S&P 500 (SPX) Market Implied EPS Growth Rate = 8.6%

©Pacific Point
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e Holding S&P 500 current price and Zacks consensus EPS estimates for 2025 and 2026 constant at 6,500,

$268.60 and $300 respectively.

e Assuming the S&P 500 valuation reverts to a 6.6% conservative, long-term trend level of EPS growth,
the Zacks valuation model produces a current fair value of 5,517 which represents a 16.2% decline from
current price levels.

Valuation Model (EPS Lagged 1 Year)
S&P 500 (SPX) 25-Year Annual EPS Growth Rate = 6.6%
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3. Forward 12-Month P/E Multiple (P/E F12M) — normalized valuation assumption

e The S&P 500 trades at 22.5x forward earnings versus a 15-year average of 17x.
e Holding S&P 500 the forward 12-month EPS estimate constant at $292.91.
e  Assuming the P/E F12M reverts to long-term average levels of 17x, the current fair value of 4,976
represents a 24.5% decline from current price levels.
15-Year Average = 17x S&P 500 (SPX) P/E F12M Fair Value = 4,976 (-24.5%)
1 .Is ai I |, I l ‘IJ i 1653 I -
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@Pacific Point Source: Zacks

4. Forward P/E F12M vs. Subsequent Annualized Returns Since 1985

For each month-end since 1985, the S&P 500 forward P/E was plotted against its subsequent 1-year and
10-year annualized returns.
Regression analysis shows:
Short Run (1 Year): R? = 0.13, indicating limited predictive power for valuations over short
horizons.
Long Run (10 Years): R? = 0.76, showing a strong relationship between valuations and long-term
returns
Based on today’s forward P/E of 22.5x, the implied annualized return for the next 10 years is —2.9%.

S&P 500 (SPX) Forward P/E Ratio and Subsequent Annualized Returns Since 1985

0%

Forward Annualized Returns

>
-20% ® . » Current P/E
. . o ® 2255
¢ 1-Year Ann. Returns . *  Implied 10-Year

¢ 10-Year Ann. Returns * Annual Return
° ¥ 9 -2.9%

~30%

-40%

8 10 12 14 16 18 20 22 24 26

. . Price-to-Earnings Ratio Sources: Clearnomics,
©Pacific Point Standard & Poors, LSEG

5|Page

PO Box 9491 * Rancho Santa Fe, CA 92067 * (858) 356-6600 ¢ info@pacificpoint.net « www.pacificpoint.net




R
94
PACIFIC POINT

Valuation Takeaways

The S&P 500’s current valuation rests on optimistic assumptions of uninterrupted earnings growth, maintaining or
improving historically high margin levels, and resilient consumer demand. Today’s conditions present a compelling
case that the index may be overvalued. Both fundamental indicators and empirical models suggest downside risk
of 16 - 25% if valuations revert to historical norms.

Elevated multiples, narrow market leadership, compressed risk premiums, and mounting pressures on profitability
all signal that past tailwinds are giving way to mounting headwinds. History suggests lower long-term returns.

Regression analysis of S&P 500 P/E ratios to annual returns since 1985 shows that valuations have limited
predictive power over 1-year returns, meaning that even in the current market environment with elevated
valuation multiples, the S&P 500 can still deliver double-digit returns in the short-term. Longer term, the sentiment
of the Pacific Point Investment Committee aligns with the strong correlation of the 10-year return study which
implies a negative expected annualized return for the S&P 500 over the next decade.

The Pacific Point Investment Committee notes that while markets currently appear overvalued across most
fundamental and empirical measures, history shows they can remain irrational longer than investors can remain
solvent. This environment calls for tempered return expectations and extended time horizons. Portfolio strategy
should emphasize quality and valuation in stock selection, while prioritizing disciplined risk management to
mitigate downside exposure

The Solution for Staying Invested in an Overvalued Market

Trying to time the market rarely works over the long run. That’s why it makes sense to focus on companies with
strong fundamentals and efficient use of capital. Businesses that have consistently delivered stable earnings
through different economic cycles can help protect your portfolio during periods of market volatility. By investing
in these types of companies, investors reduce overall risk, increase diversification, and improve portfolio long-term
risk-adjusted returns.

Consolidated earnings stability at the portfolio level has historically provided the Stable Earnings™ family of
core equity portfolios with relative levels of downside protection against loss of capital during periods of market
turbulence, economic recession and unforeseen events.

The Stable Earnings™ core equity portfolios are designed and maintained to deliver long-term equity market
returns (or better) with lower volatility, lower drawdowns and reduced exposure to economic cycles and equity
market concentration. The portfolios aim to provide peace of mind in turbulent markets and reduce emotional
stress during extended periods of high volatility.

The Stable Earnings™ family of “core” equity portfolios are available in three different strategies: Core, Dividend
and ESG.

Contact us to learn more about Pacific Point Stable Earnings™ Portfolios
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All Stable Earnings™ portfolio companies have a demonstrated 25-year history of capital efficiency, profitability,
and overall fundamental quality. Management of the Stable Earnings™ family of equity portfolios is a well-defined
discipline that seeks consistent application of the strategy through economic cycles.

Client Focused | Performance Driven | Technology Enabled

About Pacific Point

Tim Nyland, CFA
Director of Research
Direct: (602) 663-2324
tnyland@pacificpoint.net

Jay Winship, CFA, CPA
Founder and Managing Partner
Direct: (858) 356-6601
jwinship@pacificpoint.net

Mike Licosati

Founder and Managing Partner
Direct: (858) 442-2722
mlicosati@pacificpoint.net

Pacific Point Advisors, LLC (Pacific Point) is an SEC Registered Investment Advisor providing affluent families,
entrepreneurs, executives, successful individuals, institutions, and other investment advisors access to
experienced investments professionals with strong investment success, best-in-class technology, and a full

complement of financial services.

To learn more about Pacific Point’s Stable Earnings™ portfolios, please contact Tim Nyland, Jay Winship or Mike

Licosati.
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General Disclaimer

This report is not an offer to sell securities of any investment fund, a solicitation of offers to buy any such securities, or a
solicitation to open a separately managed account with Pacific Point Advisors, LLC (“Pacific Point”).

An investment in any strategy, including the Pacific Point Stable Earnings™ Stock Portfolio strategy (the “PSE”) described herein,
involves a high degree of risk. The PSE is not an actual index but represents the hypothetical performance of a concentrated
basket of stocks picked by Pacific Point, with the benefit of hindsight. There is no guarantee that the investment objective will
be achieved. Past performance of these strategies is not necessarily indicative of future results. There is the possibility of loss,
and all investment involves risk including the loss of principal.

The information in this presentation was prepared by Pacific Point and is believed by Pacific Point to be reliable and has been
obtained from public sources believed to be reliable. Pacific Point makes no representation as to the accuracy or completeness
of such information. Opinions, estimates and projections in this presentation constitute the current judgment of Pacific Point
and are subject to change without notice. Any projections, forecasts and estimates contained in this presentation are
necessarily speculative in nature and are based upon certain assumptions. It can be expected that some or all of such
assumptions will not materialize or will vary significantly from actual results. Accordingly, any projections are only estimates
and actual results will differ and may vary substantially from the projections or estimates shown. This presentation is not
intended as a recommendation to purchase or sell any commodity or security. Pacific Point has no obligation to update, modify
or amend this presentation or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion,
project on, forecast or estimate set forth herein, changes or subsequently becomes inaccurate.

This research report is strictly confidential and may not be reproduced or redistributed in whole or in part nor may its contents
be disclosed to any other person without the express consent of Pacific Point.

ALL STATEMENTS IN THIS PRESENTATION ARE THE OPINIONS OF PACIFIC POINT, UNLESS OTHERWISE SPECIFIED.

Additional Disclaimers
Disclaimer 1 - Investment Strategy

The description herein of the approach of Pacific Point and the targeted characteristics of the PSE™ strategy and investments is
based on current expectations and should not be considered definitive or a guarantee that the approaches, strategies, and
investment portfolio will, in fact, possess these characteristics. In addition, the description herein of the PSE’s risk management
strategies is based on current expectations and should not be considered definitive or a guarantee that such strategies will
reduce all risk. These descriptions are based on information available as of the date of preparation of this document, and the
description may change over time. Past performance, model performance, and back testing of these strategies is not
necessarily indicative of future results. There is the possibility of loss and all investment involves risk including the loss of
principal.

Disclaimer 2 — Graphs and Charts

The graphs, charts and other visual aids are provided for informational purposes only. None of these graphs, charts or visual
aids can and of themselves be used to make investment decisions. No representation is made that these will assist any person
in making investment decisions and no graph, chart or other visual aid can capture all factors and variables required in making
such decisions.

8|Page

PO Box 9491 * Rancho Santa Fe, CA 92067 * (858) 356-6600 ¢ info@pacificpoint.net « www.pacificpoint.net




AN
PACIFIC POINT

Disclaimer 3 — Indices

References to market or composite indices, benchmarks, or other measures of relative market performance over a specified
period of time may be presented to show general trends in the markets for the applicable period and are not intended to imply
that the PSE is benchmarked to any indices either in composition or level of risk. Benchmark data is provided for comparative
purposes only. Reference or comparison to an index does not imply that the portfolio will be constructed in the same way as an
index or achieve returns, volatility, or other results similar to the index.

Indices are unmanaged, include the reinvestment of dividends and do not reflect transaction costs or any performance fees.
Unlike indices, the PSE will be actively managed and may include substantially fewer and different securities than those
comprising each index. Results for the PSE as compared to the performance of the Standard & Poor’s 500 Index (the “S&P
500”) is for informational purposes only. The S&P 500 is an unmanaged market capitalization-weighted index of 500 common
stocks chosen for market size, liquidity, and industry group representation to represent U.S. equity performance. The PSE does
not mirror this index and the volatility may be materially different than the volatility of the S&P 500.

Results for the PSE as compared to the performance of the Standard & Poor’s 500 Index (the “S&P 500”), is for informational
purposes only. The S&P 500 is an unmanaged market capitalization-weighted index of 500 common stocks chosen for market
size, liquidity, and industry group representation to represent U.S. equity performance. The PSE does not mirror this index and
the volatility may be materially different than the volatility of the S&P 500.

Direct comparisons between the PSE’s performance and equity market indices are not without complications. The PSE’s
portfolio may contain options and other derivative securities, fixed income investments, may include short sales of securities
and margin trading and may not be as diversified as market indices. The indices may be unmanaged, may be market weighted,
and unlike PSE, indices do not incur fees and expenses. Due to the differences among PSE’s portfolio and the performance of
equity market indices, no such index is directly comparable to the PSE investment strategy.

Disclaimer 4 — Forward Looking Statements/Projections

Any projections, forecasts, objectives and estimates contained in this document are necessarily speculative in nature and are
based upon certain assumptions. In addition, matters they describe are subject to known (and unknown) risks, uncertainties
and other unpredictable factors, many of which are beyond Pacific Point’s control. No representations or warranties are made
as to the accuracy of such forward-looking statements. It can be expected that some or all of such forward-looking assumptions
will not materialize or will vary significantly from actual results. Accordingly, any projections are only estimates and actual
results will differ and may vary substantially from the projections or estimates shown. This presentation cannot and does not
guarantee or predict a similar outcome with respect to any future investment.
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