#

Company

Date

Pages

1

XILINX INC

7/30/2020

18

2

CYRUSONE INC.

7/30/2020

22

3

SALLY BEAUTY HOLDINGS, INC.

7/30/2020

15

4

AT HOME GROUP INC.

7/29/2020

14

5

SIX FLAGS ENTERTAINMENT CORP

7/29/2020

20

6

CAMECO CORP

7/29/2020

22

7

BOYD GAMING CORP

7/28/2020

18

8

IMAX CORP

7/28/2020

14

9

INDEPENDENT BANK CORP /MI/

7/28/2020

10

10

BOSTON BEER CO INC

7/23/2020

18

11

FIRST MERCHANTS CORP

7/23/2020

16

12

ALASKA AIR GROUP, INC.

7/23/2020

20

13

TRACTOR SUPPLY CO /DE/

7/23/2020

16

14

PLEXUS CORP

7/23/2020

16

15

UNITED AIRLINES HOLDINGS, INC.

7/22/2020

19

16

EQUITY LIFESTYLE PROPERTIES INC

7/21/2020

11

17

DELTA AIR LINES, INC.

7/14/2020

19

18

FORTINET, INC.

6/10/2020

10

19

CANADIAN NATIONAL RAILWAY CO

6/2/2020

10

20

COSTCO WHOLESALE CORP /NEW

5/28/2020

18

21

JOHNSON & JOHNSON

5/27/2020

15

22

NORTHFIELD BANCORP, INC.

5/27/2020

8

23

URBAN OUTFITTERS INC

5/19/2020

11

24

DELTA AIR LINES, INC.

5/19/2020

10

25

REYNOLDS GROUP HOLDINGS LTD

5/13/2020

18

26

B&G FOODS, INC.

5/12/2020

7

27

AMERICAN RENAL ASSOCIATES HOLDINGS, INC.

5/12/2020

15

28

DOUGLAS EMMETT INC

5/8/2020

22

29

PEBBLEBROOK HOTEL TRUST

5/8/2020

22

30

JOINT CORP

5/7/2020

15

31

FIESTA RESTAURANT GROUP, INC.

5/7/2020

11

32

FIRST SOLAR, INC.

5/7/2020

13

33

VEECO INSTRUMENTS INC

5/7/2020

9

34

AMEDISYS INC

5/7/2020

23

35

KIRKLAND LAKE GOLD LTD.

5/6/2020

13

36

COMMUNITY HEALTHCARE TRUST INC

5/6/2020

12

37

FASTENAL CO

5/6/2020

10

38

SALLY BEAUTY HOLDINGS, INC.

5/6/2020

19

39

B&G FOODS, INC.

5/5/2020

19

40

PILGRIMS PRIDE CORP

4/30/2020

16

41

AVERY DENNISON CORP

4/29/2020

17

42

BLUE APRON HOLDINGS, INC.

4/29/2020

9

43

EMPIRE STATE REALTY TRUST, INC.

4/23/2020

17

44

ALLEGION PLC

4/23/2020

20

45

BOSTON BEER CO INC

4/22/2020

19

46

FASTENAL CO

4/14/2020

17
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MANAGEMENT DISCUSSION SECTION
Operator
Good afternoon. My name is Shantell, and I will be your conference operator. I would like to welcome everyone
to the Xilinx First Quarter 2021 Earnings Release Conference Call. All lines have been placed on mute to
prevent any background noise. After the speakers' remarks, there will be a question-and-answer session. I
would now like to turn the call over to Matt Poirier. Thank you. Mr. Poirier, you may begin your conference.

Matt Poirier
Senior Vice President-Corporate Development and Investor Relations & Treasurer
Xilinx, Inc

Thank you and good afternoon. With me are Victor Peng, CEO; and Brice Hill, our CFO. Let me remind
everyone that during our conference call today, we may make projections or other forward-looking statements
regarding future events or the future financial performance of the company. We wish to caution you that such
statements are predictions based on information that is currently available and that actual results may differ
materially. We refer you to the documents the company files with the SEC, including our 10-Ks, 10-Qs and 8Ks. These documents contain and identify important risk factors that could cause the actual results to differ
materially from those contained in our projections or forward-looking statements. In addition to GAAP financial
measures, we will be disclosing certain supplemental non-GAAP financial measures used by management to
evaluate the company's financial results. We provide these measures to facilitate period-to-period
comparability for purposes of evaluating continuing business operations by excluding the effects of nonrecurring and unusual items such as amortization of intangibles and certain one-time items related to
acquisitions. We believe that sharing these non-GAAP measures will be helpful for analysts and investors in
analyzing the company's ongoing core business. A reconciliation of non-GAAP financial information to the
closest GAAP measure is included in our earnings release and has been posted on our Investor Relations
website. This conference call is open to all and is being webcast live. It can be accessed from our Xilinx
Investor Relations website. Let me now turn the call over to Victor.

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc
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Thanks, Matt, and thanks to everyone for joining today's call. I hope you and your families are healthy and well.
Let me start with an update of the COVID-19 situation before I discuss the business highlights and results. Our
supply chain has been operating without any significant disruption, and the business performed well overall
despite the COVID-19 challenges. Most of our employees are working from home except in China where
employees have been allowed to return to work. For employees and contractors who must be at our sites, we
have adopted daily health screening. We require masks and are practicing social distancing. Travel
restrictions continue to be in force worldwide. We're not experiencing any significant operational challenges
and continue to execute well on our strategy. When we provided guidance for fiscal Q1 on our April earnings
call, there was significant uncertainty about how much impact COVID-19 would have on supply chains and
overall demand. As we progressed through the quarter, the business has performed better than expected in
multiple markets, offsetting weakness in others. This demonstrates the strength of our business model in
addressing a diverse set of end markets and our progress in executing our strategy in a challenging
environment. We also saw some benefit in Q1 from customers accelerating orders due to the US Department
of Commerce removal of License Exception Civil End Users, also known as CIV licenses. Given the betterthan-expected performance and recent actions impacting our tax rate, we provided an appropriately revised
guidance in late June. Fiscal Q1 revenues was $727 million, which is at the midpoint of our revised guidance.
Compared to the original first quarter guidance in April, DCG and WWG revenues were stronger than
expected and more than offset weaker revenues in ABC and to a lesser extent in AIT. AIT was lower than
expected due to a meaningful customer program timing issue that moved revenue into Q2. As I mentioned, a
portion of our revenues break was attributed to the removal of CIV licenses and that primarily affected our AIT
and WWG businesses. The advanced products category constituted approximately 68% of total revenues.
Zynq-based revenues declined 7% compared to last quarter primarily due to lower Zynq sales in the
automotive businesses. Zynq sales were 18% of total revenue. Zynq revenue and design win momentum
continue to be strong across our target markets, and we're confident our SoC revenue will grow to be a larger
portion of our total revenue over time. So now, I'll move on to specific business highlights, starting with DCG.
We made significant progress in our DCG business during the first quarter. We had growth in the adoption of
our SmartNIC solutions, cloud service provider deployment of Alveo-based compute AI clusters and strong
revenue from Solarflare NIC adapters. We secured multiple new design wins with hyperscalers and OEM
customers. In the compute space, we saw a great interest in our recently announced RT Video Server and
Alveo adoption by fintech customers. In networking, we have seen 100-gig SmartNIC engagement momentum
with hyperscale customers and are conducting proof of concepts for 200-gig SmartNIC solutions. Finally, in
storage, we saw next-generation storage platform commitments from one of the top three OEMs, smart SSD
evaluations initiated by fintech customers and qualification by a leading video customer. We continue to make
great progress transforming Xilinx to a platform company and growing our ecosystem. We had over 34,000
downloads of Vitis since we announced it late last year. To-date, we've trained nearly 14,000 developers and
we have approximately 1,000 software partners who are releasing a growing list of production applications.
We announced the establishment of Xilinx adaptive compute clusters at four of the world's most prestigious
universities to train the next generation of software developers on our powerful adaptable platforms. These
clusters provide critical infrastructure and funding to support research and innovation in adaptive compute
acceleration in HPC applications. In the communications market, one of our Tier 1 OEM customers is
expected to ramp RFSoC-2 production this quarter for sub-6 gigahertz massive MIMO radio applications for
North America deployment. And our design win pipeline for RFSoC continues to build. Our strategic
engagement with Samsung continues to deepen as we collaborate on their second-generation 5G radio that
includes beam forming using our 7-nanometer Versal ACAP. We believe we are in our strongest competitive
position ever with breakthrough products like RFSoC and Versal, the ability we give our customers to
differentiate with all our adaptable products and lastly our commitment to deliver customized solutions to meet
our customers' needs. Our strong position comes at an excellent time because, as you know, O-RAN ran is an
emerging opportunity for us and the O-RAN momentum has been building over the last several months. We
recently joined the Open RAN Policy Coalition to support the development and deployment of Open RAN 5G
technology. We've been an active member of the O-RAN Alliance, and it contributed to the 3GPP
specifications for 5G mobile network. We're actively working with many key stakeholders to ensure 5G and
future networks will be openly developed, interoperated and adaptable. Moving on to our diversified core
businesses, we continue to benefit from the solid foundation these markets provide in terms of diversification
and consistent cash generation, which enables us to reinvest in these markets as well as in our high-growth
markets. During the quarter, within the industrial business, we saw a surge in products related to healthcare
applications as a result of COVID-19 and we expedited approximately 350 orders worldwide to support
global efforts to control the pandemic. Aerospace and defense continued to be a secular driver within our
core business. We further strengthened our position. We recently announced the industry's first 20-nanometer
space-grade FPGA, delivering full radiation tolerance and ultra-high throughput and bandwidth performance
for satellite and space applications. The launch of the first 20-nanometer product for these applications
advances the space industry by three process node generations. This breakthrough product is the first to
enable machine learning inference, together with unlimited on-orbit reconfiguration for real-time onboard
processing in space. In the auto business, we have secured a strong position in ADAS including driver
monitoring system. In the last six months, we've won five major Tier 1s with our Zynq product family. We
believe the auto business formed out during our fiscal first quarter and we have started seeing signs of
improvement in recent bookings. We are cautiously optimistic about the auto business beginning to recover in
the second half of the year. As vehicle sales recover, we expect to see our design wins translate into revenues
and resume robust long-term growth. Before I turn it over to Brice, let me share what I believe our solid Q1
results demonstrate in these extraordinary times. We can and are operating safely and effectively to deliver
for our customers and execute on our strategy, even with most of our employees working from home. Our
diversified core markets continue to provide a solid and resilient foundation, consistently generating cash flow
even during a global downturn. Our DCG and WWG businesses grew despite significant headwinds, which
validates our long-term growth strategy. The auto business appears to have bottomed out, and we're confident
over time, it too will resume robust growth for us in the long run. We continue to make progress moving to
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over time, it too will resume robust growth for us in the long run. We continue to make progress moving to
adaptive platforms, growing our ecosystem and software base, and delivering optimized solutions for our
strategic customers. We're in a better competitive position than ever to increase our market share, expand
our SAM, and emerge from this COVID pandemic as a stronger company. Thank you, and now over to Brice.

Brice Hill
Executive Vice President & Chief Financial Officer
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Thank you, Victor. As Victor mentioned, visibility and confidence improved throughout the quarter, resulting in
total revenue of $727 million, in line with the revised guidance we provided on June 29 and significantly above
the guidance range we provided on our April earnings call. The company executed well and delivered GAAP
gross margins of 68%, non-GAAP gross margins of 69%. We reduced expenses quarter-over-quarter after
the Q4 restructuring, helping to achieve GAAP operating margin of 24% and non-GAAP operating margin of
26%, despite the lower overall level of business due to the pandemic. Free cash flow was $230 million or
32% of revenues, reflecting our efficient fabless business model. Our continued profitability allowed us to
return $146 million or 63% of free cash flow to our shareholders through dividends and share buybacks.
During the quarter, we also lowered our cost of capital and increased liquidity with a new debt offering. Our
balance sheet is strong and gives us options to pursue business opportunities. Our business has been stable
during recent crises, benefiting from servicing a broad set of customers and end markets, some impacted by
COVID and other headwinds, and others gaining by the move to digital and online services. Specifically, Data
Center Group revenue grew 10% quarter-over-quarter and 104% year-over-year, driven by accelerating
adoption of our SmartNIC solutions, cloud service provider deployment of compute AI solutions, and
continued strong revenue contribution from the Solarflare acquisition. Wired and Wireless Group revenue
increased 27% quarter-over-quarter, but declined 33% year-over-year. Please note the year-over-year decline
was largely due to the effects of trade restrictions on Huawei as well as ASIC-related product transitions,
which have largely run their course. In the quarter, we saw better-than-expected performance in both wired and
wireless businesses. Wired outperformance was driven by access network and 5G-related core network
build-outs as well as accelerated orders related to CIV rule changes. Wireless outperformance was driven
mainly by 5G rollout in China. Wireless also experienced some CIV-related order acceleration. AIT, or
aerospace and defense, industrial, test and measurement end markets, revenue declined 13% quarter-overquarter and 2% year-over-year as these end markets came off the second quarter a record quarter in Q4.
Test, measurement and emulation, the TME end markets, declined more than expected due to a meaningful
customer program rescheduled to Q2, but was offset by outperformance in the industrials end market in part
due to CIV accelerations. ABC, or Automotive, Broadcast, and Consumer, revenue decreased 24% quarterover-quarter and 29% year-over-year reflecting the impact of COVID-19 on our more consumer-oriented
markets. The automotive end market was significantly impacted by factory shutdowns and a steep drop-off in
global auto sales. The lack of live sports and shutdown in TV and movie productions negatively affected the
broadcast end market. Company-level gross margin was at the top end of guidance with GAAP gross margin
of 68% and non-GAAP gross margin of 69%. The difference between GAAP and non-GAAP is due to M&Arelated amortization. GAAP operating expenses of $318 million or 44% of revenue and non-GAAP operating
expenses of $314 million or 43% of revenue were in line with our revised guidance. Operating expenses were
higher than initial guidance due to increased variable compensation related to the revenue outperformance in
the quarter. GAAP operating income was $176 million or 24% operating margin. Non-GAAP operating
income was $187 million or 26% operating margin. Our GAAP tax rate was approximately 43% and nonGAAP tax rate was approximately 8% below our revised guidance. Non-GAAP taxes were lower than
expected due to more of our income coming from lower tax jurisdictions. As a reminder, our GAAP tax rate
was impacted by a one-time charge related to effects of a third-party legal proceeding related to cost-sharing
arrangements. Please refer to our 10-Q and 10-K for more disclosures on this item. GAAP net income was
$94 million and diluted earnings per share were $0.38, a 42% quarter-over-quarter decrease and 60% yearover-year decrease. Again, please refer to the cost-sharing arrangement tax reserve in our disclosures. NonGAAP net income was $160 million. Non-GAAP diluted EPS was $0.65 per share, a 17% decline from last
quarter and a 33% decrease year-over-year. Diluted share count decreased to 245.5 million. Now on to some
balance sheet and cash flow items. Gross cash was $3 billion with $2 billion in total debt, reflecting our
issuance in May of $750 million in 2030 notes. This debt issuance positioned us to repay the $500 million
2021 notes due next March as well as to increase our liquidity position. Accounts receivable increased to
$305 million and is at 38 days, compared to 33 days last quarter. The DSO increase is driven primarily by
linearity of distribution billings within the quarter. Net inventory decreased to $292 million and days of inventory
stands at 114 days, down from 122 in the prior quarter. Inventory depletion was largely driven by higher-thanexpected revenue relative to the original forecast. The lower inventory and slightly higher cost of sales resulted
in the days of inventory reduction. Overall, we generated $245 million in operating cash flow or 34% of
revenue and $230 million in free cash flow or 32% of revenue, reflecting the strong cash-generating ability of
our fabless business model. During the quarter, we repurchased approximately 700,000 shares at an average
price of approximately $78 per share and paid dividends of $92 million. Turning now to the outlook for fiscal
second quarter 2021. Note that our guidance for this quarter reflects the narrower range than what we
provided on our April earnings call, which was wider than normal due to the uncertainty around COVID
impacts. The range we provide today is more in line with what we think are reasonable guidance ranges for
our business going forward. We expect second quarter revenue to be between $730 million and $780 million,
which at the midpoint, is up approximately 4% quarter-over-quarter and down approximately 9% year-overyear. This reflects overall business strength with strong recovery in our core markets, led by TME and A&D as
well as in auto and broadcast markets. Our Data Center Group is expected to be flat to slightly down, off a
record Q1 and WWG is expected to decline due to digestion of CIV accelerated orders. Overall, we are
pleased with the strength of our business over the first half. We see signs of strengthening in multiple markets
through the rest of calendar 2020, but the economic conditions are still quite fluid, with the pandemic and USChina trade relations. Some additional color into our end markets. Within AIT, TME sales are expected to
increase meaningfully due to strong emulation and prototyping program revenues. Aerospace and defense
sales are also expected to increase due to certain defense-related programs. ISM is expected to decline
after a record quarter, but still in line with historical levels. We have started to see some pickup in
manufacturing activity, as Europe and Asia have started to recover from COVID-19 impacts. We remain
vigilant, as the pandemic continues to play out in the US with potential follow-on effects to the economy. ABC
markets are expected to recover from lows in Q1. The auto market is expected to strengthen. Broadcast is
also expected to increase with innovative new applications related to higher quality Internet-based videos as
well as pro AV customers, building inventory ahead of potential demand in this December quarter. Data
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well as pro AV customers, building inventory ahead of potential demand in this December quarter. Data
Center Group sales are expected to be flat to slightly down from a record quarter in Q1 as customers digest
SmartNIC deployments. As we have stated in the past, we expect our DCG business to continue to have
quarterly revenue fluctuations, driven by large customer order cycles. We have a solid pipeline of design
opportunities with hyperscale customers and see strength in our networking efforts, both in SmartNIC
solutions and traditional NIC adapters from Solarflare. WWG is expected to be down sequentially with
wireless moderately down as CIV-related digestion is partially offset by a significant 5G-related RFSoC ramp
for a Tier 1 OEM. Wired business is expected to be down more than wireless due to CIV-related digestion. In
general, broad work-from-home shifts have changed demands on network capacity, and we expect increased
investment in broadband communications and security over time. Note also that our outlook captures orders
from all customers as we believe we now have a better handle on what we are able to ship to countries and
customers impacted by trade restrictions. Fiscal Q2 GAAP gross margin is expected to be between 68.5%
and 71.5%. Non-GAAP gross margin is expected to be between 69.5% and 72.5%. GAAP operating
expense is expected to be between $326 million and $340 million. Non-GAAP operating expense is
expected to be between $322 million and $336 million. As a reminder, our fiscal Q2 contains annual
employee compensation increases related to our focal process. GAAP as well as non-GAAP other expense
is expected to be approximately $15 million. GAAP tax rate is expected to be between 0% and 3%. NonGAAP tax rate is expected to be between 1% and 4%. In closing, I want to emphasize the stability and
profitability of Xilinx diverse core business as well as the tremendous opportunity Xilinx has across all of its
businesses. Our strategy remains on track as we continue to progress on our transformation to a platform
company. We will continue to invest in our product roadmap, highlighted by our 7-nanometer Versal platform in
derivatives as well as our Vitis software platform and ecosystem. We also continue to execute on our Zynq
roadmap including our RFSoC and the new MPSoC offerings. We believe that we will emerge from the global
pandemic with a stronger market position. We remain well positioned to expand our market leadership and
capitalize on opportunities across all our end markets as the global economy continues to recover from
COVID-19. Let me now turn the call back to the operator for Q&A. Thank you.

QUESTION AND ANSWER SECTION
Operator
The floor is now open for questions. Our first question comes from John Pitzer with Credit Suisse. Your line is
open.

John W. Pitzer

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Yeah. Good afternoon, guys. Thanks for letting me ask question. Congratulations on the strong results and
appreciate all the detail. Victor, I'm wondering if you could help us just understand on the CIV rule changes.
How much of an impact did you think that had on the June quarter? How much do you think it will impact from
a digestion period on the September quarter? And I guess it's a backdoor way to try to get an answer around
the RFSoC ramp that Brice kind of commented on in his prepared comments. How big is that opportunity?
And is this the beginning of something even bigger?

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. Great question, John. And look, I think the CIV has puts and takes in it, frankly. And what I would say is
that it's hard to really quantify with precision order of magnitude, think of it as low tens of millions. So our
strength is due to what we said. In the data center, we had a very strong quarter. We had strength in WWG.
But there was some CIV in the Q1. Now in terms of Q2, we really see very little further on effects. We did say
that in certain areas, there'll be a little bit of a digestion of that. But for the most part, I don't think it's really that
meaningful. With regard to the RFSoC, that is a very significant win and we're really excited about the fact that
it's the North America deployment, and it's just the start. So we do think that that is something that will continue
to deliver good revenue. Now as we said many times and in general, deployments, by definition, are
somewhat bursty. So it's not like what we see going forward now in every single quarter. We'll see that kind of
thing. But overall, it's the beginning of what we've said for quite some time. The RFSoC is a really unique
product out there, and we're really excited to see another deployment. And so, yeah, I do think it is the start of
something bigger, and I think it is just the beginning of this one particular significant deployment.

John W. Pitzer
Analyst
Credit Suisse Securities (USA) LLC (Broker)
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Q

Thanks. Helpful.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Sure.

Operator
Our next question comes from Joseph Moore with Morgan Stanley. Your line is open.

Joe Moore

Q

Analyst
Morgan Stanley & Co. LLC

Great. Thank you. I wonder if you could talk a little bit more about the uptick in the data center business that
you saw. It sounds like it was more kind of driven by the networking side. Is that the right interpretation? And
then I have a follow-up on the SmartNIC piece?

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yes. That was good uptick in terms of SmartNIC as well as Compute. And also we're seeing fintech adoption,
some good interest in fintech. Good amount of that is Solarflare, but we also have other engagements going
on. So it's really nice to see. It was a record quarter for us, and we're really excited about that. And of course,
we're still in a stage where you might see some burstiness from quarter to quarter, but obviously the trend is in
the right direction. And certainly, what we're doing with the ecosystem is encouraging, so.

Joe Moore

Q

Analyst
Morgan Stanley & Co. LLC

And then how are you thinking about that SmartNIC business? Are you looking – it seems like there's a part of
that business that's going to be large deployments at hyperscale where people standardize around certain
solutions. And then there's lots of smaller pieces of it. How are you thinking about which segments you're
attacking and how is that business pursued differently through Solarflare versus through other customers?

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yes. What I would say is, first of all, we definitely see opportunity with the hyperscalers as well as, I think,
enterprise over time and other players. I think everybody knows the hyperscalers tend to move more
aggressively and it takes a little bit longer to move into the enterprise. And so, yeah – and by the way, I think
there's a combination of things going on. I mean people just need to go to the higher bandwidth, but also
people are doing different levels of offload and processing. So it is just the beginning, and it's a really exciting
area for us. In terms of fintech, Solarflare already had a position obviously in financial technology. A lot of it
was around their very low latency techniques. And we're certainly seeing that expanding. But now we're
seeing it going beyond some of the traditional applications that they were in as well both in terms of
Solarflare's products, but also taking a look at Alveo further out .

Joe Moore

Q

Analyst
Morgan Stanley & Co. LLC

Great. Thank you very much.

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc

Welcome, Joe.
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A

Operator
Our next question comes from Toshiya Hari with Goldman Sachs. Your line is open.

Toshiya Hari

Q

Analyst
Goldman Sachs & Co.

Hi, guys. Thanks for taking the question. I had one for Brice, not so much related to this quarter. But I guess it's
been a couple of months or maybe several months since you joined the company, I'm guessing, you've had
some time to learn more about the company, the outlook and the opportunity you set. How are you thinking
about sort of the medium to long-term financial model? I know you guys have an Analyst Day coming up in a
couple of months, and I don't expect you to preview anything, but in terms of driving efficiencies from an OpEx
perspective and how you're thinking about the balance sheet and cash flow going forward? Any insight would
be helpful. Thank you.

Brice Hill

A

Executive Vice President & Chief Financial Officer

Okay. Thanks, Toshiya. So, first, as you mentioned, we're only giving guidance for Q2, and we are planning
Investor Day for the second half in the October, November timeframe. We'll get back with the date where we'll
be specific. On the balance sheet, just really quick, we'll start there. The business has been strong. Victor
pointed out in his commentary we're profitable in this crisis. We've been profitable in prior crisis. So we feel
fortunate that we're adding cash, adding earnings to the balance sheet and we're in a good position to be
able to consider additional opportunities, both organic and inorganic. So the company is in a strong position
financially, and that's great. When we think about the long-term business model, what the company has
described before significant growth opportunities in Data Center and WWG and then also higher growth rates
in our core markets, and we'll detail this when we have that Investor Day meeting, but we're excited about the
opportunities in automotive. We think we'll be able to extend opportunities in test, measurement and
emulation. And also the aerospace, defense, industrial, medical businesses, all of those have products that
are improving our position in those markets, and we're pretty bright on the prospects for growth in those
markets. So, that's what we'll discuss when we get to that point.

Operator
Our next question comes from Ambrish Srivastava from BMO. Your line is open.

Ambrish Srivastava

Q

Analyst
BMO Capital Markets (United States)

Hi. Thank you very much. Brice, you mentioned that the ASIC transition is behind the company. And I was just
wondering, what kind of timeframe are you referring to because it's always been the case, Xilinx has ASIC
transition. So what gives you the confidence, unless it's for a couple of quarters that you're talking about, that
we will not see further ASIC transitions? And I have a really quick follow-up. On the advanced products side,
the down year-over-year versus core, is that largely related to Zynq and Huawei? Is that the right interpretation
of that underperformance versus core? Thank you.

Brice Hill

A

Executive Vice President & Chief Financial Officer

So on the first piece, I think the ASIC transition we're talking about are for designs that were specific to 5G
infrastructure. We knew some of the designs that we would lose and so we think we're past that. I don't think
we're saying that we'll never have an ASIC transition again, but the effect on our business from a quarter-overquarter perspective that we saw from last year to this year is largely complete, and we're competing for new
business. And then Victor, you want to add?

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc
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A

Well, I guess I just would like to say, again, I think he was really trying to clarify the big year-over-year drop,
right? And we had talked about that on the previous earnings calls, and that's all that he is referring to. And
again, I feel that we have a stronger position than ever against ASICs and competing as ASICs is not new, as
he said. But I think people have over-rotated into the notion that we always get designed out, but that's really
not been the case and I think, again, Brice was just trying to clarify the big year-over-year change, but want you
complete the second half of the question.

Brice Hill

A

Executive Vice President & Chief Financial Officer

Look, I'm sorry. Could you repeat the second half, please?

Ambrish Srivastava

Q

Analyst
BMO Capital Markets (United States)

Yeah, sorry, and thanks for jumping in, Victor, for the certification. Yeah, the question was on the advanced
products being down more than the core, and am I correct in assuming that that's largely because it's usually
counterintuitive to see the advanced products down more, but I'm assuming that's because probably likely due
to Huawei as well as to Zynq and automotive. Is that the correct assumption?

Brice Hill

A

Executive Vice President & Chief Financial Officer

Well, the way to think about it is since we had a lower quarter on aerospace/defense, test, measurement, and
emulation. And we had a number of accelerations related to CIV, the CIV accelerations were in a lot of cases
older products. And so that was a slight mix change just based on the end market mix for the quarter, and we'll
expect that to flip as we go into the second quarter where you have – where we'll have increased business in
aerospace and defense, test, measurement, emulation, et cetera. So it's really just a reflection of the end
market mix for the quarter.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Well, there's that part and then, as you said, on Zynq, specifically, yes, automotive certainly was down quite a
bit. So on the SoC portion of that, that is definitely Zynq auto.

Ambrish Srivastava

Q

Analyst
BMO Capital Markets (United States)

Okay, makes sense. Thank you, sir.

Operator
Our next question comes from Tristan Gerra with Baird. Your line is open.

Tristan Gerra

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hi, good afternoon. How should we look at the RFSoC win ramp in North America versus opportunities that
you have in China in base station? Over the medium term, which one is the bigger opportunity? And also
when do you benefit in China from the non-Huawei ramps as they diversify base station suppliers?

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc
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A

So with regard to RFSoC, we see deployments in multiple geographies. In fact, at this point, we have
deployments in all the major geographies, and we think that will continue. Again, it's been out in the market
now for a while, and there's still no product like it in terms of fully integrated, monolithically integrated, high
performance ADCs and DACs together with the digital processing. So that's pretty unique, and I really think
that's going to have long life and be deployed in all the regions. With respect to share shift, I guess, that's what
you're referring to in China. Look, we've seen some of that, but I would say that it's not super meaningful from
what we can see. I think in some of the other geographies, I think everybody is aware that, of course, there is
some more shifts to non-Chinese vendors in general, not just Huawei in Europe, and India certainly is moving
in a different direction, although India is really delayed in terms of 5G, but just in terms of wireless
infrastructure as a whole. So I'd say, yeah, we do see some shifts. I mean nothing as of yet very material. But
obviously, it's still a dynamic situation. And implicit in your comment, I guess, is around some of the recent
restrictions around that impacts HiSilicon and Huawei. And again, I think it's probably still a very dynamic
situation.

Tristan Gerra

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Great. Thank you.

Operator
Our next question comes from C.J. Muse with Evercore ISI. Your line is open.

C.J. Muse

Q

Analyst
Evercore Partners (Securities)

Yes. Good afternoon. Thank you for taking the question. I guess I wanted to clarify John's earlier question. On
the CIV pull-ins, was there any impact to DCG and then for the main question, for gross margins, very nice
range, particularly at the higher end of that range. I'm curious what would have to happen for you to hit that
72.5%? And I guess as part of that, anything mix wise that stands out to certain products or is this really just a
function of WWG following up pretty severely in the quarter? Thank you.

Brice Hill

A

Executive Vice President & Chief Financial Officer

Yeah. Thanks, CJ, it's Brice. I'll start on that one. Some of the CIV acceleration volume did go to Data Center,
a small portion of it. So that's for basically three groups – Data Center, WWG, and Industrial. All had some of
the orders that were accelerated in the quarter. On the gross margin changes, as you highlighted, there're
really not changes in price or cost much during the quarter. It's really end market mix that drives the gross
margin, as you sort of alluded to. And so in the second quarter, we're expecting a stronger mix of aerospace
and defense, and test, measurement and emulation. And that typically drives our margin higher. And we think
we put that range out there. It's all going to depend on the end market mix, as we get through the quarter
where we'll end up in that range.

C.J. Muse

Q

Analyst
Evercore Partners (Securities)

Thank you.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah.

Operator
Our next question comes from Blayne Curtis with Barclays. Your line is open.

Blayne Curtis
Analyst
Barclays Capital, Inc.
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Q

Hey guys. Thanks for taking my question. Another question, I just want to understand that there being pieces
on the CIV pull-in. Maybe you can just talk about – I mean if you look at the strongest group in WWG, it's up
27%, and it's not down that much in the guide. So I'm just trying to understand, one, are you just saying that you
have products that are backfilling it? And when you look at tens of millions of dollars, is it incorrect to think that
WWG got the biggest contribution?

Brice Hill

A

Executive Vice President & Chief Financial Officer

It was mixed across the three groups I mentioned. When we think about it, we look at Q1 and Q2, and both
quarters are stronger than we originally anticipated, the major driver being strength in Data Center, WWG and
Industrial businesses for the two quarters. Low tens of millions like we described in Q1, and the reason we
say it's difficult to see is when we accelerated some of that product in Q1, we essentially had to displace
product that we were shipping to other customers, and so some of that moves to Q2. So we just suggest, look
at both quarters, we're ahead of expectation in both quarters. We do think the net effect in Q1 was in the low10s, and it was across those three end markets.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. I'd like to actually jump in again and sort of say the business is strong independent of CIV. And I think the
CIV causes some movement across the quarter. I would also be clear that in some cases, the CIV wasn't –
didn't have a positive effect because of concerns around the continuing escalation between US and China.
So I don't think people should walk away from this saying that our strength was based on that. It's a portion of
what we saw in that order of magnitude, not that meaningful. And really what we look at going ahead, virtually,
we have strength in multiple markets. So I think that I understand people trying to tease that out. But I wouldn't
over-rotate and see emphasis on CIV.

Blayne Curtis

Q

Analyst
Barclays Capital, Inc.

And then just maybe a quick follow-up. Since they are trailing products, could you still ship to it if the customer
wanted to it or is there part of this restriction that you no longer can ship to them?

Brice Hill

A

Executive Vice President & Chief Financial Officer

We're asking for licenses from the government, so those products had an exception. That exception was
removed. We applied for licenses. We've gotten a number of licenses, so our hope would be that we'll be able
to continue shipping the products to customers.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah, well, it's a mixed bag, right? I mean some won't. Some have. By the way, people should understand is
that this is not affecting just Chinese companies. These are multinationals that have operations in China as
well, so we had some license that definitely covered those. Chinese companies, but this is why there are
really puts and takes, right? And some of it we feel like we work with the customers to figure out another way
and some of it is not going to be there, so.

Blayne Curtis

Q

Analyst
Barclays Capital, Inc.

Operator
Our next question comes from William Stein with SunTrust. Your line is open.

William Stein
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Q

Analyst
SunTrust Robinson Humphrey

Great, thanks for taking my question. It's really about the data center end market. And I apologize if I missed
this, but I think you said this was going to be flat to down in September. There's been quite a lot of discussion
about digestion period. Wondering if you'd be willing to comment on how you expect that to extend over the
next couple of quarters, have customers perhaps overbuilt in a meaningful way where we should expect some
period of digestion beyond the quarter. And the other question relates to this and that's about the split, if you
can remind us between, let's say, vertical applications like networking versus FPGA-as-a-Service if you can
just remind us what that split is approximately? Thank you.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Okay. So on the first part, again back to this – when you say digestion, I don't know whether referring to CIV or
just general digestion. I mean in terms of the end markets that had some impact with regard to CIV, the data
center was probably the least. So that's one thing just to sort of put that in terms of a qualitative sense. But I
think in general, right, like when we have deployments in the data center, usually, yes, they do a buy and then
they use that for a while, they don't continuously buy. That's just the nature of most of the purchases. And then
as we said in the past as we're scaling this business quarter-to-quarter things do vary a bit. So this flat just
slightly down off of a record quarter, I don't think you should read too much into this, a tremendous amount of
digestion going on, right, so that's one part of the question I guess. In terms of FaaS versus sort of networking
opportunities, we don't break out FaaS specifically. We just kind of put that as one subcategory within
Compute. And I would say we saw wins and some good momentum in both areas, but in terms of SmartNIC
as well as in Compute, I would say that for the near term, there's good strength in both probably right now. A lot
of really good activity on the SmartNIC side. I think the real-time video system that we we have seen great
interest there first time that we have a much more of a turnkey solution. So we'll see how that plays out into
revenue, but I think there's strength in both areas, Compute as well as SmartNIC.

William Stein

Q

Analyst
SunTrust Robinson Humphrey

Thanks, Victor.

Operator
Our next question comes from Christopher Rolland with Susquehanna. Your line is open.

Christopher Rolland

Q

Analyst
Susquehanna Financial Group LLLP

Thanks, guys. If you, Victor, could update us on the timing and migration path to 7-nanometer. And are there
some applications or end markets or customers where process technology leadership is particularly sensitive
and that we can get some sort of accelerated growth for that end market or applications? How are you
thinking about that? Thank you.

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc
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A

Yeah. That's a good question. So Versal is progressing really well. We're on track as exactly as planned to go
into for production at the end of this year. And that's – and of course, we had the big announcement in terms of
Samsung and their 5G equipment. We have multiple customer engagements in many, many different
industries. So that's one that's most notable that we made public. But that's really going to be a broad market
thing. And this production is just the first device in the product family, which there are like multiple subfamilies.
So 7-nanometer transition is just beginning. And that's why, indeed, we're actually still doing 16-nanometer
tape-outs because of the strength of the 16-nanometer generation. So I think this transition is starting to
happen. We're in the early phases of that. And again, we are still getting very strong design wins and activity
on the 16-nanometer. And I think you might be wondering like, gee, certain parts in the industry is already
talking about 5 or whatever. And I think the really important thing to keep in mind is at 7-nanometers, and for
that matter, 16-nanometers as well, we significantly increase the capability of the products that we put out
there, right? We kind of mentioned the RFSoC multiple times. Nobody has that integrated RF capability –
add-on capability together with digital logic even after us being in the marketplace for a couple of years.
Versal, again there's no other products like that. Our more direct competitor in that area did a much more
evolutionary move in terms of their architecture. So we're providing capability and value to our customers
through a lot of innovation architecturally. We're not as reliant like in the old days and just moving to process
those because if you followed this industry back when it was just pure FPGA s, right, not heterogeneous
acceleration with SOCs and other architectures, then it mattered a lot more getting to the next node because
that's the only way you really deliver more capability, right? So I think we've really – we continue to move we're
really innovating at the architectural level and other forms of integration. So I think that's why you may see, like,
okay, why wouldn't you be moving to the next architecture, but that's the reason. Hopefully, that helps.

Christopher Rolland

Q

Analyst
Susquehanna Financial Group LLLP

Thanks, Victor.

Operator
Our next question comes from Ross Seymore with Deutsche Bank. Your line is open.

Ross C. Seymore

Q

Analyst
Deutsche Bank Securities, Inc.

Hi guys. Thanks for letting me ask a question. I just wanted to talk about the AIT segment for a bit. I think
everybody understands why that was weak recently. But going forward, can you just help us size first how big
is the TME side of things? And then as you think about growth in September and maybe even to the calendar
fourth quarter of this year, how are you looking about the company-specific growth versus the macro side
getting better, especially in that TME side, which tends to be so lumpy?

Brice Hill

A

Executive Vice President & Chief Financial Officer

Sure. Thanks, Ross. So on the TME, it can be a sizable business for us. You saw we had a record Q4 in that
business. And in Q1, it was a little bit lower, but we do expect it to strengthen in Q2 again. And in that
particular business, we do a good job of optimizing our products for the customers, and we have a strong
product line that will improve their ability to get short development times, faster validation, et cetera. So there's
lots of opportunity for the company in that particular business. When we think about AIT in general and we
think about the macro, there's probably – we do expect to grow faster than the macro. We're all looking at and
hoping for a V recovery. We do think that the market will benefit from V recovery, and we'll track that. But we
have tailwinds in terms of being able to gain share with the products that we're developing in the space. So
TME market looks good. Industrial will recover along with the macro economy. On the medical side, we expect
that that will continue to benefit from trend toward automation. And then in aerospace and defense, we also
think there's many programs there that will continue to grow that end market over time. So if you're thinking
about the long-term growth rate there, we do think it will exceed the macro.

Ross C. Seymore

Q

Analyst
Deutsche Bank Securities, Inc.

Thanks, Bruce.

Victor Peng
President, Chief Executive Officer & Director
Xilinx, Inc
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A

Yeah. And maybe just kind of point out that in this quarter, our expectations is, in the core markets, every
submarket is going to grow except for perhaps ISM because it was a record, right? So, really there's broad
growth across all those core markets. Auto, obviously, had a severe downturn. It's still going to have an uptick
from that, but it's still got ways to go to get back to it. But the breadth is across every market except for ISM,
which had a record, and our expectation will still be solid. So, yeah, it's pretty broad.

Ross C. Seymore

Q

Analyst
Deutsche Bank Securities, Inc.

Thanks, Victor.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. Thank you.

Operator
Our next question comes from Matt Ramsay with Cowen. Your line is open.

Matthew D. Ramsay

Q

Analyst
Cowen and Company LLC

Yes, good afternoon. I wanted to follow up a bit on the process technology angle. There were, obviously, some
pretty big news out of Intel in the last week or so. And Victor, I'm completely – I think I agree with you that
architecture and a lot of the things you're doing on software, et cetera, are increasingly important in your end
markets. So I get the commentary that you gave with respect to that question. I wanted to explore the other
side of it, which is sort of certainty of roadmap and certainty of supply, given some of the commentary out of
Intel that owns your chief competitor. How have you seen your customers react in the last week since some of
the news? And is certainty of roadmap and certainty of silicon supply critical to the long-term design wins that
you're getting or maybe am I overemphasizing that in my own thinking? Thank you.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

No, I think it's a good question. I mean, I think that we've done – I'm very proud of our team in terms of the
execution that we've been doing for a number of generations, actually. I mean if you followed us, we used to
talk about how we had a 3P in getting leadership, and we sort of stopped talking about that, not because
we're no longer doing, but actually because we expect that our customers have come to be very accustomed
and expect that we just – we say what we do and we do what we say, and they can count on that, right? So I
think we continue to execute really well, and that is important. I think our delivery and execution in terms of
providing supply and on-time delivery and all those metrics are – we get really high marks. We do customer
set studies constantly. That's always part of the KPIs of my operations team. So we're very proud of our record
there, and that's certainly – I guess what I would say is some of the recent things maybe underscore that more,
but I would say that that's always been a strength, and I think our customers all acknowledge that. We've been
in a strong position in automotive. And you may have heard me say in the past, people want to talk about
certain sexy kinds of topics, but one thing that's super critical if you're on safety is your low PPM, right? So,
how few failures that you have, and it's really, really hard. It's really not very sexy, but we do a really good job at
that, and we get very good price from our automotive customers. So I think it's a very important thing, but I
think it's something that we've always been doing. And I think what you're alluding to is the other side is,
obviously, more recently challenged, but we just stay focused on making sure that we continue to execute with
excellence and deliver high quality.

Matthew D. Ramsay
Analyst
Cowen and Company LLC

Thank you.

Operator
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Q

Our next question comes from Vivek Arya with Bank of America. Your line is open.

Vivek Arya

Q

Analyst
BofA Securities, Inc.

Thank you for taking my question. Actually, a quick clarification and a question, if I may. Clarification, how
large was Solarflare in the quarter? Was it like low tens of millions? Any rough amount would be useful? And
then the question, Victor, I just wanted to slightly challenge this notion that the ASIC conversion is complete
because if it can happen at one customer, why can't it happen at other customers, right? The original ASIC
transition was at Samsung, but then after that Nokia also announced multiple ASIC suppliers for 5G and said
FPGA solutions are expensive. So I'm just asking, technically, if it can happen at one customer, why can't it
happen at other customers or is there just a difference that maybe it's happening on the baseband side and
maybe not as much on the radio side? And if that is the case, how sustainable is that? So it's more a
technology question. Thank you.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. Okay. Well, so, look, on Solarflare, we don't break out in fine granularity. But I would say is that since
we've acquired them, the revenue is up substantially multiple tens of percent. So, that is doing well. And so just
on that part now, switching to the ASIC thing is that I think Brice even said, and I've always said that we're not
saying we don't think it'll ever happen. Again, his comment really was around just explaining the year-on-year
change. And yes, as you know, part of that was baseband and absolutely we're much stronger in radio and
that's traditionally the case. I think the important thing you need to maybe pick up on is that with currently our
products in RFSoC and Versal, and in addition, I talked about how we are delivering customized solutions for
our customers, right? And we've done that in the past, and we've actually up leveled that a lot more, where
based on critical needs, we would do derivative products. We work with them. In some cases, we're doing
effectively join engineering together. So we're delivering a lot more value than we ever have. So it's not that I
was saying inherently, of course, it's possible that there'll be ASIC replacement. I guess what we're really
saying is that we know we're delivering tremendously more value than in the past. And we have these really
innovative products. And I think it's going to be a tough value segment to be. And we're always happy to
compete. That's always been the case. As I said, we've done this in the past. And yes, sometimes there is
ASIC replacements, but we have a pretty big business in communications for a reason, right? And all those
Tier 1s, as you know, have ASIC team. So, that's why I keep getting back to it. It's not really new, but we've
really upped our game too. That's the bottom line.

Vivek Arya

Q

Analyst
BofA Securities, Inc.

Got it. Thank you, Victor.

Operator
Our next question comes from Vijay Rakesh with Mizuho. Your line is open.

Vijay Raghavan Rakesh

Q

Analyst
Mizuho Securities USA, Inc.

Yeah, hi, Victor. I just had a question on the millimeter wave side. Just wondering how – what your share is
there? And in the US, looks like Verizon and US sellers seem to be being fine, but AT&T and T-Mobile
accessing is slowing down, but just wondering what you're seeing in the US and globally on the millimeter
wave side? And then I have a follow-up.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah, we do have deployment in millimeter wave. I think – but I do still think that the 6-gig and below bands,
that's going to be very important. I think millimeter wave has its applications, but it also has some technical
challenges. We can play in both, do play in both. I think it's pretty early to talk about the share. But again, we
see opportunity, and we are working with people in both, and we still really feel like our bandwidth capability is
really important and quite leadership in a lot of ways. So I think we feel confident that we can win both of those
spectrums.
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Vijay Raghavan Rakesh

Q

Analyst
Mizuho Securities USA, Inc.

And I think in China, you mentioned, outside of some of the restrictions, you're seeing some of the other guys
pick up. Just wondering, when you look at ZTE or Ericsson, how are you seeing those opportunities? And
obviously, first half was pretty strong in China. Do you see a slowdown into the back half, like the digestion
from 5G expansion there? Thanks.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. Well, I mean, first half was a bit of a mixed bag. Obviously, they – China got impacted by COVID a lot
earlier, and they had a hard shutdown, then they came back strong out of it. They're obviously still trying to hit
their original goals for deployment in this calendar year, would probably end up being more on the low side.
And I think our team estimates in the 400,000-ish sort of range in terms of base stations. So I would say that,
obviously, it's very dynamic. I think we've seen, as I mentioned earlier, some degree of share shifts, but if
you're talking about Chinese versus non-Chinese suppliers in the China market, at least what we've seen, we
haven't seen anything materially change there. There might be some changes, but nothing really material.
Obviously, I think it's been in the press quite a bit about what's recently been going on in terms of European
people saying that moving away from some of the Chinese suppliers in India as well. So I guess we'll have to
see, but I wouldn't say right now we see any drastic share shifts.

Vijay Raghavan Rakesh

Q

Analyst
Mizuho Securities USA, Inc.

Got it. Thanks.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah.

Operator
Our next question comes from Quinn Bolton with Needham. Your line is open.

Quinn Bolton

Q

Analyst
Needham & Co. LLC

Hi, guys. Thanks for taking my question. Just wanted to come back to the CIV issue. Just – you've given us
some sense of how much was accelerated into the June quarter. I'm just kind of thinking if you look longer
term, is there any way to quantify how much of the business you used to do under the CIV exemption that's
going to be permanently lost? And then I've got a quick follow-up.

Brice Hill

A

Executive Vice President & Chief Financial Officer

Yeah. Quinn, this is Brice. As I mentioned earlier, we're pursuing licenses for the business. So at this point, we
wouldn't really be able to quantify, if any, will be permanently lost. The customers will look to shift as they can
also to change the mix of the products. So we'll pursue licenses and see if this can be equaled out and there
would be no permanent loss. That's obviously the goal. And go ahead with the follow-up.

Quinn Bolton

Q

Analyst
Needham & Co. LLC

And maybe just on the follow-up, the North American RFSoC deployment that you mentioned earlier. Is that –
can you just discuss the timing, is that taking place now or does that need to wait for the CBRS and the Cband options later this year before that deployment begins? Thanks.
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Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

No, that is starting now. So it is just beginning. But so I think we obviously think that's going to be a long-lived
win. And we expect to have more extended opportunities than especially digital front end on radio with
RFSoC.

Quinn Bolton

Q

Analyst
Needham & Co. LLC

Thank you.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah.

Matt Poirier

A

Senior Vice President-Corporate Development and Investor Relations & Treasurer
Xilinx, Inc

Thanks.

Victor Peng

A

President, Chief Executive Officer & Director
Xilinx, Inc

So I think – are we going to do any more questions? Okay.

Matt Poirier

A

Senior Vice President-Corporate Development and Investor Relations & Treasurer
Xilinx, Inc

Go ahead, operator.

Operator
Our next question comes from Srini Pajjuri with SMBC Nikko. Your line is open.

Srini Pajjuri

Q

Analyst
SMBC Nikko Securities America, Inc.

Thank you for squeezing me in. First, a clarification and then a question. Brice, on the tax rate, you're guiding
for, I think, 3% or 4%. I'm just curious as to how we should model going forward. And then the question, Victor,
you seem pretty excited about the O-RAN opportunity. I'm just curious as to when you expect O-RAN rollouts to
start? And is it because you see more opportunity for FPGAs in O-RAN that gives you that excitement or is
there anything else? I mean if – as opposed to selling components to Ericsson and Nokia, if you sell these
components to an O-RAN vendor, how is that different for you? If you could kind of talk about that, that will be
helpful.

Brice Hill

A

Executive Vice President & Chief Financial Officer

Okay. I'll go quickly. So on the tax rate, yes, don't use the Q2 tax rate for your model going forward. Our equity
grants vest in Q2, we typically have low tax rate in Q2, and that's what's happening. A lot of those have
appreciated, and so we have a tax benefit in Q2. I would look back to Q1 and Q4 and use a blend of those for
your looking forward. Victor?

Victor Peng
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A

President, Chief Executive Officer & Director
Xilinx, Inc

Yeah. On the O-RAN side, I think the thing – if you think about it, people looking at how they can fundamentally
reduce some of their hardware costs, but also then they'll differentiate and do that through other means from a
software perspective. And if you think about it, that is something that we have always brought to the table for
our customers is the ability to differentiate with hardware that is so adaptable, right, that the same hardware
can be used and deliver different architectures, support different standards, be optimized in different ways.
And in fact, you can change it, right, even after you deploy it. So I think really what it is, is the reason why we're
excited is because we feel that what people are trying to accomplish fundamentally with O-RAN is something
that we really help enable and have always helped enable in a tremendous way, and plus with the RFSoC,
again I think we're creating more value. We're solving more of the whole radio problem. And so we just see
that as another big opportunity, right? Not only the Tier 1s, but also with Tier 2s, and we'll see. I do think it's still
new technology, so it's going to be hard to call the exact inflection. But I'm sure you've heard that the
momentum and the interest behind this has really picked up over the last several months, so. Okay. Thanks,
everyone, for joining the call. I just want to do one closing because I know -- and understandably so, there's
been a lot of questions around the CIV thing. I just don't want to lose sight of the fact that we had a record
quarter in DCG, displaying strength in multiple areas within that both in compute and on the network side and
as well as storage activity. We've really made tremendous progress in growing our ecosystem in the software
story. 34,000 downloads just from a fairly – sorry, 40,000 downloads over a short period of time and continue
to grow ecosystem. So I don't want to lose sight of the fact that we had really great strength there. And of
course, there's some puts and takes in WWG. But we're really excited about the RFSoC opportunity as well
as Versal continues to be getting really good design activity. So just want to leave you with the strength. Then
in the current quarter, as we said, the core markets, which had some puts and takes in the last quarter is
going to come back really strong. So we're excited about it as we go forward, and I hope this is helpful for you.
Thank you.

Srini Pajjuri

Q

Analyst
SMBC Nikko Securities America, Inc.

Thank you.

Operator
I'll now turn the call back over to Mr. Poirier for closing remarks.

Matt Poirier
Senior Vice President-Corporate Development and Investor Relations & Treasurer
Xilinx, Inc

Thank you. I'd appreciate everyone for joining us today. We will have a playback of this call beginning at 7:00
P.M. Pacific Time, 10:00 p.m. Eastern Time today. For a copy of our earnings release, please visit our
Investor Relations website. Our next earnings release date for the second quarter of fiscal year 2021 will be
Wednesday, October 21, after the market close. This completes our call, and thank you very much for your
participation.

Operator
This concludes today's conference call. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day, and welcome to the CyrusOne Second Quarter 2020 Earnings Conference Call and Webcast. All
participants will be in a listen-only mode. After today's presentation, there will be an opportunity to ask
questions. Please note, this event is being recorded.I would now like to turn the conference over to Michael
Schafer, Vice President of Capital Markets and Investor Relations. Please go ahead.

Michael Schafer
Vice President-Capital Markets & Investor Relations
CyrusOne, Inc.

Thank you, Sean. Good morning, everyone, and welcome to CyrusOne second quarter 2020 earnings call.
Today, I am joined by Bruce Duncan, President and CEO; and Diane Morefield, CFO. Before we begin, I
would like to remind you that our second quarter earnings release, along with the second quarter financial
tables, are available on the Investor Relations section of our website at cyrusone.com.I would also like to
remind you that comments made on today's call and some of the responses to your questions deal with
forward -looking statements related to CyrusOne and are subject to risks and uncertainties. Factors that may
cause our actual results to differ from expectations are detailed in the company's filings with the SEC, which
you may access on the SEC's website or on cyrusone.com. We undertake no obligation to revise these
statements following the date of this conference call, except as required by law.In addition, some of the
company's remarks this morning contain non-GAAP financial measures. You can find the reconciliations of
those measures to the most comparable GAAP measures in the earnings release which is posted on the
Investors section of the company's website.I would now like to turn the call over to our President and CEO,
Bruce Duncan.

Bruce W. Duncan
President, Chief Executive Officer & Director
CyrusOne, Inc.
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Thank you, Michael, and welcome to CyrusOne's second quarter earnings call. First, let me take a moment to
thank Tesh, for his leadership as Interim President and CEO, particularly in guiding the company during the
early months of the pandemic. And also, for his long and distinguished career at CyrusOne.I would also like to
thank Gary Wojtaszek and Founder David Ferdman for their vision and hard work in building the business,
helping to put us in the strong position we are in today. It is an honor and privilege to follow in their footsteps.
And most importantly, I'd like to thank the entire CyrusOne team, which has done and is doing an outstanding
job taking care of our customers, executing our business plan, as the results reflect.I've only been with the
company for a few weeks and I'm continuing to get acclimated. But one of my first observations is that we
have fantastic people. They are smart, hardworking, customer-centric, and want to win. I'm very excited to be
part of this team. And I will have a much broader commentary on our next earnings call after I finish my
conversations with my fellow teammates, our customers, our current and prospective investors, and other
stakeholders, as well as visit most of our data center assets.Moving on to results for the quarter; beginning
with slide 4, normalized FFO per share grew 14% versus last year. And the leasing volume remained strong
with $37 million in annualized GAAP revenue signed. The backlog as of the end of June was nearly $100
million, which positions us well for growth in 2021 and beyond.Turning to slide 5, we completed construction
on 212,000 square feet of colocation space and 27 megawatts in the quarter, primarily in the US. We have
another 336,000 colocation square feet and 82 megawatts under development with nearly 80% of the square
footage pre-leased.We continued to strengthen our balance sheet, raising nearly $300 million in forward
equity during the quarter through our ATM program, giving us a total of more than $410 million in available
forward equity as of the end of June. We are also announcing a 2% increase in our quarterly dividend from
$0.50 to $0.51 per share in the third quarter.Slide 6 provides details on our leasing results for the quarter.
Both revenue and MRR per kW signed were up compared to the prior fourth quarter period, with a higher
MRR per kW driven by particularly strong pricing on enterprise deals in the second quarter. The weighted
average lease term is seven years and the relatively long average term reflects the significant contribution
from hyperscale companies. The $10 million in enterprise bookings is within the quarterly range we have
consistently seen in recent years. And we added three new Fortune 1000 companies as customers.The
leasing was well diversified across markets and industry verticals, which has also been a long-term trend and
reflects the broad appeal of our platform. Hyperscale companies accounted for 72% of revenue signed in the
quarter. Through the first half of the year, this segment accounted for approximately 77% of total revenue
signed, up significantly from 51% in 2019.As we have been communicating since early in the year, we have
had much more productive leasing discussions with the hyperscalers compared to 2019. They are
addressing near-term capacity requirements across both US and European markets and this has been
reflected in our leasing results for the last two quarters. We continue to maintain a good dialogue and are in
discussions with these customers on a number of opportunities, although it's obviously difficult to predict the
timing and certainty of closing these deals. As of the end of the quarter, this vertical accounted for 48% of total
portfolio rent.Moving to slide 7, our interconnection revenue increased 15% in the second quarter compared
to last year, and nearly 90% of leases signed had an interconnection component. The interconnection growth
continues to be primarily driven by a couple of factors. The first being the expansion of ecosystems within our
data centers, resulting in additional demand for cross-connect. Additionally, we continue to see strong take-up
of SDN-enabled offerings, particularly for Megaport, as part of our customers' implementations of hybrid,
multi-cloud solutions. On the right half of the slide, we have provided updated key portfolio metrics for the
company.Turning to slide 8, Europe continues to produce very strong leasing and financing results. We signed
$19 million in annualized revenue across these markets in the second quarter, in line with the average over
the prior three quarters. This represented approximately half of our total bookings with demand driven by our
US hyperscale customers, as they continue to increase their presence overseas.The current run rate revenue
for Europe, based on annualized second quarter revenue, is nearly $105 million, up 73% from a year ago.
And the leasing success in these markets should help continue to support strong growth next year.At the end
of the quarter, we had a total of 107 megawatts across Frankfurt, London, and Amsterdam. And upon
completion of the projects in our development pipeline, we will have a footprint of 163 megawatts in Europe.
This will represent nearly 20% of the company's total footprint. And we believe that the contribution from
Europe will continue to increase in the coming years based on the demand trends we are seeing there.Slide
9 provides an update on the impact of the COVID-19 pandemic to our business. While the situation remains
very fluid, we are monitoring developments closely. And as of now, the impact continues to be relatively
minimal across all areas of our business. All of our datacenters are operational and we have adopted
precautionary safety measures, including enhanced screening, mask requirements, increased cleaning
frequency...[Technical Difficulty]

Operator
Pardon me, everyone. This is the conference operator. It appears that Bruce's line has dropped from the call.
Please hold while we reconnect his line. Thank you.[Technical Difficulty]

Bruce W. Duncan
President, Chief Executive Officer & Director
CyrusOne, Inc.

Hello.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Operator
Yes. We have reconnected the line of Bruce Duncan. I will now turn off the hold music, and Mr. Duncan, you
may proceed.

Bruce W. Duncan
President, Chief Executive Officer & Director
CyrusOne, Inc.

I hope you enjoyed that hold music. I hope it was soothing. But let me finish my remarks, my apologies for that.
All right. I think I left off in terms of – with the impact of COVID-19. The situation remains fluid. We're
monitoring developments closely. And as of now, we see relatively minimal impact across all of our
businesses.From a demand standpoint, there are several notable observations. Obviously, companies have
had to address how their IT infrastructure can support their business requirements in this new remote virtual
environment. There has been significant increase in the adoption of and use of collaboration platforms to
facilitate communication and workflows. And companies are recognizing what their needs and limitations are
as workers work from home.And I mentioned earlier, demand from hyperscale companies has been strong
over the past few months and we continue to have positive discussions regarding potential deployments
across our markets in the US and Europe. Additionally, businesses are not only thinking about their near-term
requirements but also how to optimize their data center architecture over the longer term, carefully considering
how their needs may have changed as a result of the pandemic.We think it's clear that after this ends, the
world will have evolved in many ways. And central to much of this change will be an increased reliance on and
use of technology, whether it's how we work, play, buy things, interact with others or take care of ourselves,
technology broadly and data centers in particular will play a significant role in our lives and supporting the
global economy.Even in these unprecedented times, the business is performing well in all areas. We are well
positioned to capitalize on continued strong underlying demand fundamentals with capacity across our
markets in the US and Europe and substantial liquidity to support our growth. I want to close by doing two
things. First, by again thanking my teammates for all their good work and I very much look forward to working
with and getting to know you in the coming weeks ahead. And secondly, and very, very importantly, I want to
thank and acknowledge our wonderful CFO, Diane, who is going to retire at year-end. I have known Di for
over 20 years and what I've always appreciated about her is how direct she is. She calls it like she sees it,
there is no BS, and that is a great attribute for any executive. But it is a critical quality for a world-class CFO,
which is what she is.All of us on this call will have ample time to celebrate Di on our third quarter earnings call
as that will be her last call as CFO. And I look forward to everyone's contribution to this effort. With that, let me
turn the call over to Diane who will provide more color on our financial performance for the quarter and an
update on our guidance for the year. Di?

Diane M. Morefield
Chief Financial Officer & Executive Vice President
CyrusOne, Inc.
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Thanks, Bruce. And I really appreciate your comments on me personally. It has been really an incredibly
rewarding and exciting four years here at CyrusOne and I couldn't have worked with a better team. It's been a
great run and I look forward to continuing to partner with Bruce and the whole team during this orderly
transition period.With that, let's talk about another very strong leasing quarter for CyrusOne and solid Q2
financial results. Turning to slide 11; revenue growth in the quarter was 2% while adjusted EBITDA grew 7%.
As noted in the presentation, equipment sales in the second quarter of 2019 were unusually high at $17
million compared to approximately $7 million in the most recent quarter. Excluding these sales in both
periods, revenue growth was actually 6% and more in line with our adjusted EBITDA growth for the quarter.
Churn in the second quarter was 1.1%, similar to levels in recent quarters, and we continue maintain our fullyear churn guidance range of 5% to 7%.Moving to slide 12, NOI for the second quarter increased 6%
compared to last year. The increases in the NOI and adjusted EBITDA margins are primarily attributable to the
impact of the high equipment sales in the second quarter of last year that I just mentioned. These sales
typically carry a margin into this 10% range and as a result, they had a meaningfully negative impact on
margins in the second quarter of 2019.As highlighted on slide 13, the revenue contribution from our US
markets remained well balanced. Our continued European expansion will further diversify our portfolio and a
substantial portion of our backlog consists of deals in these markets.As slide 14 shows, we have an active
development pipeline to support our strong leasing results with projects underway across both the US and
Europe. Nearly 80% of the colocation square feet under construction is pre-leased, which is toward the upper
end of the range of historical quarter-end levels for our pipeline. And as we've discussed before, our
construction of data halls is tied to our late-stage sales funnel and this level of pre-leasing obviously derisks
our capital investment. We will have nearly 5 million colocation square feet across our portfolio upon
completion of all of the projects in the pipeline.Slide 15 summarizes our balance sheet and investment-grade
credit metrics, which continue to position us well to fund the growth of the business. As Bruce mentioned,
during the second quarter we executed forward sales through our ATM equity program, resulting in nearly
$300 million in proceeds upon ultimate settlement. Combined with our first quarter ATM forward sales, we
have a total of $413 million in available forward equity. On a pro forma basis, inclusive of the impact of this
equity, our net debt to last quarter annualized EBITDA is 5 times and we have more than $1.5 billion in
available liquidity including our undrawn revolver balance.With the projects in our development pipeline having
a total completion cost of approximately $350 million at the midpoint, we have significant runway to fund
potential capital requirements in support of leasing well into next year.During the quarter, we settled the
forward sale agreement that we entered into in the fourth quarter of 2019, and this resulted in net proceeds of
approximately $97 million, which were used to pay down a portion of the amounts outstanding on our
unsecured revolving credit facility.As Bruce highlighted in his remarks, we are announcing a 2% increase in
the third quarter dividend to $0.51 a share, up $0.01 from our second quarter dividend. This represents an
annualized yield of approximately 2.5%. Since 2013, we have increased the dividend on a cumulative basis
nearly 220%. In 2019, nearly 90% of the payout was return of capital. We also continue to maintain one of the
lowest payout ratios among REITs in order to retain internally generated cash flow to reinvest in the
business.Moving to slide 16, our revenue backlog as of the end of the second quarter stood at $97 million.
This is the highest quarter-end backlog in the company's history and positions us very well for continued
growth into 2021 and thereafter. As a reminder, from last quarter, note that $26 million of this backlog is
associated with 22.5 megawatts expected to be deployed in 4.5-megawatt blocks annually from mid-2022 to
mid-2026 subject to receiving the ongoing necessary permitting. As a result, even with the record backlog, a
meaningful portion of the revenue and the associated capital spend requirements will be deferred beyond
2021.We also want to point out that included in our $37 million of bookings this quarter was the exercise of a
reservation for 4.5 megawatts, representing approximately $5.5 million in annualized revenue. This paid
reservation was included in our gross leasing results in the third quarter of 2019 and we highlighted at that
time that the impact of the anticipated exercise of the reservation was included in that total.On page 25 of our
supplemental disclosure, we removed that reservation from the third quarter 2019 bookings to reflect the
actual amount are signed in that quarter. In the future, we do not intend to include reservations and leasing
results until those reservations become executed leases.Turning to slide 17, we are reaffirming our guidance
ranges for revenue, adjusted EBITDA, and normalized FFO per share. We are increasing our guidance for
capital expenditures to a range of $850 million to $950 million, an increase of $100 million at the midpoint
compared to our prior guidance. This increase reflects additional spending to support the strong leasing
throughout the first half of this year.As you update your models, I want to highlight a few items for your
consideration that will impact results on a sequential basis. First, we received approximately $3 million in
lease term fees in the second quarter, which is primarily an acceleration of revenue associated with an early
termination from one of our customers. Additionally, during the third quarter, we expect slightly higher
maintenance CapEx spend which we estimate will have an impact of approximately $0.03 a share. We are
also anticipating an increase in stock-based comp and a reduction in the income tax benefit compared to the
second quarter which we estimate will be another $0.02 per share impact on a combined basis. Lastly, we will
have the full quarter impact of the approximately 1.6 million shares issued at the end of June, associated with
the drawdown of forward equity that I referred to earlier.In closing, we are pleased with our results for the
quarter and through the first half of the year, particularly while operating under circumstances none of us could
have ever imagined. We remain focused on ensuring we are well positioned to support our customer needs
and to continue to generate strong profitable growth.We appreciate you participating on the call and we are
now happy to take questions. Please note that Bruce, Michael, and I are in separate locations, so it would be
helpful if you direct your questions specifically to one of us as you ask them. In addition, given the number of
the questions in the queue, we kindly request that you limit your questions to one question per person to give
everyone a chance to participate in the Q&A.With that, thank you, and Sean, please open the lines.
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QUESTION AND ANSWER SECTION
Operator
Thank you. We will now begin the question-and-answer session. And as a reminder, please limit yourself to
one question so we can get to everyone in the queue. The first question today will come from Frank Louthan
with Raymond James. Please go ahead.

Frank G. Louthan

Q

Analyst
Raymond James & Associates, Inc.

Great. Thank you. Well, Bruce congratulations on the spot, and Diane, congratulations on the retirement. Talk
to us a little bit about the nature of the bookings that you're currently seeing and what customers are kind of
demanding. And maybe contrast that a little bit with what it was six months ago versus a year ago and how we
should think about the outlook for the business and the types of products that you'll be selling to customers.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, I would say that – this is Bruce. I would say that, again, this quarter was a great quarter in terms of the
hyperscale business. Our European business is doing fantastic. I would say that the – and we're very bullish
on that. I would say that the enterprise business continues to be good, it's in our normal range of $10 million
versus $12 million last quarter. But again, it's good business, we like it, we like having the diversification. And I
would say just in general, the business is – the demand is very solid. But again, it's all on us to deliver, but
we're pretty encouraged by what we're seeing.

Frank G. Louthan

Q

Analyst
Raymond James & Associates, Inc.

All right. Great. And any adjustments to the sales force with kind of the new environment either maybe relying
more on channel or any different ways that you approach customers and how is that affecting their
productivity?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, I would say – again, channel is a very small portion of our business, it's about 10% or 11%. So again, the
strength I think of this company is our relationship with our customers. As I mentioned in my remarks, this is a
very customer-centric business and our company is fantastic at it. I mean, I come from a world where we have
tenants. We don't have tenants, we have customers. And we really care about them, we care about trying to
figure out solutions for their issues. And we do – we have done a good job and it's up to us to continue to do a
good job to deliver the goods for them, but – so, I wouldn't anticipate major changes. I would say this, I think
this new environment is good for our business, it's good for the data center business. And again, it's up to us
to get our share of that business.

Frank G. Louthan

Q

Analyst
Raymond James & Associates, Inc.

All right. Great. Thank you very much.

Operator
And the next question will come from Jonathan Atkin with RBC Capital Markets. Please go ahead.

Jonathan Atkin
Analyst
RBC Capital Markets LLC
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Q

Yes. Thanks. So I'm interested in maybe just a little bit more color around the geographic mix of where you're
seeing demand from hyperscalers going forward. Would that differ compared to what you've seen year-todate? And then as you think about the management team and some of the changes that are happening, and I
apologize if you might have addressed this in the script, but are there – for certain key performers perhaps in
sales or operations or whatnot, but are you offering any kind of retention packages? Thanks.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

We're not offering any retention packages. I think it's an honor and a privilege for everyone to work here and I
think we do a good job with our people. I think people love this. What I've been impressed with is how people
love this company. People are committed to this and look at the results. I mean, we've had – people talked
about the turmoil in – just in the couple of CEOs and the other things but look at this, look at the results, and
the results are good. And the results are good because it's not one or two people at the top. This is a big
organization with great people throughout the organization. They really are high-quality people, people are
executing and people have pride in their work. So I think this is a very good culture, I think people care, and
the results speak for themselves.

Jonathan Atkin

Q

Analyst
RBC Capital Markets LLC

Thanks. And then on just kind of geographic hotspots you're seeing in terms of demand and how that might
influence the future of leasing mix.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, again, this year has been the year of the hyperscale versus the enterprise, but enterprise is very
important to us. Just look at last year, it carried the day in terms of half our business and it's fantastic.
Enterprise is important. It's doing very well.The hyperscalers have come back this year from last year for us
and we're seeing a lot of demand. But that changes, again, that's why we only give guidance. We give the
leasing guidance once a year in terms of – we don't do it quarter-by-quarter because it's a lumpy business
and, again, it's incumbent on us to deliver the goods and to deliver them profitably to our shareholders. So –
but we're pretty encouraged in terms of the demand.

Jonathan Atkin

Q

Analyst
RBC Capital Markets LLC

Thank you.

Operator
And the next question will come from Simon Flannery with Morgan Stanley. Please go ahead.

Simon Flannery

Q

Analyst
Morgan Stanley & Co. LLC

Great. Thank you very much. And Bruce, congrats on your appointment, and Diane, best for the future. Could
you share, Bruce, a little bit on what your priorities are as the board appointed you, what they really want you
to focus on? And you shared some of your first impressions around customers and people. Any other things
that have really struck you so far and things that you really think you can, kind of, make a difference with the
company going forward?

Bruce W. Duncan
President, Chief Executive Officer & Director
CyrusOne, Inc.
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A

Thank you, Simon. I would say that again what the board – I mean, you should ask the board, but I think the
board invited me to join just to try and work with the team and try to make it even a better company than we
have been. We're a very good company and our job is to make it better.I would say in terms of how we're
going to do that, I don't know. I'm spending – right now it's my listening and learning tour in terms of going out
and meeting with everybody and our people, our investors, our customers. And I'm going to have much more
to say in the next earnings call, but we're going to figure this out.If you look at the company, again, we've got a
great position. We're not too big, so we can move the needle of growth, but we're not too small so we have
real financial flexibility to be an investment grade and access to capital. So, I think we're – it's a very good
position to be in. As we've pointed out, we trade at a big discount to our peers. When I look at that, I think it's a
fantastic opportunity for us.So, as a team, we're going to figure out the strategy and see if it's – we change it
or tweak it in a bit. But we're going to have much more to say when we get together in three months. But I'm
very bullish. I'm very bullish on the quality of our people. I'm very bullish on the industry, this is really a growth
business.As with any growth businesses, there's good news and bad news. The good news is its growth. The
bad news is it attracts a lot of capital. So, there's a lot of people entering our business and it means that – and
building data centers, the pricing is coming down a little bit. So again, our job is to allocate capital wisely and
do it in such a way that it's profitable business for us and it's good for our shareholders, and we're going to be
focused on that.

Simon Flannery

Q

Analyst
Morgan Stanley & Co. LLC

Great. Thanks very much.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you.

Operator
And the next question will come from Jordan Sadler with KeyBanc Capital Markets. Please go ahead.

Jordan Sadler

Q

Analyst
KeyBanc Capital Markets

Thanks and good morning. Bruce, congratulations on the role and...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you.

Jordan Sadler

Q

Analyst
KeyBanc Capital Markets

...yeah, for sure, and for getting through those prepared remarks so fluidly first time around. So, I'm kind of
curious...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Just barely.

Jordan Sadler
Analyst
KeyBanc Capital Markets

What's that?
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Q

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Just barely getting through the prepared remarks.

Jordan Sadler

Q

Analyst
KeyBanc Capital Markets

So look, there's been a pretty remarkable change in the C-suite now between Gary and Tesh and now Diane,
and you're coming into this. It's a broad organization, as you spoke to. But different from maybe some of the
other property types that you've been exposed to, in this business, the customers can represent, as you
reflected in your commentary, really the strength of the business, right? The relationship with customers is the
strength of the business, I heard you say. And sometimes and oftentimes, relationships can connect at even
the highest levels of the organization with the CEO, with the Chief Commercial Officer or President of Europe.
And I'm kind of curious given that sort of perspective how you and the board sort of thought about the
opportunity here and the ability to sort of execute at the level the company has historically, given sort of your
lack of expertise in this domain specifically?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, Jordan, you're going to have to ask the board for their thinking. In terms of my thinking, what I've found in
business is what the customer wants is that you listen to them, and you listen to them and hear what they have
and you try and find solutions to them. So my experience is that if the customer knows that you're listening and
you're working and you're finding solutions, I'm not sure they care who the person is. They want to make sure
that that person is focused on them and trying to solve their issues.And I have to say we've got a great sales
team, very, very talented people. I've been very impressed with them. And they've been carrying the water here
for many years and they're carrying it successfully. So I'm optimistic, but again, let's look and see how we do,
because that's the way life is. And we own it and the company's done very well. It's done very well with all this
turmoil you pointed out. And I believe the company will continue to execute but again, the proof is in the
pudding.

Jordan Sadler

Q

Analyst
KeyBanc Capital Markets

I appreciate that answer. I know it's a tough question. You mentioned you're sort of on the listening tour now, I
know you'll have more to say going forward about the strategy that you're going to be devising. Anything that
sort of – as we look at sort of all these changes as outsiders looking in, do you feel that we need to be aware
of or cautious of, given the degree of changes – I mean there's been a lot of change for a company that
seems to be putting up pretty good results, right? So...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

The stock price is doing well. The company is doing well. The numbers that were put out this quarter is doing
well. The team is executing. Remember, this is team. And I think some people – sometimes people forget in
terms of organizations, that it's not, again, the top one, two or three people that make a difference, it's the
team – it's the team locking arms, the team executing the plan, and we've got a great team. We really have a
very, very special group of people throughout the organization that care, that work hard 24/7, and I've been
very impressed with the people I've met and throughout organization.But that's why they pay you the big bucks
to make your decisions whether you think it's a good time to invest, to not invest or never. But I want you to
know, as a team, we're going to be focused on doing some good things for our shareholders.

Jordan Sadler
Analyst
KeyBanc Capital Markets

Great. Thanks for the time. Good day, Bruce.

Operator
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Q

And the next question will come from Erik Rasmussen with Stifel. Please go ahead.

Erik P. Rasmussen

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Yeah. Thank you. Bruce, best of luck on the appointment, and Diane, congrats on the upcoming retirement for
you. Maybe my one question, I'll circle back with hyperscale. You're talking about the results, we're seeing
good momentum and things picking up. NoVa, we're seeing, it's been a strong sort of recovery and improved
demand. How are you seeing this market, the Northern Virginia market, and your opportunities? And maybe,
can you just comment on the other markets where you're seeing an improvement versus maybe what you
thought not just 90 days ago. Thank you.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

All right, Erik. Thank you. I would say to me, it's interesting. Northern Virginia, you see an increased activity, no
question about it. That's the good news. The tough news is the pricing. I mean, it is a – it's very, very
aggressive pricing. So, the issue is for us in different times was do you – at what price do you do it and/or at
what price do you sort of bow out. So to us, we like our – again, we have capacity now in Northern Virginia.
We've fit in much of it last year but they'll be coming onstream now and by the end of the year. And so, we
have a decent position there in terms of to accommodate demand and it's going to be a question of finding
the right transaction. But there's definitely activity in that market.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. To Bruce's point, Erik, we have multiple campuses there that were built out and leased up and – on what
we refer to as Kincora. We have a shell, our third building, going up there but it won't be ready till the end of
the year. And on our newest large campus, which we refer to as Tolson , is – that shell just got completed a
couple of months ago and we have some leases that have been signed. But part of it was we didn't have
really shell capacity that was really coming online until more mid to late this year.

Erik P. Rasmussen

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Great. Thanks for the color. And Bruce, good luck with the next 90 days.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you.

Operator
The next question will come from Richard Choe with JPMorgan. Please go ahead.

Richard Y. Choe

Q

Analyst
JPMorgan Securities LLC

Hi. Churn seems to be running very low. And you didn't change churn guidance. Is there something that you're
worried about going forward or are you just being conservative? And then, I have a follow-up.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Okay. Thanks, Richard. Yeah. We've said 5% to 7%. So the way it's been running for the first half of the year
feels like it's going to probably be in the lower end of the range. But we've pretty consistently ended up in that
range year-after-year. So we feel pretty good about probably the lower part of the range.
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Richard Y. Choe

Q

Analyst
JPMorgan Securities LLC

And then for Bruce, in terms of the business mix, signings were very strong. Are you worried that you're
skewing a little too much to the hyperscale or do you feel comfortable with that? And have you seen any
changes over the past few weeks in terms of the conversations or signings that you're seeing from your sales
team?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

I would say we like the diversification we have between enterprise and hyperscale. But again, the hyperscale
is very lumpy but love that it is good business. We're good at it. We have had great customer relationships.
So again, we're glad that that business is back from where it was in 2019.So I would say we're good. In terms
of conversations in the last two weeks, I think we've got to get away from saying what conversations in the last
two weeks or three weeks or the last day – in this business, again, as we said, it's a lumpy business and
conversations don't mean a lot until you really execute it and get a lease.And so, I guess for us, the most – the
thing we want people to focus on are signed leases, and we'll report them every quarter.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. And Richard, to add on to Bruce's comments, we've pretty consistently said that hyperscale now is at
around 50% of our revenue and that we see it growing to the 60% to 70% of total revenue range in the not-toodistant future just because of the size of those deals. The good news too on those deals is the risk-adjusted
returns are attractive. We know that the capital, we have line of sight to when to put out the capital because
some of these larger deals have a ramp. So, you can match the capital spend with the ramp.So, we love that
business, but again the enterprise business is still a great, very fine and very profitable business for us. And
so, we've always been pretty agnostic in selling to both hyperscale and enterprise, and that really hasn't
changed.

Richard Y. Choe

Q

Analyst
JPMorgan Securities LLC

The enterprise business in Europe seems great. I guess my one follow-up to that is when we talk about
hyperscale, I think we used to focus on the top five, and now it seems to have expanded. Are you seeing more
demand from the top 20 and it's not the top 5 or is it the top 5 that are driving the demand?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Well, eight of our...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

You see demand from everyone, right. I mean, this is – I mean, everyone is focused on it, it's not just the top
five.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. And 8 of our top 10 customers are in the hyperscale category. And then, if you expand into our top 20
customers, yeah, it's much larger than just five names.

Richard Y. Choe
Analyst
JPMorgan Securities LLC
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Q

Okay. So, you're seeing demand from a lot of places.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yes.

Richard Y. Choe

Q

Analyst
JPMorgan Securities LLC

Thank you.

Operator
And the next question will come from Nick Del Deo with MoffettNathanson. Please go ahead.

Michael Srour

Q

Analyst
Moody's Investors Service, Inc.

Hi. This is Michael Srour on for Nick. Thanks for taking my questions and congratulations, Bruce, on your
appointment, and Diane, congratulations on your upcoming retirement. Maybe the first one for Bruce, in light
of the $100 million increase you expect in CapEx this year, could you share some observations you might
have regarding your sales funnel, maybe anything notable in terms of overall size of the funnel, maybe the
average deal size, delays in timing and composition of the deployment type?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Michael, we're getting away from talking about the funnel. We're going to be – just talk about leases that we
end up getting done. But from our standpoint, the reason that CapEx is up is because of deals we've signed
here or have confidence signing. So we're spending more money. But Diane, can go into that in a little more
detail in terms of the amount.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. The CapEx spend is – the increase in our guidance is really directly related to – in the first half of the
year, we sold almost $100 million of annualized revenue. So, when we give our CapEx guidance, it's based
on projected cash spend in a given calendar year. And again, with the strong leasing we needed to raise
guidance to where we think we'll end up for the full year at this point.

Michael Srour

Q

Analyst
Moody's Investors Service, Inc.

Got it. Thanks. And maybe this one for Diane. To what degree did lower T&E expenses help EBITDA and
maybe to what degree those benefits may roll into the second half of the year?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

So obviously all that's captured in our in EBITDA guidance range, but there was – on an operating side, there
were heightened expenses due to COVID at the data center level, much more frequent cleaning and PPE and
other things. But to your point, those were pretty well offset by obviously significantly reduced T&E at the
corporate level, particularly for our sales team and our executives since everybody's pretty much working from
home. But it's pretty much a wash, I think, between the pluses and minuses.

Michael Srour
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Q

Analyst
Moody's Investors Service, Inc.

Got it. Thank you.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

You're welcome.

Operator
And the next question will come from Tim Long with Barclays. Please go ahead.

Brendan James Lynch

Q

Analyst
Barclays Capital, Inc.

Hi. Good morning. This is Brendan Lynch on for Tim. Congrats to both of you, Bruce and Diane. I wanted to
talk a little bit about GDS. I see that you're trimming your holdings there. But just bigger picture, Bruce, I
understand it's very early days but maybe you could talk about what other type of partnerships or joint
ventures, if any, that you would like to see longer term.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Hi. Well, I'd love to do about six more GDSes, if we can get something as profitable as that. That was a
fantastic investment that the team did and we had over time. But I would say that, to me, the beautiful thing
about joint ventures, if you can do something like what we did there or we've got a position or data of about
our position is between 10% and 15% or so, I would say we'd like that because we think we can add great
value with our partner in terms of given our relationships with the idea that hopefully over time, we can expand
that relationship and own more and be helpful to them as they – to grow.But again, in terms of joint ventures,
I've done a lot of joint ventures in my life. I think facts and circumstance for each deal, what you're trying to
accomplish in terms of – and what the pricing is in terms of what the returns that your partners are looking for,
but I think that there is – in this world, there is a lot of opportunity to do some joint ventures and we just got to
figure out where it makes sense for us to look at.

Brendan James Lynch

Q

Analyst
Barclays Capital, Inc.

Great. Thanks for the color.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you.

Operator
And the next question will come from Michael Rollins with Citi Investment Research. Please go ahead.

Michael I. Rollins

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hi. Good morning and congrats, Bruce; and Diane, for your retirement. Two questions, if I could. Just first on
just performance during the quarter. Can you share with us the cash renewal spread that the business
experienced?And then secondly, just more of a high-level question. As interest rates have moved lower, what
does that mean for the prospective returns on capital that you can get for your hyperscale product? And do the
rates have an influence on ultimately where you're able to lease out those assets over time? Thanks.
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Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Well, Michael, let me say...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

You take the first...

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah, I'll take the first and Bruce can address the second. But again, we capture any rent roll-down in our just
churn numbers. So, that's in the little over 1%. What we don't disclose and it's a positive is when we renew
leases, oftentimes there is an increase in the amount of space and power that a renewing customer takes, as
well as obviously then signs for a much longer lease term again. So, the total contract value in these is
typically a net positive. But there is on the margins, depending on the lease and how long ago the lease was
originally underwritten, there is some rent roll-down for sure. But again, net-net – I mean, that is completely
captured in our churn number, just any roll-down or non-renewals.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

And as to anything as it relates to the long-term interest rates, again, the 53 basis points, so it's unbelievable
how cheap things are. Again, rates have been low now for the last two, three, or four years. So it's not like it's
– and I don't think that impacts that much in terms of – on the spreads that you're getting or not. But again, it's
– who would have thought that rates would be this low, it's a sign that the economy's not so hot. But our
business has been...

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

But our business for us – yeah. And we're not getting...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

No, no, it's been fantastic for us.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Fantastic.

Diane M. Morefield
Chief Financial Officer & Executive Vice President
CyrusOne, Inc.
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A

And getting the investment grade last fall and refinancing all our debt, we saved over 200 basis points on our
interest. So between the very low rates and paying a much lower margin spread as an investment grade, that
is a huge plus for us, particularly when competing with private platforms or other data center REITs that may
not have as low a cost of capital.

Michael I. Rollins

Q

Analyst
Citigroup Global Markets Inc. (Broker)

And just as a follow-up...

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

And to Di's point, to Diane's point, when you think about it, in terms of is very, very difficult. And to us, having
our line of credit and to be able to build on our line of credit is a big, big advantage to Di's point.

Michael I. Rollins

Q

Analyst
Citigroup Global Markets Inc. (Broker)

And just following-up on that observation, so when you're going into the pricing conversation with the sales
team and the customer, are you generally targeting a certain for return or minimum that you're looking to
achieve or is it really just about the spread to how you look at your cost of capital, and that's what ultimately
defines pricing?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

I would say that, again, typically what we try and get is a certain return. I mean, that's what we're looking at,
return on our money in terms of – not just the spread here. Spread can come and go. We're looking for a total
return that makes sense for us...

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah, return on invested capital. Exactly.

Michael I. Rollins

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Thank you.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

You're welcome.

Operator
And the next question will come from Matthew Niknam with Deutsche Bank. Please go ahead.

Matthew Niknam
Analyst
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Q

Hey. Thank you for taking the question. First, maybe, Bruce, based on your initial observations, I'm curious just
to get your take on CyrusOne's competitive positioning in the industry and whether you think the company
needs more global scale to effectively compete against the two larger public peers in this space.And then, just
one follow-up, I know hyperscale conversations have been very robust and that demand tailwind has kicked
back in. I'm just wondering, you guys have been pretty good predictors in the past around the lumpiness in
cycle. Any sort of indicators around when these hyperscale customers? And I guess the broader vertical could
go back into a digestion phase later this year? Thanks.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

All right. So, in terms of – I'm going to defer for three months in terms of strategy, in terms of going other
places and talking about that versus we need to – again, what I said earlier, which I really believe very strongly,
I like our positioning being not the big gorillas. We've got great competitors in this space. They do a great job.
But I like being smaller. It gives us an opportunity to be a little bit more nimble and you don't have to do as
much to move the needle. So I like that.In terms of growth, we've been successful. I think Europe's been great
for us. And again, we've got to make sure we just focus on places that are – we can continue to grow and
grow profitably. But we'll have more to say on that later.In terms of your question is, the lumpiness in terms of
the hyperscalers, and my experience in most things is it's sort of an ebb and flow. People end up doing a lot
and then they need to step back a little bit and consolidate. So I wouldn't be surprised if things slowed down a
little bit in the next six to nine months, but who knows. Right now, it's – the growth has been very good but we'll
have to wait and see. But typically, what's happened in the past three or four years here, there have been big
years and then the slows down a little bit. With this COVID thing and this working from home and the demand,
I think this could last longer than you think before it pulls back. So we'll see.

Matthew Niknam

Q

Analyst

Thanks, Bruce.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thanks.

Operator
And the next question will come from Colby Synesael with Cowen & Company. Please go ahead.

Michael Elias

Q

Analyst
Cowen and Company LLC

Hi. This is Michael on for Colby. Two questions if I may. First, given the headlines surrounding the potential
ban of certain Chinese Internet applications in the US, how are you thinking about the risk factors to these
customers, particularly as it relates to new business?And second, there are some concerns surrounding the
potential slowdown in enterprise demand in the second half of the year. How would you characterize the
demand you're seeing from enterprise currently? Thank you.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, the second one, enterprise demand is good. We're – again, it's up in our quarter results, we're good, in
line with what we've been doing. So, we're not worried about that.In terms of the Chinese question, which is a
good one, I think that there is uncertainty. I think from our point of view it's trying to figure out how to de-risk that
in terms of making commitments, in terms of – in case something happens, so we get a little bit more security
and that sort of thing. So, just looking at that. But we'll see how this all – what happens over the next three
months, six months, nine months. But again, we always try and look at sort of – look at the risk and downside
and try to mitigate it to some extent.

Michael Elias
Analyst
Cowen and Company LLC
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Q

Perfect. Thank you.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you.

Operator
And the next question will come from Ari Klein with BMO Capital. Please go ahead.

Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

Thanks, and congrats again, Bruce and Diane. Can you maybe of what you're seeing in Europe versus the US
particularly as it relates to hyperscale? Certainly, a very strong leasing quarter in the US, but the US
hyperscale remains on the softer side. So, can you just elaborate on what's going on there and maybe if the
funnel looks any different than the recent leasing performance?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

I would say that, again, Europe, we love our position there. The team is doing a great job. And we've been
fortunate to find – to have good sites and expansion capacity. And again, it's all about execution. So, I think
that's been our success in Europe right now, is the – and we've been very, very pleased with that.Again, in the
US, as we talked about, Northern Virginia is probably the market that we've done – we haven't done as well
as our competitors because, again, it's really a function of pricing from our standpoint but then we didn't get as
much capacity as Di mentioned. But we'll see how that goes in terms of how can we – if the pricing continues
to be like that. But we've had great success in Europe and we look forward to continue to push that.

Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

Got it. And then just on the enterprise side of things, it sounds like things are holding steady. But can you talk a
little bit about new logo addition or whether or not that's slowed in this environment?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

No, I think we added three logos in the quarter. So that was good and again, that's a focus of ours and we
have a little incentive to our people if we could bring in a new logo and we've got a very diverse client base,
which we think is very important even though we are dominated by the hyperscalers.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah, and I think what's so great about our business, and we disclose that in the Supplemental Disclosure on
page 25 is this quarter, we did bring on three new logos and we're always pushing to bring on new customers
but 94% of our leasing in terms of the revenue booked was from existing customers. So what's key for us is
that we just continue to do new business and additional leases with our existing customer base, both
hyperscale and enterprise. But again, every quarter, we add new customers and that's a great baseline
because we know we'll grow those customers over time.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Yeah. And just to be clear, three new is three Fortune 1000, so 10 total. So that's in line in terms of total new
logos with what we've been adding.
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Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

All right. Appreciate that.

Operator
And the next question will come from David Guarino with Green Street Advisors. Please go ahead

David Guarino

Q

Analyst

Hey, guys. A question for you on guidance. With all the new leasing activity this quarter and most of the preleased development pipeline expected to deliver this year, can you just help me understand why this didn't
translate into an increase in your adjusted EBITDA guidance? Is it just a function of those data centers
delivering in December or is it more of a conservative...

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. I would say, yeah. The biggest piece is just timing of revenue recognition, that a lot of the leasing is
going to impact 2021 more significantly than this year. And then the other thing is that in my formal remarks I
walked through lease term fees and increased maintenance CapEx and some other items that are going to
impact the last two quarters versus the second quarter that had more one-time impacts that won't repeat in
terms of FFO per share.

David Guarino

Q

Analyst

Okay. That's helpful.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

And we settled – and again, we also, remember, settled the almost $100 million of forward equity right at the
end of the quarter, so those shares are now fully impacting the last half of the year.

David Guarino

Q

Analyst

Yeah. No, again, I was thinking more in the adjusted EBITDA, which wouldn't be impacted on that, but...

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Right. Correct.

David Guarino

Q

Analyst

...it sounds like...

Diane M. Morefield
Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Correct.
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A

David Guarino

Q

Analyst

... deliveries.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Correct. I think that's, yeah, more maintenance CapEx and some of the other things.

David Guarino

Q

Analyst

Okay. And then my second question is, so last week, your largest tenant announced that they're going to stop
relying on diesel-powered generators in the near future, and given that that's just a really costly component of
building data centers, I'm just wondering have you had any conversations with them about what that change
might look like in the future and how that could impact possibly renewal negotiations with them?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah. Obviously we're aware of that and saw the articles, and our sales people will be speaking with that
particular customer about that to determine what their goals are in that area. But it's really too early to
comment on that particular topic right now. But we should have more visibility by the next earnings call.

David Guarino

Q

Analyst

Great. Thank you.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

You're welcome.

Operator
And the next question will come from Eric Luebchow with Wells Fargo. Please go ahead.

Eric Luebchow

Q

Analyst
Wells Fargo Securities LLC

Great. Thanks for squeezing me in. And Bruce, welcome to the party. And Diane, best of luck with retirement.
So Bruce, just a broader question, you touched on this a bit earlier, but your thoughts on kind of capital
allocation as you look at the business and I appreciate that you just started and are looking for a new
permanent CFO. But historically, Cyrus has tapped the equity markets with some frequency and kind of shied
away from capital recycling or JVs as a funding source. So, is that something that you think you'll take a closer
look at given the demand you see in the funnel, whether it's asset divestitures or kind of joint ventures with
stabilized assets? Thanks.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Eric, we're going to look at everything. I mean, again, in terms of just trying to understand what the best way to
grow the business is. So, I would say that over the next period of time, we're going to come to a point of view
on things. And as I said, I've done a lot of ventures in my life, but it's all a question of price. So, we will look at
capital allocation, it's a very important part of the job of senior management. And we'll have more to say to that
as we go in the next call and going forward.
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Eric Luebchow

Q

Analyst
Wells Fargo Securities LLC

Okay. Thank you.

Operator
And the next question will come from Sami Badri with Credit Suisse. Please go ahead.

Sami Badri

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hi. Thank you for the question and squeezing me in. I had a question regarding your pre-leased numbers and
on an earlier slide, you reported that about 80% of the development pipeline is pre-leased, and that's
obviously a very good metric. However, we all kind of acknowledge the path and the trajectory of the industry,
as well as high growth and oftentimes data center operators engaged in elevated levels of speculative
construction, properties coming on that is not pre-leased. Just want to get your take on how you plan on
running CyrusOne? Are you going to engage more in speculative construction? Are you going to operate
more on a pre-leased basis? Just so we can kind of get an understanding of like your go-to-market approach
in the industry.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Well, again, I would say it's always nice to have something pre-leased, that you can deal with that. The
problem – the negative with that is it can take a long time. The nice thing about having some inventory ready
to operate is usually when the client wants something they want it now. And if we have the shell built out and
we're ready to go, it takes us eight weeks, six to eight weeks to get operational and they've got to order their
equipment, too. So it's important to have inventory. So I am sort of a mix on that in terms of larger deals that
you might have some pre-leasing but in certain cases if a particular market is good, we will have – we will go
and invest some money because we believe that market. It's all a function of how strong you think the market
is, the supply and demand in that market.Di, you want to add anything?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Yeah, so really, what we consider "speculative" is we build a shell but don't build out any data halls. But we
need the shell to be able to build out to data halls quickly. So what's on the development table right now is any
data halls that we are building out, and 80% of that is pre-leased. So that's exactly where we want to be to be
able to react quickly to customers, because if we don't have a shell in a key market you're talking more like six
to nine months before we could actually build the shell in any kind of data hall capacity.So it's a balance, but –
and as we even mentioned there was a period in NoVa that we probably didn't have enough shell capacity to
potentially react to some bigger deals. So, now we really have shell pretty much in all of our major markets, the
top markets and of course Santa Clara we hope to start coming out of the ground – we don't have the permit
yet, but that should start coming out of the ground in the fall to give us capacity towards the end of 2021 and
into early 2022.

Sami Badri

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Got it. Thank you for that color. And then Diane, you commented on the 22.5 megawatt signing that you guys
got into the quarter. I just want to clarify, was that in the signing? And then, is this a – this type of deal, is this
going to be more common to see as we see big megawatt signings in the quarter and then 4.5 megawatt,
take down the commencements per year followed on, is this kind of like a European dynamic versus US
dynamic based on like the type...

Diane M. Morefield
Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Well, that...
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A

Sami Badri

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

...of deal?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

That's the only deal we have like that. I would say what's more common is when a – even when they're large
megawatt deals, say 18 megawatts or 9 megawatts or something in that range, there's typically some kind of
ramp, but much shorter, maybe a ramp over 6 or 12 months max.So that multiyear ramp, that's the only deal
we have in our portfolio that's that elongated. So, I'm not sure that's a real trend, it's more of a unique
transaction.

Sami Badri

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Got it. Okay. Thank you very much.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

You're welcome.

Operator
And the next question will come from Nate Crossett with Berenberg. Please go ahead.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Thanks for fitting me in, guys. I appreciate the comments on waiting before kind of giving more strategy color.
But I was just curious to know if your largest customers are asking you guys to potentially enter new markets.
And what kind of – what's going to kind of guide your decision as to expand more globally or not?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Say that again? I'm not sure I heard the last part of the question.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Just what's going to kind of guide your decision as to whether to be more global than you already are now or
not?

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

I think again it's a question of your customers, where they want to go, and what sort of commitment they want
to make with you in terms of – to go there. But that's a big factor in terms of – again, there are certain things
we look at in terms of to try and make sure we can handle their needs. But these conversations are ongoing
and there is a big growth internationally. So, the issue is how to focus because, again, what I've found in life is
you've got to focus on something that can have impact. And we're having conversations with our customers on
this and we'll see where they lead going forward. But there's definitely a good demand for new markets both
internationally across the globe.
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Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Okay. That's helpful. And then maybe just a follow-up on the China question that someone asked earlier. Was
there any leasing in the quarter from Chinese-based firms?

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

No, not really.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

No.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Okay. That's it for me. Thanks, guys.

Diane M. Morefield

A

Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

You're welcome.

Bruce W. Duncan

A

President, Chief Executive Officer & Director
CyrusOne, Inc.

Great. Thanks.

Operator
This will conclude our question-and-answer session. I would now like to turn it over to management for any
closing remarks.

Bruce W. Duncan
President, Chief Executive Officer & Director
CyrusOne, Inc.

Thank you, Sean, and thank you, everyone, for joining the call. We appreciate it. We appreciate your interest
in CyrusOne. And please reach out to Diane, Michael, or myself, and we look forward to next week to meet a
lot of you by video and we look forward to it. So thank you very much.

Diane M. Morefield
Chief Financial Officer & Executive Vice President
CyrusOne, Inc.

Thank you.

Operator
The conference has now concluded. Thank you for attending today's presentation, and you may now
disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
[Abrupt Start]

Operator
...will be given to you at that time. And as a reminder, today's conference call is being recorded. I would now
like to turn the conference over to Mr. Jeff Harkins. Please go ahead.

Jeff Harkins
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Vice President-Investor Relations & Strategic Planning
Sally Beauty Holdings, Inc.

Thank you. Good morning, everyone, and welcome to the Sally Beauty Holdings third quarter earnings
conference call. Before we begin, I want to remind everyone that we have made the presentation available for
today's call that can be viewed from the link provided on our investor site at
sallybeautyholdings.com/investorrelations. In addition, given the impact of COVID-19 and consistent with our
recent disclosures, we will be providing limited supplemental disclosure for some operating and financial
metrics for the month of April, May and June within the quarter. I would also like to remind you that certain
comments, including matters such as forecast and financial information, contractor business and trend
information, made during this call may contain forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933 as amended and Section 21E of the Securities Exchange Act of 1934, as
amended. Many of these forward-looking statements can be identified by the use of words such as believe,
project, expect, can, may, estimate, should, plan, target, intend, could, will, would, anticipate, potential,
confident, optimistic and similar words or phrases. These statements are subject to a number of factors that
could cause actual results to differ materially from expectations. Those factors are described in Sally Beauty
Holdings filings with the Securities and Exchange Commission, including its most recent Annual Report on
Form 10-K. The company does not undertake any obligation to publicly update or revise its forward-looking
statements. The company has provided a detailed explanation and reconciliations of its adjusting items and
non-GAAP financial measures in its earnings press release and on its website. With me on the call today are
Chris Brickman, President and Chief Executive Officer; Aaron Alt, President of Sally Beauty Supply and Chief
Financial Officer; and Marlo Cormier, Senior Vice President of Finance and Chief Accounting Officer. Chris
will start by offering thoughts on our third quarter as well as why Sally Beauty Holdings is uniquely positioned
to take advantage of consumer trends, respond with agility to the COVID environment and generate cash.
Aaron will then discuss our third quarter consolidated and segment financial results, touch on our liquidity and
provide some perspective on our fourth quarter. Finally, Chris, Marlo, Aaron and I will be available for your
questions. Now, I'd like to turn the call over to Chris.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.
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Thank you, Jeff, and good morning, everyone. What an incredible couple of months it has been. On our last
earnings call, we spent time highlighting our aggressive response to the COVID-19 pandemic, the successes
earlier in the second quarter on our transformation initiatives and the positive comps our business
experienced prior to the onset of COVID. During that May call, we also highlighted our views on changes to
consumer behavior, the recession-resistant nature of our categories in our company, and our aggressive
efforts to reduce cash burn and to tap additional sources of liquidity. Since our last earnings call, we have
provided a number of COVID-related updates on all of these topics, and each month, the consistent message
has been one of agility, resiliency and decisive action as we continue to grow cash on the balance sheet and
maintain liquidity while quickly getting our store fleet up and running, bringing our team back from furlough and
pushing ahead with our fast pivot to the future in our digital business. Progress continues, but I think our team
can be quite proud of their efforts in the quarter. In the face of everything COVID can throw at us, we got a lot
done . Here are some of the key highlights I want to emphasize for you about the third quarter. We brought
down the entire store fleet and then brought it back up again so that as of today we are now operating
everywhere, except a handful of stores in international territories. We pivoted rapidly to e-commerce by rolling
out ship-from-store and same-day delivery. We quickly set up contactless curbside pickup at many of our
stores as COVID forced us to shut down customer-facing operations. We saw significant growth in digital
over last year, even as our store sales were surging as we reopened. As the quarter progressed, we saw
strong demand. While the overall quarter will show a decline in sales due to COVID and the shutdown, as the
network has opened up, sales have been coming back strong. Both Sally Beauty and Beauty Systems Group
had positive same-store sales in June even with parts of the network closed at the start of the month. Beauty
Systems Group had its highest monthly sales ever with revenue of $155 million in June as stylists and salons
refilled their supplies in response to strong customer demand. We exercised incredible discipline relative to
both cost and cash control. We aggressively managed our working capital, including inventory dropping to a
six-year low during the quarter. We reset our inventory open-to-buy process and cleared out an overhang of
inventory and componentry in Europe and the United States. We grew our balance sheet cash to $839 million.
We executed a restructuring in the United States, which prioritizes our digital future and capability builds,
consistent with the outlines of our Transformation Plan. And we did all of that while much of our staff was on
furlough, allowing us to regain sales momentum fast and bring back most of our team by mid-June. I would
also like to highlight some observations about our consumers. We have seen data, which suggests that
consumer sentiment was increasing until the middle of June, largely in line with states reopening and the hope
that the country had beaten COVID. But sentiment then leveled off and retreated late in the quarter as COVID
fears re-emerged in new parts of the country. In contrast, we also saw consumers change their purchase
patterns. While spending early in the quarter was quite depressed as consumers were addressing sudden
unemployment and the uncertainty of COVID, over the quarter, we increasingly saw our consumers less
cautious of spending even in the face of high unemployment and fears of recession. While impossible to
quantify with certainty, we believe this increased spending was driven by three things. First, the historical
experience in our categories, the consumers will cut other expenses before they stop investing in their
appearance. They want to feel good about themselves. Second, the fact that our consumers may have some
surplus discretionary spending because they are spending less elsewhere on things like restaurants,
entertainment or travel or because they received stimulus payments. Lastly, some of you may have seen thirdparty data, like we did, suggesting that the beauty consumer is trailing consumers in other categories like
housewares, auto parts and toys. We have not seen that materialize in our own demand and believe it is due
to the categories within beauty where we lead. Hair color is fundamentally different from cosmetics. There is
no escaping that we are operating in a world of uncertainty. Investors are seeking assurances from
companies that keep – from companies that see fundamentals are in place to drive performance going
forward. This is particularly true in retail and even more so in specialty retail. I recently heard a well-known
investment manager comment publicly that, in his mind, companies that deserve investors' attention in this
market have three things in common. They can take advantage of consumer trends initiated by COVID and
changing consumer needs, they have proven they can operate effectively in an environment impacted by
COVID and they have strong cash flow and cash on the balance sheet. Sally Beauty Holdings hits all three of
these characteristics. So I'm going to structure my remarks accordingly. Let's talk about the investment
managers' prioritization of companies that can take advantage of consumer trends initiated by COVID and
changing consumer behaviors. We are seeing several trends for which our business is uniquely positioned to
respond. First, do it yourself, whether in home improvement or hair color, consumers have responded to the
fear of COVID by spending more of their time at home taking on tasks that they previously would have paid
others to do for them, such as coloring their hair or doing their nails. Our Sally Beauty retail business is
perfectly aligned with this trend. Sally is the industry-leader in professional color for home use. Our customers
can find all of the needed solutions or products either online or in our stores. Additionally, they can find how to
content on our digital sites, starting with Hair Color 101 all the way through more complex application
techniques. Alternatively, a consumer can talk to a Sally associate at a store who has been trained in hair
color. We have the right products and the right expertise to respond to the consumer DIY trend. Second, there
is a consumer trend around creative expert experimentation, which is driven by customers with time on their
hands as they social distance, deal with boredom or revel in the escape from normal workplace appearance
expectations. With more of our customers working from home or learning online, there is an opportunity to
express themselves in how they look, which previously may have been constrained. The result of this is strong
interest in creative categories like vivid colors and nails. Since the start of COVID, we have seen increased
interest in vivid colors in our Sally retail business in the US and Canada. The category actually grew 22% in
the quarter compared to the prior year despite stores not being open for the entire period. Vivid colors now
represent 27% of the total color category compared to 20% in the prior year. During the quarter, we also
observed that many consumers desperately wanted to get back to their stylist once restrictions were lifted,
and our Beauty Systems Group business was ready to provide the needed products for our stylists and
salons. We see signs that we have been more nimble than some of our competitors in getting back up and
running. And with BSG delivering its strongest month ever in June, we believe that we have gained share by
better serving the professional during this difficult period. The second criteria called out by the fund manager
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better serving the professional during this difficult period. The second criteria called out by the fund manager
was companies that have proven they can operate effectively in an environment that will continue to be
impacted by COVID. We believe that the agility with which we have moved in the last three months makes a
strong case that we are that type of company. We've been successful in launching new assortments to allow
our retail customers to protect themselves and to allow our professional customers to protect both themselves
and their clients. Whether it was hand sanitizer, barbicide, gloves, masks or kits, Sally Beauty and Beauty
Systems Group were in-stock with these items before the crisis hit and quickly moved to bring additional
assortment and inventory into our network. It was not by accident that during the crisis, we're identified in the
national media as one of the few places that consumers could find hand sanitizer. While the supply and
demand curve has normalized in connection with sanitizers and masks, we believe that personal protection
will continue to be a customer need, particularly in salons and we will continue to support it in our assortment.
In addition, we rapidly changed our service model during the COVID crisis to provide our customers with
more choice on how they interact with us and more access to our inventory chain line. We have continued to
iterate on the changes to our service model and believe that they will serve us well as consumer preferences
change and as we see outbreaks of COVID across the country. We started this journey by putting safety first.
Our team members are required to wear masks and gloves and we are actively monitoring for compliance.
We have installed the plexiglass screens at the counters, created social distancing operating procedures and
our stores are regularly cleaned. We took similar steps with our distribution centers, while increasing capacity.
We also offer flexibility. We created curbside for our customers and have recently re-energized that offering in
areas seeing COVID increases. We rolled out same-day delivery at Beauty Systems Group to address the
needs of busy stylist. We rolled out ship-from-store at Sally Beauty to increase the inventory that was available
to our retail consumers. We have spent time optimizing both efforts and growing our capabilities and expect
to continue to add services. And in contrast, it is also the case that we are able to operate in the COVID
environment because of what we are not. We are not a mall-based retailer. Very few of our stores are
attached to a mall complex and most of our small footprint stores are located in strip malls or in developments
with big-box retailers like Walmart or Target or other large food retailers that stayed open during the crisis.
This means that we are not dependent upon foot traffic at department stores or apparel outlets for our
business. It also means that we do not have to rely on others to create a safe environment for our customers.
Finally, let's talk about Sally Beauty Holdings as a company with strong cash flow and cash on the balance
sheet. In our last earnings call, we updated the investment committee on our successful efforts to increase
liquidity, including increasing the size of our revolver and issuing a $300 million bond. We also commented on
our aggressive efforts to manage cash. As you can see from today's earnings announcement, we delivered
strong positive free cash flow for the quarter of $180 million. This was by design. We also continued to
increase cash on our balance sheet. With our quarterly books now closed, we can report that we now have
$839 million of cash on the balance sheet as of the end of the third quarter. At the start of the crisis, we shifted
our management focus from profit to cash and that has worked well for us. Our success in generating cash
was driven by several key tactics we deployed in response to a changing environment, removing unnecessary
promotions, limiting advertising, adeptly managing working capital and delivering against key initiatives such
as negotiating rent abatements from landlords. This is all work that the team will continue as we carry forward,
but I want to emphasize that our company is in an excellent liquidity position. In closing, let me offer a few final
thoughts on why we believe Sally Beauty Holdings has a great opportunity to do well, as the world manages
through the ongoing pandemic and the associated economic downturn. To begin with, our categories are in
high demand and our customer will sacrifice other things before she sacrifices her hair and beauty regime.
Our business has been relatively recession-proof, and we have built a built-in hedge between Sally Beauty
and Beauty Systems Group. As DIY moves to the forefront, Sally may benefit over Beauty Systems Group, but
we see opportunities within BSG as well with PPE growth and the potential failure or downsizing of smaller
distributors. We do not face the overhang of mall stores and the fear that consumers may have of mall crowds
going forward. In addition, our store footprints are relatively small and social distancing is relatively easy to
enforce. We are building strong digital platforms at an accelerated pace. And let me be clear that we will
continue to prioritize investments in our digital platform and new delivery service models in order to better
serve our customers and drive growth in a disrupted environment. Finally, our team is aggressively pursuing
our transformation while leveraging the impact of what we have done with the restart of our continent spanning
store networks with an emphasis on safety for our customers and for our team. This all means that we are
well-positioned to serve our customers, strengthen our leadership position in professional color, and grow our
business despite the continuing impact of COVID in coming quarters. Now, I will turn it over to Aaron to
discuss our financials and our liquidity in more detail.

Aaron E. Alt
Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.
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Thank you, Chris. Good morning. I would like to start my comment by thanking the Sally Beauty, CosmoProf
and ProDuo associates in our stores around the world. Their hard work and creativity in the face of the COVID
challenge was and continues to be frankly incredible. I'm going to spend my time today providing some
context on the complexity or the puts and takes that are contained within our quarterly numbers. Let's start with
revenues. Consolidated revenue was $705 million for the quarter, down 27.7% to the prior year. Consolidated
same-store sales for the quarter were down 26.6%. Our primary revenue decrease for the quarter, of course,
was driven by the shutdown of customer-facing operations due to COVID, with the shutdown impacting all of
April, May and June. We did lose one entire selling day in our largest business, the Sally US retail business,
as a result of a one day total network shutdown surrounding the civil protests for racial justice. We estimate
this cost us $5 million in sales for the quarter. We also operated 27 fewer stores during the quarter, given that
we had put a stop to store remodels, relocations and new store openings due to COVID. Finally, we saw an
unfavorable impact from foreign currency translation of approximately 30 basis points on reported sales. In
contrast, on the positive side of the equation, our global e-commerce business showed strong growth. For the
third quarter, e-commerce sales were $137 million, representing a growth of 278% as compared to the prior
year. This growth was enabled by three things. Our quick pivot to digital options for our customers, a
noticeable channel shift between sores and e-commerce early in the quarter, and a large group of new
customers in our online retail channel, with almost 50% of the total e-commerce customers being new to us as
measured by an e-mail address that we had not previously transacted with. As our stores reopened, our ecommerce business tapered a bit, but still showed strong growth versus the prior year with e-commerce
growth for April, May and June coming in at 353%, 317% and 115%, respectively. We also saw strong
consumer demand in our stores as they reopened. The disruption from COVID had a bigger impact on the
first two months of the quarter. But as our store networks started to reopen, we saw outsized improvement,
evidenced by same-store sales being down 72% in April, down 90% in May, but up almost 11% in June. The
US and Canadian business opened stores faster than the other businesses followed by Beauty Systems
Group, then Europe and our Latin American business, which still has a few stores closed. However, as June
progressed, we saw significant pent-up demand and opportunity from competitor disruption, particularly within
Beauty Systems Group. BSG, a business for which you have to have a professional license registered with
us, saw almost 38,000 new customers walk into our stores during the quarter, particularly in June. Now, the
strong demand I am referencing, even with the new customers, was driven by higher overall ticket, which itself
was a result of higher units per ticket and higher average unit retail, notwithstanding clearance efforts, offset in
part by lower traffic, or in the case of BSG, lower transaction count, which has not yet fully recovered in stores
as consumers react to COVID-19. However, while store traffic has not yet recovered to pre-COVID levels, our
data suggests that our traffic has recovered at a much faster pace and to a much higher level than other nongrocery and non-mass retailers, whose traffic is measured by the same system. So as I said at the start of the
discussion, it was a complex quarter with multiple moving pieces impacting sales, but we are quite pleased
with the agility with which our teams responded, and in particular, with June and July as a sign of potential
things to come. Let's turn now to gross margin, which is also a complicated picture for the quarter.
Consolidated gross margin for the quarter was 45.6%, which represented a 390 basis point decrease as
compared to the prior year, which landed at 49.5%. The changes to the gross margin result from the interplay
of eight factors; four of which are positive and four of which are negative. On the positive side of the house,
the combination of base price and fewer promotions drove gross margin up by more than 500 basis points.
This increase was a result of a relatively stable base price points across categories combined with positive
mix shift towards higher margin categories like hair color and PP&E in the quarter as well as vastly reduced
promotions across our businesses. We also saw some slight P&L geography benefit to gross margin,
resulting from our business over-indexing on e-commerce during the quarter. However, because we were not
promoting heavily and we were buying less inventory, we also recognized less vendor income and gross
margin, which offset about half of the increase I just called out, leaving our gross margin before clearance
actions hovering around 52.4%, still a very respectable increase over last year. Somewhat uniquely for the
third quarter, we also had three different types of clearance actions, which impacted our results. First in the
absence of other promotions and in of our intentional inventory reduction efforts to maximize cash and reset
our inventory position, we ran aggressive clearance sales within our Beauty Systems Group and Sally Beauty
US and Canada network. These clearance efforts on goods, which sold through during the quarter, impacted
gross margin by 280 basis points. Had we stopped there, our gross margin would have been roughly
equivalent to last year. However, our teams elected to take what I'm referring to as more aggressive clearance
actions. We rolled off and destroyed aged inventory in Europe and recognized a loss on private label product
componentry at key suppliers for our retail businesses as part of executing transitions to lower cost suppliers
in our own brand portfolio. In addition, after driving our inventory down over the course of the quarter and
running those percentage off clearance sales I referenced earlier, we still had a pool of inventory, largely in
retail stores, that had not sold. Rather than hold that inventory for further percentage off-clearance actions in
the future, our merchandising teams took further more aggressive clearance actions and marked that
inventory down permanently in our systems. As a result, we incurred a cost loss accounting charge on that
inventory even though it has not yet sold. This effort is all part of our merchandising transformation, including
resetting the inventory baseline and reestablishing key retail fundamentals such as a robust open-to-buy
process and having a defined cadence and depth of discount on clearance inventory so that we have our exit
plan in place for unproductive items before we make the inventory purchases from vendors. The combination
of the inventory restructuring write-off and the cost loss write-off equated to a 390 basis point reduction in
gross margin, putting us at the reported 45.6% for the quarter. While the final gross margin for the quarter is
below historical levels, I want to emphasize that these actions in the third quarter were the right thing o do for
the business and set us up for better execution delivery and the gross margin line going forward. Because we
took these actions in Q3, our Chief Merchant, Pam Kohn, does not anticipate the need for further more
aggressive clearance activity in the fourth quarter. Selling, general and administration (sic) [administrative]
expenses were a good news story for us. SG&A decreased by $45.6 million or 12.7% versus the prior year,
primary driven by aggressive cost controls that were slightly offset by $8.8 million of COVID-19-related
personnel expenses as part of the company's furloughs early in the quarter. As a percentage of sales, SG&A
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personnel expenses as part of the company's furloughs early in the quarter. As a percentage of sales, SG&A
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personnel expenses as part of the company's furloughs early in the quarter. As a percentage of sales, SG&A
was 44.6% compared to 36.9% in prior year due entirely to the deleveraging impact from lost sales and the
higher personnel expenses related to the company's furloughs. GAAP operating earnings and operating
margin in the third quarter were $1.4 million and 0.2%, respectively, compared to $120.1 million and 12.3%,
respectively, in the prior year. After excluding charges related to the company's COVID-19 furlough expenses
and restructuring charges for transformation efforts in both years, adjusted operating earnings and adjusted
operating margin were $16 million and 2.3%, respectively, compared to $122 million and 12.5%, respectively
in the prior year. GAAP diluted earnings per share in the third quarter were a loss of $0.21 as compared to a
profit of $0.59 in the prior year, largely due to lost sales from a shutdown of public-facing operation in the
stores across the globe and the aggressive inventory clearance actions impacting gross margin. I should note
that the non-cash inventory write-offs itself was the equivalent of approximately $0.17 of EPS. These
headwinds were partially offset by aggressive cost-cutting and SG&A and lower income tax expense.
Adjusted diluted earnings per share were a loss of $0.11 in the third quarter compared to a profit of $0.60 in
the prior year. In the third quarter, the company had a net loss of $23.5 million compared to net earnings of
$71.2 million in the prior year. Adjusted EBITDA was $73.3 million in the quarter compared to $151 million in
the prior year. Consistent with prior reporting, adjusted EBITDA included add backs for charges related to
share-based compensation, restructuring costs and COVID-19 expenses related to furloughs. In addition, this
quarter included add backs for the non-cash write-down of inventory of $27.1 million and a modest
impairment charge not included in restructuring of $0.9 million. Let's turn to segment performance. The global
Sally Beauty segment generated revenue of $415.5 million in the quarter, a decrease of 27.7% compared to
the prior year, driven primarily by the decline in same-store sales from the impact of COVID-19 14 fewer
stores and an unfavorable foreign exchange impact of approximately 40 basis points. Segment same-store
sales decreased by 25.9% for the full quarter. However, similar to our consolidated same-store sales, as our
store network reopened, we saw a sequential improvements over the quarter with same-store sales down
67.3% in April, down 16.1% in May, but up almost 5% in June, driven by the US and Canadian business,
which delivered same-store sales of up 10.2% in June. Our Sally US and Canadian e-commerce business
experienced tremendous growth, as the store networks shut down and remained strong despite stores
reopening later in the quarter. As we mentioned earlier, part of the growth was driven by new customers
finding Sally Beauty for the first time. Sally US and Canada delivered e-commerce revenue growth of 555%
for the entire third quarter, with growth rates for April, May and June of 872%, 585% and 200%, respectively.
Gross margin for the accounting segment was 48.7% in the quarter, down 710 basis points compared to the
prior year, driven by the positive and negative factors I described earlier. Segment operating earnings were
$3.1 million in the quarter, a decrease of 96.8% compared to the prior year, driven primarily by lost sales from
the impact of COVID-19 and the declining gross margin related to the cleanup and clearance of inventory, but
partially offset by lower SG&A expenses from aggressive cost controls. Segment operating margin declined
to 0.7% compared to 16.7% in the prior year. Now, Beauty Systems Group, net sales for the segment were
$289.8 million in the quarter, a decrease of 27.6% compared to the prior year, driven primarily by the impact
of COVID-19 and same-store sales and our full service business, 13 fewer stores and an unfavorable impact
from foreign currency translation of approximately 20 basis points. Segment same-store sales decreased by
27.9% for the full third quarter. Similar to the Sally segment, as our BSG stores started to reopen throughout
the quarter, we saw sequential improvement as same-store sales were down 81.5% in April, down 25.4% in
May, but up 23.1% in June due to strong demand from stylists and salons in the pro channel. Additionally,
BSG's e-commerce platform grew by 158% for the third quarter, driven by strong and consistent demand
throughout the quarter. BSG's gross margin was 41.2% in the quarter, an increase of 90 basis points
compared to the prior year. With the combination of both dramatically fewer promotions and the positive P&L
geography resulting from customer channel shift from stores to full service to our e-com business, which were
only partially offset by the clearance activities that I described earlier. Segment operating earnings for BSG
were $40.1 million, a decrease of 34.9% versus the prior year, driven primarily by lost sales from the impact of
COVID-19, partially offset by higher gross margin and a decrease in SG&A expenses related to the
aggressive cost control implemented as we pivoted to a focus on cash and liquidity. Segment operating
margin declined by 160 basis points to 13.8%. Now, I'd like to comment on cash and liquidity. During the third
quarter, the company generated a whopping $198 million of cash flow from operations, an increase of 112%
versus the prior year. Payments for capital expenditures in the quarter totaled $18 million, reflecting the fact
that while we had initially dialed back capital spending for the quarter, we quickly realized that we could both
manage the impact of COVID, grow cash and continue to invest against business transformation. This
allowed us to complete the rollout of our point-of-sale system to all Sally and Beauty Systems Group stores in
the US and Canada, continue our investments in our e-commerce platforms, restart our JDA in North Texas
distribution center efforts and do the work to launch our private label credit card program at both BSG and
Sally, which is now in test market. Free cash flow was $180 million in the quarter, which was up 146% as
compared to the prior year. The company did not retire any debt or repurchased any shares during the
quarter. At the end of the third quarter, the outstanding balance on our recently upsized $600 million revolver
was $375.5 million and included a separate FILO loan fully funded at $20 million. As previously disclosed, we
did execute a $300 million senior secured note offering back in April and received proceeds of approximately
$295 million, none of which has been spent. So what I want you to take away from this is the company has
significant liquidity. We've not fully drawn our upsized revolver. We've not spent the proceeds of the April
secured notes sale. We have aggressively managed cash spend and generation within the business. We
have proven that we can dramatically reduce cash burn when necessary. All in all, we are in a good place for
liquidity. The company's leverage ratio was 4.81 times at the end of the quarter. Of course, we also had $839
million in cash on the balance sheet. With the uncertainty still surrounding COVID, especially with trends in
California, Texas and Florida, we are sticking with our position of not providing full year fiscal 2020 guidance
at this time. However, I will offer you some forward looking perspective on Q4 that may be helpful as you think
about our business. We will continue to focus on safety for both our teams and our customers and are tracking
developments in mass retail. Demand was strong in June and has been strong in July. We anticipate midsingle-digit positive same-store sale comps for Beauty Systems Group, Sally Beauty US and Canada and
Sally Europe for July, the first month of our fourth quarter. This is the result of all the factors that Chris
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Sally Europe for July, the first month of our fourth quarter. This is the result of all the factors that Chris
highlighted earlier. Of course, we cannot predict how demand will play out in August and September, but
believe that we have created the right options to serve the customer needs and that we may benefit from shifts
between our businesses depending on circumstances. I should note that absent a significant change in
COVID situation, we will not be providing separate July, August or September updates and we'll next report in
early November with our full quarterly results. During the fourth quarter, we anticipate that gross margin will be
at least in line, if not exceeding, historical levels as the business benefit from its much more modest
promotional structure versus prior year. Cash and liquidity will continue to be a strong focus across our global
operations. While we are investing in inventory to catch up with the strong sales we experienced in June and
the demand in July, maximizing cash remains at the top of our priority list and we will continue to carefully
monitor our investments to maintain our flexibility and our strong cash position. While we hope to avoid store
shutdowns at the state or local level due to COVID, we have proven that we have the agility to act rapidly and
create cross-channel options for consumers. To this end, we will benefit from our continued refinements and
investments in our new service models and digital capabilities, including curbside pickup, ship-from-store at
Sally and same-day delivery at BSG. We expect to see continued digital growth at moderated levels as we
have our store fleet entirely open and as our consumers respond to a new COVID normal. We have
completed the first phase of our detailed store fleet analysis with IntelliTicks . While the results confirm our
hypothesis that our fleet is a strategic asset and that we have the opportunity to drive profitable sales growth
by adding to the fleet in conjunction with digital growth, the results also confirmed our internal analysis that we
have a number of lower return stores to close and we will act on approximately 50 of those stores during Q4,
including 23 of our 29 clearance stores, which has served their purpose. And we will continue to invest in our
ongoing transformation plan. Notably, we are quickly approaching issuing the first purchase orders for
inventory for our new North Texas facility and expect to take receipts and start servicing a limited number of
customers by the end of our fourth quarter. Finally, let me address capital allocation. As I have just alluded to,
we will continue to invest against our business. With respect to our large cash balance, for the foreseeable
future, we intend to hold cash on the balance sheet. As we see how COVID-19 plays out at the end of this
calendar year, we will further consider our options. So for the moment, expect us to see us full cash and to see
the increased interest expense that comes with it. Thank you for your time this morning. Now, I'd like to turn the
call back over to the operator for Chris and I to take your questions.

QUESTION AND ANSWER SECTION
Operator
Thank you. And our first question will come from the line of Rupesh Parikh with Oppenheimer, and your line is
open.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Good morning. Thanks for taking my question and congrats on managing through the pandemic so far. I
guess, first, just on the gross margin line. So Aaron, that's helpful, the color you gave for Q4. But I was just
hoping you can provide more clarity in terms of the puts and takes you see in Q4 and I'm really interested on
the e-commerce side? For other retailers, e-commerce have been a negative to gross margins, but I think you
guys actually called it a favorable impact. So I'd love to just understand the dynamics with e-commerce as
well.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

I think your question is, how are we thinking about gross margin for Q4. If I

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

That's correct.

Aaron E. Alt
Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.
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A

And in particular, on ecommerce. And what I can tell you is this, we are benefiting from all of the actions that
we took in Q3. As we carry into Q4, our promotional environment isn't changing dramatically and that we are,
in contrast to prior years, running much far fewer promotions than we have historically and the consumer has
still been showing up to buy. And so we've learned from that. And that's true across both the e-com business
and the store platform. We're also benefiting from the actions that we took in Q3. And as you heard me allude
to in the comment – in my comments, our merchandising teams do not expect further more aggressive
clearance action in Q4 the way we did in Q3, in part, because we took the action in one fell swoop in Q3. So
we are feeling pretty good about our gross margin opportunity in Q4. And I guess I would add as well, you also
heard me allude to the fact that we are buying into inventory, being very careful about, but buying into it, and as
we buy into it as well, that will offset some of the diminishing gross margin we saw around vendor allowances
and vendor income.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Okay. And then just on e-commerce, I think you mentioned that's been positive for gross margins. If you can
explain, why? I guess, for other retailers, gross margins related to e-commerce have been negative –
negative impact. I was just wondering if you can provide some more color there.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

I guess a couple of thoughts, right. As we look at the business, setting aside shipping costs for a second,
right, if you set that aside, our pricing tends to be consistent across those stores and e-com, a vast majority of
items, and the P&L is burdened by some additional marketing, which hits SG&A. It's burdened by some
additional distribution costs as well. But the only real difference for us is the cost of shipping. And given during
the quarter, what we did around minimum free shipping thresholds and our efforts to get the goods to the
consumer as fast as possible, while we saw some higher costs and higher variable cost in SG&A tied to that
shipping costs, it didn't hit gross margin and we – and just given how our P&L structure, we don't expect it to
hit gross margin in Q4. If anything, it's a modest positive to gross margin, because with the way our accounts
are set up, we take some of those costs in SG&A. Now I would observe that e-commerce for us grew
exponentially in the quarter and we are really pleased with the effort – with the results of the quick pivot, the
future that Chris refers to in that respect. We have more work to do, but we also do believe that by enabling
our continent spanning store network to be distribution points to our consumers that will be able to deliver
increased speed at lower cost because, of course, we don't have to add to the labor – labor hours to service
the orders that go to our stores. That is effectively some labor cost already that we're just better optimizing. So
it's improving our economics in-store as well as with e-com.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Okay, great. And then just one quick follow-up question, so just on geographical performance. If you look at
markets like Florida, California and Texas, when you tend to see these spikes in COVID infections, any color
you can share in terms of what you end up seeing in your business, I guess, especially in these markets given
the recent spikes?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yeah. Rupesh, it's something we deal with and what we expect we're going to continue to deal with. When you
first get the spike, you tend to get a period where consumers are more cautious about going out and that can
last for a couple of weeks or so and then it seems like it begins to rebound some, but, yes, there is a
consumer reaction when the spikes occur. We see it in reduced traffic in Sally or reduced transactions in
BSG, and that it tends to normalize after a while.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

One thing which has been interesting to watch and react to, Rupesh, is with the different parts of the country
being in different states relative to reaction to COVID and restrictions, et cetera, if we see slowing traffic in
Texas and many times – for instance, and many times, it's offset by increasing traffic in New York, right. And
so we are managing the portfolio on a metro by metro, state by state basis and the aggregation of the puts
and takes for the end of Q3 and certainly July, as you heard me referenced twice in the script, has been
positive, notwithstanding some concerning trends in particular parts in the country.
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Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Okay, great. Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yeah. Thanks, Rupesh.

Operator
Thank you. Our next question comes from the line of Mark Altschwager with Baird, and your line is open.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Good morning, everyone, and thanks for taking my question. Nice job managing through these challenging
times. All right. So, I wanted to start off and ask on SG&A. With stores reopen, how should we be thinking
about the normalized SG&A run rate from here? And I'm wondering if you anticipate any catch up spending as
you shift from the aggressive cash management back to your broader transformation agenda?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Mark, it's a great question. We are being incredibly careful, right. We had already been in the process of
optimizing our labor, our investments before COVID. And then, as part of bringing the network backup, we've
been very careful to focus on number of people in the stores, focusing on our power hours as well as when do
we need to be open. And so while parts of our fleet is back at pre-COVID hours, for instance, right, that is not
true for other parts of the fleet as we are testing, where the consumers coming out, when do we need to be
open and what's the return on the labor hours that we're allocating. And I offered that as an example because
it helped to drive the decline in absolute SG&A dollars that we saw. It was $44 million, $45 million, I believe,
down. And we expect to continue to keep very careful control over SG&A as we carry forward.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

That's very helpful. Thank you. And then, I want to follow up related to just top line trends. So I'm curious as
salons reopen, are you seeing any waning of the DIY trend or just how sustainable is that? And then kind of
separately, but relatedly, BSG – bigger picture, do you think COVID has impacted the growth potential of the
professional industry moving forward? Whether that'd be a permanent shift to DIY or an accelerated shift to
booth renting? Just any bigger picture comments on how you're thinking about the industry outlook? Thanks.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Well, Mark, why don't I take the second question and I'll turn over to Aaron to talk about some of the DIY trends
we're seeing. Listen, I do believe that we don't know yet. There's going to be a lot of puts and takes in the
salon industry here. As we call out, there are areas of the country like California where salons still can't
operate or have been forced to shut down again. We also are seeing lots of disruption with some of our
competitors and supply situations. And of course, there's new categories like PPE that we're selling that have
grown significantly as a percentage of the spend of a stylist. There are salons that will go out of business, but
that doesn't mean the demand goes away. In many cases those stylists go on to other salons or they become
booth renters or suite renters and they still buy from us. So what I would say is I think it's hard to predict where
this will all settle out. There'll be a lot of puts and takes. We think we're better positioned than most. But I think
it's going to be – it's going to take some time before we really fully understand how demand shakes out in the
pro channel. And as for DIY?
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Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

On the retail side of the house, we are really pleased with both the consumer desire to go DIY and how they're
shopping at our stores. And there's an incredible amount of creativity involved. Chris called out earlier the
growth in the vivid color category, which has been across virtually every brand we offer in vivid color and we
see that increasingly nails as well. And from an enterprise perspective, we have the good news of BSG is up
and performing well against its competitive set and supporting the stylists. And those that aren't going to the
stylists and there are many of them still are coming to Sally. Although I should also point out that Sally,
somewhere between 15% and 20% of its sales are also to professionals.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yeah.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

And so as salons potentially break up, as stylists go on their own, they can go to BSG or they can come to
Sally and it's driven in part by convenience. So the fact that we have the nationwide network of stores that we
do and the new e-commerce options, I think is good news for the enterprise, whether it's BSG or Sally service
and the pro.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Great. Thanks for all the detail.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Thanks, Mark.

Operator
Thank you. Our next question comes from the line of Oliver Chen with Cowen, and your line is open.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Nice quarters. Thank you. Regarding the clearance activities and the strategy there, why was it the right time
now? And as you look forward, what are the biggest changes in the assortment and how that may apply to
how you assort the stores execution and pricing good, better, best? We were also curious about going
forward. Should we expect the BSG trends to outpace Sally in terms of modeling and what you're seeing with
that customer dynamic? Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Why don't I take that last one and then I'll turn it over to Aaron on the gross margin side. I think we don't know.
We don't know how this is all going to sort out. We do feel that both businesses are performing well right now.
We'll see how – we think the DIY trend is one that's very much tied to a consumer trend that will last, but we
don't know how the competitive market in the pro channel will settle out and how much the economic impact of
the virus will impact salon demand. So that part, I think, is one of the reasons why we want to continue to be
cautious and stay focused on serving our customers, focused on conserving cash, and focused on driving our
digital agenda to make sure we're doing the right things for our customers long-term. But the DIY trend is
certainly strong and we'll see how the pro channel settles out over the next few months. On gross margin?
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Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Sure. Three observations. The first is, you have to keep in mind that unlike a lot of retailers, we are at a six
year low at our inventory base. And that is driven by the aggressiveness that we applied in the face of the
crisis to turn off the spigot, if you will, to be relentlessly focused on making all of our inventory, wherever it may
be, available to consumers through the e-commerce options if they weren't able to come to the stores. Part of
managing our inventory so aggressively also meant that we had a ringside seat to consumer behavior and we
got insights that we did not have as much visibility to before, particularly around switching. As we brought our
inventory down, if the consumer was willing to switch, and we saw a lot of switching over the course of the
quarter, that gave us better insight into the value of various categories or various SKUs, if you will, that we still
have them on the shelf, what they weren't switching to. So in the parts of the business, it resulted from the
observation of consumer reaction to the assortment we had there and then that visibility. The second thing
going on was, of course, we are in the midst of a merchandising transformation that we've talked about a
number of times in the past. And having put in place during the quarter in the face of everything else going on,
much more rigorous open-to-buy process, much better collaboration between the stores organization, the
merchandising organization, P&A, supply chain, et cetera, so now is the time for us to reset the baseline as
we carry forward. And lastly, I would just say, it's just focus on what sells and where can we drive the
profitability. We did take a write-off on some private label componentry. That was frankly driven by the fact that
we said as we look to maximize our cash – maximize our operating income, now is the time to switch those
suppliers, switch to new lower cost suppliers. And as a result, when you do that, sometimes you're left with
componentry that you have to deal with. And so we chose to write it off in the quarter.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Thank you. And you've done a great job managing promotions this quarter and during this time. What are you
seeing with competition, such as Amazon and others that have – that are more broad-line retailers, like Target
and Walmart in terms of their online businesses and how the overall environment looks and your ability to
compete? Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Well, I do think, in general, it's been a less promotional environment and I don't know how that'll progress. We
assume that will slowly work its way back in, perhaps not to previous levels. I think the more important thing to
focus on is what is the customer want right now, right. And they want multiple delivery service models. They
want to make sure your stores are safe and that they feel safe in your stores interacting with your associates.
And they want to make sure that you have the products and the expertise they want, if they pursue new things
like DIY. So we're very much more focused on that and leveraging our expertise and our strength in these core
categories. And so I think you're going to see us continue to try and whittle down or keep low the promotional
cadence as we go forward and focus more on that. Aaron, I don't know if you want to add to that?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

There's no escaping to the fact that many of our competitors, particularly in mass, continue to be much more
promotional than we are, I mean, much more promotional. And we have taken the strategic approach that with
the differentiation we provide in our assortment, with the differentiation we provide with the store, et cetera,
that the consumer will continue to purchase with us, even in the absence of a broad promotional calendar. So
if you compare year-on-year, Q3 to Q4, and observed coming Q4 versus Q4 last year, our promotional
cadence is much smaller than it was previously. That's intentional on the strategy, it'll be true in-stores, it'll be
true in e-commerce because I go back to we're using the benefit of Q3 to reset our operations in a number of
ways and that's one of them.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Thank you. Very helpful. Best regards.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

You bet.

Operator
Thank you. Our next question comes from the line of Steph Wissink with Jefferies. And your line is open.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Thank you. Just have a...

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Good morning, Steph.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Good morning.

Stephanie Wissink

Q

Analyst
Jefferies LLC

... few follow-up questions. Good morning. I wanted just to close the loop on Rupesh's earlier question. I think
his question is when we're getting as well, which is this concept of margin comparability across channel. So
I'm wondering if you can just take us through to the operating margin level. I think, Aaron, you mentioned some
higher marketing and a higher shipping at the SG&A line. But how does the operating margin compare
across channel? And then, I have one follow-up on your inventory efficiency.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Sure. We don't disclose the channels. So I'm not going to provide you with the number. It's fair to say that the
operating margin on e-commerce is, of course, lower than the operating margin on stores because of the
delivery cost.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Okay. That's helpful. And then, Chris, you had talked a lot about kind of inventory as an agenda. And it strikes
me that, with e-commerce, you may need fewer weeks of supply to begin with and also the omni-channel
initiative really creates more dynamism out of inventory as an asset. So can you talk a little bit about your
system? How you see your inventory, if we may be able to see some improvement in working capital as a
contributor to free cash flow going forward from both the channel mix but also just a hyper focus on inventory
efficiency?

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.
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A

Yeah. And I think there's a lot of puts and takes there, right. So as Aaron alluded to, we're changing our opento-buy process and putting in a much more professional process there. We are thinking much harder about
SKU productivity and making sure we're only buying the SKUs that are really going to turn in our stores and
online, where, obviously, managing our promotional cadence differently so we don't have quite the surges in
demand and ups and downs in demand. So there's a lot of things changing, which I do believe, over time,
should allow us to continue to improve our overall working capital efficiency, but there's a lot of puts and takes
there. It's not just one thing. It's a lot of components. Even the JDA process in North Texas will be part of that
as well over time. So, Aaron, I don't know if you want to build on that. But in my mind, I think we're – that this is
all the pieces we're working on and there's a lot of work left to go.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Teams continue to be aggressive. They're looking across every element of working capital and we're going to
reinforce what Chris said. We're just going to have to turn the dials every day to make sure that we have the
right levels of inventories in support of the demand, but we're going to be very careful about it. And I observed
some of recently that if you walk into store and see a gap on shelf for a period of time, that's probably
intentional because we're being very careful to ramp our inventory up consistent with sales, while maximizing
our cash is the number one priority as we look at the future of COVID for the next few months.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

You bet.

Operator
Thank you. Our next question will come from the line of Joe Altobello. Please state your company and your
question.

Operator

Q

Hey. Good morning, guys. This is Adam on for Joe. I was just curious from more of a housekeeping standpoint
looking at a – it appears that EPS included that $27 million in non-cash inventory write-down or the $0.17 that
you mentioned, but EBITDA seems to back the number out. Is there any reason for this, given it seems to be
obviously non-recurring? And then, was this chargeable on the Sally or the BSG side? Thank you.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Well, look, we are remaining loyal to our reporting practice on EBITDA. And so we did adjust out $27 million
non-cash charge tied to the inventory for which we took a cost loss accounting charge, right. So that is
consistent with our historical practice there. And then, remind the first part of question was?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Well, that was it. Was the $27 million adjusted out?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Right. Yeah. That's the way we're reporting. We view it as the expense on cash that we're going to take it out.
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Operator

Q

Got you. Okay. That's what I figured. And then, if possible, I know you guys may not break it out. You gave a lot
of good detail on e-commerce, particularly in cadence by month. But is it possible that you guys could share
how brick-and-mortar comps looked in June? And maybe how much e-commerce particularly contributed to
that plus 11% for the month?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

All I can tell you is we were positive comp both e-com and brick-and-mortar and all of BSG, Sally US and
Canada and Europe.

Operator

Q

That's very helpful. And if I could ask one more question? I was curious if you could provide some additional
color on Sally international, both for Q3 and maybe for just more recently in terms of trends, things are picking
up a little bit in July versus the third quarter? Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yeah. Yeah. So the European business did open at a slower pace, specifically in the UK. We're seeing good
strong demand there as it opens, but it did open later in the quarter. And as a result of that, it didn't have as
strong of a month, obviously, as we did in the US where we got our stores opened faster. And Latin America
has trailed Europe and it still has some stores closed, although they are slowly reopening both in Mexico and
in South America. So they're trailing by a little bit, but we fully expect they'll get up and running here in the
coming months.

Operator

Q

Great. That's really helpful. Good luck. Thanks a lot, guys.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

And with that, I'd like to thank everybody for their questions today. If I could summarize, we executed
exceptionally well during a disrupted third quarter. The team aggressively managed costs and cash, drove an
accelerated pivot to support digital growth and scale our key digital transformation initiatives, and we
reopened the store that works faster than competitors. Because of the speed and agility of our team, we are
well-positioned to take advantage of emerging customer trends and gain share in a disruptive environment.
As we enter the fourth quarter, we will continue to invest in our digital transformation, take advantage of the
strong demand for our key categories and adapt quickly to any new local restrictions or changes in consumer
shopping behavior tied to the pandemic. And of course, we will stay disciplined in terms of cost and cash
management. Thank you for joining us today.

Operator
Thank you. And ladies and gentlemen, that does conclude your conference call for today. Thank you for your
participation and for using AT&T Executive Teleconference Service. You may now disconnect.
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Operator
Greetings, and welcome to the At Home Preliminary Second Quarter Fiscal Year 2021 Earnings Call. At this
time, all participants are in a listen-only mode. A brief question-and-answer session will follow the formal
presentation. As a reminder, this conference is being recorded. It is now my pleasure to introduce your host,
Arvind Bhatia, Vice President-Investor Relations. Thank you. You may begin.

Arvind Bhatia
Vice President-Investor Relations
At Home Group, Inc.

Thank you, Mitchell. Good afternoon, everyone, and thank you for joining us today for At Home's preliminary
second quarter fiscal year 2021 earnings results conference call. On the call today are, Chairman and Chief
Executive Officer, Lee Bird; and Chief Financial Officer, Jeff Knudson. In addition, President and Chief
Operating Officer, Peter Corsa, will be available for the Q&A portion of the call. After the team has made their
formal remarks, we will open the call to questions. Before we begin, I need to remind you that certain
comments made during this call may constitute forward-looking statements and are made pursuant to and
within the meaning of the Safe Harbor provisions of the Private Securities Litigation Reform Act of 1995. In
particular, statements about our outlook and assumptions for financial performance for fiscal year 2021, and
our long-term growth targets, as well as statements about the markets in which we operate, expected new
store openings, real estate strategy, potential growth opportunities, market share, competition, future capital
expenditures, future cash flows, the impact of tariffs, and the impact of the global outbreak of COVID-19
pandemic are forward-looking statements. Such forward-looking statements are subject to both known and
unknown risks and uncertainties that could cause actual results to differ materially from such statements, those
are referred to in At Home's press release issued today and in filings that At Home makes with the SEC. The
forward-looking statements made today are as of the date of this call, and At Home does not undertake any
obligation to update any forward-looking statements. In addition, the preliminary results for the second quarter
that will be discussed during this call are subject to change. Our management and external auditors have not
completed our normal quarterly closing and related review procedures and there can be no assurance that
final results for the quarter will not differ from the preliminary results, including as a result of quarter-end
closing procedures or adjustments. In addition, any discussion during this call of our monthly results for the
quarter will be provided to help investors understand and assess the near-term impact of the COVID-19
pandemic, but are subject to variability and may not be indicative of our results or trends for any full reporting
period. Finally, the speakers may refer to certain adjusted or non-GAAP financial measures on this call, such
as adjusted EBITDA, adjusted operating income, pro forma adjusted net income, and pro forma adjusted
earnings per share. A reconciliation schedule showing the GAAP versus non-GAAP financial measures is
available in At Home's press release issued today. If you do not have a copy of today's press release, you
may obtain one by visiting the Investor Relations page of the website at investor.athome.com. In addition, from
time-to-time, At Home expects certain supplemental materials or presentations for investor reference on the
Investor Relations page of its website. I will now turn the call over to Lee. Lee?

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.
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Thank you, Arvind. Good afternoon, everyone. Thank you for joining us to discuss our preliminary results for
the second quarter of fiscal 2021. Before I dive into our performance, I'd like to provide some context to the
timing of this call. Six weeks ago, when we shared our Q1 results, we highlighted the initial momentum we
were experiencing in our reopened stores during Q2. We also noted our strength was across all departments
and geographically broad, including the states such as Texas and Georgia that have been reopened the
longest. While the early signs were encouraging we wanted to be prudent and allow more time to read the
trends. With Q2 now behind us and the benefit of additional time to understand the data and given the
unprecedented environment we're currently in, we felt it was the right time to provide a business update. Our
goal is to provide even greater transparency and accessibility for our investors during these uncertain times.
I'm pleased to share that business has not only remained strong, but we expect to report the best quarter in
terms of comp, sales and profitability, and a lowest leverage ratio in our history as a public company. We are
emerging from this pandemic stronger and even better positioned as we believe we are gaining meaningful
share. Our Q2 comps were up 42%. Total sales were $515 million or up 51%, and we expect adjusted
EBITDA of at least $150 million, which are record results for us by far. Based on industry data available to us,
we estimate our sales increased at a rate several times faster than the industry and our market share was up
meaningfully during Q2. We believe we are benefiting from a combination of factors. First, as consumers are
spending more time at home, they're also spending more money on decorating their homes, creating a home
workspace and organizing their kitchens. As a home décor category killer, we're in the sweet spot. Second,
the uniqueness and strength of our business model is resonating strongly with our customers. Our unmatched
breadth and depth of the assortment offered at compelling everyday low prices continues to differentiate us
from our competitors. We are experiencing strength across all departments. And in stores across the country,
we are seeing a strong increase in traffic, gaining new customers and our average basket size is up
significantly compared to our historical average. Third, we believe the convenience in safe social distancing
afforded by our large store format, self-service model and our increasing omnichannel capabilities are
providing and proving to be more powerful competitive advantage for us. Fourth, we believe the successful
execution of our key comp driving strategies including EDLP+ campaigns, reinventions, omnichannel, and
loyalty is also fueling this momentum. As an example, during Q2, our recent reinvention such as decorative
accents and sheaths generated comps nearly double the company average. We're also pleased that our
increasing omnichannel presence remains above plan in terms of sales, basket size and attach rate. In the
next few days, we expect to expand delivery in additional 40 stores. This will allow us to offer the service in
more than 70% of our stores, up from 50% of our stores just six weeks ago. Our loyalty program, Insider
Perks, has maintained its rapid growth and now has 7.5 million members, up an impressive 2.3 million or
45% year-over-year. Many of you will remember our discussions last year, highlighting opportunities in product
pricing, inventory, and omnichannel. We challenged ourselves as a team and intensified our focus in these
areas and I'm pleased with the outcome in the first half. Our pricing is sharper than ever. And we believe it is
one of the key reasons for our ongoing success. Our inventory levels and turns have improved remarkably,
and are contributing to healthy gross margins and cash flow. The accelerator rollout of our omnichannel
business is helping us gain wallet share, and provides for us some insulation in the event there happens to be
another pandemic and new shutdown. Delivering on these initiatives has set us up well for continued success.
We believe we'll continue to benefit from these macro and company-specific positives over the foreseeable
future. In addition, during Q2, we believe we also benefited from short-term factors, including pent-up demand,
stimulus checks and the fact that some of our competitors reopened later than we did. It's difficult to gauge the
exact contribution of these short-term factors to our Q2 performance and beyond. However, we are
encouraged that business has been very strong beyond the initial reopening period. We are excited about our
continued momentum, despite competitor reopenings, competitor liquidations and the resurgence of
coronavirus, which we are monitoring very closely. In select markets experiencing a recent surge in cases, we
have seen a moderate impact on sales. However, even in these markets, comps have been up solid double
digits in recent weeks. Looking at recent trends, July was a strong month for us with comps in the low 40s or
consistent with our total comps for the entire quarter. Turning now to our outlook for the rest of the year, our
everyday business, which represents 70% of the mix, has remained consistently strong. With July comps for
everyday business in the mid-40s, we are highly encouraged by the momentum during the quarter and exiting
the quarter. We have been successful in replenishing inventory in this category and, in the next 12 weeks,
expect record receipt to support demand. Importantly, this is inherently a less risky category for us, and we
can flex our purchases up or down commensurate with demand. While we are not proving guidance, for
modeling purposes, we are prudently assuming comps will moderate through Q3 and Q4. In the seasonal
category, which represents remaining 30% of our business, our initial orders for Halloween, fall and Christmas
were placed in late March and April at the onset of the pandemic. We're cautious in our approach because of
lack of visibility on the timing of the store reopenings. As stores reopened to impressive volumes, we steadily
increased the size and frequency of orders for seasonal product. However, we will still be inventoryconstrained, and expect our back half seasonal inventory to be down mid-single-digits. This is different
compared to the first half when we had adequate seasonal inventory of patio and garden to support strong
demand post-reopenings. That said, we're particularly excited about the quality and freshness that we will be
able to offer in our seasonal Halloween and Christmas merchandise. With that, I'll turn it over to Jeff to provide
a few financial highlights. Jeff?

Jeffrey R. Knudson
Chief Financial Officer
At Home Group, Inc.
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Thank you, Lee, and good afternoon, everyone. I'm excited to share with you a few highlights from our
preliminary Q2 results. As a reminder, we plan to release our full results and host our regular Q2 earnings call
in early September. As Lee mentioned, our Q2 comps were up 42%. Total sales were $515 million or up 51%
year-over-year, and we expect adjusted EBITDA of at least $150 million. To put our Q2 adjusted EBITDA in
context, for the full fiscal year 2020, we generated adjusted EBITDA of $175 million. So, we are not only
pleased with the record top line results, but also with the flow-through. These results help demonstrate the
underlying strength of and operating leverage in our business model. We expect strong gross margins driven
by leverage on occupancy costs and we expect significant improvement in our SG&A ratio, driven by
operating leverage on our fixed costs. As a result of our strong second quarter results, our first half total sales
were up 9% and our comps were up slightly, a remarkable achievement given the disruption in store closures
in Q1 and Q2. Looking at our Q2 comp trends by month, May was the most impacted month due to store
closures, but still generated low-double digit comps. On the other hand, June was our best month and July
was in line with our overall comps for the quarter. We are most encouraged by our July results, given we are
faced with increased competition, liquidations, renewed concerns related to the surge in coronavirus cases
and the amount of time elapsed since reopening. When looking at reopened stores alone, our comps were up
62% for the quarter and up 74% for the month of May and June combined. As a reminder, all of our stores
were reopened as of June 19. Switching to the balance sheet. We estimate our liquidity at the end of Q2 was
more than $280 million, including cash on hand and availability on our ABL facility. Included in this estimate
are net proceeds of approximately $33 million from sale leaseback transactions we completed recently. The
transactions involve three of our stores in Grand Chute, Wisconsin; Cincinnati, Ohio; and Lutz, Florida. As a
reminder, we still have nine owned properties available to provide potential liquidity in the future. Also, as we
mentioned on our Q1 call, we filed for approximately $25 million in income tax refunds under the CARES Act.
Of this amount, we received $7 million in refunds during Q2 and expect to receive the remaining balance in
the near future. We expect our inventory level at the end of Q2 to be down substantially versus last year, and
our inventory turns to have improved meaningfully. Lastly, we anticipate our leverage ratio, which we define as
net debt to adjusted EBITDA at quarter end, was approximately 1.5 times on a trailing 12-month basis, a
record low for us as a public company. Said another way, our leverage ratio improved nearly 4 turns in the
second quarter compared to 5.4 times at the end of Q1 as we used our cash flow to eliminate all borrowings
on our ABL facility. With strong liquidity, a record low net debt to adjusted EBITDA ratio and continued
business momentum, we are well positioned. We remain focused on opportunistically exploring ways to
optimize our balance sheet and capital structure. With that, I'll now turn the call back over to Lee for final
remarks.

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.

Thank you, Jeff. With our stores fully opened and business firing in all cylinders, one of the most gratifying
aspects has been the ability to bring back our furloughed employees. In addition, for the 60% of home office
employees that took pay cuts, we've been to restore salaries to pre-COVID levels. We've also been able to
institute merit increases and lifting the hiring freeze put in place due to COVID-19. I want to personally thank
our employees for their extraordinary grace and endurance during a tough period. To our investors, I'd like to
emphasize we remain excited about our current positioning and the vast untapped opportunity in front of us.
We continue to believe our total addressable market includes at least 600 stores over the long term. We're
focused on managing the business prudently and strive to remain excellent stewards of your capital. With that,
operator, please open the line for questions.

QUESTION AND ANSWER SECTION
Operator
Thank you. Our first question comes from the line of Simeon Gutman with Morgan Stanley. Please proceed
with your question.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Hey, everyone. Hope everyone's good. Nice results. I wanted to ask first about inventory. You mentioned it's in
a better position and turns will be better. Can you talk about will inventory or the lack of it constrain you in any
way in the next couple of months or the next quarter or two?

Jeffrey R. Knudson
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A

Chief Financial Officer
At Home Group, Inc.

Hey, Simeon, this is Jeff. Really, I think, right now, the merchant team and our buying teams have done a great
job. We've flipped a weekly open-to-buy and they're chasing right now on the everyday side. I think as Lee
said, when we look at the next two months, we've got record flow coming into our distribution centers, and we
feel good about where the everyday inventory will be in the near future. When we look at the seasonal side,
because we had to make those decisions in the late-March and early-April timeframe, we will have some
constraints from a seasonal standpoint. But if the demand is there, we would expect better full price selling
and really nice margin from our seasonal assortment in the back half.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. And my follow-up, it's maybe two parts. It's just confidence around retaining customers. I think we've
heard from a bunch of retailers who've done really well, have made comments around it, and so curious what
gives you confidence in that. And then, you mentioned in the release gaining share and the numbers would be
hard to refute that, but do you have other data points of what the physical brick-and-mortar home furnishing
companies are growing at?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Yeah. On retaining customers, we've seen a really large repurchase rate from our customers, so they're – not
only they're returning more often, but the basket size is bigger. We have that data because of our loyalty
program, so we can see that they're coming in. We can see that they're coming in more often, and what
they're spending and what's in their basket, so we're thrilled with that. That's the benefit of a loyalty program
and all that data that we've been – and the time we've been investing in that program. And we look forward to
actually having an upgrade to that program in the next few weeks, so that'll continue to add more value for
them in the future. We're also seeing new customers. We're seeing new customers that are engaging in the
brand that haven't before, that are joining the loyalty program, they see the value when they come in, in their
first visit, right from the time they see the Flash Find at the first table, it shows the Flash Find pricing, it shows
that there is value in joining the loyalty program. So, we're having increased membership growth there and
new visits from new customers. So I'm thrilled with our existing customers coming in more often, I'm really
excited about new customers engaging in that brand for a variety of reasons. And we talk about how we're
gaining market share, how we see – what we see in terms of market. We've got – we have data like other
people do. And what you do is, you take proprietary information and you look at it and you read the data, a lot
of you have all sorts of data out there from the – that's why we said, with the data that we have, we're able to
see how other players are doing in this category and even other retailers in other categories. So we can see
overall consumer trends and behavior and try to read and react accordingly. And with that data, we can see
that we're more than two times, even greater than the industry average.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. Thanks very much, guys. Be well.

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Thanks.

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Thank you.

Operator
Thank you. Our next question comes from the line of John Heinbockel with Guggenheim. Please proceed with
your question.
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John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Hey, Lee. Curious, how customers are engaging with curbside pickup as stores reopen, and the degree to
which that's an opportunity going forward incrementally.

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Yeah, well, obviously, when we closed stores on March 22, we had to offer a way in which they could engage
with us and buy product. And so, we did not only roll out buy-online-pickup-in-store to all stores – almost all
stores, and then we added curbside pickup as the solution as well. And that was the primary way in which they
were buying products. Once the store is reopened, some customers just went into the store and picked up
their orders and some people never even did the buy-online-pickup-in-store anymore. What I would say is
even curbside pickup orders still are much different from an absolute orders, are still much higher than we had
ever expected. We're pleased with that, the order size is bigger. We do like them to come in the store,
because when they do come in, the add-on rate is even better for us. But what we're trying to do going forward
is we continue to try to enhance that curbside pickup and make it more and more contactless. And we'll have
some upgrades in the next few weeks around that as well to make it even better for them, and will continue to
evolve our omnichannel strategy and our enhancements going forward. We told you we are going to do a
multi-year strategy and there will be more to come in the future.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

And then, secondly, obviously, these results should do two things, right, should make the new bank facility,
should facilitate that. What's the thought on pace and timing and cost of that? Number one. And then secondly,
you should be in a position I would think to restart 10% unit growth early in 2021, is that fair?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Can you state that first question again?

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Yeah. Well, just in terms of new bank facility, right, that was going to be a priority between now and year-end,
and it should obviously help that significantly.

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Yeah, John. I mean – this is Jeff. Actually, on our last call, we were really happy when we got the FILO done
and we were able to tap the sale leaseback market in the month of July, sell three properties. We don't have
anything to announce right now as it relates to a new debt deal. But it is a priority for us, we're obviously very
mindful of the maturity. And as we said in the prepared remarks, we'll opportunistically take a look at that when
the market's available to us.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Okay. And expansion...

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.

And then...
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A

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Restart – yeah.

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Yeah. On the expansions, as you know, we opened seven stores this year. Once COVID hit, we stopped all
construction on existing projects. We will restart those at the beginning of the year. We intend to open up 7 to
10 stores next year. This will be a time in which we can focus on improving our overall capital structure and
liquidity, and then the following year is when we'll go back to 10% unit growth.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Okay. Thanks.

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Thank you.

Operator
Thank you. Our next question comes from the line of Zach Fadem with Wells Fargo. Please proceed with your
question.

Eric Cohen

Q

Analyst
Wells Fargo Securities LLC

Hi. This is Eric on for Zach. I was wondering if you can talk about the new customers that you're getting. Are
you seeing anything in terms of over-indexing versus in-store versus omnichannel?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Eric, this is Lee. What I would say is that, as the quarter progressed, people felt more and more comfortable
in the store, and less needing the curbside pickup. So, what I would say is the majority of the customers came
in the store, joined the loyalty program in the store, but we saw – we still saw a lot of sign-ups in the loyalty
program in online as well to that process. But I would say it was the store experience that helped them feel
most comfortable engaging with us and maintaining a relationship thereafter.

Eric Cohen

Q

Analyst
Wells Fargo Securities LLC

And you guys mentioned, with the strong top line, you're seeing good SG&A leverage. Have you brought all
the employees back? Are you finding opportunities to be more efficient cost-wise, where you can maybe
operate with a lower cost structure?

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

We already have a very tight cost structure, I would tell you. In the stores, it's 25 to 30 employees total for the
entire store to cover 100,000 square feet. So, it's not that we're going to run leaner there. We've actually had
to – because of these record sales results, we had to add employees. At the home office, we brought
everyone back from furlough that had been furloughed and we feel like we needed everybody there, given all
hands on deck requirement. When you're up 40% comps and 50% total revenue growth and you see that
momentum all the way through July, you use much help as you can. But it's a lean team. It's already probably
one of the most efficient retail operations I've ever seen, if not the most efficient I've ever seen, from a home
office support standpoint.

Operator
Thank you. Our next question comes from the line of Daniel Hofkin with William Blair & Company. Please
proceed with your question.

Daniel Hofkin

Q

Analyst
William Blair & Co. LLC

Good afternoon. Just wanted to see if you could provide maybe a little bit more color on the margin dynamics
that you're expecting. I recognize it's still preliminary. And then I have one follow-up question as well.

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Yeah, Dan. I mean – this is Jeff. So, when we look at the adjusted EBITDA of $150 million, that would imply
with the sales, 29% adjusted EBITDA down margins, that's up over 1,500 basis points to what we saw last
year. A lot of that is going to come from leverage on our fixed expenses, just given the tremendous sales
volume that we saw. So occupancy and depreciation within gross margin will leverage very nicely as well the
fixed expenses at the home office.

Daniel Hofkin

Q

Analyst
William Blair & Co. LLC

Okay. And then you talked sort of – and I apologize if you addressed this, I didn't catch it, but about fairly
broad-based growth across categories and geographies. Is there anything at all to call out just in terms of
things that were especially strong, category-wise, some of the reinventions you mentioned, but any additional
color about things that were especially strong or not quite as strong as the overall average?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Sure. Dan, this is Lee. The strength really was broad-based. Everyday and seasonal were equally strong in
Q2 for us. We feel like the assortment and the pricing, our sharp pricing is resonating. On the seasonal side,
patio was very strong. We're pleased with that. And within patio, patio furniture category was especially
strong, which was a reinvention, which once again gives us confidence in our approach to reinvention with a
real focus on lower price points, our sling. And we did a value engineered version of our Wicker furniture and
those were some of our best sellers. And so that that tells you that that lower prices are resonating for actually
all demographics. When I think about the everyday business, the reinventions were particularly strong. I
mentioned that in our call, nearly doubled the company comp performance. So I think of decorative accents
and sheaths, those were particularly strong for us. And even if you think about non-reinvented categories like
office furniture, food prep, bedding, living room, outdoor, shade, I mean just across the board, all of our 14
departments were strongly positive. So we're pleased, but some outperformed even those.

Daniel Hofkin

Q

Analyst
William Blair & Co. LLC

Got it. And it sounds like you're – you talked about not just merchandising, but also pricing being kind of
sharper for you guys relative to kind of last year kind of re-establishing the value. Is that kind of fair to say?

Jeffrey R. Knudson
Chief Financial Officer
At Home Group, Inc.
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A

It is. We went back and re-priced a number of our furniture. Those are the ones that were most affected. Think
about all the tariff-affected categories, wood-based product. So we had increased prices, as we mentioned,
last year following our competitors. But we've had crossed some artificial price barriers. So over the
December period, we strategized the price adjustments. We made those in January and February. And you
can see on our website you'll see now lower prices on those categories, and those particular items in furniture
and accent furniture. And I would tell you in our price checks, we do every other week comp shopping. We can
tell that we are the sharpest we've ever been in terms of pricing, the most competitive, when we compare
ourselves versus everybody. And every department has at least five competitors they compare themselves to,
obviously, the mass players, e-commerce players and then a particular competitor for their department. And
we're the most competitive and the sharpest we've ever been.

Daniel Hofkin

Q

Analyst
William Blair & Co. LLC

Okay. Great. Thanks. Best of luck, obviously, rest of the summer.

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Thanks, Dan.

Operator
Thank you. Our next question comes from the line of Jonathan Matuszewski with Jefferies. Please proceed
with your question.

Jonathan Matuszewski

Q

Analyst
Jefferies LLC

Hey, guys. Thanks for taking my question. Nice quarter. Just a follow-up question on new customers you've
acquired. I think you talked about much higher baskets that you're seeing are relative to pre-COVID levels.
Did these new customers look any differently from those your core customers pre-COVID, whether that's on
the basis of household income or any other measure or is it pretty much the same customer you've seen
historically? Anything to call out there?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Well, I would say, they look a lot like our existing customer. The growth was across all income demographics
and as well as all age groups. We saw that. We've obviously been focused on a younger customer for years in
trying to make sure that our product assortment addresses a younger customer from the time that they go off
to college to the time that they get their first home, and thereafter. We saw growth in the millennials. We saw
growth as well as from an income standpoint in both under $30,000, $30,000 to $50,000, $50,000 to
$70,000, $70,000 to $100,000 and above $100,000. We saw growth across all income groups, which was
promising. You could see that the pricing was resonating across all of that. There's people that are trading
down. And that typically happens when you have a recession. And we're in the middle of recession and we're
a value player and value players win in a recession. So, I love our positioning of our pricing. And what I would
tell you is we saw that maintain itself across the quarter.

Jonathan Matuszewski

Q

Analyst
Jefferies LLC

That's great. And then just a follow-up, how are you guys thinking about the back-to-school and especially
back-to-college dynamic? There's still a lot of – still a very fluid situation, a lot of uncertainty for parents and
college students. And obviously, you guys have a number of categories oriented towards the college student,
dorm decorating and whatnot. What are your reads on how some of those categories are doing? If you've
seen kind of outperformance in terms of early shopping for that occasion and what are your expectations for
that type of the assortments, if we do see kind of more of a hybrid or a virtual learning model, I guess, more so
for you guys at the college level?

Lewis L. Bird
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A

Chairman & Chief Executive Officer
At Home Group, Inc.

Sure. And I'm particularly close to this, because I have two undergrad and now a Ph.D. student going back to
school this fall. So, I'm well aware of what's going on, and Jeff has an incoming freshman college as well, so
we're attuned to that. But I would say, what, as a company, we learned last year is, we were too literal with
back to campus and calling it back to campus versus it's a time in which people are actually in a life change,
whether they've finished school and they're getting their first apartment out of college or they're going to
college or they're moving or they're changing apartments, it's a time where people actually are in a life
change. And so we actually dialed down the language around back to campus looks and just focused on trend
and solution selling. And so, our front tables that we dedicate to that season as back to campus season is
now the most productive we've ever seen with this category. We're really pleased with this performance. I think
it's because we focus on what's trending and made sure we had accessible price point, and we offered full
solutions that included bedding and sheets, but it also included items for their living room and their kitchen.
And what we found was it's been very successful for us, but not as literal. And so, maybe people aren't going
back to campus and they're going to stay at home, but then they want to update where they're staying or
they're going to find an apartment with some friends and still do online classes, but near campus and the likes.
Either way, that life chapter and those life changes are supported with product that's on trend at the lowest
prices they can find.

Jonathan Matuszewski

Q

Analyst
Jefferies LLC

That's great. Really helpful. Thank you.

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Thanks, Jon.

Operator
Thank you. Our next question comes from the line of Brad Thomas with KeyBanc Capital Markets. Please
proceed with your question.

Bradley B. Thomas

Q

Analyst
KeyBanc Capital Markets

Hi. Good afternoon. Thanks for taking my question. Quite a quarter here, I mean, EBITDA approaching what
you did all last year in EBITDA and more than what you used to do in full year, it's really something to behold.
My first question was going to be about just understanding demand and the current trends. Obviously, there's
a lot of cross-currents for the consumer right now, but, Lee, I was hoping you could speak to your assessment
of how much pent-up demand was a tailwind in the strong results in this quarter. And then, secondly, how much
you think nesting and the consumers' sort of inability to travel and the pullback that they've had on things like
riding on airplanes could continue to help your business as you look forward here?

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.
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A

Sure, Brad. Thanks. Thanks for the commentary about the quarter, we feel that too, it's nice to have to deliver
some records and have some profitability that is just really going to carry us through the whole year. It feels
good. But I would tell you, from a comp standpoint, the initial strength was, we felt like, as we mentioned in the
previous call, was pent-up demand and stimulus checks, competitors weren't fully open. But as the quarter
continued, we saw our performance continue to be strong, as we mentioned, that the July comps were
consistent with the total quarter comps. And we saw strength across all our markets in all of our categories,
both traffic and ticket are both up and were up meaningfully through the quarter. So, it wasn't just during the
time where there was some extra money in people's pocket and they were just finally getting out of their home.
We do believe that this category is going to benefit from this situation. Consumers are spending more time at
home to spend more money on their home. Many of us had our vacation plans change and staycation is now
the – one of the common phrases that people are using. And for us, we're able to be differentiated in this time,
where our selection makes it easy because, we're a one-stop shop and people are very careful about their
trips now. If they're going to leave their home, they're going to make sure they're going to go and it's going to
be worth the trip. So we've got a full assortment. Our prices are winning. And the value player wins in a
recession, as you well know, and they've got greater access to compare prices and they can see that our
prices are very sharp. And so we're seeing and experiencing very high traffic and very high conversion. And
the store environment creates a space in which it's safe social distancing, and you've got two carts apart, oneway aisles. We clean our registers after every transaction and our carts after every time a customer touches
them. And so – and people know that. We've been very clear about safe shopping At Home and our
customers are pleased with that and are grateful for that. We require masks in our stores and our employees
are wearing masks. And so, you take all of that together, but then all of the effort we've done in the past year,
those – that EDLP+, that campaign-driven approach that when we highlighted a category, those campaigns
are working. All of our campaigns drove strong positives in the second quarter. And as we mentioned in Q1,
three of our four drove positive comp. So, all of our campaigns in Q4 delivered great outcomes. And our
reinventions, those categories are just off the charts doing great. As we mentioned, the decorative accents
and sheaths doubled the company average. When your company average is 40%, in the low 40s, you know
how big those numbers are. So, we feel like the work that we've done over the past little while, coupled that
with omnichannel, making it safer to shop and easier to access product and then that benefits of the loyalty
program are now gaining traction on our work from a year ago which we started then.

Bradley B. Thomas

Q

Analyst
KeyBanc Capital Markets

That's very helpful. And how should we think about the outlook for expenses in the balance of the year, coming
off of conservatism on your part early in the year, followed by this nice momentum that you're seeing right
now?

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Yeah, I would say, Brad, that we're really looking at returning to the normal levels. So, obviously, with store
labor or marketing spend returning, as we mentioned all of our furloughed employees have returned to their
home office. The tiered salary reductions that we put in place, those have abated. So, it's really, as we look
into the back half from an expense standpoint, kind of back to normal levels across all those large buckets of
spend.

Bradley B. Thomas

Q

Analyst
KeyBanc Capital Markets

Got you. Very helpful. Thanks so much, Jeff.

Operator
Thank you. Our next question comes from the line of Curtis Nagle with Bank of America. Please proceed with
your question.

Curtis Nagle

Q

Analyst
BofA Securities, Inc.

Good afternoon. Thanks very much. Just a quick question on the sales split, so seasonal is about 30% of
sales for the year, what's the split for the fourth quarter?

Jeffrey R. Knudson
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A

Chief Financial Officer
At Home Group, Inc.

Normally, we've averaged about 75/25 split in Q3, Curt, the last couple of years, and then the back half has
blended closer to 70/30.

Curtis Nagle

Q

Analyst
BofA Securities, Inc.

70/30, okay. Got it. And then just a couple of quick balance sheet and cash question. So how big was the ABL
borrowing before you paid it off? And should we still be thinking $40 million in CapEx for the year or
something higher now?

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Right now, we ended Q1 with $228 million drawn on the ABL. And so that amount was fully paid off with the
cash flow generation, the file of sale leaseback proceeds during the quarter. And as we look at CapEx right
now, I think one of the things is we've obviously started a number of projects that we pulled back on, and we
had anticipated reopening those or opening those stores up next year. I do think some of that spend will move
into this year, into the back part of this year. So, probably, from a growth standpoint, probably closer to $60
million on a gross. But then, obviously, we completed the sale leaseback transaction. So, still net CapEx sub$30 million, closer to $27 million probably.

Curtis Nagle

Q

Analyst
BofA Securities, Inc.

Okay. Great. Thanks very much. Appreciate it.

Jeffrey R. Knudson

A

Chief Financial Officer
At Home Group, Inc.

Thanks, Curt.

Operator
Thank you. Our next question comes from the line of Anthony Chukumba with Loop Capital Markets. Please
proceed with your question.

Anthony Chukumba

Q

Analyst
Loop Capital Markets LLC

Thank you. Congrats on the strong results. So, a question I had, I know it's still relatively early, but I was
wondering if you could give us any early learnings from your ship to home program relative through a thirdparty, so the e-commerce orders that are being shipped or delivered to customers' homes through a thirdparty. Any early learnings from that or any early read on that? Thank you.

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.
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A

Sure. Thank you, Anthony. As you know, we started at the beginning of the year with a 28-store pilot, and then
we accelerated our timetable and went what we had thought was going to be an 18-month plan to roll out
BOPIS and delivery. In 60 days, we rolled it all out. We're really pleased. I'm super grateful for our leadership
team executed those actions, and our whole leadership team and store team delivered on those. I would tell
you we rolled it out at a fraction of the time and the costs. It helped preserve jobs when the stores were closed,
which I'm grateful for, and now curbside is available in – curbside and BOPIS is available in 96% of our
stores. I mentioned now delivery is at 70% of our stores with an increase of 40 more stores. And you
specifically asked about delivery, what we're pleased with is, our delivery partner PICKUP took the challenge
that we gave them, which was – we used to have – we have a partnership with them, but the starting price
point was $49, which was just not an attractive price point. And we knew people wanted to have it delivered at
their home. So, we challenged them to say, we need to start at $10. And obviously, it'll scale on based on what
they put in the basket, what they put in the vehicle to deliver to their home, but at least they know that they're
the ones adding those things to the basket. And as you know, those – the charge that we get from PICKUP is
just passed through to our customer. And we saw a very high take rate initially. And we continue to see a large
number of orders are being delivered each and every day. And we're pleased with that. We made it – instead
of same day, we made it next day to make it more efficient for our delivery partner from a cost efficiency
standpoint. They appreciated that. Our customers still are getting a lot faster than they would from many out
there. And what I would say is that's going to continue to improve our capabilities over time. And during the
quarter, the actual number of deliveries it went down a little bit, as you would expect, because then the store
was open and then you could come in, but the ticket remained very big, really nice size ticket for delivery, and
it was the items that you would expect that people need help getting home. So think about furniture, think
about patio furniture, all the large items, we found a solution for them. And since our prices are below
everybody else's prices out there, even with shipping, they found it was still a more cost-effective solution to
buy from us than anywhere else.

Anthony Chukumba

Q

Analyst
Loop Capital Markets LLC

Got it. And then just one clarification. Is that – so how is that sale, if I buy something online and having it sent to
my home, does the store record that sale, is that number – is that in your comparable store sales numbers?
comparable sales, because it could go online, like how does that work?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

Yes. All sales go through the store. They are the ones that do all the work, they're the ones who fulfill the order
and work with PICKUP to have it picked up and delivered. And so, everything runs to the store because that's
the center of our universe, and that's where the inventory is coming from as well.

Anthony Chukumba

Q

Analyst
Loop Capital Markets LLC

Okay. So comparable store sales will also include sales delivered to the home?

Lewis L. Bird

A

Chairman & Chief Executive Officer
At Home Group, Inc.

It'll include delivery, BOPIS, curbside pickup, all of our sales go to the store and that is included in our samestore sales number. Yes.

Anthony Chukumba

Q

Analyst
Loop Capital Markets LLC

Got it. Thank you.

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.

You bet. Thank you, Anthony.

Operator
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A

Thank you. We have reached the end of our question-and-answer session. I'd like to turn the call back over to
Mr. Bird for any closing remarks.

Lewis L. Bird
Chairman & Chief Executive Officer
At Home Group, Inc.

Thanks so much. Hey. Thanks, everyone, for joining us this afternoon and for your interest in our company. I
hope you can sense how excited and optimistic we are about At Home's future prospects. We look forward to
keeping you updated along the way. Take care and be safe.

Operator
Thank you. This concludes today's teleconference. You may disconnect your lines at this time. Thank you for
your participation and have a wonderful day.
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MANAGEMENT DISCUSSION SECTION
Operator
Ladies and gentlemen, thank for standing by and welcome to the Six Flags Q2 2020 Earnings Conference
Call. At this time, all participants are in a listen-only mode. After the speakers' presentation, there will be a
question and answer session. Please be advised that today's conference call is being recorded. Thank you. I
will now turn the call over to Steve Purtell, Senior Vice President-Investor Relations.

Stephen R. Purtell
Senior VP-Investor Relations & Treasurer
Six Flags Entertainment Corp.

Good morning and welcome to our second quarter call. With me are Mike Spanos, President and CEO of Six
Flags; and Sandeep Reddy, our Chief Financial Officer. We will begin the call with prepared comments, and
then open the call to your questions. Our comments will include forward-looking statements within the meaning
of the federal securities laws. These statements are subject to risks and uncertainties that could cause actual
results to differ materially from those described in such statements, and the company undertakes no
obligation to update or revise these statements. In addition, on the call, we will discuss non-GAAP financial
measures. Investors can find both a detailed discussion of business risks and reconciliations of non-GAAP
financial measures to GAAP financial measures in the company's annual report, quarterly report, and other
forms filed or furnished with the SEC. At this time, I will turn the call over to Mike.

Michael Spanos
President, Chief Executive Officer & Director
Six Flags Entertainment Corp.
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Good morning. Thank you for joining our second quarter earnings call. It is with great pleasure that I welcome
Sandeep Reddy, who is joining our call for the first time as our new Chief Financial Officer. He is a seasoned
public company CFO with exceptional strategic, analytical, and change management skills. He's an
experienced developer of team capability and an outstanding addition to the Six Flag's team. I would also like
to thank Lenny Ross for his outstanding leadership, commitment, and business partnership over the last four
months. He played a vital role as Interim CFO during a very challenging time. He will continue to report to me
in a large operational role that will complement his individual development and skills, and position him to
contribute significantly to our long-term success. This quarter tested everyone at the company, and I am proud
of how the entire team rose to meet the challenges that the world is facing. Seeing how the team responded
over the last several months gives me even more conviction that Six Flags is a truly special company. In the
early part of the quarter, we were in a crisis management mode. It was an all-hands-on-deck effort to keep our
people safe, reduce our cash burn, and bolster our liquidity position. However, as the situation has evolved
over the last several months, we have switched from defense to offense. Our number one priority is always
safety, but we have broadened our focus; we learned how to operate profitably with reduced capacity today
and how we can be an even stronger company on the other side of the pandemic. In this very dynamic
environment, I am proud of how the team has reached a level of nimbleness and agility. We have been able to
respond very quickly and effectively as the situation continues to evolve. On today's call, I will provide more
detail on the progress we have made reopening our parks during the pandemic, and the trends we are seeing
in the business. Then Sandeep will discuss our financial performance and liquidity position. Before opening
up for QA, I will highlight our transformation initiative to drive earnings growth and improve the guest
experience, so that we emerge stronger and more profitable after the crisis. On March 13th, we suspended
our operations in response to the COVID-19 pandemic and local government mandates. Our immediate
focus was on liquidity and cash flow. We shored up our liquidity and implemented aggressive cost saving
measures that partially offset the results in revenue decline. We also proactively communicated with our
guests to preserve our Active Pass Base during this period of uncertainty. These efforts have been very
successful as we limited our net cash outflow in the second quarter to approximately $25 million per month, a
significant improvement compared to the average $30 million to $35 million per month that we projected on
our last earnings call. Over the last few months, we worked closely with local health authorities, disease
experts, and others in the theme park industry. We also solicited extensive feedback from our guests to
understand their expectations in a socially-distanced world. This work has enabled us to implement best-inclass safety protocols, including health screenings of team members, temperature checks of both team
members and guests, mandatory face mask requirements for anyone in our parks, pervasive social
distancing markers, an abundance of hand sanitizing and hand washing stations added throughout our parks,
and frequent sanitization of rides and other high touch points. We also established clean teams to uphold the
highest standards of cleanliness. The crisis has allowed us to accelerate the introduction of technology into
our parks that will have ongoing benefits even after the crisis subsides. We have used technology to remove
some of the pain points at common theme parks. These include: advanced reservations online, which spread
out the entry times for guests to avoid wait times at the gate; contactless temperature and security screening
to ease entry into the park; mobile food ordering to reduce the time it takes to fulfill an order and encourage
guests to add on to their order through easier menu access; and testing of reverse ATM machines to reduce
cash transactions. In addition, we will be testing our newly developed virtual queuing system in one of our
parks. Waiting in long lines is consistently ranked as the number one pain point in our guest experience, and
virtual queuing technology will allow customers to push a button on their smartphone to secure a seat on one
of our major coasters without physically standing in line. If a testing is successful, we will begin rolling the
technology out to other parks. With our new operating protocols and technology in place, we have resumed
limited operations at 14 of our parks. In addition, we opened our Safari as a stand-alone attraction at Six
Flags Great Adventure and animal experience at Six Flags Discovery Kingdom, our hotel waterpark at The
Great Escape, and our campground at Darien Lake. We've used a cautious and phased approach with
limited attendance in accordance with local conditions and government guidelines. Our park reopenings
initially experienced solid demand as our customers saw opportunities to have fun in the safe and outdoor
environment that our parks provide. In addition, guest feedback on our enhanced safety protocols has been
very positive. However, a recent spike in coronavirus cases in many of the states in which we operate has had
a negative impact on demand to use our parks. It is very difficult to forecast future demand trends in this
rapidly-changing environment. Based on capacity limitations designed to ensure a safe environment for our
guests as well as current demand trends, we expect daily attendance to be approximately 25% to 30% of
prior-year levels for the foreseeable future. This has resulted in our reducing some park schedules to
maximize attendance on the days we are open. There's no question that this unprecedented environment has
created challenges for our business. However, our parks have a number of advantages to operate during the
pandemic compared to other out-of-home entertainment attractions. First, our parks are outdoor venues and
spread over anywhere from a dozen to hundreds of acres, allowing for social distancing. Second, our parks
are open many hours throughout the day, reducing the need for people to arrive or leave at the same time.
Third, our parks are regionally diverse, and we operate in the largest markets in the US, making us not overly
reliant on one geographic region. Fourth, almost 90% of our guests come within driving distance, so we are
not dependent on air travel or other public transportation. Finally, our parks generate cash flow in excess of
their variable cost at significantly less than 25% of their maximum capacity. Although this crisis has affected
our business profoundly in the short term, it has given us the opportunity to make necessary changes in the
business that will benefit us in the long-term. I will discuss our long-term transformation initiative in the second
part of my prepared remarks. Before I share some additional thoughts about our strategic direction, I will turn
the call over to Sandeep to introduce himself and provide some details about our financial performance and
liquidity position. Sandeep?

Sandeep Reddy
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Executive Vice President & Chief Financial Officer
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Thank you, Mike and good morning to everyone on the call. I'm very excited to be at Six Flags. I'm a huge fan
of the brand, and I've long admired the consumer experience it delivers. My first month on the job has only
confirmed my view that the opportunities ahead are substantial, and the company is well-positioned for its
next round of profitable growth. I will begin by telling you a little bit about myself, I'll then discuss our second
quarter financial results and liquidity position, and end by outlining our team priorities. I have 25 years of
finance and strategy experience, primarily in consumer-facing businesses. Most recently, I was the CFO of
Guess? Incorporated, a publicly-traded global multi-channel lifestyle brand in the fashion industry; and prior to
that, I worked in financials for Mattel Incorporated, one of the leading toy companies in the world. As CFO of
Six Flags, I believe my primary role, in partnership with Mike and the leadership team, is to identify and drive
a value creation agenda for the company. I've done this in the past, and believe that with an incredible brand
and company like Six Flags, we can generate significant value for all stakeholders. I look forward to these
opportunities and to meeting many of you on this call. Turning to Six Flags' financial performance, results for
the second quarter was not comparable to prior, because we suspended the operations of our parks for
almost the entire quarter during the pandemic. As Mike mentioned, we were able to limit our net cash outflow
for the second quarter to $76 million. This was excluding the costs associated with our financing initiatives, or
approximately $25 million per month. This represented an improvement compared to the previously projected
net cash outflow of $30 million to $35 million per month during the last nine months of 2020. The improvement
was driven by disciplined cost management, higher Active Pass Base retention due to the lower than
anticipated membership cancellations and season pass refund requests, as well as positive cash flow from
our parks that have reopened. Total attendance for the quarter was 433,000, half of which came from our
Drive-Thru Safari in our park in New Jersey, which was our first attraction to open. As a result, revenue
declined by $458 million, or 96%, to $19 million. The reduction in revenue included $29 million of membership
revenue from our members that have completed that initial 12-month commitment period that we diverted to
future periods when our members enter their 13-month membership, we recognize the revenue on a monthly
basis, according to their cash payments. However, as part of our retention efforts, we offered an additional
month for our members for every month they could not use their home park. As a result, for those members
who have completed their initial 12-month commitment period, we will recognize revenue at the end of their
membership term, whenever those members utilize their additional months. The decrease in revenue was
also partially attributable to a $29 million reduction in sponsorship, international agreements, and
accommodations revenue. This reduction was driven by three things: the termination of the company's
international contracts in China and Dubai, resulting in no revenues from those contracts in 2020; the deferral
of most sponsorship revenues while the parks were not operating; the suspension of almost all
accommodations operations. We recognized little revenue from corporate sponsorships in the second
quarter, but are working with our corporate partners on a case-by-case basis to defer other planned programs
until our parks are open. We also continue to recognize revenue from our park being developed in Saudi
Arabia. Guest spending per capita in the quarter decreased 15% to $35.77. Admissions per capita
increased 5%, primarily due to a higher mix of single-day pay tickets. In-park spending per capita decreased
43%, primarily due to the large proportion of attendance from our Drive-Thru Safari park where there's no
opportunity for in-park spending. On the cost side, cash operating and SG&A expenses increased (sic)
[decreased] by $141 million, or 60%, primarily due to cost savings measures we took after we suspended
operations. These savings were partially offset by costs we incurred to open and operate our park towards
the end of the quarter, including increased costs related to enhanced sanitization and additional preventative
measures to help minimize the spread of COVID-19. In addition, we increased our legal reserves by $8
million in the quarter. These expenses is associated with several unrelated legal claims. Adjusted EBITDA for
the quarter was a loss of $96 million compared to income of $180 million in the prior-year period. We now
have 14 of 26 parks open. These parks generated more than 50% of our 2019 attendance on a full-year
basis. Month to-date in July, we are averaging approximately 30% of prior attendance at the parks that are
open. We are holding steady in surge states, but are doing much better and improving in states that are
experiencing favorable COVID-19 trends. This gives us confidence that we will see a rebound once the virus
has abated. In the near-term, it is unclear if we will be able to open any of the remaining parks this year, or
whether we will close any of the open parks earlier than prior years. At this time, we are evaluating a modified
version of our popular Fright Fest and Holiday in the Park events. Turing to our Active Pass Base, which
represents the total number of guests enrolled in the company's membership program or that have a season
pass; as anticipated, we lost significant season pass and membership sales while our parks were not
operating. Our Active Pass Base as of the end of the second quarter was down 38% compared to the prioryear quarter. This includes 2.1 million members compared to 2.6 million at the end of calendar year 2019, and
2.4 million at the end of the first quarter 2020. Customers typically purchase new season passes or
memberships when they are planning to visit a park. For that reason, the temporary closure of our parks had a
temporary but large impact on our ability to sell new season passes and memberships. However, we were
pleased with the retention of our existing members, as we retained 81% of our members since the start of the
year through the second quarter. Since we opened our parks, we have begun to sell new memberships and
season passes. We are proactively working to retain our existing members and season pass holders in
several ways. First, we offer day-to-day extensions for our season pass holders for each operating day their
home park is closed, and extended our members by one month for each month that their home park is closed.
Second, we offer to automatically upgrade memberships to the next tier level for the rest of the 2020 season
for members who continue to make payments until the parks reopen. And third, we offered to pause payments
for any member requesting to do so. We are taking members on pause as we open our parks, and we
anticipate that most of our pause members will return to active paying members once we reopen our
remaining parks. In addition, we are actively recruiting our cancelled members back to our programs now that
park operations are beginning to resume. We have received very few refund requests of season passes todate. While we have no contractual obligation to make a refund, and almost all of our existing pass holders
have used their pass at least once, the satisfaction of our guests is very important to us. We are actively
engaged in conversations with them to ensure their continued loyalty. In response to our curtailed operations,
we continued to take actions to reduce operating expenses and to defer or eliminate at least $50 million to
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we continued to take actions to reduce operating expenses and to defer or eliminate at least $50 million to
$60 million of capital expenditures. We now expect to spend $80 million to $90 million on capital expenditures
in 2020, $10 million lower than our previous projections. We have kept our full-time team members on the
payroll and maintained their benefits at the same cost. We believe this has left us in the best position to open
our parks quickly. However, we will continue to evaluate all option in the future, given the fluidity of the virus and
any associated impacts on park operating calendars. Based on all the cost savings measures we have
implemented, the retention of most of our membership base, and positive cash flow from the parks that are
currently open, we estimate that our net cash outflows will average between $25 million to $30 million per
month through the end of 2020. This includes all operating expenditures and capital expenditures relating to
our parks, along with contractual rent, interest, and partnership park distributions. Note that partnership park
distributions occur only in the back half of the year, and represent an average run rate of $7 million per month
for the last six months of the year. We believe we have adequate liquidity to the end of 2021, even if we need
to close our parks; however, if operations remain curtailed, we will likely need a further amendment to our
senior secured leverage ratio covenant. We also incurred approximately $6 million of costs on the strategic
work related to the transformation initiative that Mike will discuss. Costs in future periods are included in our
net cash outflow estimates; however, we will not finalize the cost or associated savings until we complete the
work. We anticipate that a portion of the work will be completed by the fourth quarter of 2020, and the
remaining portion will be completed when the parts are again operating at more normal capacity. Deferred
revenue of $182 million was down $53 million, or 22%, to prior year, driven by fewer membership and season
pass sales while our parks have been closed. These lower sales were partially offset by the deferral of
revenue out of the quarter from our members who have completed their initial 12-month commitment period,
and extension of visitation privileges into the 2021 season for our season pass holders and members in the
initial 12-month commitment period. Our liquidity position as of June 30th was $756 million. This included
$460 million of available revolver capacity, net of $21 million of letters of credit and $296 million of cash. This
compares to a pro forma liquidity position of $832 million as of March 31, 2020, a reduction of $76 million, or
approximately $25 million per month. We do not expect to draw on our revolver until Q1 2021. I now would like
to turn to our immediate priorities for the company: first, reopen with caution and prioritize the health of our
employees and guests; second, focus on liquidity and minimizing cash expenditure while we go through this
period of uncertainty; third, be conservative with CapEx, ensuring we only invest in projects with a good return
of investment; and, finally, continue building business and team capability. We have withdrawn guidance due
to the uncertain trajectory of the virus; however, like Mike, I am committed to providing additional disclosures
when feasible and being as transparent as possible. Our capital allocation strategy will be focused on
growing the base business and paying down debt to return our net leverage ratio to between 3 and 4 times
adjusted EBITDA. We have suspended our dividend and share repurchases for the foreseeable future, and
we believe targeting the low end of the range is appropriate given the new environment. In summary, despite
the challenges our entire industry is facing, we have adapted our operations in response to the crisis, and we
remain a healthy company with a bright future. We will not let these difficulties slow down our efforts to build
new business capabilities and prepare the company for its next phase of profitable growth. Now, I will pass
the call back over to Mike.

Michael Spanos
President, Chief Executive Officer & Director
Six Flags Entertainment Corp.
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Thank you, Sandeep. Our focus is on building a stronger base business and reducing our net leverage ratio.
We will be disciplined in this focus post the pandemic. We are developing a holistic transformation program
that will allow us to accelerate growth and unlock significant new efficiencies as we emerge from the
pandemic and ramp up to full-scale operations. We will focus on revenue generation and cost efficiency
programs in our base business as we become a more agile, commercially-driven, and technology-savvy
organization. Our transformation will improve the guest end-to-end experience while reducing our operating
costs. To this end, we have initiated a detailed review of our business. As we complete different work
streams, we will provide our expectations for annual earnings improvements. Our transformation initiative is
composed of three elements. The first element is top line growth. This element is about improving the end-toend guest experience, starting with pricing simplicity, website redesign, and a compelling value proposition
for food and beverage. One focus area that we previously highlighted was the recapture of lost single-day
guests. We already saw progress in this area through our focused and targeted offers prior to the COVID-19
crisis and it will continue to be a major focus going forward. The second element is organizational design. The
purpose of this element is to enhance the guest and team member experience while creating cost
efficiencies. We will reexamine what work belongs in the parks versus headquarters, and eliminate any
redundancy while being careful to protect the guest and team member experience. This organizational design
will be constructed in a way that fosters an entrepreneurial culture in our park leadership teams. The third
element is non-head count cost reductions. We will leverage the scale of Six Flags and examine each area of
our cash operating expenses to determine what is essential. We will capture savings by implementing
consistent systems, standards, and processes. In addition, we are beginning to revamp our environmental,
social, and governance program, which has a special emphasis on diversity and inclusion. This is a personal
priority for me. I know the importance of this firsthand for my decades of experiences working with diverse
teams and customer bases, including in multiple countries and cultures around the globe. I believe diversity
and inclusion provide the necessary foundation for a sustainable and healthy business; more importantly, they
are simply the values we should all uphold. We will integrate diversity and inclusion into our existing business
agenda, and we will hold ourselves accountable by measuring our results to ensure that we make sustainable
progress. Our plans will focus on five key areas. One, listen; we are creating a diversity and inclusion council
made up of members of our team to provide me, as CEO, direct feedback on how we are doing and what we
can do to improve. Two, train; we are conducting robust training on diversity and inclusion for all of our team
members, including dedicated sessions with our top 200 leaders on understanding the business rationale,
identifying unconscious biases, and learning how to lead open and honest conversations with our team
members. Three, address unconscious biases; we have updated our grooming, social media, and hiring
policies. We are also reviewing and correcting all branded names, park attractions, and infrastructure that
might be offensive in any way to our guests and team members. We expect our social media partners to
model the same values. Four, build a diverse team; we will establish a leadership team that represents the
diversity of our marketplace. We're reviewing and updating our recruiting and talent management programs to
foster more objective processes for all team members. We aspire to have a workforce that represents the
population of our markets, and to improve leadership representation by hiring and mentoring individuals from
those groups who have been underrepresented. Five, partner with communities; we will proactively work with
minority suppliers to develop long-term alliances. We will pledge up to $5 million cumulatively in investments
and ticket value by the end of 2022 toward programs dedicated to equality and the socioeconomic
advancement of people of color. Our transformation initiative is an ambitious and important program, and I am
confident it will reshape our business for future profitable growth and sustained value creation coming out of
the COVID-19 crisis. We look forward to updating you on our progress during the third quarter earnings call.
Operator, at this point, could you please open the call for any questions.

QUESTION AND ANSWER SECTION
Operator
Your first question comes from the line of Brett Andress with KeyBanc.

Brett Andress

Q

Analyst
KeyBanc Capital Markets

Hey. Good morning. So, you highlighted the impact of COVID cases increasing, but can you help us a little
more with maybe the pacing or evolution of attendance in the parks that have been opened, really, for any
substantive length of time; and how does that pacing defer depending on the COVID status in that region?

Michael Spanos
President, Chief Executive Officer & Director
Six Flags Entertainment Corp.
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A

Yeah. Hey, Brett. Good morning. I'll take that. So first of all, remember, we had a very phased approach on
attendance; meaning, when you look at it, step one was we tested in very small attendance levels in alignment
with city and state officials. That was the first portion of the alignment of opening. Then, we went to basically
what was about a 25% index to the average historical peak attendance or theoretical max attendance, which
again was in alignment with the city and states. Then, we were ramping up to about a 50% index, roughly a
50% to 60% index to that theoretical max capacity, which was also very incumbent upon also ensuring social
distancing. And we were on that track broadly across the entire enterprise. Now, what I've seen within the last
month, we've seen that split. We've seen in the surge states, that number has come down after it was ramping
up very consistent with the surge. However, we've seen really good trends in the non-surge states. So, if you
look at our parks that are up North – specifically if you look at America, you look at Great Adventure, you look
at St. Louis – we've seen really good, steady numbers. To include Great Adventure, we've hit max numbers
that we aligned on with the local city and state, and we're still in that phased up approach in that part; and
that's, again, just the pure theme park numbers. So, I do think – what we're seeing broadly is people want to
get out, but they're also being very concerned with the virus depending where it is. So, I'm very optimistic we'll
see a rebound when the health crisis subsides, because we've seen that in our surveys. We're surveying
guests every week, and what they're telling us is when they see a flattening of the curve, they want to get out;
and we also see a chunk of guests that are saying when they're comfortable with the vaccine, they want to get
out. So, in the short-term, we're going to have to continue to monitor the situation on a local basis.

Brett Andress

Q

Analyst
KeyBanc Capital Markets

And just to follow up on that. I think you mentioned kind of the capacity indexes, how does that translate to
attendance, I guess, is maybe as a percent of last year? Just trying to kind of disaggregate the two.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Again, it depends by parks. As Sandeep said, we're seeing numbers that are roughly, on average, 25%
to 30% index versus prior. We've seen in the parks that are not surging, we've been getting in the mid- to high40s fairly quickly versus prior. So, I think that's pretty solid. So roughly, we average about 50% in 2019 versus
the max as a baseline, Brett, just as a parameter. But what we've seen in these non-surge states, we're
seeing on days we're in the mid- to high-40s versus prior year, which I think is encouraging given our ramp-up
and our agreement with the local states and cities.

Brett Andress

Q

Analyst
KeyBanc Capital Markets

Thank you for that. And just one last one. I'm just curious what the guest satisfaction feedback has been in this
environment, maybe what you're learning from them; and whether or not that experience is, in your mind,
impacting any of the attendance levels?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

It's a great question, Brett, and I've personally been in the parks and observed this. So, what we're seeing is,
it's consistent; meaning, what the guests want is, they want more rides per day. That's the number one item
they're zoning in on. So, that's been the first area they continue to hone in on is they want to continue to ride as
many coasters as they can that day, which we're very cognizant of. The second is, although more than twothirds of our guest absolutely agree with masks, they are telling us that when you're down in Texas, it can be
tough when it's pretty humid and hot out. But that's why we've done a lot of the right things in the parks with
mask break areas and other accommodations. So, I would say it's consistent what we're seeing. We're also,
by the way, getting really high marks on our health standards. What we're being told by the guests is, we are
best-in-class example across all business channels, okay? So, I think we'll probably want to move on to the
next question; if that's okay, Brett.

Brett Andress

Q

Analyst
KeyBanc Capital Markets

Thank you. Yeah. Thanks.

Michael Spanos
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A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

You bet. Take care.

Operator
Your next question comes from the line of Steve Wieczynski with Stifel.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Yeah. Hey, guys. Good morning. So, first, I wanted to ask about the reservation system that's currently in place
at your parks. And I guess the question is, how much of that reservation system really helping you guys control
your cost structure? And is this something that could permanently be implemented as things go back to
normal; or do you think the potential negative reaction you would get from your customers would outweigh the
benefits? And if I can add on to that question, I guess, how far in advance is your typical customer making his
or her online reservation?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. How are you doing, Steve? So, first of all, I think what the beauty we've been able to accomplish in a
couple of months when you think about it, Steve, is we've now gotten to a point, if you're a guest, you can go
from making a reservation, paying for every element, get through security, and you're never touched, right? So,
our ability to implement technology and make it work – I'll tell you, the front gate experience, I've heard it right
from the guests, they love what we have done. Love it. Now, on the reservation system, this was a big
component to get cities and states very comfortable with flowing capacity, controlling capacity in the park;
because that's one of the beauties of us is we're not relying on a start and a stop time like other venues. We
have also though seen this as an advantage to guests, like, they're paying for parking online, they like the
ability to reserve, and we are seeing the reservations, they're pretty consistent with what we saw before.
We're seeing folks go a week out in others, and then we're seeing others honestly wait until a day or two
before, but that seems to be more weather dependent, Steve; they're gauging the weather and they're looking
at the open slots. So, I think we're going to continue to look at it, and I really like the fact how we've been able
to pivot the technology to make this front gate experience, starting with the reservation, getting in the park, a
much more positive time reduction process. So, we are going to definitely want to keep doing this post
COVID. As far as the reservation system, we'll continue to monitor on how it works in terms of guest
satisfaction.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. Got you. Thanks for that. And then turning to your Active Pass Base, I guess, the questions around the
decision to offer members the ability to pause payments, and not sure if you'll say this, but can you give us
some kind of idea of how much of your Active Pass Base has elected that option? And then, I think Sandeep
also talked about you've seen an uptick in your Active Pass Base as parks have started to reopen. So, maybe
if you could go into a little more color around that as well, that would be helpful.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

You bet. So, first of all, our pivot and my pivot is we got to be consumer-centric, guest-centric on this, Steve,
which was why we said – when you think about members, we wanted to give the guest the option. Option is,
they can pause if they're dealing with some personal financial issues; or they can keep paying, and if they
keep paying, they get upgraded to the higher level and they get that extension of time. So for every month the
park's shut, they get that extension time, which has been very favorably reviewed. Because if think about it,
we've maintained 81% of our members from the start, which I think is very positive. Specific to your question,
we've seen roughly about a 5-point pause rate the base of members. It's been quite small actually. People
have been really excited about being able to get that upgrade with the same payment that they were making
before.

Steven M. Wieczynski
Analyst
Stifel, Nicolaus & Co., Inc.
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Q

Okay. Got you. Thanks, guys. Appreciate it.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

You bet.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Thanks.

Operator
Your next question comes from the line of Tyler Batory with Janney Capital Markets (sic) [Montgomery Scott] .

Tyler Batory

Q

Analyst
Janney Capital Markets

Hi. Good morning. Thank you. I wanted to follow-up on the demand side of things, in attendance and what
you're seeing. In some of these non-surge states, are you bumping up against your capacity limits? In other
words, if there weren't capacity limits, would attendance be even higher? And in some of these markets that
are performing a little bit better, how are you thinking about increasing some of those limits, and what would
you have to see and how much flexibility do you have to remove those limits in the park?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Hey, Tyler. How are you doing? So, yes, this is – like I said, this is what I think is a really good positive
for us. In the non-surge states, we have had days as we've had this phased up ramp up schedule in line with
local and city officials, we have hit max numbers, but that is temporary; meaning, again, if you go back, we
have this, what I'd call, test stage, 25% index, theoretical max capacity then get roughly to a 50% and then
we've had the ability to go higher where we have enough usable acres. It's very specific by park. So, we're still
in that – in the non-surge states because when you look at when we opened, a lot of these parks have not
even been open a month. So, we're still in that ramp-up to go to the highest levels. So, yes, we do have the
ability to go further, and we've been very clear, we're going to continue to do that in a phased manner that gets
everybody comfortable with the way we're managing concerns around the pandemic, given our best-in-class
safety standards, and we'll continue to do that. So as far as – I think on beyond those levels, Tyler, I think a lot
is just going to be where the curve is in terms of flatness in each area; and with that, how everybody gets
comfortable with more of that. And then obviously, into the future, as we get closer to vaccine, I think that just
creates much more opportunities for us, okay?

Tyler Batory

Q

Analyst
Janney Capital Markets

Okay. I'll leave it there. Thank you.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Thank you.

Operator
Your next question comes from the line of Tim Conder with Wells Fargo Securities.

Tim A. Conder
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Q

Analyst
Wells Fargo Securities LLC

Thank you. And, gentlemen, congrats on the safety protocols, we've heard good feedback there. And,
Sandeep, also good feedback from our sources, due diligence, on your background. So, congrats on joining.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Thank you. Thank you.

Tim A. Conder

Q

Analyst
Wells Fargo Securities LLC

Gentlemen, a couple of things here. First of all, maybe housekeeping; what was the international revenue in
the quarter? And then, Mike or Sandeep, whoever wants to take this, can you maybe talk about what you're
considering on the Halloween/Christmas events, the modifications there, and any timetable for decisions on
those?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Tim, hi, and thanks for the accolades, real quick. I will tell you this, Tim, and I want everybody to hear this.
I've had governors and reopening task force tell us our safety standards are best-in-class. They've been lifting
and shifting across multiple industries, and we were very data-focused from day one, both as an industry and
as Six Flags, which I think has been very powerful for the industry. Let me take the latter part of your question,
Tim. As far as Fright Fest and Holiday in the Park, what we're doing here, Tim, is we're looking at it. And
there's going to be really, for me, three decision trees on this. Number one is safety, and we're continuing to
talk to medical experts on what we're comfortable with from a safety of guests and team members as we
execute. The second is, we want to make sure we're cash flow positive in anything we do around that. And
then third, I'm being very watchful of the brand reputation, especially around Fright Fest, and I want to make
sure we don't disappoint guests. We're in the middle of that. We're working through it. Over the next few
weeks, we'll finalize that, but we are planning to have something out there that excites families and our guests
to get out there and come to the parks during that time period. As far as international, Sandeep, did you want
to take that? I know...

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Sure. Sure. Sure.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Go ahead.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Yeah. Yeah. So I think, Tim, to start with – if you go back to what we said since the beginning of the year, a lot
of the international revenue was not expected to come through this year compared to 2019, because of Dubai
and China relationship is basically being wound down. And what we've said previously is there's one park
that's basically in progress right now in Saudi Arabia. And typically, for new parks pre-opening, we run
between $5 million and $10 million EBITDA on an annual basis. And so, we're not going to get into too much
specifics on this, because the numbers become less and less material to the total business, but that's pretty
much a good estimate for you.

Tim A. Conder
Analyst
Wells Fargo Securities LLC
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Q

Okay. Okay. And just to follow up on the Fright Fest/Holiday in the Park, again, maybe the decisions that
Disney and Universal have done versus yourselves and a couple of your other regional competitors have not
really made a firm decision exactly what you're going to do yet, but you outlined your sort of benchmarks.
Maybe, are they taking – is that just because where they're located, do you think, Mike, versus where –
obviously, you guys have more diversity there? And then, I guess, as a follow-on to that, just the plans on – you
said whether or not you open some of the parks that remain closed, just any thoughts there? obviously, as we
get deeper here in Q3, the probability would decrease I would suspect there.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah, Tim. I'll comment on us around Fright Fest. I think this is really the advantage – one of the advantages
we have at Six Flags. In our attraction, the great thing and I think this is a huge positive of COVID, we're not
reliant on hotel or airfare. So, as long as we can operate the parks and operate them cash flow positive, and
you see a flattening the curve, I think we can get great pent-up demand and we're prepared to capture that
with our team members that are working and we have not furloughed our full-time folks. So, I think that has and
will be an advantage for us, given the way we're spread out and we're very regionally diverse, which we talked
about. And so, as far as we're concerned is that's a good advantage. And as long as we can keep running the
parks cash flow positive, we're going to keep running the parks cash flow positive, which would include Fright
Fest and Holiday in the Park. And we'll make a local decision, Tim; these are very local decisions based on
where COVID is and the dynamics in that market. So I think that principle will stay there. And, anyway, that's
how we're thinking about it, Tim. Was there another – I'm sorry, Tim, was there another part of the question? I
think that was it.

Tim A. Conder

Q

Analyst
Wells Fargo Securities LLC

I think that feeds in both the Fright Fest and Holiday in the Park as well as the additional park opening. Thank
you.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Yes. You bet. Thank you, sir.

Operator
Your next question comes from the line of Paul Golding with Macquarie Capital.

Paul Golding

Q

Analyst
Macquarie Capital (USA), Inc.

Thanks. Sandeep, great to meet over the phone, and appreciate the question for either Mike or Sandeep. So,
just a little more housekeeping for me. The rollout of the mobile enablement, the social distancing enablement,
where is that being booked, and what should we expect going forward? Is that part of the OpEx that we should
look at, is that more likely part of the $80 million to $90 million in CapEx, how should we think about that?

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Yeah, Paul. This is Sandeep. So, I'll take that. I think in terms of the tech enablement, it is a combination of
CapEx and OpEx. But for the most part, I think what we have is the costs that were built in to the OpEx were
definitely part of the quarter – or cash burn that we just went through in the second quarter. And the great thing
about the tech enablement is, while there was cost that we incurred on the technology side, we actually were
able to save on labor through some of the automation measures that we took. So, there was an offsetting
impact on that. And I think from a CapEx standpoint, it's very minimal and it's – to the extent that we've
incurred it, it's within the $80 million to $90 million that we're guiding to for the year, but it's small in relative
terms. But, hopefully, that gives you a bit of color on where we are on that piece in the quarter and the year.

Paul Golding
Analyst
Macquarie Capital (USA), Inc.
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Q

Yeah. That's great. I appreciate it. And then, Mike, on your transformation initiative commentary, you were
talking about recapturing single-day guests . I guess, any color you can provide on how you're going to weigh
attracting single-day versus conversion of single-day to members or season passes as has been the goal in
the past, I would say? Any color around the strategy there and how you're weighing that?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

We are. And as I've said in the past, it's an and. I think, again, there's different consumer demand spaces and
consumer needs that relate to our parks. So, we do have what I would call light users that initially want to
engage in a trial experience in our parks. That's single-day ticket. They're great guests. We want them and we
should have the right value, which is a function of price and benefits, to bring them in properly and responsibly.
Now, ideally, we want to make them loyals, and that's why we have the Active Pass Base. And ideally, we want
to show them the benefits of trading up on the right incentive curve to get into the Active Pass Base, either
season pass or membership. So, we're going to continue to look at that. We're going to be very thoughtful on
our price pack architecture. We're going to be very thoughtful in terms of the volume/price elasticity and what
we think is the right value per market, but we're going to want to continue do both. And what I would say is go
back to January, February. If you remember, we had our attendance up those first two months by 19%. And if
you backed out Texas, which we had extended into attendance, our base attendance was growing 13%, with
our single-day tickets up 38%. And so we know we can do this. We did it before the pandemic and we're
learning more as we're doing the work. So, we'll continue to navigate growing both Active Pass and singleday ticket.

Paul Golding

Q

Analyst
Macquarie Capital (USA), Inc.

Great. Thank you both. Appreciate it.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Thanks.

Operator
Your next question comes from the line of James Hardiman with Wedbush Securities.

James Hardiman

Q

Analyst
Wedbush Securities, Inc.

Good morning. Thanks for taking my call. I really appreciate all the color and transparency that you've given us
with some of the nontraditional metrics during what's obviously the most nontraditional of times that any of us
have seen. I do want to make sure I understand a couple of the numbers that you've given us. So the 25% to
30% of prior attendance levels as we move forward, that's of the parks that are opened, right? And so, as I
think about company-wide, with 14 of the 26 parks open, should I be thinking about it as maybe low- to midteens in terms of overall attendance versus last year?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

James, hi. It's Mike. What I would say is what we – I wouldn't want to project into the future which parks will be
open or not open because it's such a fluid environment, as you said. What we gave you is just what we're
seeing today with the ranges. So right now, in the state – if you just look at July, roughly, we've been in that
25% to 30% versus prior on the open parks. But again, the ranges vary, James. Like I said, you've got the
non-surge states that have been pushing much higher than that, and we've seen the last three weeks or so in
the surge states where those numbers came down. And again, we're seeing now improvement again back in
the surge state. So I think it will be – I wouldn't want to speculate on the future. I would just tell you that's what's
happened so far, and we'll continue to keep you updated as we understand what those numbers look like.

James Hardiman
Analyst
Wedbush Securities, Inc.
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Q

Okay. That's helpful. Just to know that, that is just the open park? Obviously, closed parks

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yes, sir. Yeah. Sorry. Yeah, that's correct.

James Hardiman

Q

Analyst
Wedbush Securities, Inc.

No. No. I think that was predictable. I just want to make it 100% clear. The $25 million per month that we talked
about in the second quarter in terms of your cash drag. Obviously, that's down from what you previously
projected in a no-park-open scenario. I'm assuming, though, that since you had some parks opened towards
the end of the quarter, as we sit here today with the parks opened that are open, I'm assuming that cash burn
number is something significantly less than $25 million a month?

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

So, James, let me

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Go ahead, Sandeep.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Yeah., So I think when you look at the $25 million to $30 million cash burn rate, there's a bit of nuances in
terms of Q2, and let me walk you through Q2 understand what Q3 looks like. And by the way, James, before I
get started, I just got a note that I said something on the prepared remarks. Cash operating expenses
decreased by $141 million, or 60%, in Q2. I think I said they increased; obviously, it's not the case, but just so
you have that for the record.

James Hardiman

Q

Analyst
Wedbush Securities, Inc.

Right. Thank you.

Sandeep Reddy
Executive Vice President & Chief Financial Officer
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A

So now turning to Q2 itself – welcome. We actually went through $76 million in the quarter, which is about $25
million per month, and that was better than the $30 million to $35 million that we've guided to in April. And
there were a few drivers to this, right? I think the first driver was, there were lower membership cancellations
and season pass refunds than we were anticipating, which is a very good thing. I think Mike alluded to by
talking about the retention of our membership, which has been very good. In the circumstances, to only be
down 19% since the beginning of the year is a very good fact that has actually helped us from a cash flow
standpoint. And then, second, I think the lower cash operating expenses I talked about earlier through very
tight cost management, and all this happened while keeping very current on our payables. So, I think with that
to be able to limit the amount of cash out was very good for us. And then third, to the point that you were just
making, some parks opened up towards the end of June or through the month of June – some later, some
earlier – and that generated some positive cash flow; but I think in terms of relative impact on the quarter – in
the second quarter, it was reasonably small. But if you roll forward and look into the back half, our burn rate is
expected to be $25 million to $30 million, with similar drivers to what we saw in Q2 with one exception. We
actually make cash distributions of $41 million to our partnership parks only in the back half, and that
averages $7 million a month. Said another way, our cash burn in the back half would have been $18 million to
$23 million on average per month without the partnership distributions. And so, when you think about all of
this, you basically have – compared to the $30 million to $35 million that we were talking about back in April,
we feel we've actually made a significant improvement in our cash burn rate expectations, as well what we've
achieved in Q2. But, that's a lot of color, but I hopefully give you enough to kind of think

James Hardiman

Q

Analyst
Wedbush Securities, Inc.

That is extremely helpful. And maybe just one last question. Are your parks generating enough cash that – you
only have 14 parks open now, if they were all open but still just operating at that lower attendance rate, would
the cash generation be enough to offset sort of the corporate overhead piece such that maybe you could have
breakeven or better EBITDA? I'm just trying to understand the path back to profitability from here.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Great question. Great question. So, right now, in July, there are thee considerations to the parks being
opened, right? The first is safety, which Mike talked about extensively earlier. The second is the brand
experience that we're delivering to our customers in there. And the third is financial, and it has to be positive
cash flow. If it's not positive cash flow, it doesn't make sense from that standpoint. So, obviously, I think in the
current situation, we're more than breakeven on the parks that are open, the 14 parks are open; and we
expect that we will continue to monitor this. And as long as this is the case, we will keep opening it. But
remember, to the point you were making earlier, only 14 of the parks are open that covers 50% of the revenue.
So, the impact it's going to have on the total company is going to be less when that's the case. But I think it
makes economic sense to still open on these parks that are open. And then what I would say to help you with
the breakeven and the layers of cash flow is, remember, we've got to open up all the parks or a substantial
number of the parks. And then to the point that we're making on the non-surge states, you're seeing continuing
momentum on those non-surge states. And so, once we actually get out of the virus that are there in the surge
states, we expect attendance to lift over there, too. All that should lift our cash flows closer to breakeven. But
obviously, this is very mix dependent, depending on which parks are open and which states are surge states
and how that evolves over time. And I think it's kind of dynamic to say what a breakeven point would be,
because it's a function of mix. But those are the layers you really have to think through to actually get to where
we get to a breakeven level.

James Hardiman

Q

Analyst
Wedbush Securities, Inc.

Really helpful. Thanks, Sandeep, and welcome aboard.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Thank you.

Operator
Your next question comes from the line of David Katz with Jefferies.

David Katz
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Q

Analyst
Jefferies LLC

Hi. Good morning, everyone. Hello, Mike, and welcome, Sandeep. Thanks for all the information so far. We
touched on this a few questions back. But, Mike, I recall, we had a group discussion – I'm pretty sure it was
our last week or even our last day in the office – about the CRM system that the company has that you felt was
state-of-the-art, I think, may have been how you couched it at the time. How have you started to use that, learn
from that, and what remains to be captured from that CRM system? And my follow-up question is really around
digital endeavors. Across all of our coverage, there's obviously increased focus on digital marketing, digital
everything, given the circumstances. Where are you all in those efforts, and what can we expect to see and
hear about?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Hey, David, how are you?

David Katz

Q

Analyst
Jefferies LLC

Very good.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

So, let me start with CRM, and your question's really good on digital endeavors, and let me start with that. A
big part of what we're doing on transformation is to leverage technology for both the end-to-end guest
experience to make it much easier for our guests to engage in our parks and to be a more effective company;
meaning, ways of working. I think technology is going to be an underpinning of both. So, we're taking a very –
and that's a big part of the work we're looking at. It's how we do that to just make it easier to work, reduce
those redundant costs, and also make it easier for the guest. So I start there. Now, going back to the top line,
we are looking really hard at everything from our website, mobile apps, search engine optimization work and,
to your point, CRM and CDP. And in terms of CRM, it's just creating a more personalized relationship with our
guests. And I don't know if I said state-of-the-art; we have a good program, but we think we can make it a lot
better. To me, integrating all the systems and the data points with our guests, knowing them personally, allows
us to create a differentiated offering with the technology. To me, that's going to create two things: we're going
to get more share of mind, which means we're going to get more frequency of visit, more recruitment of new
users; and it will allow us to get more share of wallet. When they're in the parks, our ability to personalize and
differentiate is going to get them more engaged and more attractions in the park. So, that's where we want to
take this thing, which is a big part of the work we're doing on the transformation front; and as we complete that
work, we'll unveil that more.

David Katz

Q

Analyst
Jefferies LLC

Got it. Okay. Thank you very much.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Thank you.

Operator
Your next question comes from the line of Ben Chaiken with Credit Suisse.

Ben Chaiken
Analyst
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Q

Hey. How's it going? I guess, it may be early, but for those people who have churned out, can you talk about
how you'll reengage with that customer? And for the season pass customer who will have, call it, 3 or 4 months
free next year, how are you going to sell them an extension of that pass, so to speak? Thanks.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Ben, hi. How are you doing? So, we are staying very actively engaged with all of our members. So, we still
have our newsletters going to them. We do direct emails to them. We have a relationship with them, and they
know that they can unpause when they feel good about their individual credit situation. So, what we're doing is
communicating and making sure they know we're there for them at the right time. And, by the way, they know
they can do it themselves as well. Once they go to a park, they can un-pause, so to speak. So, we'll continue
to do that in the right way and the right professional way what those guests has been our policy. And we're
doing a lot of it, both email and candidly direct conversations with them. We've ramped up kind of what we call
a fresh desk team that is reaching out to these folks as well.

Ben Chaiken

Q

Analyst

Okay. Got you. That's helpful. And then earlier in the year, there was a discussion of $60 million in cost. It
sounds like there's going to be some cost for the transformation as well. Do you anticipate those being
incremental to those three buckets highlighted earlier in the year, or what's the difference?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. So I think – let me start with the three buckets, Ben; because if you go back, there was a bucket of
investment in the parks, OpEx, there's a bucket of bonus, and there was a bucket of, let's call it, labor
headwinds. I would say, we're not – we feel really good that, that $20 million bucket of labor headwinds that
was before COVID between complexity and wage, we feel less concerned about that, much less concerned
about that as we've been doing things. Obviously, as we move forward, we want to put bonuses back into the
business; and I do think we're going to want to continue to invest. What I would then say is, I think –
everybody's got to look at this holistically. As we go through the transformation work, which really is about
emerging stronger on the other side of the pandemic, fundamentally, the work is about getting back to that
base business issue. When you think about it, it's making sure we have a good, robust top line growth and
that we're taking out costs that fuel future sustainable growth, both in the bottom line and the top line. So,
there's going to be cost efficiencies and take-out work there as well as what we can invest in the top line. So,
as we put all that together, as we do this work, Ben, we will be very clear on what the push and pulls are;
especially what are the spends, what are the returns, and what are the payback timings of that.

Ben Chaiken

Q

Analyst

Got you. Appreciate it. Thanks.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. Thank you.

Operator
Your next question comes from the line of Mike Swartz with SunTrust.

Michael A. Swartz

Q

Analyst
SunTrust Robinson Humphrey

Hey. Good morning, guys. Hey, just to follow up on the prior question asked a different way. Sandeep, I think
you said that the $25 million to $30 million in monthly cash burn going forward does include costs related to
the transformation. When you outlined that $30 million to $35 million back in April, did that number also
include costs related to the transformation?
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Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

So Michael, let me take that. I would say that, for sure, this includes – the cash burn for the back half includes
the transformation cost that we expect to incur during the back half of the year. But to Mike's point, I think we're
not going to get – we basically don't have a specific number right now that we want to get into until the work
actually continues to develop. So, back in April when we actually came up with the $30 million to $35 million,
there was probably even less clarity on exactly where that number was going to be. So, there was probably
some high-level estimate, but not as clear as we are, because we've already incurred some money in the
second quarter, $6 million that we talked about, and we do expect to incur some more. But it's all in the cash
burn number.

Michael A. Swartz

Q

Analyst
SunTrust Robinson Humphrey

Okay. Perfect. Thank you. And then, Mike, just as you look at – early days here with the park reopening, the 14
parks reopening, maybe talk about the guest demographic? Or I think, historically, you've said the vast
majority of your guests come within a couple-of-hundred-mile radius of the parks. Have you seen that change
in the past month or so, maybe relative to what you've seen historically?

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. So, it's a really good question, Mike. So, I'll tell you, all the metrics broadly are very consistent. We've
looked at everything from mix of tickets, time in the park, kind of the mix of all sorts of things; and what we're
seeing is, it's really consistent, okay? So, it's sort of all boats rise or kind of drop dependent on the surge.
We're not seeing anything material, where they're coming from, whether they're a member, single-day ticket,
how long they're in the park, their visitation rates; it's very consistent with what we saw before COVID is the
headline. We've been spending a lot of time looking at this.

Michael A. Swartz

Q

Analyst
SunTrust Robinson Humphrey

Okay. Great. Thank you.

Operator
Your next question comes from the line of Ryan Sundby with William Blair.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Yeah. Hi. Good morning and thanks for taking my questions. Welcome aboard, Sandeep.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Thank you.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Mike, I think we can all understand the pressure on the in-park spending during the quarter, just given the
limited opportunities that the Safari Drive-Thru and the attendance volume that that's accounted for . But with
more traditional parks reopening in the past month, can you maybe talk about what you're seeing in terms of
in-park spending with a more comparable base of parks now open?

Michael Spanos
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A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah. As far as – yeah, I just want to make sure I understand your specific question. Meaning changes versus
before or dynamics in terms of what are being bought in the parks?

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Yeah. More so – I mean, just the pressure on the in-park per cap we saw

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Oh, I got it. Yeah, yeah, yeah.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Clearly, it was impacted by the Safari but...

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Yeah, yeah.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

...just want to get your – yeah. Okay.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

I understand the question, yeah. I'm going to give you the answer excluding Safari. The in-park spending is
good. This is consistent with the prior question. We are seeing good trends. And, by the way, one of them, as
we've been introducing mobile ordering, one positive we're seeing of it is we're getting an increase in
transaction size where we've employed it, which is very positive. We're seeing a definite uptick, which has
been one of the nice things we've been testing during this pandemic is how that works, and we're seeing a
nice uptick in transaction size per order. So, actually, I like what I'm seeing. We're also, by the way, seeing
good pull-through on masks. People are spending in the retail shops. People are spending with food,
especially, by the way, because remember, when they're getting food, they're also getting a mask break. So
I've seen this myself, and we're seeing in the numbers. When people are in the parks, they want to spend
money. They want to engage. It's been good.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

That's great to hear. And then, Mike or Sandeep, I guess, how should we think about that deferred
membership revenue piece that kind of moved out of the quarter going forward? Should this grow as more
members roll off that first year; or as more parks come online, should we see the impact shrink going
forward? Just trying to understand those two parts.

Michael Spanos

A

President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Great question. Sandeep, why don't you take that, because I think it's important everybody understands. That's
a really good question. Go ahead.
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Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

No. I think, it's really important and, frankly, moving parts to this. So bear with me, because it's going to be a
bit detailed. So, to start with, I think, deferred revenue in the quarter when you actually look across the big
components, there's about $29 million between season pass and membership and in-park dining. And in
addition to that, we also had some deferrals on corporate sponsorship. And in total, there's about $35 million
across everything. So let me walk you through four components, because I think there's four components that
have discrete impacts: the first will be season pass, the second will be membership within their 12-month
period, the third will be membership 13-plus, and the fourth will be sponsorship. So, on the season pass, we
do see the cash up front, so cash impact And under normal circumstances, revenue is deferred based on
visitation history. However, because of the pandemic, for parks not operating, we've provided day-to-day
extensions into 2021, and the revenue will be recognized through 2021 based on historical visitation. Now,
number two was membership within the 12-month period. Here, cash is received monthly. And, here, revenue
normally gets deferred based on historical visits, but for parks not operating,, we've offered month-to-month
extensions when the member's home park is closed. And here, too, the revenue will be recognized based on
historical visitation. But while members are paying if the parks are closed, we're giving them tier upgrades
and also the option to pause, like we talked about earlier. And the complex spot is really membership 13-plus,
people have passed their 12 months. Here, cash is received monthly, and revenue normally would be
recognized on receipt. But in this pandemic situation, where parks not operating, we're offering month-tomonth extensions for the month the member's home park is closed. These extra months will be recognized
once the membership ends or is canceled and the months actually utilized. And number four is sponsorship;
and, here, a lot of the cash we received from our corporate sponsors prior to the pandemic, but because the
parks were closed for the most part during the second quarter, the revenue has been deferred and will be
recognized only once the parks reopen and start operating, so that the corporate sponsors avail the benefits
that they were paying for. So, that's really a bit of a long-winded answer to your question. But I think as the
pandemic rolls on, this is the approach we're taking to defer revenue. And you know what the triggers now are
to recognize the revenue. I hope that answers your question, Ryan?

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Yeah. That's helpful. Thank you.

Sandeep Reddy

A

Executive Vice President & Chief Financial Officer

Great.

Operator
And, ladies and gentlemen, we have reached the allotted time for questions. I'll turn it back over to our
speakers for closing remarks.

Michael Spanos
President, Chief Executive Officer & Director
Six Flags Entertainment Corp.

Thank you, everybody, for joining our call; and, more importantly, for your continued support. We will continue
to focus on emerging stronger post the pandemic. Please take care and please be safe. Thank you once
again.

Operator
Thank you. Ladies and gentlemen, that does conclude today's conference call. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Thank you for standing by. This is the conference operator. Welcome to the Cameco Corporation Second
Quarter 2020 Conference Call. As a reminder, all participants are in listen-only mode and the conference is
being recorded. I would now like to turn the conference over to Rachelle Girard, Vice President Investor
Relations Treasury and Tax. Please go ahead, Ms. Girard.

Rachelle Girard
Vice President-Investor Relations
Cameco Corp.
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Thank you, Operator, and good morning everyone. Welcome to Cameco's second quarter conference call.
Like last quarter, we are doing things a little differently again. Recently, we've been experiencing some
challenges with our phone lines and have had a large volume of dropped calls. As a result, we are again
planning to conduct the QA portion of the call in a listen-only mode. There has been a lot going on both for the
company and the industry, and we recognize there is significant interest and limited sources of information for
our investors. Therefore, we want to ensure that we were able to clearly and reliably communicate with the
investment community. We have been proactive with our communications during this period, conducting
numerous conference calls, both with individual investors and via virtual roadshows, conferences and sell-side
hosted investor calls. We have collected questions from our sell-side analysts and have augmented that list to
include the common questions we have been hearing during our outreach with the investment community. To
help with the understanding of the information, we have organized the questions to focus first on the market,
then the impact of the market on Cameco's performance, and then finally, some more specific Cameco
factors. As always, we will make ourselves available to speak to you after the call should your questions not
be addressed on this call. There are a few ways to contact us. You can reach out to the contacts provided in
our news release, you can submit a question through the contact tab on our website, or you can use the
"Submit a question" tab on the webcast and we will be happy to follow up after this call. With us today on the
call are Tim Gitzel, President and CEO; Grant Isaac, Senior VP and CFO; Brian Reilly, Senior VP and Chief
Operating Officer; Sean Quinn, Senior VP, Chief Legal Officer and Corporate Secretary; and Alice Wong,
Senior VP and Chief Corporate Officer. Tim will begin with comments on our strategy and the markets. After,
we will move to the Q&A portion of the call. If you joined the conference call through our website event page,
there are slides available, which will be displayed during the call. The slides are also available for download in
a PDF file through the conference call link at cameco.com. Please note that this conference call will include
forward-looking information, which is based on a number of assumptions, and actual results could differ
materially. Please refer to our Annual Information Form and MD&A for more information about the factors that
could cause these different results and the assumptions we have made. With that, I will turn it over to Tim.

Timothy S. Gitzel
President, Chief Executive Officer & Director
Cameco Corp.
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Well, thank you, Rachelle, and welcome to everyone who's joined us today. I hope you and your families have
been able to remain safe and healthy during these unprecedented and challenging times. The COVID-19
pandemic has had a significant impact on people and economics around the world. We, at Cameco, have
also felt the impact with the proactive shutdown of our operations, which have come at a significant cost to our
bottom line in the second quarter. That said, we, at Cameco, are well-positioned financially with a very solid
balance sheet. Further, our strategy remains intact, and we continue to meet all of our committed deliveries to
our customers. Our ability to do so was strengthened by the successful restart of the Blind River refinery and
the Port Hope UF6 conversion plant in May. And we're happy to announce that to providing it is safe to do so,
we expect our position will be further strengthened by the planned restart of Cigar Lake in September. Let me
say a few words about our perspective on the uranium market. First, we believe that world uranium supply
continues to be at risk, as a result of the threats posed by the pandemic, both this year and next; and second,
that demand is beginning to emerge on market, something we've all been watching and waiting for. So, the
market is showing resilience, and price seems to have reset. Spot prices are up close to 35% since the start
of the unplanned supply disruptions this year, and TradeTech's production cost indicator sits at $44.50 per
pound and UxC's five-year price is at $38.75 per pound. And, of course, from a company perspective, I have
to highlight that we had another victory in our CRE dispute. The Federal Court of Appeal decided unanimously
in our favor at the end of June. So there's been a lot going on. Let's dig into some of the details. I want to start
with our plan to restart Cigar Lake in September. It's our biggest news like the successful restart of Blind River
and in Port Hope. It's an example of our success in proactively managing the risks of the COVID-19
pandemic. We were very pleased to be able to make this announcement. It's good for Cameco from a
financial perspective, from a risk management perspective, and it's good for Northern Saskatchewan. Having
Cigar Lake running was always a part of our 2020 plan. On the financial front, our strategy relies on having
low-cost pounds from Cigar Lake in our cost structure. These low-cost pounds help offset the cost of our
strategy on the operational and marketing fronts. However, the COVID-related shutdown of Cigar Lake has
increased our costs. Our care and maintenance costs are up CAD 37 million, as a result of the proactive
shutdown of our various operations, including Cigar Lake. And we are required to purchase more uranium
than we had anticipated at the beginning of the year. Given the 35% increase in the spot price of uranium,
these additional purchases come at a higher cost than our produce pounds. As a result, we expect our
average unit cost of sales will be higher than we expected at the start of the year. From a risk management
perspective, Cigar Lake restart will allow us to continue to meet our deliveries in a market where prices have
risen due to the increased demand and the thinning of available supply. And it's good for the communities in
Northern Saskatchewan who depend on the operation for employment, business development and community
investment. We will obviously continue to actively monitor the public health situation, and we'll take a
measured approach with all of our restart activities. The health and safety of our employees, their families and
their communities continue to be the priority focus of all of our plans, and we will align these plans with the
guidance of the relevant health authorities where we operate. We expect it will take approximately two weeks
to get back into production. While it's good for Cameco to restart Cigar Lake, the restart does not change the
fact that there remains tremendous uncertainty about uranium supply, as the pandemic continues to cause
unplanned supply disruptions added to the planned supply discipline that has already been undertaken. So,
the restart of Cigar Lake will not be the savior for the market. We will not make up lost production this year.
And while we are targeting our share of production to be up to 5.3 million pounds in total for 2020, there are
risks to that target. The restart and continued operation will be dependent on our ability to establish and
maintain safe and stable operating protocols along with a number of other factors, including the availability of
the necessary workforce and how the COVID-19 pandemic is impacting Northern Saskatchewan. And the
COVID-related shutdown creates potential risk to Cigar Lake's production rate in 2021 as well, caused by
delays and deferrals in project work, including lower capital expenditures. Since Cigar Lake production is for
term contracts, not for the spot market, no additional spot supply will result from the restart. Then consider that
COVID has impacted JV Inkai's production and all other Kazakh production in 2020. We also expect that the
COVID-19-related disruptions will impact the volume of material we'll purchase from Inkai this year. There's
been a resurgence in the number of cases of COVID-19 in Kazakhstan and it is having to reintroduce
lockdown measures. Kazatomprom, making the health and safety of employees a priority, announced a onemonth extension to the already three-month reduction in wellfield development activities at all its uranium
mines in Kazakhstan. It expects to gradually increase mine site staff levels in August, if it is safe to do so. Until
Kazatomprom can restart these activities, this is not clear to us what the impact on our purchases from Inkai
will be this year. Also, due to the importance of wellfield development, and maintaining ISR production levels,
it is indicated that the longer the disruption continues, the greater the likelihood the production impact could
extend beyond 2020 to 2021 in Kazakhstan. And don't forget that the McArthur River/Key Lake operation
remains in an indeterminate period of shutdown requiring market purchases to make up the curtailed
production. So, as a result of the planned reductions, in our production from McArthur River/Key Lake,
combined with the unplanned reductions at Cigar Lake and Inkai, we'll have to rely more heavily on the spot
market in 2020. We were active on this front in the second quarter. We purchased a total of 14.7 million
pounds at an average price of $31.30 per pound. The majority of these purchases were spot market
purchases. It also means we have some purchasing yet to do. And depending on the ultimate production
impact of the COVID-19 pandemic related disruptions on our 2020 supply, potential 2021 supply and on how
market dynamics develop, we may also begin purchasing for 2021 this year. Despite the disruptions to our
business related to the COVID-19 pandemic, we expect our business to be resilient. We remain committed to
our strategy, which is why, on the operational front, McArthur River/Key Lake remains shutdown
indeterminately. Our deliveries to-date have not been materially impacted, nor do we expect they will be. It is
true that as a result of our strategy, we have become reliant on market purchases of uranium to meet our
delivery commitments, but that is a deliberate choice we have made. It potentially cost us more in the nearterm, and we have been upfront about the impact our purchasing activity is expected to have on our margins.
Now, the COVID-19 pandemic is magnifying that impact. So, why did we make the choice to rely on the
market for supply, because we believe that over the long-term, it will add significant value for our shareholders,
and other stakeholders, and it will allow us to operate in a sustainable manner, for years to come. It's true that
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and other stakeholders, and it will allow us to operate in a sustainable manner, for years to come. It's true that
as uranium prices increase, purchase has become relatively more expensive than production. However, as
long as the near-term cost of purchasing is less than the added value, we expect to capture under our
strategy, we are better off purchasing. Where does that added value come from? Well first, it comes from
preserving our Tier 1 assets. As prices rise, it comes from delivering into the market-related contracts in our
existing contract portfolio, at higher prices, and we believe higher prices set up the conditions necessary to
allow us to layer in new long-term contracts at prices that recognize the value of our Tier 1 assets. This is how
we build long-term value. We preserve Tier 1 assets to deliver into long-term contract portfolio. To strengthen
our strategic result, we have been disciplined. We have made prudent and deliberate decisions to shore up
our balance sheet. As a result, we have the tools we need to deal with the current uncertain environment. We
are well-positioned to self-manage risk. We have almost CAD 880 million in cash and CAD 1 billion undrawn
credit facility, which we don't anticipate we will need to draw on this year, and we believe our risk has been
substantially reduced with the unanimous Federal Court of Appeal decision in our favor. The decision is great
news for Cameco, for our investors, for our employees and for other stakeholders. I once again want to thank
our Legal Counsel, our expert witnesses, consultants, and the many people at Cameco who worked hard on
our case. Your efforts are appreciated. And I want to thank our shareholders and other stakeholders for your
ongoing support and trust throughout this dispute. The Court of Appeal ruling further confirms that we follow
the letter and intent of Canadian laws, and it upholds the cost award received from the Tax Court of Canada.
This case only applies to the 2003, 2005, and 2006 tax years where the total tax re-assessed was CAD 11
million, half of which we have already paid and expect will be refunded. Under this decision, the three years
will now have to be reassessed in accordance with the ruling. And remember, we were awarded CAD 10.25
million for legal costs incurred and up to CAD 17.9 million in disbursements. However, the timing of the refund
and payment of the cost award is still uncertain. The Crown has the right to seek an appeal to the Supreme
Court of Canada. But the Supreme Court must agree to hear the appeal. If an appeal is sought, and granted,
we estimate it will take about two years from the date of the Federal Court of Appeal decision for the
Supreme Court to rule on the matter. While the ruling only applies to the three years noted, we believe the
principles in the decision apply to all subsequent years. Those principles do not give the CRA the right to shift
all of Cameco Europe's income back to Canada and apply Canadian statutory tax rates, interest, and
penalties. We'll be asking the CRA to accept the ruling and to apply it to all subsequent tax years and to return
our financial capacity. Our position has prevailed at every stage of the legal process. If the CRA feels the laws
are not written in the way they want, they need to approach the government to change those laws moving
forward, not continue to pursue the same flawed arguments. As we noted in our MD&A, CRA is currently
holding CAD 303 million in cash and CAD 482 million in letters of credit that belong to us. Let me be clear.
We will be asking to have the liquidity return so that we can sustainably manage and invest in our business for
the long-term benefit of our stakeholders. We want to continue to do our part to help rebuild the economy.
Some jurisdictions are slowly starting to open. But given the human and economic effects of COVID-19
globally, it's going to take a concerted effort to do so safely and to begin the recovery process, and each one
of us will have to do our part. Governments and central banks around the world have put fiscal and monetary
policies in place to help stimulate and rebuild the economy. They recognize that financial flexibility and liquidity
are vital to investment, growth and recovery. The impacts of COVID-19 are unprecedented. But, as I said
before, we expect our business to be resilient. Why do I say that? As you know, for many years now, in the
face of an uncertain uranium market, we began implementing our strategy on three fronts, operational,
marketing, and financial. On the operational front, we have cut costs. And in 2016, we began curtailing
uranium production, reaching a point in 2018 where our annual production was well below our annual delivery
commitments. Therefore, in our strategic planning activities, we've spent time thinking about and planning for
different production scenarios. We've modeled the potential impact of these scenarios on our business, so
we are prepared to deal with this unplanned event. There are a couple of other things I want to highlight that
we believe strengthen the resiliency of our business. On the demand side, nuclear is very clearly back in the
policy toolbox due to its carbon-free attributes. Since 100% of our products go into producing clean, carbonfree electricity, we are a growing part of the solution to the clean air and climate change crisis. And now, in the
face of a public health crisis, we believe nuclear is once again proving its worth due to some of its key safety
and reliability attributes. First and foremost, it is baseload. It will run reliably, 24 hours a day, allowing
hospitals, care facilities and other essential services to continue to operate uninterrupted. In addition, nuclear
reactors are designed to operate for long cycles without the need to refuel. They carry strategic inventories to
guard against supply disruptions. They have a number of backup systems for safety and reliability, and fewer
people are required at the site to run the operations. In the current environment, all of these characteristics
make nuclear power a logical choice, and it is why the International Atomic Energy Agency recently reported
that although electricity demand has declined in the near-term, the proportion of nuclear power has increased
relative to fossil fuels. So, as I said earlier, our customers will need uranium. In contrast, on the supply side,
things are less certain. COVID-19 pandemic has disrupted global uranium production, magnifying the supply
curtailments that have already occurred in the industry due to the lack of production economics. The industry is
reliant on supply that has become highly concentrated, both geographically and geologically. This
concentration has given rise to a number of trade issues, over the past few years, including the Section 232
investigation in the U.S., the Nuclear Fuel Working Group, the review of the Russian Suspension Agreement,
and Iran sanctions. And, right now, it's the Russian Suspension Agreement that is the trade issue perhaps
capturing the most attention, particularly that of our customers. The Russian Suspension Agreement imposes
an import quota on Russian uranium products equivalent to 20% of annual U.S. reactor demand, and it is set
to expire at the end of 2020. The U.S. Department of Commerce initiated negotiations to extend and amend
the Agreement to at least 2040 and to reduce U.S. utility dependence on Russian-sourced uranium products.
If the agreement is not extended by the deadline of October 5, 2020, the Department of Commerce may
eventually place final anti-dumping duties on imports of Russian uranium products. In addition, there are
efforts being driven by the U.S. domestic uranium industry that would impose limitations on the import of
Russian uranium products to the U.S. These trade issues have raised concerns over the role of state-owned
enterprises and have placed an increased focus on the importance of supporting the regional supply of critical
minerals, including uranium from independent commercial suppliers like Cameco. Therefore, on balance, we
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minerals, including uranium from independent commercial suppliers like Cameco. Therefore, on balance, we
think the risk to supply are greater than the risk to demand, which is why, today, the uranium spot price is up
almost 35% since the start of the COVID-19 supply disruptions. Inventories, which have been blamed for low
prices in our industry, are coming into greater focus, as a result of the unplanned supply disruptions. As a
result of the disruptions to production, we are seeing an acceleration of the destocking that was already
underway in our industry. For years, we have been hearing about large inventories of uranium, but we'll now
get a sense for the mobility of these inventories. As history has taught us, and as we have seen in the
conversion market, though inventory in our industry may appear high, its mobility tends to be inversely related
to price, which can further exacerbate supply disruptions. And even if there is a large de-stocking of inventory,
as a result of the production disruptions, these are onetime volumes that will be cleared from the market and,
in the meantime, it may allow us to make our purchases more cheaply. Over time, we expect this will create a
renewed focus on ensuring the availability of long-term productive capacity to fuel nuclear reactors. And we
expect this renewed focus on security of supply will provide the market signals, producers need, and will help
offset the near-term costs we may incur as a result of the temporary disruptions to our business. As I said
earlier, in this uncertain time, we expect our business to be resilient. Our decisions are deliberate, driven by
the goal of increasing long-term value. We will continue to do what we said we would do, executing on our
strategy in the manner consistent with our values. We are responsible commercially motivated supplier with a
diversified portfolio of assets, including a Tier 1 production portfolio that is among the best in the world. I'm
proud to say that at Cameco, we are doing our part to make a difference. We're providing the fuel needed to
power the nuclear reactors that are part of the critical infrastructure needed to ensure hospitals, care facilities,
and other essential services are available to us during this pandemic. But perhaps more important is our
more than a 30-year commitment to protecting the health and safety of our employees, their families and their
communities and supporting local business development. And, in these uncertain times, it will be critical that
we continue to work together to build on a strong foundation we have already established. So, thanks for
joining our call today. And with that, we will move in to the question-and-answer portion of the call, which, as
Rachelle mentioned earlier, is in a listen-only mode.

QUESTION AND ANSWER SECTION
Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

The first question comes from Andrew Wong at RBC. Industrial demand is down globally, and some countries
like France and Sweden are reducing nuclear generation due to COVID-19. How do you expect this will
impact demand, inventories and expected purchases over the next couple of years? Will the reduction in
demand offset the supply disruptions? And are there any concerns with the delays in construction for new
nuclear due to COVID-19?

Timothy S. Gitzel
President, Chief Executive Officer & Director
Cameco Corp.
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Well, thanks, Andrew. It's Tim. I'll take a shot at this one. I think there's a couple questions embedded in there.
First, on the electricity demand side, yes, clearly, COVID has had an effect on electricity demand. We see it in
the different reports we get on a monthly basis. I'd say, especially right off the bat, we saw electricity demand
drop very quickly when the confinement measures were put into place, I'd say more on the industrial side than
anything. In fact, on the residential side, I think demand went up. And so, did they offset each other? I don't
think so, but it's been down. What we're seeing now, and I just saw an IEA report today that showed it's
coming back. It's still down for pre-COVID levels, but in many countries, it has recovered significantly. In fact, I
saw in China, I think they're within 1% of where they were a year previous to the COVID level. So, I think that's
good news. Piece of good news on that one is that, as I said in my introductory comments, is that the nuclear
share of the electricity being produced has gone up, especially in relation to fossil fuel. So hopefully, that's
saying we're getting recognition, as we said, safe, reliable baseload power, to power all of those institutions
that we need to continue running, especially healthcare facilities in these days. And so, nuclear is still strong.
The effect on demand, we haven't seen it. While we still had guidance out, I think I said we were selling 28
million to 30 million pounds this year. That hasn't changed. We still have significant commitments. Our
customers still are taking deliveries and still have to load their reactors with our uranium. So, I don't think
there's a big effect on demand. I think the story you want to watch is supply obviously. Through the COVID
disruption, I think we've seen numbers in the 20 million and counting pounds that have been left in the ground. I
think I saw the UxC presentation the other day that corresponds pretty much with our numbers because we're
the ones that have taken all of our production off at the moment. Kazakhs, we've been in touch with Mr.
Pirmatov, as to what's going on in Kazakhstan and they're having to disrupt their production and drilling there.
So, they are down a bit, in Namibia, I think early on, and so it's – I'd say it's 20 million and counting. And that
goes with the production we already took off, starting back in 2016, in Rabbit, in the U.S., and we pulled back
on McArthur and the Kazakhs pulled back. And so, there was already about 40 million pounds a year
disrupted and left in the ground. So, I'd say watch supply, and watch it closely. You've got our friends at Ranger,
who have about five months left, I think, in the life of their mine and mill there. COMINAK in Niger used to be
responsible for that mine, I think, by the end of March next year. That one's gone. And that's production that
we've competed against, I guess, for many, many years and that's not a supply disruption. That's gone. That's
gone from the market. And so, watch supply. Construction, I think, the last part of your question was on
construction delays. I think, I looked at our numbers today, 54 units under construction around the world. Add
to the some 440-some that are in operation, that's a good number, and I don't think that's changed. And I'll just
say a word and then I'll stop. But if you remember, if people can remember, and I know it's hard, five months
ago, we weren't talking COVID-19. We were talking about climate, climate change, CO2 reduction, Greta
Thunberg, keeping the temperature of the earth down. And it was huge. That hasn't gone away. I think it's been
dormant a bit, as we work through the pandemic, but I think it's going to come back. And I think we have a
miraculous opportunity here with nuclear power, as we move forward and rebuild the economies and bring the
world back to the state it should be in, to really push nuclear power ahead. And I think we're getting a good
hearing on that.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. The next question comes from Brian MacArthur at Raymond James. The Uranium spot price
increased substantially, following the unplanned supply disruption announcements. However, it seems to have
plateaued recently. What are you seeing in the spot market? How much material is available? Have you seen
many utilities competing for the spot market material? And if the price has plateaued, is your activity holding it
up?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

So, I'll start, and I'll just say, I'm going to pass it over to Grant, who's in charge of, as everyone knows, our
marketing and finance and other departments. But I would just say we have not been sitting around doing
nothing during this period. Our marketing teams have been extremely busy, in the market, as you've seen by
our purchasing activity. We've been in the market full-time, every day, since the pandemic started, and Grant is
the best expert to answer the market question. So Grant, I'm going to pass that over to you.

Grant E. Isaac
Senior Vice-President & Chief Financial Officer
Cameco Corp.
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Yes. It's a great question that Brian raises. And plateau is a word that we've heard a few times because the
price did respond quite quickly to the unplanned supply disruptions, up 35%, nearly $10 . It may in fact have
reset the expectations of what a low uranium price is. Before COVID, I think, people believed the low uranium
price was in the low 20s, and now there seems to be a sense that the low uranium price is in the low 30s, so
that's certainly good news. Maybe I'll comment on our activity first before I characterize the spot market a little
bit. So, year-to-date spot volumes are now at 62.4 million pounds. That's a lot of spot volume halfway through
the year. There's no doubt about it. We now have said that our year-to-date purchases are 19.3 million
pounds. So clearly, we're not the only activity in the market. We're not holding the market up, when we're only a
small portion of it. And, in fact, even if you believe that 50% of the total volumes in the spot market are just
meaningless trade or churn, it still suggests that there's other demand in the market not just us. And so, where
is it coming from? Well, some of it has been utilities, discretionary purchasing in the spot market. A lot of it
seems to be producer purchasing to cover sales commitments due to the unplanned supply disruptions. And
probably it's important to remember that when a producer is in buying to meet a sales commitment, that is like
fundamental demand. That is utility buying. That's material that's going to go to a utility and not come back into
the market to be turned around. A little bit on how the spot market looks, I think, for 2020, we're characterizing
it as a year where there's just been a mismatch in the timing. Inflows of material coming in that's mostly
uncommitted produced material, we saw a lot of it destined for the market in the first half of the year. And we
think the outflows are really going to kick in in the second half of the year. The normal material that needs to go
out to meet deliveries, plus any spot demand that comes into the markets in the second half, as it typically
does. We've been pleasantly surprised to see that folks have been continuing to offer material, despite the
market uncertainty and despite the fact that everybody knows we're going to buy because we have to buy to
meet our uncommitted sales, so the fact that those who've been willing to sell has been a bit of a pleasant
surprise for us, because it's allowed us to obtain prices somewhat less than the recent highs. And, of course,
our goal is to always buy as cheaply as possible. But the other way to look at it is plateau is also this notional
floor. So, we've also been surprised to see there's been some resistance, actors in our market who have
maybe had a tendency to be quite desperate sellers have been more resistant, and more stubborn with their
offers, and that's good to see. All maybe convincing us that maybe there's been a reset in the spot price.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Grant. The next question is also from Brian MacArthur at Raymond James. Can you comment on
where the supply in the spot market is coming from?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant?

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Yes. I've mentioned a bit earlier that we sort of see the spot market, this mismatch between inflows and
outflows, that the inflows are uncommitted production. You'll recall that, last year, we began to say this really
isn't an inventory story. It's a story of uncommitted production that the sources appear to be Uzbek, Tunisia,
Namibia and as well as some Australian. These are from producers that either have an offtake arrangement
to sell to traders, or they have a deliberate strategy to sell directly into the spot market. These are suppliers
that a lot of them are state-owned or suppliers who look at the uranium supply as a byproduct. And so, it's not
a main driver for their production. And so, we get this uncommitted production coming to the market. It's also
the reason, by the way, that there's been this recent trade policy focus on state-owned enterprises and the role
that they play in providing material to the market in a way that might harm those who are trying to do it
commercially. So, we've been saying that this isn't a story of inventory mobilization. It's this uncommitted
production. We've not seen any significant inventory mobilization. This is not a surprise for us because
typically inventories are less mobile in the face of tightening supply and rising prices. So, that would be just
sort of where the – how I characterize the supplies.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Grant. The next question comes from Andrew Wong at RBC. With stronger copper prices, is there
any concern that it could incentivize more uranium byproduct production from Olympic Dam, now or in the
future, and how might that impact the market outlook?

Timothy S. Gitzel
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A

President, Chief Executive Officer & Director
Cameco Corp.

Well thanks, Andrew. It's Tim again. Olympic Dam has been competitor, supplier, producer of uranium for
decades now. And so, we just assume that they're always going to be in the market, and produce uranium,
and that is going to show up there. So, I see – we watch reports out of Australia that they're looking at
increasing their copper production. I think they're about 200,000 ton annually. They're looking at moving up
into the 300,000 level – 350,000 level and then with a corresponding increase. But, I remember, we saw this
back in about a decade ago, and there's a lot of concern then, and I'd say we would have been more
concerned then, because now if they do decide to go ahead, I don't think they have, and they have to do all
their EIS work and all of that, we probably might need the uranium by the time they get going. So I'll tell you
one thing it does do is that it eliminates the need for any greenfield. When you've got the big horses shut
down, Cameco has got all of its production shut down, Cigar, McArthur, Inkai, Mr. Pirmatov's got a bunch of his
production down in Kazakhstan, and Olympic Dam, perhaps, bringing on some more production in the next
whatever period of time. This will be an incumbent recovery where those come up first. And so, we're not
particularly looking at any greenfield, and the world just doesn't need it right now.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. The next question comes from Oscar Cabrera at CIBC. The trade reporters are showing
elevated spot market volumes, yet the term volumes seem relatively modest. Are you surprised? What will it
take to get utilities to sign long-term contracts?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant, do you want to talk about the long-term contracting?

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Yes, sure. And, to be a bit self-serving, I would start with reminding folks that Cameco has had some success
in the long-term market, actually in 2019. And we also talked about, in 2020, our off-market activity. And, just
as a reminder, this is when utilities come to us directly, and we negotiate for either an extension of an existing
contract or a new contract. But it isn't done through that competitive RFP process. So, we've been
characterizing it that, yes, the industry hasn't been achieving replacement rate term contracting. But Cameco
had been enjoying it for a variety of reasons. Having said that, I think, Oscar, you probably focused on the
competitive on-market type contracting. And maybe it's helpful to break it into two perspectives. The
perspective of our customers, as we understand it, and then, of course, our perspective, as a potential
supplier, looking to sell material. So, when we think about it from the customers' point of view, we have to
acknowledge that they've also been impacted by the pandemic, and we've seen them really focused on
making sure that their plants are operating in a safe and reliable way, and that they're meeting all the industrial
protocols that they need to follow to keep people safe. We know that a lot of the effort of our utility colleagues
has been spent, especially the U.S. ones on the Russian Suspension Agreement, making sure that their
position is well understood with the U.S. Department of Commerce. So, that's been taking a lot of time that
would otherwise probably be devoted to thinking about procurement. So, we think that there's a number of
factors there that maybe are a bit distracting, and legitimate factors that are a bit distracting from the longerterm procurement, maybe a bit challenging for them to layer in those longer-term financial commitments that
are, in fact, a supply agreement. That said, from the customers' point of view, it's simply a matter of time. We
have started to see some recent interest in the mid-term market, that three-year to five-year market as well as
the longer-term market, which we kind of say is five-plus. We've seen a number of utilities issue RFPs in the
last week or two. So, too early to tell if this is a start of a trend, but in any event, it is absolutely positive and
would make sense given all the supply uncertainty. But think about it from our perspective as well, spot price is
up with the planned and unplanned supply disruption. This spot price increase, which we talked about earlier,
the 35% increase, it has pushed up forward prices in the term market. We can see the UxC price for five – the
five-year price at $38.50, TradeTech's long-term prices at $39 . TradeTech has introduced to new production
cost indicator, which by the way, if you haven't seen it, I'd encourage everybody to look at the study that
TradeTech has done there to arrive at a $44.50 production cost indicator. All this means is that it's a more
favorable environment for us to be negotiating the value of longer-term contract. So, that takes a bit of urgency
away from us. We want to be patient and make sure we're as capturing as much of that value in those
negotiations too. So, those two things, our perspective and their perspective, I think, suggest that we're not
ready to worry about the term contracting and where it's at. It does take time, but we'll see it. It's a matter of
time, and the conditions for us to be able to extract value do seem to be improved.

Rachelle Girard
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A

Vice President-Investor Relations
Cameco Corp.

Thanks, Grant. The next question comes from Lawson Winder at Bank of America Merrill Lynch. The spot
price from UxC has closed the gap with a long-term price indicator. Do you view this as a bullish or bearish?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant?

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Yes. That's a very good question. I don't think there'll be any surprise in how I look at this. I view it as bullish. I
mean, fundamentally, when you can buy uranium today, at the same price as it costs you to buy it in the future,
it's a lot easier to turn your procurement focus to your run rate requirements out in time. There is no benefit
now to buying it on the spot market versus the term market. So I think, fundamentally, that closure of that gap
makes it more likely that, okay, well, now is the time to start thinking about those run rate requirements. That's
probably behind why we're seeing some competitive RFPs come into the market. There's also an operational
issue that we can't overlook here. Spot market demand is simply more capable of reacting quickly to market
developments than term demand. Term demand takes time. It takes time to figure out how much a utility is
willing to procure and what their financial exposure is going to be, and how they want to structure that
agreement. And so, as I mentioned previously, term demand is likely held up by a couple of other factors. And
so, between the two, I would say, it's a bullish signal as opposed to a bear signal.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Grant. The next question comes from Greg Barnes at TD. How is activity in the mid-term market
holding up? Are you seeing less material coming from carry trade activity? I understand the Kazatomprom has
stopped supplying material to the spot market and that this could lead to reduced material available to midterm markets. Is that in fact happening?

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Yes, that's a good question, Greg. With respect to Kazatomprom, I think, they've been very clear on their spot
sales discipline. And from what we can see, that discipline is real. Of course, there is Kazakh-origin material
available. But I think it's made available through JV partners, who take possession of the material, not from
Kazatomprom themselves. So, I think they can be trusted when they say that that discipline is there. With
respect to the carry trade, to some extent, we are seeing less. We had heard of a rapid decrease, in carry
trade activity, as a result of the tighter credit markets, when the pandemic and the economic closures began
to first roll around that some of the entities were not able to secure the financing that was to back up that carry
trade. So, we saw some carry trade offers evaporates, which also contributed to spot demand in the early
days of the pandemic unplanned supply disruptions. More recently, I would say we're seeing some
intermediaries attempting to reposition in this market segment. Whether they're going to have success or not,
we'll wait and see. The closure of the spot/term gap that we talked about in the previous answer, actually kind
of eliminates some of the need for that carry trade activity. So, we'll watch this very closely. But, so far, it is
playing less of a factor than it has in the past.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Okay, thanks, Grant. The next question is also from Greg Barnes at TD. Utilities have had more pressing
issues to deal with this year than long-term fuel procurement. But as the COVID crisis stabilizes, do you
expect utilities to turn their attention to the term market? I assume that the WNA Symposium will be virtual this
year. Will this have a negative impact on the typical uranium contracting cycle that happens around this time?

Timothy S. Gitzel
President, Chief Executive Officer & Director
Cameco Corp.
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Greg, it's Tim. I think I'm lamenting a bit, but it's – this will be the first time in 27 years or 28 years that we
haven't gone to London for the – kind of the first week in September for the WNA Conference. It's like – it
sounds like the nuclear uranium calendar year that starts in September. And so, you're right, it's going to be
different. The Symposium will be virtual, this year, and then not seeing 800 of our best friends will be a bit
tricky. But that said, life goes on, and as I said earlier, we have been – Grant and his team, the marketing
team, have been in constant contact with our customers through this whole pandemic piece, just staying in
touch with them, staying by their side, they're letting them know we're there. The discussions that we had
started before the pandemic have continued through. It's kind of a tough time when you're trying to look after
your employees and keep your plant open to be talking about a 5-year to 10-year contract, but that will come
there. I was looking at the uncovered requirements in this decade, and we're almost into it now at both 742
million pounds . By our numbers, others would be close to them. And I think if you go out another five years, it's
almost double that. Those problems yet to be contracted, and so, that work is going to happen at a time when
supply is declining. So yes, it's going to be different this year. And no WNA, but we'll find ways, like we all are,
to stay in touch with our customers and make sure business continues.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. The next question comes from Brian MacArthur at Raymond James. How much material do you
think have been removed from the market as a result of the COVID-19 pandemic-related disruptions to
production? What is happening with the Husab and Rossing Mines in Namibia?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Yes. Thanks, Brian. And I have to say, while we're not sure yet, I think I threw out a number of 20 million pounds
and counting, is what we've counted so far. I guess we'll see how things go, going forward, to see how Cigar
restart goes, see how Galym's able to manage things in Kazakhstan, see if there's a second wave comes
down. So, what we have done is those pounds have not come onto the planet, so yet the consumption is still
going on. And so they're having to pull 20 million pounds out of inventory somewhere because we won't make
up that production, and that's added to the supply that we've already taken off the market. Cameco and, as I
said earlier, with Ranger and COMINAK coming off, in the next six months to eight months, even more coming
off. So what's happening in Namibia, don't really know. I don't get a lot of information out of the Chinese folks
on those two operations. We know they were having issues right off the bat, but I understand their production
is coming back. So, yes, there's a fair bit of material already coming off the market that wasn't planned. I
mean, we plan supply disruptions, and we took down McArthur for a reason. We took down Rabbit Lake in the
U.S. This one, we didn't really see coming until it hit us. And so, it has been just added to the supply that's
already been taken off the market.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. This next question is one that we hear quite frequently. What is behind the pricing differential for
material at Cameco, Comurhex, and ConverDyn? Why would you not buy at the cheaper location and
transport to the higher cost location to capture the arbitrage opportunity?

Grant E. Isaac
Senior Vice-President & Chief Financial Officer
Cameco Corp.
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A

Yes. That's right, Rachelle. This is a question we've been hearing frequently. And I think the simple answer is
that the market is currently at Cameco. I mean, there is some nuance to it. But what we would point out is that
that's where the material that is being required to service committed sales contracts is being largely procured
from. When you look at the reasons why, well, you have a facility shutdown in the U.S., you have a facility in
France that is still in the process of ramping up, some questions about storage capacity about the
acceptance of new material, so no surprise. There just tends to be a desire to move material away from those
locations and make sure it's at Cameco. Why at Cameco? Well, because the fundamental demand is there. It
happens to be our preferred location for all the purchasing we've been doing. I said earlier, year-to-date
purchases of 19.3 million pounds, we prefer to buy at Cameco. We prefer to buy at Cameco because we're
trying to meet our commitments. We have very specific product origin, product form, product location, delivery
timing requirements, and it just so happens that these criteria are most often met at our own location, and we
don't have an equivalent need for a material at ConverDyn or Comurhex, so that contributes to sort of the
pressure at one location. Theoretically, you could use physical transportation to capture the differential, but it's
difficult. It's time consuming. It has a direct cost. Many of the intermediaries in our business just operate on the
fact that this has largely been a book transfer market, so they actually have no expertise or capability in the
physical transport of material. So, it sounds easy to do. It's not easy to do. This is Class 7 nuclear material.
So, when we see the opportunity to take advantage of location differentials, we absolutely do. But, first and
foremost, it's meeting the needs for our committed sales portfolio. And it just so happen to be mostly met at
Cameco. And it appears for others as well that are buying material for their committed sales portfolios.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Grant. This, again, is another question we hear quite frequently. How significant is the
announced extension to the reduced mining activities in Kazakhstan? If things turn around there, how quickly
can production come back on?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well, I think it's very significant. Obviously Kazakhstan represents at least today 40% of the world production.
So, any kind of disruption in production there is significant for the world and world uranium market. I have to
tell you, and I say this on behalf of the team, at Cameco, we've been super impressed with the leadership that
Galym Pirmatov and his team have shown in putting priorities on the workers and the health and safety of their
workers and just making the right decisions. We all have different pressures on us, but they are just absolutely
focused on them. And I can speak for JV Inkai, our team of people are keeping them safe and healthy. So, you
might have seen there were recent interviews that I think, Riaz Rizvi did one and Meirzhan Yussupov both
saying that they will take a cautious, prudent approach to restart. It's going to be done slowly, cautiously. But
the longer they're down, the more challenging it becomes. And I know that the summer months are important
in Kazakhstan, like they are here for us in Canada that ISR production is drilling. And you got to drill, drill, drill,
and then solidify the wellfields. And if you can't get out there with your drills kind of in the summer and early fall,
it could have a significant impact on your production not just in 2020 but also in 2021. And then we've heard
that from them. So, we're watching that very closely. Obviously, we're in close contact with them as it pertains
to our JV Inkai operations. And we wish them the best there with their battle on the pandemic. And I guess
we'll see what comes out from them in August.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. And maybe just to follow on from that question, Kazatomprom recently indicated that it may have
to buy uranium in the spot market due to the production interruption caused by COVID-19. If they are in the
market, at the same time as you, are you concerned that it will drive up the price of uranium?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Let's say that's a bit of a Hollywood problem if Kazatomprom has to buy and perhaps Orano has to buy and
others that were never concerned about the price of uranium running up. As you know, it will run through our
long-term portfolio. And we hope something like that would incite customers to come back and lock in
contracts, and so they have some certainty going forward. So, we'll see what happens there. But we all have
contracts in place. And Kazatomprom has done a good job of putting some long-term commitments in place
that they have to fulfill either with production, or if they don't have production, they have to do a reduction
probably purchase it somewhere else. So, we'll see how that rolls forward for the rest of the year.
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Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Tim. And this is another question we've heard recently. Why do you think Yellow Cake and UPC
are selling uranium and buying back stock? What is the significance?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant, I'll let you take that one.

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Well, I probably should start by saying you'll have to ask them because we certainly can't speak for them, but
maybe make a couple of observations. We were – a couple of years ago, when we were talking about what a
market recovery would look like, we said, well, Tier 1 assets are going to have to come back, and then Tier 1
assets can probably expand, and then Tier 2. And as I built up that stack, one of the things I said was we'll
have to keep an eye on the funds. And I got a lot of criticism for saying, "No, these are permanent capital
funds. They'll never sell material of it." This is precisely the kind of behavior that I was thinking about. So, it's
just a reminder, these are financial entities. There's no conviction necessarily in the uranium space. The
conviction is on the value of the fund and whatever backs it up is whatever backs up. So, they will take actions
like loaning material or selling material in order to support their net asset value. I mean, they're not uranium
suppliers. So, it's unfortunate to see them in a position of having to raise capital. We understand that there's a
broader environment of economic and market upset. They have objectives from a valuation point of view.
Maybe reading into it a little bit, seeing them loan material, well that might actually indicate something quite
positive. If traders are going to have to knock on the door of these funds and offer them pretty good rates in
order to borrow material, that suggests that maybe the material is drying up for the traders if that business is
happening. So, maybe there's some positive to be read into that. And if I look down the road, well, maybe
buying back stock puts them in a better position to increase their uranium holdings, as a broader market
improvement occurs, and that could be supported in the future. But it's just – it is frustrating. It's unfortunate to
see. I think their reasons are their own. We just try to look through what the impacts could be on the market
and they're pretty minimal.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Grant. The next question comes from Oscar Cabrera at CIBC. What significance does the
review of the Russian Suspension Agreement have for the market and is Cameco a potential beneficiary?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Yes, Oscar. Thanks. I'd say it's a big deal. It's a big deal how it turns out. And we're not sure how. We've been
living under the existing Russian Suspension Agreement. I think Sean Quinn told me for well over 20 years
now, and it seems to have worked. And so we are putting a lot of time and effort into this. There's a lot of
parties and at the extremities on both sides of this issue down in the U.S. And so, we've put our oar in the
water. I'm going to have Sean Quinn. Sean, you – Sean and his team have been really laser-focused on this
for the last months, and I know non-stop teams' meetings and calls with the Department of Commerce and
others too. Do you just want to comment on the process? The results will be what they are, but just where
we're at?

Sean A. Quinn
Senior Vice-President, Chief Legal Officer & Corporate Secretary
Cameco Corp.
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A

Sure, Tim. I'd be happy to do that. As you mentioned already, the Russian Suspension Agreement has been in
effect in one form or another since, I think, 1992, and came out of an anti-dumping action started by U.S.
uranium producers back then. Cameco's U.S. uranium mining subsidiaries power resources in Wyoming and
Crow Butte resources in Nebraska, have been active participants in the discussions and negotiations
concerning the RSA since its inception back then. And that continues today. And under the current RSA, which
is scheduled to come to an end at the end of this year, Russian uranium products are subject to an annual
quota set at 20% of U.S. reactor demand. And that arrangement, which you've mentioned, has been around
and people have gotten used to it. It's been a fundamental part of the market in the U.S. for quite a while now.
But, over the past two years, we've seen the Section 232 review process blending into the Nuclear Fuel
Working Group report and various legislative initiatives all targeting the Russian share of the U.S. fuel market.
And the U.S. Department of Commerce, which oversees the RSA, on behalf of the U.S. government,
announced in February of last year, its intention to see the Russian Suspension Agreement extended –
significantly extended, a term running out until at least 2040, with an overall goal of reducing U.S. utility
dependence on Russian uranium products over that new extended term. So, as we participate in this process,
as you've mentioned, we hope to see these goals achieved over the period with perhaps even lower limits for
the importation of Russian origin uranium and constant and conversion services prior to that, and enhanced
framework for the return of displaced fee associated with enrichment delivery then to the U.S. The current
deadline for completing the negotiations is October 5, 2020. And if an agreement is not reached by that date,
the possibility exists that the importation of Russian uranium products to the U.S. will be subject to revived
anti-dumping duties of a fairly significant amount. So, I think overall, and you've mentioned this, is our view is
that reaching an agreement on the Russian Suspension Agreement extension between the DOC and its
Russian counterparties would be beneficial for us and for the U.S. nuclear industry as a whole. So, that's how
we continue to focus our efforts on.

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Perfect, thanks, Sean.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Sean. The next question comes from Lawson Winder at Bank of America Merrill Lynch. The
conversion price has moderated somewhat in 2020 after surging in 2018 and 2019. Why is that? Is there
increased competition?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant?

Grant E. Isaac

A

Senior Vice-President & Chief Financial Officer
Cameco Corp.

Yes. I appreciate the question because we actually were drawing an analogy between what conversion market
was going through and what we suspected uranium might encounter, so good reminder to kind of close the
gap on that one. I would just say, in general conversion, spot price has moderated as some of the panic spot
buying has decreased. So, those who were caught out on conversion seemed to have found the conversion
they need. So, we don't have that kind of immediate spot pressure in the market. The conversation term price
has really sustained these higher prices after languishing at a very low level, way below production economics
for many years, causing us to reduce our volumes, probably causing the shutdown at the ConverDyn facility.
We've now seen a term price correction that was absolutely required in order to ensure long-term supply to
meet run rate requirement. Is there increased competition? Not immediately. Obviously, we still have a
situation where Port Hope is the only Western converter that's up and running reliably right now at capacity or
at its target capacity. Facility in France that's ramping up, Orano has recently announced plans to go from, I
think, a target of 6,000 tons of conversion this year to 15,000 in 2022, some more capacity coming online
and, of course, the ConverDyn plant coming back is overhanging the market right now, in terms of the supply
that's available out into the future for that service. But really, it's been the correction in the term market that's
notable and then pressure coming off the spot market because the panic buying has gone away.

Rachelle Girard
Vice President-Investor Relations
Cameco Corp.
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A

Great. Thanks, Grant. Tim, this next question is one that we hear quite frequently. What are your thoughts on
small modular reactor technology?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

We're big fans, obviously. It seems to be really catching on, and there's a lot of hope out there that the SMRs
are going to be kind of the next thing in the nuclear side that's going to kind of carry us forward, not
everywhere. We're still going to need to, in large countries, with large developing populations, you're going to
still need large baseload electricity that come from bigger nuclear plants. But boy, there's sure a lot of interest
in SMRs, including right here, in our home province of Saskatchewan, where our Premier Scott Moe has been
advocating for the SMR to have a strong look at it. We have a joint venture. I think, Saskatchewan, Ontario and
New Brunswick are working together along with Bruce Power is involved, OPG is involved, and just a lot of
collaboration on SMRs. And we know that the nuclear regulator, the CNSC and Madam Velshi is looking
today, I think, at 11 or 12 different models which might be a few too many. I think we're going to have to kind of
sort it down to one or two, but it's exciting. I think it's exciting for the future. I think the Russians might be a bit
ahead of us. I think the Chinese might be a bit ahead of us, but we can catch up. For Cameco, our interest is
supplying the fuel for sure for these units. So, we're kind of watching to see who takes the lead. And with our
fuel manufacturing facilities in Ontario and our ability to produce uranium, we think there's a role for us to play
going forward.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. And thanks, Tim. These next questions pivot more towards Cameco specifically. The first one comes
from Orest Wowkodaw at Scotia. Why have you decided to restart Cigar Lake now when the uranium market
seems to be responding to the disruption? Do you expect uranium spot price to go down as a result of the
restart?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well, Orest, we knew that would be a question on the minds of many people, so thanks for asking it.
Obviously, it's a big decision for us. First, I'd say we never intended to take it down. We had planned to run
Cigar Lake this year. We wanted a combination of pounds produced by us, which are very economic pounds
and combine that with our purchases to fill our contracts. Well, this COVID piece kind of disrupted our plans in
that regard. So, we, first and foremost, made a decision driven by health and safety factors. That was our
driver. And so we've had it down now for four – it'd be five – five months, five months to six months by the time
we get going again. And on the restart, working with our partners, we looked at all of the different options. And
we decided it was in our best interest to bring it back. We need the low-cost production, as I said, to put into
our contract portfolio. We were – what you don't see, what we do every day is we're incurring CAD 8 million to
CAD 10 million in care and maintenance costs every month that it was down. When we do bring it back, it's
not like we're spraying those ponds into the spot market. They have a home. They're going under a contract
portfolio. So, we had to weigh all of those factors, and we came out on the side. We thought September was a
good time now. Let me be clear. That will depend on availability of workforce, health and safety, our ability to
get our miners to the site and work safely. And all of those things are still out there. They haven't gone away.
But that's the decision we've taken. And so, we'll keep everyone informed as to how that goes.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Tim. The next question is also from Orest Wowkodaw at Scotia Capital. What does the restart
process look like and what costs do you expect to incur? Will you have trouble finding the workforce, and did
you consider a phased approach to the restart?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Yes. Orest, thanks a lot for the question, appreciate it. It's an important question for us. So, Brian Reilly, our
Chief Operating Officer, has been working with his team on this, and I'm going to ask him to just make a few
comments on our restart plans.
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Brian Reilly

A

Chief Operating Officer & Senior Vice President
Cameco Corp.

Okay. Thanks, Tim. I'll take the question on workforce availability. First, we have retained our entire workforce
at Cigar Lake on payroll during care and maintenance period. And we're talking about over 330 employees.
Some have been required to work at the site to carry out care and maintenance activities. And many have
been sent home on a paid leave of absence and a smaller number have been able to work from home to
support the care and maintenance activity. So, our expectation is that our workforce will be available,
notwithstanding any COVID impact, on the various communities where our employees reside. In terms of our
restart plan, we have a maintenance period scheduled for the first two weeks of September. This is the time
we will recall most of the workers and contractors as required. This is routine maintenance activities after a
five-month shutdown. The first production is scheduled for mid-September. We anticipate slurry haul trucks
transporting ore from Cigar Lake mine to Orano's McClean Lake Mill at this time. It's important to note that the
Cigar Lake asset, it's at an interesting point in its life of mine plan. As the uranium grade decreases, we must
increase ore tonnage to meet production targets. So upon restart, the mine is transitioning from three
development headings to three new production tunnels in 2021. So, this is not without some operational risk.
We have an ambitious production target scheduled for 2020 at 10.6 million pounds. And we don't anticipate
any significant costs upon restart.

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Good. Thanks a lot, Brian.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Okay. The next question comes from Greg Barnes at TD. What protocols will need to be in place for a restart
of Cigar Lake? Are the communities supportive of the restart?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Greg, I'm going to turn you over to Alice on this one. So Alice and her team, she's had a COVID Response
Team in place, and probably for five months now, including a COVID Restart Team for Cigar Lake. And she's
been leading the exercise, just done a great job on this. So, Alice, can I ask you to just give a bit of an update
on kind of the protocols we're following?

Alice Louise Wong
Chief Corporate Officer & Senior Vice President
Cameco Corp.
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A

Sure. Thanks, Tim. Happy to do that. So, since the pandemic has started, we've put in a number of safety
measures across Cameco at all locations, and we are updating them as we need to, as the situation evolves,
and ensuring that our practices align with the latest guidance from government and public health authorities.
So, across all Cameco locations, in general, we have people working from home as possible. Meetings are
conducted remotely. There's no business travel unless approved by Tim. Non-essential contractors, visitors
and deliveries are restricted. Personnel undergo screening before entry to site. Physical distancing is
required. Masks, PPE and barriers are used if physical distancing isn't possible. And then there is increased
disinfecting and cleaning. Now, there are additional precautions for Cigar Lake and all of our Northern
Saskatchewan sites, and this includes screening for all inbound and outbound flights, including temperature
checks, space seating in all common areas at the site, and at the airports, increased sanitization on the
flights, posters and signs throughout the sites to provide directions and reminders, staggered meal and break
times, heightened controls on food services and limited – sorry, capacity limits in all vehicles and
conveyances up and down the mind shaft. So while these measures have been in place for some time now,
they are being reviewed and adjusted, as we need to reflect the larger workforce that's required for
production. So, we will be in steady communication with employees to ensure that they are well-informed of
the restart plan and their role in it. Employees will also be provided with a easy-to-follow handbook and there's
some training videos that they will be shown when they arrive at the site. So, we can also draw from our
experience from the successful restart of our Ontario plants, the UF6 and UO3 plants that we restarted in May.
With regards to Northern Community support for restarting Cigar, we continued to have regular conversations
with Northern Community leaders throughout the pandemic to ensure that we have their input. Now, there is
some interest now in returning to work but community leaders would like an opportunities to provide feedback
on our planning process. So, we'll be working closely with Northern leaders, over the coming weeks, to get
their input, as we firm up our restart plan. We want to make sure that they understand and are comfortable as
possible with our plan, and we'll be working to address any potential concerns the best we can. So, we also
recognize, as Tim has already said, that the situation around COVID-19 continues to evolve, and we will move
quickly to adjust our plans as we need to. Thanks, Tim.

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Thanks, Alice.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Okay. This next question is a follow-on to the Cigar Lake restart questions. What would cause you to have to
delay the restart at Cigar Lake or not meet your production target? Is there a risk that you would have to
suspend production again after it has restarted?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well obviously the health and safety of our workers will be paramount every day. And so, we'll be watching that
closely, we'll be watching the situation in Northern Saskatchewan, and consulting with the health professionals
on that. So, we don't want to have a false start or a restart. We want to restart and ramp up our production. But
health and safety of our workers will be paramount.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks Tim. This next question is one that we have heard a few times now, and we just thought we
would address it. We've been hearing that the reason you shut down McArthur River/Key Lake was because
you didn't have any ore available to keep mining. Is this accurate? And do you anticipate any problems with
ore availability when you go to restart McArthur River?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well I would -- it's Time. I would just open by saying that's absolute nonsense. We have securities laws, in this
country, and others, that we have to follow in our reporting. We follow those laws meticulously. We have to
disclose everything we do, and we have done that. So, it's nonsense, if that's been out there. But, Brian,
maybe I'll turn it over to you to give a little more technical answer than that.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Brian Reilly

A

Chief Operating Officer & Senior Vice President
Cameco Corp.

Thanks, Tim. I won't get too technical. I just want to say we have over 27 million pounds of uranium available
for mining when we recommence operations. And that includes 10 production areas available for restart. So,
we have enough ore supply for the first few years of operation. Any additional ore must be prepared or
developed for future mining. And that's just the normal course of business. I would point to those who are keen
to better understand our production schedule from across the river. When we return to mining, I suggest you
reference our most recent technical report. One is a great piece of work. It was published in March of 2019
that outlines, in some detail, mine development and production for the life of mine. And in summary, the first
year, as planned, it's focused on activities in terms of recruitment, training and conditioning of equipment, a
mine target of 2.5 million pounds, and a mill target of 4 million pounds packaged. And that's because we have
an inventory of broken ore. Year two, and there are plenty of mine – mining material available, but it will focus
on development and particularly around zone 4. Zone 4, it's complex. It comprises about 120 million pounds.
We've mined out the lower portion, and now spending more time in the upper portion. This is an area of about
80 million pounds. And we will approach this with a mass freezing technology, a technology we utilize at Cigar,
we utilize at McArthur, and we're quite confident that the technology will prepare zone 4 for future mining. So,
look, I would suggest you, if interested, refer to our technical report, and we're confident with the proper mine
planning and the mine development that we'll be able to meet our production targets and production schedule
as outlined in the technical report when it's time to recommence activities at McArthur River.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Thanks, Brian. The next question comes from Alex Pearce at BMO. Can you provide an update on the
situation at JV Inkai? Given lower production in plant, does this impact your share of purchases from Inkai for
the year?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well hi, Alex. Yes, it's Tim. So, as we said earlier, we don't know yet. I guess it's going to be impacted. I guess
we don't just don't know by how much. We'll see what Mr. Pirmatov and the team's able to do there re-firing up
the wellfields. But we just don't have the numbers yet, but we know we won't get the production that we thought
we would this year.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Tim. The next question is from Oscar Cabrera at CIBC. Have you had any success in signing
any of the prospective business in your contracting pipeline since you announced the Cigar Lake shutdown
and Kazatomprom announced its curtailments due to COVID-19? What will it take to get utilities to sign longterm contracts? And do you think the structure of the market is changing to be more spot-exposed?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant, do you want take that?

Grant E. Isaac
Senior Vice-President & Chief Financial Officer
Cameco Corp.
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A

Yes, sure. It's a great question. And maybe I'm just going to draw on some of the observations I made a little
bit earlier. So, we pointed out a few times now that Cameco's experience has been a little different than the
general market experience, and that we have been enjoying replacement rate level contract, certainly in 2019.
And then, in early 2020, pre-COVID, we talked about having more negotiations underway in our pipeline than
we've had since 2011. And this is still the case. It's not like COVID has caused a situation where one of our
prospective customers has come back, and said, "Well, I no longer need the material." But there are some
things that COVID has created that may be delaying that. And I talked about that a little bit earlier, fuel buyers
focused on the near-term, making sure they've shored up the material, making sure it's available, that sort of
triaging of their material for the plant sites. The focus on the Russian Suspension Agreement is as much time
as we spent on it, so have our customers, certainly in the U.S. So, that takes time away from some of these
discussions. And then, I just mentioned earlier that it takes time to get to the point of contract execution. So, I
would say nothing to announce, we – or else we should – we would have probably taken that opportunity here
in Q2, but we remain optimistic. And especially, because the conditions for us, to be talking about long-term
contracts are more favorable with the pricing dynamic, and the pricing changes, and referencing term
indicators that are more favorable than they were pre-COVID. So, I think that we're really in a good spot there
and continue to be in a good spot. And we don't see in an urgency, because we want to make sure that we're
capturing as much value as we can on that bit. The question about is the market going to snap over to one
that's far more spot-exposed, it's a good question, it's something we watch carefully because, of course, you
don't want to be the company that sells all your material forward in a term contract, and then maybe misses a
spot market that's far more robust later in the future. We still continue to see a desire from our customers to
have the run rate material procured, maybe more spot exposure for discretionary volumes, maybe a bit more
spot exposure for inventory. But that run rate requirement, under term contract, seems to remain an important
driver. When we're in a world where unplanned supply disruptions are adding to planned supply discipline, we
tend to see actually more of a focus on security and supply than the less. So again, it's probably one of the
drivers that's brought some RFPs on market, in the last couple of weeks. So, we watch for those dynamics.
But so far, we haven't seen anything that suggests there's going to be a wholesale shift-over. Now, I suppose
that doesn't rule out the possibility that one could be forced. I mean you could imagine a fuel buying team, still
very interested in making sure the run rate requirements are covered, but just being unable, for financial
reasons, to layer in the type of obligation that a long-term contract would require. We'll watch that very carefully
as well, haven't seen it to any great extent. So, we still continue to be on our strategy of supply discipline,
buying in the market, backed up by a strong balance sheet, in order to see the return of those top term
contracts that will layer in that value for us for the resumption of production at not just Cigar Lake but also
McArthur River.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Grant. The next question comes from Lawson Winder at Bank of America Merrill Lynch. What
countries are the utilities that are interested in long-term contracting coming from? Has this changed since
you began curtailing production?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Lawson, it's Tim. That's a bit of a trick question because if I tell you the country, you'll know the utility in about
85% of the cases. So, I would just say, look at Asia, Europe, North America, I'll narrow it down to that, and its
customers that won't surprise you that we've been working with for many, many years. And we want to keep up
our regional diversity. So I'd say it's across the board that these utilities come from.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Okay. This next question is one we get quite frequently. You've made a lot of purchases during Q2. How much
purchasing activity do you have left for the year? Are you intentionally building an inventory?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Grant?

Grant E. Isaac
Senior Vice-President & Chief Financial Officer
Cameco Corp.
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A

Well, it's easy. I'd just probably start with the last point there. No, we're not intentionally building an inventory.
Part of that McArthur River initial shutdown was to work through an inventory build that it happened because
we were producing material and that we are unwilling to part with it at the prices that we're persisting at the
time. And we discovered that it made our negotiations difficult because there was probably a bit of a standoff, where we're somewhere – we're viewing that our inventory was going to be – was becoming too big and
becoming a problem for us. So, we said, well, we can solve that by working through it. We had no intention of
rebuilding a big inventory and going back to that overhang. During Q2, we did purchase a lot. We purchased
a lot because with Cigar Lake coming down due to COVID, plus some disruptions at the JV Inkai and the
uncertainty with no – about knowing what the exact impacts would be, against our committed sales portfolio.
We had a need to buy material. So, we felt that it was a good time for us to step in to buy material. It was –
there was still some available. We're just delighted that folks didn't test our resolve on that, and hold off,
because we could have found ourselves in a much different pricing environment, and folks said, "Well, let's
just hold off and see how much Cameco really does want to buy," but happily traders were willing to compete
with each other and sell material, and we were willing to pick it up because we have deliveries coming, and
we want to make sure that material is there. So, this is just a standard variation. We see this buildup in the
past. It would happen on the production side. We have a buildup of inventory as production came in the door
before the deliveries went out the door. Well, this year, it's just been replaced. The buildup has been
purchasing and then deliveries will take it out the door. So, no intention to build an inventory.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Grant. The next question is from Andrew Wong at RBC. Could you remind us on when
Cameco's supply contract with China run until? And with strained relations between Canada and China
recently, do you have any concerns about renewing those contracts in the future?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well, thanks, Andrew. Obviously, we're watching the situation between China and Canada, China and the
U.S., everybody in China very closely, and yes, it's concerning, I think, to everybody. And so, China has been a
big customer for us. I remember, back in 2010, I went to Ottawa, and signed contracts in the presence of the
Chinese President and our Prime Minister of the day. I think we signed for £52 million in one month, June
2010. I remember the price went from $43 that day to about $72 over the next couple of months. And so,
those contracts ran through, I think, 2020 and 2025. Our marketing team, Grant and company are in touch with
the Chinese on a regular basis. They've been a reliable customer. So, on a business-to-business basis, we've
been doing fine, and we plan to continue doing business with them going forward. We just hope some of the
political issues that are overhanging the relationship can get cleared up but that's outside of our purview.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Tim. The next question comes from Alex Pearce at BMO. What are the next steps in the CRA
case? When do you expect to get your refund, cost award and financial capacity back? Is that already
included in the cash on your balance sheet?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Thanks, Alex. Yes, we're pretty happy. I can tell you there are some pretty excited people around here when we
got that decision, the unanimous decision from the Court of Appeals. So, that's two courts, four judges now on
our side. And I credit Sean Quinn and his team. Our Legal Counsel have done a really good job for us. So
Sean, do you want to take this question, just give us a little bit of a view-forward on the CRA tax case?

Sean A. Quinn
Senior Vice-President, Chief Legal Officer & Corporate Secretary
Cameco Corp.
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A

Yes, sure, happy to, Tim. And the answers there, obviously, and not surprisingly linked, when we get our refund
and our financial capacity back, depends on what happens next in the dispute. And, in the first instances, up
to the CRA, in consultation with the Department of Justice, to decide whether they're going to seek leave to
appeal the Federal Court of Appeal ruling to the Supreme Court of Canada. There is no absolute right of
appeal. And the Supreme Court gets to decide what cases they will hear based largely on a public interest
type test. If the CRA decided to seek leave to appeal, and they have until mid-November this year to do so, we
estimate that the process of finding out whether they obtain leave or not will last sometime and into early
2021. If they successfully – are successful there, and they obtain leave to appeal, the estimate for the period
to complete a hearing before the Supreme Court of Canada, and get a decision, is two years from the date of
the Federal Court of Appeal's decision. If the decision by the CRA is not to seek leave to appeal or if they
seek leave to appeal and are unsuccessful, then the dispute for 2003, 2005, and 2006 is finally at an end and
would be disposed of in accordance with the Federal Court of Appeal's decision. And specifically, the
Minister of National Revenue would be required to issue new reassessments to Cameco for the two years in
question. We would expect a fairly timely refund of a CAD 5.5 million we've already paid for those years, plus
interest. We would also expect, in a very timely fashion, a decision on cost award. I think that's CAD 10.25
million and the disbursements up to CAD 17.9 million. So that's if the process plays out and the CRA makes a
decision on its own. In the meantime, we're obviously advocating with the CRA that they should simply accept
the decisions as is and move forward and get to the same resolution. Too early to tell how those discussions
will play out obviously. In regards to the specific question, at the tail end of the – tail end there about where is
the CAD 303 million on our balance sheet, probably not a question I should be answering, but I'm pretty sure
it's not in cash. It's carried as a receivable at this time, so.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Sean.

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Thanks, Sean.

Rachelle Girard

A

Vice President-Investor Relations
Cameco Corp.

The final question comes from Alex Pearce at BMO. Given your strong cash position, what are your plans for
the cash when you get it back? Under what circumstances would you consider a share buyback, special
dividend, or increased dividend, or M&A?

Timothy S. Gitzel

A

President, Chief Executive Officer & Director
Cameco Corp.

Well, I'll start with the M&A. We certainly aren't interested in that at the moment. The last thing we need is
some more greenfield right now, even the promise of that would, we think, create a bit of a headwind. So, we
are laser-focused on getting Cigar Lake back up and running. And someday, McArthur River still out there,
and as I said earlier, we're hoping Galym and his team in Kazakhstan can get their production going. And so,
we've got lots of idle Tier 1 production at the moment. Yes, so we have a super strong balance sheet at the
moment. I think we have about CAD 870 million in cash. And then Sean just mentioned the CRA pieces out
there is another CAD 303 million in cash, and some letters of credit we like to rip up at the right time. So, yes,
we could find ourselves in a very strong position. And, at that time, I guess, I'd ask Grant and the finance team
to look at the options. If we had a good project to invest in, we would do that, and we've got some good ones
of our own in Australia and here in Canada that we want to look at. But we will not be the bank account of our
owners. And I've learned that from Grant. And we say that many times and we agree with that. So, we'd look at
options to return the money to our shareholders. And Grant and his team will sure come up with some options
for us, which of course the Board would eventually decide what our best route was. So, that's kind of how our
thinking is evolving.

Rachelle Girard
Vice President-Investor Relations
Cameco Corp.

Great. Thanks, Tim. That concludes the Q&A portion of the call. So, I'll turn it back to Tim for some closing
remarks.
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Timothy S. Gitzel
President, Chief Executive Officer & Director
Cameco Corp.

Well, great, Rachelle, thank you very much. With that, I just want to say thanks to everybody that's been with us
on the call today. We always appreciate your interest and your support. These are interesting times for all of
us. But I can't say the companies – we're in a strong position. We're excited about the future. We think the
future looks really good. And, as we wade through this period of uncertainty, we're going to continue to
execute on our strategy and we'll do so in a manner that we believe will make our business sustainable over
the long-term. So, thanks everybody for joining us today. Stay safe, healthy and enjoy the rest of the summer.
Thanks.

Operator
This concludes today's conference call. You may disconnect your lines. Thank you for participating and have a
pleasant day.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day and welcome to the Boyd Gaming Second Quarter 2020 Earnings Conference Call. All participants
will be in listen-only mode. After today's presentation, there will be an opportunity to ask questions. Please
note this event is being recorded. I'd now like to turn the conference over to Josh Hirsberg, Executive Vice
President and Chief Financial Officer. Please go ahead sir.

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Thank you, operator. Good afternoon, everyone, and welcome to our second quarter conference call. Joining
me on the call this afternoon is Keith Smith, our President and Chief Executive Officer. Our comments today
will include statements that are forward-looking statements within the Private Securities Litigation Reform Act.
All forward-looking statements and our comments are as of today's date, and we undertake no obligation to
update or revise the forward-looking statements. Actual results may differ materially from those projected in
any forward-looking statement. There are certain risks and uncertainties, including those disclosed in our
filings with the SEC that may impact our results. During our call today, we will make reference to non-GAAP
financial measures. For a complete reconciliation of historical non-GAAP to GAAP financial measures,
please refer to our earnings press release and our Form 8-K furnished to the SEC today and both of which
are available in the Investor section of our webcast at boydgaming.com. We do not provide a reconciliation of
forward-looking non-GAAP financial measures due to our inability to project special charges and certain
expenses. Today's call is also being webcast live at boydgaming.com, and will be available for replay in the
Investor Relations section of our website shortly after the completion of this call. So, with that, I would now like
to turn the call over to Keith Smith. Keith?

Keith E. Smith
President, Chief Executive Officer & Director
Boyd Gaming Corp.
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Thanks, Josh, and good afternoon, everyone. Thanks for joining us today. A lot has changed for our company
since our last call in April. It was only 90 days ago that all of our properties across the country were closed and
we do not have good visibility as to when we could reopen. But here we are 90 days later, we have returned to
business across the country. Over the course of six weeks starting in late May, we successfully and safely
reopened 26 properties in 10 states. This is a real tribute to the skill and leadership of our management
teams across the country. I'm grateful to them for all their hard work and dedication and for getting our
properties reopened in a safe manner. I also want to thank all of our team members who stuck with us through
these very difficult times. When the time came to return to work, our team members were ready to answer the
call. They work hard to get our properties reopened in just a matter of days dealing with many new safety and
sanitation procedures and they greeted our guests with as much enthusiasm and friendliness as ever. Thanks
to the efforts of the entire Boyd team reopening of our properties has been a remarkable success. Since
reopening every one of our properties except for the California and Downtown Las Vegas have produced
positive EBITDAR and free cash flow. And overall, we deliver gaming revenues within 11% of prior year levels
for the month of June. We achieved these results while operating with significantly reduced casino capacities
and limited amenities. As highlighted in our press release, our Midwest & South region achieved double-digit
gains in EBITDAR and significant margin improvement even in the phase of declining revenues. In Las
Vegas, our Locals business was also able to grow EBITDAR and greatly enhance margins despite declining
revenues. The performance of our Las Vegas Locals business was actually much stronger than the reported
number show. Both the Orleans and Gold Coast generate a considerable amount of business from out-ofstate visitors and with tourism to Las Vegas remaining below pre-pandemic levels. It had an impact on the
overall results of these two properties. When you factor out the softness in that segment of the business of
these two properties, our Locals customers including at the Orleans and Gold Coast performed similar to our
Midwest & South customers with strong visitation trends from our higher worth customers and increased
spend patterns across the valley. In Downtown Las Vegas, the business model that has sustained us for over
40 years is presenting a temporary challenge. With the ongoing pandemic, many of our Hawaiian customers
are hesitant to fly particularly with a mandatory quarantine required upon their return. Combined with
reductions in overall tourism to Las Vegas, we are seeing lower traffic counts throughout the Downtown
market. As a result, our Downtown business is not performing at the same level as our other two segments
right now. Well, the was the only one of our 26 reopened properties that was not EBITDAR positive during the
reopening period, thanks to stronger results of the Fremont, our overall Downtown operations were still
breakeven on an EBITDAR basis. Overall, we're off to a great start since reopening, thanks to a focused effort
by the entire Boyd team and our ability to successfully adapt to the environment around us. And importantly,
the solid trends we have seen across the country in May and June have continued into July. Beyond these
positive financial trends, there are also encouraging trends within our customer base. While overall revenues
are down, we are driving strong visitation among our high value players in the average spend per visit and
spend per admission are up significantly. In general, our core customers have not been deterred by social
distancing measures, limited amenities or the masking requirements. Well, we have seen a slight decrease in
the percentage of customers from the 65 plus age segment as a result of the pandemic, there has been an
increase in higher worth customers from our younger customer segments. In addition we are seeing healthy
growth in since reopening. Based on the trends we have seen since our properties have reopened including
in July, we believe that these levels of gaming activity are sustainable. While we are successfully driving
profitable revenues throughout our operations, we're also successfully controlling the expenses building upon
the significant long-term progress we had made prior to the pandemic. Since reopening we have realized
substantial new efficiencies in both marketing programs and SG&A. We have also been selective with our
amenities, staying focused on high margin business to support higher worth play. As a result of these expense
reductions and new efficiencies, we're now operating at significantly higher margins than we were before. We
understand this is a fluid environment and that we will need to adapt as necessary, but we will not simply return
to the old way of doing business. We have created a more efficient, highly focused higher margin business
and we intend to keep that philosophy in place after this crisis is over. Just as we established a new model for
our traditional business, we're also positioning ourselves for the interactive future of our industry. We do not
see interactive gaming as a separate opportunity from our traditional business, rather we see it as another
way to engage with our customers. By focusing on the convergence of all guest experiences, gaming and nongaming, digital and traditional casinos, we are seeking to create a seamless high quality entertainment
experience that stands out from the competition. But the growth potential of this segment of the industry has
been illustrated during the recent closures, interactive gaming revenues have more than doubled in New
Jersey so far this year, surpassing the $500 million mark year-to-date. And in Pennsylvania, they have
approached $250 million over the same period. By some industry estimates, interactive gaming could
become a $10 billion industry over the next five years, and thanks to our strategic partnership with FanDuel
Group. We are confident in our ability to emerge as a leader in the industry. Today, our partnership with
FanDuel includes retail sports books at seven Boyd properties, mobile sports betting apps in Pennsylvania
and Indiana, and real money online gaming site in Pennsylvania. But this partnership will continue to grow as
new opportunities become available in states such as Illinois. FanDuel currently operates in 47 states is the
nation's leader in both mobile sports betting and online casino gaming and generate significantly more
revenues than its closest competitor. And considering FanDuel's dominant position in this space, our strong
strategic partnership and our 5% equity stake in FanDuel, we are quite bullish on the value we have already
created with this partnership and future growth opportunities available to us. In addition to this growing
partnership with FanDuel, we took another step forward in our iGaming strategy last week with the launch of
Stardust Social Casino, a free play online casino app. This Social Casino is the first of more iGaming
ventures to come, as we establish Stardust as a leading interactive gaming brand. In closing, there's no
question that these are the most challenging times we have ever faced, but we have made exceptional
progress over the last three months due to the incredible efforts of our team. While uncertainty clearly persists
in today's environment, we are encouraged by the initial response to the reopening of our properties across
the country. Customers have been very receptive to the new operating environment on our properties and the
new safety protocols, and we are seeing strong visitation spent by our core customer segments. By
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new safety protocols, and we are seeing strong visitation spent by our core customer segments. By
reinventing how we do business in this new environment. We have established a new operating model
capable of delivering higher margins and through the expansion of our highly successful partnership with
FanDuel Group and the launch of our Stardust brand at Social Casino we're taking steps toward establishing
our company as a market-leader in interactive gaming. These are extraordinary times, but we've been through
crisis before and each time we have emerged stronger and smarter, and I have no doubt we will do so again.
Thank you. Now, I'll turn the call over to Josh. Josh?

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Thanks, Keith. As evidenced by the margins that Keith spoke about in his remarks, we are executing a more
focused and efficient operating strategy, one that reflects many of the philosophies we have been developing
and implementing over the last several years. Our improved margins are the direct result of many factors
including the continuation of our strategy to focus on high-worth customers. These customers have been at the
very core of our developing and honing our capabilities over the last several years to drive profitable revenue.
In addition, we have taken this opportunity to reduce a wide range of marketing expenses including lower
overall levels of reinvestment. We have been selective in the products and amenities that we offer, focusing
only on high-margin components of our business and deliberately avoiding reopening amenities that dilute our
profitability. We have repriced our products to reflect customer demand, limited amenities, and operating
restrictions. And finally, we have aggressively reduced SG&A including corporate expense and other
overhead related items. As a reflection of these changes, corporate expense is expected to be approximately
$60 million this year, about 70% of 2019 levels. Our discipline around capital spending will also remain in
place. We expect to spend about $115 million of capital this year, including $48 million in the pre-COVID first
quarter and $20 million of non-recurring items throughout the year. With the exception of the California Hotel,
every property has generated positive EBITDA as well as positive free cash flow since their reopening. And
as of the first week of June, the company as a whole began generating positive free cash flow and continues
to grow cash balances as a result of our operations. As of the end of the second quarter, we had
approximately $1.3 billion of cash on our balance sheet, creating a net debt balance of $3.7 billion. In a
completely closed scenario, our current liquidity provides 19 months of operating cushion and a zero revenue
environment. Since our last call, we amended our credit agreement to waive covenants until June of 2021,
and we issued $600 million of senior notes to provide additional incremental liquidity that is included in the
$1.3-billion cash balance I just mentioned. We expect to use a portion of our cash to repay the balances
currently outstanding under our credit facility. Discussions are currently underway with our bank group to
extend our credit facility and term loan A maturities of September 2021. While the crisis and its related
challenges are not behind us, we were off to a strong start and we are focused as a company on ensuring we
maintain discipline throughout our business, not allowing unnecessary costs and inefficient practices to creep
back into our business. That concludes our remarks and we are now prepared to take any questions from
participants on the call.

QUESTION AND ANSWER SECTION
Operator
We will now begin the question-and-answer session. And our first question today will come from Joe Greff
with JPMorgan. Please go ahead.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Good afternoon, everybody and congratulations on results. You kind of maybe answered this a few different
ways and if you had more time, I could probably ask them, but when we look back at the 2Q here [Technical
Difficulty] EBITDAR [Technical Difficulty] quarter than what it was in June, just so we can have a sense of what
it is to an opposed [Technical Difficulty] ?

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Hi, Joe. This is Josh. We're having a lot of – you're breaking up pretty significantly.
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A

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Is that [Technical Difficulty]

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Try again.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Okay. But I was going with ...

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

That's better.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

...so what I was trying to get at, I was hoping we [Technical Difficulty] maybe work out in the 2Q what EBITDAR
was in the first two months of the quarter, some degree of negative, and then what it was in the last month of
this quarter, to get a sense of sort of maybe [Technical Difficulty] and then based along those lines [Technical
Difficulty] as you hear in [Technical Difficulty] ...

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

So Joe – operator, Joe is – we can't understand his question. So probably best to move onto the next person,
and if someone else could hear Joe's question, maybe they can ask it on his behalf.

Operator
Understood. Our next question will come from Felicia Hendrix with Barclays. Please go ahead.

Felicia Hendrix

Q

Analyst
Barclays Capital, Inc.

Hi there. Joe, I apologize, I think I heard what you said and it's part of my question too so I'll help out here. I
think what Joe was first trying to ask is if you could kind of parse through the quarter and help us understand
what June looked like versus the others in the EBITDA, so we could calculate the OpEx per day, which kind of
leads to my question, [Technical Difficulty] Keith you mentioned that the operating cost [indiscernible] if you
make the adjustments for The Orleans and stuff and Gold Coast similar to the regional. So can you really just
kind of help us out with like what the ongoing or the current level of operating costs per day are so that we can
kind of calculate appropriately going forward? And then you know just with this whole kind of cost structure,
does this not really apply to when you're fully up and running? I know that there's a lot that you've done to pull
out costs from your business but it just seems logically that there's got to be some costs that do come back.
So maybe you can just help us better understand what's permanently gone? Is it more like back-office stuff
versus other stuff, and like could there be other costs that could come back and if so, what are they?

Keith E. Smith
President, Chief Executive Officer & Director
Boyd Gaming Corp.
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Sure. Felicia this is Keith here, you had a number of questions there. Let me start kind of at the end on the
cost structure and then I'll let Josh take the first part of your questions. Look we have carved a lot of cost out of
the business, they're down significantly and those costs are across the board from corporate expense to
marketing costs to labor costs and you know the result of both having less maybe amenities open, as well as
just having a smaller footprint with generally 50% of the casino open. We feel like – as I said in my prepared
remarks, that we have kind of built a new structure for the business and while admittedly some costs will come
back in overtime as the business grows, we think largely that many of these costs will stay out of the business
and that we won't have to bring them back in, whether that be in the form of labor or be in the form of – maybe
not bringing back all the amenities, buffets are a great example, but sitting here today, kind of hard to
understand how buffets come back into the picture going forward, in the environment we're in today. So, once
again, we believe that the structure we have is applicable going forward. One of the things you have to
remember is that we're only operating at 50% capacity, that's generally all we need weekdays; it's weekends
where we feel the pinch a little bit, where we can use more capacity and pick up more demand. But as we're
focused on a higher-worth customer right now, the capacity we have is suiting us just fine. Josh, I'll let you pick
it up from there.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. So, Felicia and partly to Joe as well, I think the difficulty in trying to answer the question about the kind of
run rate of expenses, we have to look at just the period of time that we were open. Obviously, we had
increased expenses during April, most of April because we had -we were still quite paying wages and still
had team members employed before we went into a furlough status. So – and I don't have just the kind of June
reopen period, that would be the one I would have to refer to, because that's when we had the most properties
open consistent – the most consistently. We did even continue to have properties open throughout the month
of June. So, I think it's a little hard to answer the question; it's kind of what the kind of run rate operating
expenses with the information I have in front of me, but if either one of you want to call separately, I'm glad to
try to give you more color or help you through it. It's just really difficult to kind of compare the individual months
given how different every month really was. So – and I think the other thing I would say, just generally in terms
of kind of the sustainability of what we're doing here is I think we're trying to build in a discipline and a thought
process of you know we're starting from a clean sheet of paper, really, from being closed. And so, as we
incrementally add amenities or incrementally add marketing, we have a much clearer picture of the actual
impact on profitability, and we can make those decisions as to whether we want to go to the next step or even
pull back. So I think two key points, we believe a lot of this is sustainable. A lot of it is philosophical around
how we choose to run the business going forward. But a lot of it also depends on what happens going forward
with respect to customer demand and competition as well.

Felicia Hendrix

Q

Analyst
Barclays Capital, Inc.

Yeah, thanks, and just in terms of trying to back into the number, I mean, can you do something like because
on a fully shutdown basis you're up X per day there's like a million right. So could you use that for the first two
months and then back into what the third month is and does that kind of get us there kind of way?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I'd really have to sit back and think about it. I mean maybe you can call me after this and we can help me think
it through.

Felicia Hendrix

Q

Analyst
Barclays Capital, Inc.

Okay. And just kind of just as a follow-up, you guys aren't the first casino operators to say that you're seeing
more younger players not only in the numbers but spending more. What drives your confidence that that's
sustainable and how much of – and this is probably really hard to parse through, but how much of fiscal
stimulus do you think is driving your traffic or that traffic?

Keith E. Smith
President, Chief Executive Officer & Director
Boyd Gaming Corp.
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A

You're right. It is really hard to parse through in terms of where our customer's kind of disposable income is
coming from and why they're walking through the door. The good news is, they are walking through the door.
The good news is they are participating with us. The good news is that most of these younger customers are
at a higher worth segment. So, we have their information and therefore, we're able to not just track them, we're
able to market to them going forward and bring them back into the building. We may be getting a larger share
of the wallet today, but the point is coming into the building and participating with us, they're enjoying the
product and we will be able to continue to talk to them going forward. So, I think it's very much a positive that
we're seeing growth in the younger demographic. Look, when the pandemic finally runs its course, whenever
that is, the older customer will come back and then, we'll end up with a more robust database of higher worth
customers. So, look I think we feel really good about the direction of the business right now and the customer
traffic we're seeing and the demographics of that customer traffic.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Just to add to maybe what Keith said there, a couple of things. Number one is I think the decline in kind of
older customers has not been as dramatic as maybe some people may have thought. There is a decline, but
it's not in a meaningful way. So, I think that should be noted. Secondly, I think is – and Keith alluded to this, we
do have an opportunity to build increased loyalty from that younger demographic as they're coming through
the door and we are seeing increased levels of that younger demographic and are attracted to play. What I
would point out in terms of this, I do think probably a little bit more this unrated play is coming from potentially
the government stimulus and some of those other things, but the reality is, there's a customer, the younger
demographic that we're talking about is gaining. And so the alternative, the entertainment alternatives or
whatever is driving that customer plays probably a little bit less to the extent of what they're participating in,
because they are coming into participating what we have to offer and gives us an opportunity to build that
loyalty and that relationship with them. So no doubt, some of this is driven by the unique circumstances we all
find ourselves. But part of it is also that younger demographic is just participating more than what we have to
offer.

Felicia Hendrix

Q

Analyst
Barclays Capital, Inc.

Great. Thank you. Appreciate your comment. Helpful.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Sure.

Operator
And our next question will come from Carlo Santarelli with Deutsche Bank. Please go ahead.

Carlo Santarelli

Q

Analyst
Deutsche Bank Securities, Inc.

Hey, guys, thank you for taking my question. Keith, Josh if I just came at, I think similar to maybe what Joe was
asking about and what Felicia followed on, if I look at kind of the data that you did provide, or the revenue kind
of growth – or sorry, revenue contraction within Midwest & South segment, as well as that of the Locals
market, coupled with the revenue you reported and the margin growth you reported, it would seem to imply
that maybe this Midwest & South, for the period that was open did about $64 million of EBITDA and about
$22 million in the Locals market for the period that it was open, and then if we were to think about those
results relative to the period where you were closed and what you ultimately reported, that would kind of give a
sense of the burn rate during that period. Is there anything flawed with that? I was kind of getting to a 41%
margin for Midwest & South and 45% for Locals?

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I think that's about right, Carlo.
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A

Carlo Santarelli

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. And then if we – if I think about those margins, clearly look I think the Locals market is probably
advantaged because your competition, although significant, is kind of in the same operating environment that
you are, maybe has similar financial goals and whatnot, but in the Midwest & South maybe you're consistently
competing with a more – a broader array of competitors who might have different strategies of how they're
going to go about it. So my question is, the sustainability of the margins, as you kind of spoke about before,
how much of that is predicated on kind of the way that your competitors react moving forward?

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

So clearly, there is a portion of that where – that is related to that, but I would say it's not the majority of it. We,
as Josh indicated, we talked about, we have crafted in a different business model as we've come out of this
closure period with the benefit of being closed and be able to take a fresh look at everything, and have rebuilt
segments of the business and so we're able to do – layer some of the marketing programs and have a more
efficient process of marketing programs going forward. As we did before the pandemic hit, we weren't
chasing revenues. I mean we weren't chasing our competitors' marketing programs. We pay attention. We
may have to react, but we're simply not going to add costs back in because that's what the property next door
does. We're not ignoring it. We're not being ignorant of what they are doing, we're paying attention, but we'll
be very disciplined before we start layering programs back in, because one thing we remain focused on our
higher worth customers, it's not about volume right, now it's about quality.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I think the one thing that I think may help people try to understand this is it's a big difference starting from a
business that is running and trying to change how you operate and implement philosophies that may take us
longer to execute on, whereas from the perspective of starting from really a closed position, where you have
no customers in the building and building back from that it's a much different situation and circumstance from
what you're coming from and being able to make decisions, and it's easier to get rid of some of the things that
you may have been trying to get rid of and were going to get rid of, but just was going to take longer to get
there. And I think that's really what we've been able to do and then, the question really is how far do we go
back to where we were? And I think that story is yet to be told, but we're trying to be disciplined around how
we – how far we move back down that path.

Carlo Santarelli

Q

Analyst
Deutsche Bank Securities, Inc.

Great and thank you. If I could just ask one follow-up, in terms of what you're seeing in July, you guys
mentioned that the positive trends have continued into July. If I wanted to kind of parse into that comment as it
pertains to the Midwest and South, are you guys seeing potentially a schism between what you're seeing
maybe in the Midwest and Central regions relative to the strength of demand give in call it the Southern areas,
Louisiana, Mississippi, et cetera, or is it pretty uniform across the North and the South right now?

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

So, I think the way to think about it as opposed to North and South is that the trends that we've seen in July, as
I said are similar to the trends in June, maybe what I meant to say was the business has been very stable
since we reopened. So you know, the types of declines in revenue we saw in June, exist in July, it hasn't
accelerated, hasn't decelerated. The EBITDAR that we saw in June, we're seeing similar results in July not
significantly up not significantly down. Margins are relatively consistent between kind of the June and July
timeframes. I then look at it between North and South, but once again whether you're in the Midwest North or
the southern part of the country or Las Vegas, as you look at their June trends, July across the board a similar
region by region.

Carlo Santarelli
Analyst
Deutsche Bank Securities, Inc.

That's helpful, Keith. Thank you guys very much.
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Q

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Sure.

Operator
And our next question comes from Barry Jonas with SunTrust. Please go ahead.

Barry J. Jonas

Q

Analyst
SunTrust Robinson Humphrey

Hey, guys. Just to start, I believe there are still three properties that remain closed. What are your plans there?
Have you been able to shift any play from those three to other properties? Thanks.

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Yeah, we – there's currently – there are no current plans with respect to reopening those; one of them is in
downtown Las Vegas, which is you heard us talk about is right now one of the most challenged segment for
us, just given restrictions in Hawaii and lower tourism overall in Las Vegas. The other two are smaller
properties and it's a demand based calculation on our parts. And once the demand starts to pick up both
downtown as well as around the two smaller properties that's when you'd see us reopen those. We don't have
any dates right now.

Barry J. Jonas

Q

Analyst
SunTrust Robinson Humphrey

Okay, great. And then look I think it's striking the trends in July are still strong despite seeing some second
waves of cases, maybe just any color on why you think there hasn't been that impact and I guess, with that,
how should we think about the potential for reclosure of risks there? Thanks.

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Well, thus far our customers have not overreacted to the safety or sanitation protocols we put in place. In many
cases, they're very happy with them. You know, whether it's wearing masks or whether it's increased
sanitation, they generally are pleased with what is going on. In many cases, we didn't have to have our
customers wear masks when we first opened and then, the mask requirements came into place. We didn't
see much of any deviation in kind of customer behavior between those two periods of time. So, you know,
customers seem to be accepting of the product. I will tell you that as a company, we do a very, very good job
on sanitation measures. I don't say that just as a , but if you talk to the regulators around the country, when they
come into our buildings and talk to us and look to enforce these things, they tell us that the steps we've taken
are above and beyond most, if not all of our competitors. So, we feel very good about that and our customers
feel very good about being in a safe and a clean environment. With respect to future closures, the only thing I
can say is those are not conversation or topics that are coming up as we talk to regulators or state legislators.
The conversations are all about enforcement of existing guidelines, whether it be masks or other CDC
requirements, and once again, we're kind of at the top of the list when it comes to that. If you paid attention,
you've seen that the requirements have gotten tighter from no masks to masks, some cases bars have had to
be closed. And so, while the restrictions have gotten tighter, it's interesting that the level of play has stayed the
same. So, it certainly doesn't feel like and we're not having those conversations about future closures. It's all
about enforcement, it's all about compliance, it's all about paying attention to what's going on to help stem the
spread of this terrible virus.

Barry J. Jonas

Q

Analyst
SunTrust Robinson Humphrey

Great. And then just a quick one, just wondering, did you guys receive any proceeds from the Cares Act?
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Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

We didn't take any loans, if that's what you're referring to, Barry.

Barry J. Jonas

Q

Analyst
SunTrust Robinson Humphrey

Yeah.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. No loans. We received a partial benefit for some of the expenses we incurred related to keeping our
team members on staff and paying them for a longer period of time.

Barry J. Jonas

Q

Analyst
SunTrust Robinson Humphrey

Got it. Okay. Thank you.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Sure.

Operator
And our next question will come from Joe Greff with JPMorgan. Please go ahead.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Let's give it another try. Can you hear me now?

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Perfect.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Perfect, Joe. You can't ask the same question again, however.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Well I didn't hear the answers to those questions after me, so don't know, I'm not going to waste anybody's
time. So have you noticed any of the Las Vegas Ship operators trying to encroach on the Las Vegas Locals
customer? And if you anticipate experiencing that, how do you guys compete in that regard?

Keith E. Smith
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A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

It's an interesting question, Joe. We really haven't. You know in prior times, you've seen some big ads and
some big offerings to have locals come in and mostly dine in the restaurants, and maybe go shopping in the
retail malls. You're not seeing that this time. And so that's obviously a good sign just from a competitive
standpoint. So nothing is, nothing has popped up in the time that they've been open and we've been open.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Great. And then going back to the sort other question of daily run rate OpEx, when you're sitting here at the
end of July and you're looking at your property and your property portfolio and corporate, are you fixed or you
deem as fixed, expensive, are they the same or lower than where they were run-rating at the end of the
quarter? Just to get a sense of maybe how much more off-margin opportunity there is, or, conversely, maybe
how much you're adding back given what you anticipate or presently are seeing in terms of revenue recovery?
And that was all for me.

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Yeah. So as you think about July, once again very consistent with June. If you think about margins very
consistent. A, I would not think that those margins can grow, they're pretty healthy where they're at today vis-àvis where they were at; B, we really haven't added any cost back. And so when I indicate that business has
been very stable, it actually has been remarkably stable since the four weeks in June and the first four weeks
of July.

Joseph R. Greff

Q

Analyst
JPMorgan Securities LLC

Great. That's perfect. Appreciate it. Thank you.

Operator
Thanks Joe. And our next question will come from Steve Wieczynski with Stifel. Please go ahead.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Yeah. Good afternoon, guys. So if we go back and think about what you've seen so far in July, I'm not sure, if
you've answered this, and if you did, I apologize, but have you seen any of your competitors across the country
getting more promotional over the last couple of weeks?

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

I would say, whether it be here in Las Vegas or across the country, the promotional environment remains
rational. As always, you have a one-off here or there that has added back some level of promotional activity,
but for the largest part or to the largest extent, it is relatively stable and relatively rational. Nobody's out there
adding back layers of marketing.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Are there any markets you would call out as being overly promotional right now?

Keith E. Smith
President, Chief Executive Officer & Director
Boyd Gaming Corp.
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A

No, not at all.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. And then Josh, you're probably going to hate this, but I'm going to ask another sustainability around
margin question. So this is going to be a little bit hypothetical. And I know you love these questions but.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Go ahead.

Steven M. Wieczynski

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Let's say a year from now, the world is back to normal, there's a vaccine, it's successful, blah-blah-blah, your
casinos aren't capacity limited anymore and your non-gaming menus are fully operational, I guess. And I
guess what I'm going to try to get at here is, under that scenario, what could your EBITDA flow-through look
like somewhere in the future, and if you don't want to answer that, maybe do you think that flow-through could
be significantly higher than where it was pre-virus?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. So you're right Steve, I don't like those kinds of questions, especially in the middle of a pandemic, but I
do think that maybe this is how I would try to answer it to provide an answer is, and Keith touched on this in
answering other questions before this. Number one is I do think that a lot of what we have accomplished so far
and maybe – some of what we have accomplished so far is sustainable in terms of taking costs out of
business. And so, while the very nature of that I think that our flow-through can be better going forward,
depending on the health of the customer and the revenue that we're seeing from that customer. And where it's
coming from quite honestly. Right now, we got the best customer. You know that – I mean if you step back and
think about the operating environment we're in today, it's the best of all environment other than having it occur
in the environment of a pandemic. You have limited amenities. You have slots which is largely doesn't need
much in the way of labor and you have a customer that wants to be there that you're not having to market
aggressively through to get to come in the door and many are not getting marketing – marketed to at all. So,
these are customers that want to be in the building. If that kind of quality customers is with us a year from now
in your hypothetical scenario and that's what's growing, then the flow-through is going to be fairly significant.
And so, I think those are all the kinds of things that make – create where we're at a little bit of uncertainty
around what amenities are added back, if any. What's the quality of the customer? How far down and how
much further down in the database are we seeing increased demand or marketing to that customer? All of
those things are yet to play out over time and we're going to try to be as disciplined as we can and retain as
much as – of what we've accomplished so far in the last couple of months going forward.

Operator

Q

Okay. Thanks Josh. Appreciate it. And sorry about the hypothetical.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Operator
And our next question will come from Jared Shojaian with Wolfe Research. Please go ahead.

Jared Shojaian
Analyst
Wolfe Trahan & Co.
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Q

Hi. Good afternoon everyone. Thanks for taking my question. So, in the month of July with the three properties
still closed, are you thinking your total company wide EBITDA could still be higher year-over-year for the
month? Is that how we should be thinking about July here?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Higher than what Jared, higher than prior year.

Jared Shojaian

Q

Analyst
Wolfe Trahan & Co.

Than July of last year.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. Look I think all I want to do at this point is to suggest that reiterate what Keith has said, which is what
we've seen in late May and June is continuing in July. And so, that leads us to be ahead of prior year so be it. I
think that ultimately the level of business that we all receive – that we are operate – that we are receiving
through the cost structure and all of those things are not changing. So I don't think I want to get into projecting
individual months going forward or anything like that. But I think what I want to do or what we want to do as a
company is just kind of give you the framework with which to make a decision. And along those lines nothing
is really the trends and the customers and expenses and everything else is not – you can't difference between
what we saw in June.

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

I would just try and say we're not – we haven't provided guidance. We're not providing guidance and when it
gets to year-over-year comparisons, we've highlighted trends, but a lot comes into play last year calendars
and other things going on. So, generally just not providing guidance, so. Unfortunately, it's hard to provide any
more color than what we've already done.

Jared Shojaian

Q

Analyst
Wolfe Trahan & Co.

Okay. Thank you. And Josh, you mentioned you turned free cash flow positive in early June. What's the plan for
the cash assuming these trends continue? Are you holding the cash or you paying down debt? How are you
thinking about that right now, just given I think you said you have 19 months of liquidity on hand?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. So, what we plan to do is, I guess once we have the extension of the credit agreement and the term loan
A in place, which we expect to have, happen in the next couple of weeks or so, then we would use the cash to
pay down any outstandings under the revolver. That will lead us to have extra cash beyond that. And so, our
liquidity at that point which we're going to continue to maintain is our availability under our revolver and our
cash balances at that point. And so, we'll continue to kind of manage our liquidity based on what's happening
in the world around us.

Jared Shojaian

Q

Analyst
Wolfe Trahan & Co.

Okay. Thank you very much.

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.
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A

Yes, sir.

Operator
Your next question comes from Thomas Allen with Morgan Stanley. Please go ahead.

Thomas G. Allen

Q

Analyst
Morgan Stanley & Co. LLC

Thanks. Can I ask two clarifying questions. The first is really encouraging to hear you guys talk about how
positive trends have continued into July. But if you look at the hotel industry for example, you saw a really
strong July 4th and then business slowed down a bit in the second and third weeks of July. When you say that
the business has continued, are you saying week by week by week it's just continued to be stable or is it been
the month of July has continued versus June trend?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

So, when we look at those, so we get obviously daily reports on our performance and that daily performance
looks consistent with what we saw in June as well as kind of the month today. It's not, one we can is making
them up or anything else like that. Keith, I don't know, if there's anything you want to add to that. But I think it's
when we say it's consistent; it's not driven by a nuance in the calendar or anything of that nature.

Thomas G. Allen

Q

Analyst
Morgan Stanley & Co. LLC

That's encouraging. Great. And then Josh, just thinking trying to extrapolate first quarter results out to the
coming quarters. Did you book CARES Act benefits in sorry, the second quarter into future quarters. Did you
book CARES Act benefits in 2Q and so should we kind of take those out for our thinking about forward
numbers?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I don't think so because then you would have to layer in the incremental labor that we had on that's no longer in
the business, right. It offsets the labor that's not in the business. It's an apples-to-apples kind of elimination, if
you will. We had higher increase to labor as a result of caring staff and well into April. That is partially not
totally offset by those, by CARES Act. So if anything for the quarter you would adjust some incremental labor
cost out of the results little bit better result.

Thomas G. Allen

Q

Analyst
Morgan Stanley & Co. LLC

Approximately, how much worth is it, Josh?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I don't actually have the final number. I just know it was just partially offsetting the labor cost that we had on staff
until we made the difficult decision to furlough team members.

Thomas G. Allen
Analyst
Morgan Stanley & Co. LLC

Okay. Helpful. Thank you.
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Q

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah.

Operator
And our next question will come from David Katz with Jefferies. Please go ahead.

David Katz

Q

Analyst
Jefferies LLC

Hi. Afternoon everyone. To the degree that you can, can you – can – all right. I wasn't sure that my question
was going to be funny, but I hope everyone finds it at least interesting if not amusing. When we look at gaming
floors, one of the drawbacks we have is we haven't really had much of an opportunity to go and see
properties. I assume that it's different market-to-market, but we'd be seeing gaming floors with every other slot
machine turned off. We'd be seeing table games separated with plexiglass uppers. We're seeing in many
other aspects of it. Are there any markets where that is not the case today, and if you had to speculate such a
tough word, but I mean is this some version of what the new normal is going to look like with spaced out
gaming floors. And, the nuts and bolts of why I'm asking is, we looked at our property models and we're
thinking about what – whether we should be adding back slot machines that are shut-off today and table game
positions that are shut-off today and what that could turn into?

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

So, as you think about our portfolio, 29 properties split across the country, generally we are at 50% capacity.
Generally, it is every other slot machine. There are some unique issues state-by-state or property-by-property.
We generally have barriers at our table games which allow four people at a 21 table "socially distance" versus
three and a few more people around the craps table. But the easiest way to think about it is we have 50%
capacity out of casino floors as we think about it. Is that the future of the business? That is – I'm not sure that
question can really be answered. How does the pandemic change the world around us a year from now, and
how our customers reacting to just being in large groups or larger groups a year from now. I don't think any of
those have that answer, and I not willing to speculate as to what that could look like. We're focused on running
our business today, focused on kind of maintaining the success and the momentum that we've generated over
the last six or eight weeks and continuing to evolve this business in a very fluid environment, and just kind of
adapt as we go with it. That's what our focus is today and will be in the future, and whatever the – whatever the
future brings, we will be prepared for it. But, I'm unwilling to speculate what that may look like a year from now.

David Katz

Q

Analyst
Jefferies LLC

Fair enough. And if I can just follow-up on one of the issues that came up earlier around the degree to which
the Strip may be delving into your customer base. We've had a number of discussions throughout this, and
you know Josh, I've heard you talk about the notion that the Strip is largely decoupled from the fortunes of your
Locals business. You know again, is that something that you think is sustainable, permanent sort of ongoing?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Well, I think, you have to think about the Strip business and understand how that model has built, and I know
you do. But when you compare it to the Locals business, the casino product is priced differently. And in the
past, when the Strip has marketed to Locals customers, it's really been more on the F&B or the non-gaming
side, not so much the gaming product. And right now, obviously, there is very limited kind of non-gaming
amenities that that exist on the Strip. And so, unless there's a wholesale change in how they market their
gaming product, I don't think you're going to see Locals gravitate many big numbers to the Strip.

David Katz
Analyst
Jefferies LLC
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Q

Okay. I appreciate all the detail. Thanks very much.

Operator
And our next question will come from Shaun Kelley with Bank of America. Please go ahead.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

Hi, good afternoon everybody. Just – I just wanted to follow-up. We've talked obviously a lot about the margin
and cost side, but maybe we could just dig into the revenue side a little bit more, right. So, we're seeing kind
of run rating at sort of down high-teens or on type revenue numbers in the regional markets. What's your
insight or kind of what your – what's your thought about how much of that is simply driven by you know what
seems to be a very meaningful capacity control. And then just kind of what are your thoughts on how much of
this is being driven by the reduced marketing efforts itself. And is there a piece of revenue that you know may
not come back. It's okay, because it's probably quite unprofitable. Obviously, we're trying to pare that back
throughout. But just kind of how do you weigh those different factors based on the data that you're seeing?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Well, I think those are all factors that that are part of the revenue decline. It's not really possible and we haven't
even attempted to trying to discern , is this a capacity issue. Is it a marketing driven issue? Is that a customer
issue in terms of how much wallet they have or discomfort with coming out. You know to participate it could be
any number of things. And once again, mid-week we don't really have capacity issues. We have plenty of
capacity. It's really a weekend issue. So, I think once again not really possible for us to parse through that and
kind of give you any sense of how much is maybe attributable to each one of the things you mentioned.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

Maybe without quantifying, can you just – any thoughts on do you think there is a material piece of let's call it
unprofitable revenue left in the business. People that were coming on some of these heavily, heavily
discounted promotions in certain markets that is clearly going away in an environment where you removed
that marketing again kind of full stop. Is that – do you think that's material to the overall or do you think you'd
already done or optimized for a lot of that pre-COVID?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

I don't know if it's material. It's certainly a part of the decline because as you look at the lowest end of the
database, you see it continue to shrink. It was shrinking. We've talked about this for a couple of years in terms
of our focus on driving profitable revenue. But clearly, during this pandemic and since reopening it has
continued to shrink. It's continue to go down. It actually is decreasing more than the higher worth segments.
Frankly, our highest worth segment has grown which is very – very much a positive. And so, the lowest worth
segment is down the most. So, yeah, that business has gone away which attributes to the decline in revenues.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

That's helpful. And then, one last one for me it would simply be, Josh, I think, in the prepared remarks you
referred to a little bit of what was going on with the CapEx line. I think you said $115 million, $48 million of that
was in the first quarter really sort of pre-COVID. And I think there may some finishing up of some projects or
something non-recurring items. Can we sort of adjust for those factors and get to sort of a – an ongoing run
rate, is that the number you could – could help us with just for what we should think of in a stabilized
environment from here either per quarter or for a full year going forward?

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.
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A

Yeah. So, Shaun, I think the reason I gave the components was so – so people could start to try to figure out
what kind of the core maintenance run rate would be, if we had to go to that kind of closed or minimal
maintenance environment and we had and that came in to around $60 million or $70 million, I think. I don't
think that's necessarily a good run rate. If we are ''in a more typical environment''. I think it's – it's more like a
$120 million number because you'll have more things that need to be maintained and more things that need to
be freshened up and rooms to done and all of that where we don't even have all of our rooms available to
customers at this point and all of our restaurant products. So I think we have a more kind of recurring run rate
of about $120 million or so. But look, I think to be fair, we've got to kind of get through the next several months,
evaluate where we're at, look at what we begin to feel like next year is going to look like and then we'll kind of
update people on what a good number it is. But in terms of just base, I think kind of core where we have to cut
back as far as we need to, it's probably in that $50 million, $60 million, $70 million range, more run rate,
maintenance capital and a more '' normalized environment'', it's probably $150 million to – $115 million to
$120 million.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

Perfect. Thank you very much.

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Sure.

Operator
And we have time for one last question and that will come from John DeCree with Union Gaming. Please go
ahead.

John DeCree

Q

Analyst
Union Gaming Research LLC

Hi, Keith. Hi, Josh. Thanks for taking my question. Josh, I'll try to build on that CapEx question a little bit and tie
it back to some earlier comments about maybe parts of the business that maybe have changed, if not
permanently at least for the foreseeable future. Buffets or something that gets tagged a lot there. Maybe room
is not a lot coming back online. When you start to pick up CapEx spending again or even when you think
about your maintenance , what types of things will you be spending capital dollars on either maintenance or
the business shifts and if it kind of shifts over the medium term, if you know we're not going to be doing as
many restaurants and F&B or something like that where do you think the dollars go?

Josh Hirsberg

A

Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yeah. I don't really think it's really different than what we're talking about today. I think it's really that either the
business is growing and the buildings are getting more used and that's how it's evolved. And therefore you're
getting more use out of the buildings that require higher level of maintenance capital. I don't think it's any
incremental to what we're doing today other than for those reasons.

John DeCree

Q

Analyst
Union Gaming Research LLC

Okay. Fair enough. And I don't think we could let you off the hook without talking about M&A. Obviously, an
unusual market, but there'll be some stuff obviously for sale. And curious to get your thoughts on your new
operating model as it changes, how you look at M&A and if over the near term, if you've got some confidence
or enough confidence that you might be an active participant, if there's anything out there looking at?

Keith E. Smith
President, Chief Executive Officer & Director
Boyd Gaming Corp.
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A

Maybe a couple of comments it's hard in this environment given everything that's going on to think about M&A
and purchasing assets. I said a little bit earlier in my comments in answer to your question, our focus today is
just on running this business, continuing the momentum and the success that we've been able to create in the
last six or eight weeks and continuing to adapt and evolve very fluid situation. As rules change, masks – no
masks to masks and closing a few bars and as this evolves, this pandemic evolves, we need to evolve with it,
we're extremely focused on our core business making sure that we're doing everything right, making sure not
allowing costs to creep back into the business and that we continue to focus on driving profitable revenue. So,
that is what our focus is today. We'll just kind of adapt as time goes on.

John DeCree

Q

Analyst
Union Gaming Research LLC

Thanks Keith. That makes sense. additional help in covering the guidance .

Keith E. Smith

A

President, Chief Executive Officer & Director
Boyd Gaming Corp.

Sure.

Operator
And this will conclude our question-and-answer session. I'd like to turn the conference back over to Josh
Hirsberg for any closing remarks.

Josh Hirsberg
Chief Financial Officer, Executive Vice President & Treasurer
Boyd Gaming Corp.

Yes. Thanks for all the good questions today, and we've been able to provide some valuable insight into what's
going on in our business and we appreciate your time today, and if you have any follow-up questions that
you'd like to dig into, please feel free to reach out to the company. Thanks again and everybody stay healthy.

Operator
And the conference has now concluded. Thank you for attending today's presentation and you may now
disconnect your lines at this time.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day and welcome to the IMAX Corporation's Second Quarter 2020 Earnings Call. Today's conference
is being recorded. At this time, I would like to turn the conference over to you, Mr. Brett Harriss. Please go
ahead, sir.

Brett Harriss
Senior Vice President - Investor Relations
Gabelli & Company

Thank you, Casey. Good afternoon everybody, and thank you for joining us on today's second quarter earnings
conference call. On the call today to review the financial results are Rich Gelfond, Chief Executive Officer; and
Patrick McClymont, Chief Financial Officer. Megan Colligan, President of IMAX Entertainment and Rob Lister,
Chief Legal Officer, are also joining us today. Today's conference call is being webcast in its entirety on our
website. A replay of the webcast will be made available shortly after the call. In addition, the full text of our
second quarter earnings press release and the slide presentation have been posted on the Investor Relations
section of our website. At the conclusion of this call, our historical Excel model will be posted to the website
as well. I'd like to remind you of the following information regarding forward-looking statements. Our
comments and answers to your questions on this call, as well as the accompanying slide deck, may include
statements that are forward-looking and that they pertain to future results or outcomes. Actual future results or
occurrences may differ materially from these forward-looking statements. Please refer to our SEC filings for a
more detailed discussion of some of the factors that could affect our future results and outcomes. Any
forward-looking statements that we make on this call are based on assumptions as of today, and we
undertake no obligation to update these statements as a result of new information or future events. During
today's call, references may be made to certain non-GAAP financial measures. Discussion of management's
use of these measures and the definition of these measures, as well as reconciliations to non-GAAP financial
measures, including adjusted net income, adjusted EPS and adjusted EBITDA, as defined by our credit
facility are contained in this morning's press release. With that, let me turn the call over to Mr. Rich Gelfond.
Rich?

Richard Lewis Gelfond
Chief Executive Officer and Director
IMAX Corp.
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Thanks, Brett, and good afternoon, everyone. As you can hear, I have a little laryngitis, so I apologize. It
sounds worse than it is, so bear with me. I hope all of you joining today are staying healthy and safe. Since the
outset of the pandemic, our approach in IMAX has been to take the long view, as we manage through this
unprecedented event. We've carefully maintained our strong financial position. We've been unwavering in our
stance that the health and safety of audiences must be the priority and the theater should only be open when
ready. And as a result, we're pleased to see that theaters in markets, where the virus has come under control
including China throughout Asia, key markets across Europe and beyond are starting to open. Our global
network and our relationships with studios, exhibitors and filmmakers around the world puts us in a position to
benefit from rolling theater openings as lower-risk markets resume operations. We are the only
geographically diversified global platform with the theatrical blockbuster entertainment, and we hold a
privileged position at the center of the entertainment ecosystem. As theaters with IMAX systems reopen, our
network will begin to generate incremental free cash flow with limited start-up costs thanks to our flexible
asset-light business model. We are already benefiting from the local programming and classic titles being
shown in international markets. As a reminder, typically two-thirds of our box office is earned outside North
America, and we can take a leadership role in helping to bring the worldwide theatrical industry back online,
assisting studios in crafting their film slate and sharing operating best practices among international
exhibitors. Today, I'd like to discuss an update on the opening of our global theater network, an update on our
financial position, our latest view on the global film slate, some strong signs of demand for The IMAX
Experience, including continued growth in our theater network, and finally, why we believe IMAX is well
positioned for the post-COVID-19 world. First, let's discuss re-openings. As of this weekend, 624 IMAX
screens have contributed box office during the month of July or 40% of our global theater network in 40 of the
81 countries and territories in which we operate. That includes 409 screens in China, 172 in the rest of the
world, and 43 in North America. By the end of August, our current expectation is that approximately 1,400
screens in 70 markets or 90% of our global network will open in anticipation of Tenet's recently announced
release date. Last weekend, we participated in the releases of Bloodshot and Dolittle in China, two new titles
that had yet to open in the market because of the pandemic. We are pleased to report that we generated
approximately $750,000 over the weekend, with IMAX indexing 11% of the box office for Dolittle and 6.5% of
the box office for Bloodshot in China. We achieved these results despite 30% capacity restriction, discounted
ticket prices and only 60% of our China network re-opening. More broadly, we're excited to see over 3.2
million people return to the theaters in China with per show attendance approximating 80% of pre-COVID
level. Our North American network, which accounts for approximately 400 of our 1,500 commercial theatres
worldwide is 10% open with approximately 43 screens operating primarily in Canada. The re-opening of our
network is of course a positive incremental step forward for IMAX, but we still have a long way to go. These
early releases won't be about huge opening weekends. Many of these markets will have capacity constraints,
show times and attendance will be spaced across the week. And in some cases, new releases will enjoy
longer runs. Of course, not all consumers are ready to come back to theaters. However, there are reasons to
believe consumers will come to view movie going as favorably compared to other forms of out-of-home
activities. First, masks are absolutely crucial. We strongly advocated for our exhibition partners to require
masks and are grateful to those that have done so, including our three biggest partners in North America.
Additionally, large auditoriums with high ceilings like you see in IMAX theaters compared favorably to smaller
indoor spaces such as bars and restaurants. In theaters, social distancing, capacity constraints, and traffic
flow can be managed effectively into personal contact can be limited. Show times can be staggered and food
preparation, if any, can be visible or pre-packaged. Consumers can also choose to attend films during offpeak periods. Importantly, sitting in a theater is a relatively static passive respiratory experience. You sit
quietly, socially distanced as per protocol, with people facing the back of each other's heads not like a
sporting event where people are screaming and drinking and standing up, and it's not like live theater. This is
in contrast to bars, restaurants, music, and all kinds of things, which feature large groups of people, talking,
eating and drinking in close proximity. Based on our re-opening experience to-date, consumer polling and the
activity of our partners, we are confident in the demand for out-of-home movie-going in general and The IMAX
Experience in particular. For instance, IMAX participated in the first local major language release of the year,
Peninsula, the sequel to the South Korean blockbuster Train to Busan, across markets in Asia and Europe a
few weeks ago. For IMAX, it was the widest premiere of a South Korean film ever and lifted us to our first
million-dollar weekend at the global box office since before the global pandemic began in March. Overall, the
film has earned $26.5 million at the global box office. Earlier this summer in South Korea, IMAX delivered
upwards of 50% of nationwide box office on special runs of the Avengers film and The Dark Knight trilogy
despite accounting for only 5% of the screens. In the Netherlands, we sold out 30 consecutive shows in a
special limited run of Chris Nolan's Interstellar. We just crossed the $1 million threshold on an IMAX exclusive
re-release in Japan of the cult classic Akira. And in France, exhibitors saw nearly 3 million admissions
nationwide in the first three weeks of theater re-openings. Around the world, we're seeing solid early evidence
that audiences will return to theaters where and when it's safe to do so. Turning to our financial position, our
results in the second quarter were clearly impacted by COVID-19. As I said, we continue to believe that our
strong financial position will allow us to weather this crisis. At the end of the second quarter, we had $319
million in consolidated cash. We amended our credit agreement, which will provide us increased financial
flexibility through 2021. Given even continued efforts to cut costs, we currently expect our cash burn going
forward be under $10 million per month on an average basis in a zero-revenue environment. Patrick will
provide additional details on our balance sheet, credit agreement amendment, and cash burn in a few
moments. In summary, we believe that IMAX's solid balance sheet puts us in a strong position to reopen
quickly and efficiently. Moving to the film slate, the release schedule continues to evolve. Recent decisions to
delay release of Tenet, Mulan, Top Gun: Maverick, and A Quiet Place are not surprising. The rising infection
rate in the US and other markets stands in stark contrast to the opening of large international markets where
we derive over 70% of our revenue and presents a unique challenge for industry that is accustomed to global
releases. First, we would like to reiterate that studios are rescheduling, not eliminating, theatrical releases for
their major titles. Second, as we saw with Tenet's release strategy announced yesterday, we expect studios
would release films regionally as markets reopen. Given our globally diverse footprint, IMAX is uniquely
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would release films regionally as markets reopen. Given our globally diverse footprint, IMAX is uniquely
positioned to immediately benefit from this type of rolling regional release strategy. Despite recent studio
moves, we still have an IMAX-friendly 2020 film slate scheduled for the remainder of the year, with at least four
films with IMAX DNA. Films with IMAX DNA generate a higher share of box office, showcase The IMAX
Experience to our engaged and passionate fan base, and serve as a key differentiator for our brand. First
and foremost, after delaying its release last week, Warner Bros. announced its global release strategy for
Tenet yesterday. Currently and is scheduled to open in Canada, Europe and Asia on August 26, and in select
US markets in September 3, and in Latin America on September 10. We are excited that Tenet to be the first
major blockbuster to be released in this rollout fashion following the global lockdowns. More than any other
filmmaker, Christopher Nolan makes films best seen in The IMAX Experience. This is a fact best reflected in
performance. His films over indexed on our global network. His most recent film, Dunkirk, represented 22% of
its domestic and 17% of its global box office on IMAX screens. And unlike Dunkirk, which is a Europeancentric movie, Tenet is a more traditional action thriller blockbuster with the potential for wider global appeal.
For Interstellar, we indexed 32% domestically. And for The Dark Knight, we indexed 15% domestically.
Wonder Woman, which is still currently scheduled for October, features scenes shot with IMAX film cameras.
Marvel's Black Widow scheduled for November contains 30 minutes of content with expanded IMAX aspect
ratio. The Thanksgiving scheduled release of the latest James Bond installment, No Time to Die, has
significant amount shot with IMAX film cameras. And finally, while Disney has not provided an update basis,
we are hopeful that Mulan will be released sometime this year. With films moving out of 2020, 2021 now
features an exceptionally strong slate, which includes up to five Marvel titles; Top Gun and A Quiet Place,
which were recently rescheduled; the highly-anticipated new DC films, Batman and Suicide Squad; new
entries from global blockbuster franchises, including Fast and Furious, Mission Impossible, and Jurassic
World. In terms of production, key franchise titles including The Batman, Jurassic World, Mission Impossible
and Marvel's Shang-Chi have all resumed or will resume production this summer and many key 2021 titles
including Fast and Furious 9, Venom and Marvel's Eternals have already completed filming. As our network
does come back online, we continue to move our business forward, create new opportunities and capitalize
on the enduring strong demand for the IMAX brand and experience. During the second quarter, we signed
important new deals with key international partners in some of our most strategic markets. We signed a
multinational deal with our partners at CGV for 17 new theaters globally. This includes nine new theaters in
South Korea, one of our highest PSA markets and one of our fastest-growing markets where we've been
seeing considerable strength at the box office recently, as I just mentioned, with Peninsula and library titles. It
also includes systems in high growth markets including Indonesia, Vietnam, and Turkey. In July, we announced
the 20-system deal in China with Wanda Film, China's largest exhibitor and a longstanding partner of IMAX.
This deal includes IMAX with laser upgrades with ten of its top grossing locations as well as ten new IMAX
theaters to be installed throughout the country. Signing these agreements in this environment is not only a
testament for our sales team, it's an affirmation of the value of The IMAX Experience. Actions speak louder
than words and we are encouraged that two of our largest partners chose to expand their IMAX relationships
even as their theatres were shut down. As major exhibitors around the world look past the pandemic toward
the future of the theatrical business, we believe they see IMAX as a must-have premium offering with which to
welcome audiences back to multiplexes. Additionally, we continue to create new value from our global brands.
In June, we announced a deal to bring a catalog of 16 of our most successful IMAX documentaries to Hulu
including A Beautiful Planet, last year's Superpower Dogs and the Academy Award-winning Fires of Kuwait
and those are available on Hulu right now. As we said, we anticipate that in the post-COVID world, consumers
will turn to brands and experiences they trust and we believe that IMAX remains very well positioned for when
we emerge from the pandemic, given the strength of our brand and the unique advantages of our model.
There's much talk of how the pandemic will accelerate secular trends in the theatrical industry, but we believe
IMAX is generally insulated or even potentially advantaged by some of those trends. We expect that that the
theatrical market will move toward premium experiences and blockbuster films, both key elements of our
model. We believe that we are generally insulated from lower mid-tier movies that will move to streaming
instead of theatrical releases. Any potential change in theatrical windows will have little bearing on IMAX as
most of our films play for only one week or two weeks generally at the most. Any potential contraction in key
markets like North America and China is unlikely to impact IMAX given that we generally operate almost
exclusively among the top-performing theaters. In North America, for instance, IMAX accounts for
approximately 400 out of a total 42,000 screens, and 80% to 90% of our box office is generated in the top
20% of our North American theaters. In China, we're present in 17 of the top 25 highest grossing complexes.
Within the top 500 complexes with an IMAX screen, we contributed 22% of their box office in 2019, with a
single screen in each. We anticipate that our model as a global distribution platform for blockbuster
entertainment and experiences will continue to reap benefits well into the future. To conclude, COVID-19
continues to pose extraordinary challenge to the global entertainment industry. While the future is yet
uncertain, we believe IMAX remains well-positioned to manage through the crisis and continue to thrive when
it is behind us. We are the only global distribution platform for theatrical blockbuster entertainment. We
believe we have the financial strength to endure, support our partners in these times and be ready for our
audiences when they're ready to return to theaters. We have an extremely strong pipeline of blockbuster
content through next year and beyond. Our brand and The IMAX Experience have been in strong growing
demand around the world. The unique privileged position we built in the ecosystem gives IMAX a firm footing
in difficult times and we look forward to continuing our success, driving new opportunities for growth and
creating value for our shareholders in a post-COVID-19 world. Thanks again for joining us today and please
do everything you can to stay safe and healthy. With that, I'll turn it over to Patrick.

Patrick S. McClymont
Executive Vice President & Chief Financial Officer
IMAX Corp.
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Thanks, Rich, and good afternoon, everyone. First, we want to thank our colleagues here at IMAX for their
exemplary performance during this challenging period. Throughout the organization, we see countless
examples of thoughtfulness, creativity and flexibility, as our team responds to the challenges of COVID-19.
Thanks to all of you for stepping up. During our last earnings call, we highlighted that IMAX entered this crisis
with a strong balance sheet, an asset-light business model and the market positioning to thrive post-COVID.
None of this has changed. While the trajectory of theater re-opening is slower than any of us would have
hoped for, we continue to face the unprecedented challenges of the coronavirus pandemic from a position of
financial strength. We ended the quarter with $319 million cash on our balance sheet, including $245 million of
cash at IMAX Corp. and the balance at IMAX China. Our consolidated cash balance declined by $33 million
in the second quarter, validating the cash burn guidance of approximately $10 million per month we gave on
the previous call. Remember, our cash burn will fluctuate on a monthly basis due to the timing of specific
receipts and disbursements. Going forward, we currently expect we could keep our average cash burn under
$10 million per month in a zero-revenue environment. Now that our network has commenced re-opening, our
actual monthly cash flow going forward will depend on box office results and will reflect some increases in
marketing expenditures to support titles as they are released. Importantly, we do not plan on meaningfully
ramping back up our costs until the business performance warrants it. During the second quarter, we
amended our existing credit agreement with our bank group in response to the current environment to provide
a number of temporary changes. First, our senior secured net leverage ratio covenant is suspended for four
quarters through the first quarter of 2021. Next, with the second and third quarters of 2021, while we will be
subject to our 3.75 times senior secured net leverage ratio covenant, we can substitute quarterly EBITDA from
Q3 and Q4 of 2019 in lieu of the EBITDA for the corresponding quarters of 2020. Combined, these steps
provide flexibility and clarity through Q3 of 2021. As part of the amendment, we are subject to a $75 million
monthly liquidity covenant, which is well below our current liquidity at IMAX Corp. of $258 million. Additionally,
we are restricted in our ability to make certain payments such as share repurchases. At any point during the
amendment period at our sole discretion, we could choose to calculate our compliance with the original
senior secured net leverage ratio covenant pursuant to the credit agreement definition and thereby revert
back to the original terms of the credit agreement. We anticipate that this amendment will allow the company
to manage through the current period of uncertainty, while giving us the operating flexibility to strengthen our
business and support the ongoing re-opening of our network. We believe that the combination of $319 million
of cash, modest monthly cash burn and our credit agreement amendment contribute to a strong liquidity
position and runway that will support the company well into 2021. Before I discuss the details of this quarter's
earnings, I would like to state the obvious. The closure of the majority of our screens in the second quarter
defined our results and make Q2 financial results essentially useless and thinking about the normalized longterm earnings power of the business. Total revenue in the second quarter was $8.9 million down 92% versus
last year. The IMAX Technology Network reported a $6.5 million margin loss on essentially no revenue. The
IMAX Technology Sales and Maintenance segment reported revenue of $4.6 million and a gross margin of
$200,000 versus $15.4 million of gross margin in the previous year. The decline in revenue and gross margin
was primarily driven by two factors. First, we installed two sales and sales-type leases in the second quarter
of 2020, seven theaters and the nine we installed in Q2 2019. Second, maintenance revenue of $0 declined
from $13 million in the previous quarter. As theaters closed, we suspended regular maintenance services and
did not recognize the associated revenue. SG&A, excluding stock-based comp of $23.3 million, declined
sequentially from the $24.9 million of expense recorded in the first quarter of 2020, which was also down $1.1
million year-over-year. COVID-19 created a number of unusual items that impacted SG&A in the quarter. First,
SG&A expense declined due to cost actions taken by the company in response to the pandemic. As we
mentioned on the last call, in response to the late January closure for our theaters in China, and then again in
response to the closure of the balance of our network in March, we made substantial cost cuts. Second, the
company became entitled to receive $3.2 million in benefits as part of the Canadian and US governments'
COVID-19 wage subsidies and payroll tax credits. Approximately $2.9 million of this benefit was recorded as
an offset to SG&A expense, with the remainder recorded as a reduction to cost of sales. Finally, SG&A
increased due to a lower allocation of labor and other costs from SG&A to cost of sales, inventory, film assets,
and PP&E. Normally, staff costs related to post-production, maintenance, and theater construction are
allocated to cost of sales in certain assets. Given theater closures prevented the company from generating
revenue and creating assets, these costs remained in SG&A. Ultimately, this item is just P&L geography.
Adjusted EBITDA for the quarter was a loss of $18.5 million, down from a profit of $41.4 million in the
previous-year period. Net loss for the quarter was $26 million or a loss of $0.44 per share, while adjusted net
loss was also $26 million or $0.44 per share versus $0.32 positive last year. In the second quarter, we spent
$2.7 million on capital expenditures. As a reminder, most of our CapEx was driven by the installation of
theater systems under our joint revenue sharing model. Given the lower level installation activity, we continue
to expect modest capital requirements until more theaters re-open. Excluding joint revenue sharing
investments, we continue to anticipate spending less than $10 million in maintenance CapEx in 2020. In the
second quarter, we suspended IMAX share repurchase due to the uncertainty associated with theater
closures. IMAX China repurchased 426,000 shares for a total amount of $640,000 in the first half. In
conclusion, we remain confident in our strong balance sheet, modest cash burn and asset-light business
model. We believe that we are well-prepared as we now resume operations and get back to the movies in
many markets around the world. With that, I'll turn the call over to the operator for Q&A. Operator?

QUESTION AND ANSWER SECTION
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Operator
Thank you, sir. We will take our first question from Chad Beynon of Macquarie.

Chad Beynon

Q

Analyst
Macquarie Capital (USA), Inc.

...for taking my question. I wanted to start with how we should think about installs going forward. Very
understanding that it was a low number this quarter, but now that you have some theaters that have opened
and a lot of those zones are in a much different place now, how should we think about, I guess, the pattern or
the timing of installs given the size of your backlog and now that things are opening up? Thanks.

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Patrick, why don't you take that one?

Patrick S. McClymont

A

Executive Vice President & Chief Financial Officer
IMAX Corp.

Sure, happy to. Throughout this whole period, we've maintained a very active dialog with our partners. You've
seen that in the fact that we actually signed up some new transactions that Rich mentioned during his
comments. We do expect there will be the typical seasonality to our activities, so we do expect to see more
installs in the third and into the fourth period of the year. Having said that, there's still a lot of uncertainty. Our
partners are opening back up again around the world. They're very focused on making sure that they execute
the re-openings of their theaters appropriately. They've got a lot of new protocols to put in place and so they
are appropriately focused on those issues. So, we don't yet have a lot of clarity on how they're thinking about
installations. But we do expect it will ramp up through the end of this year and into next year. So, right now, we
just can't say with clarity what that looks like, but we do think we're on a better path.

Chad Beynon

Q

Analyst
Macquarie Capital (USA), Inc.

Okay. Great. And then my unrelated follow-up just with respect to the Wanda and CGV contracts, can you just
talk about the average length of the contracts of your current installed base and if there's any major contracts
that are due to be renewed in the next 6 to 12 months? Thank you.

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

The answer is, I don't know the average length, but most contracts are 10 to 12 years and there are very few
that are coming up in the next couple of years and no, not a big number.

Chad Beynon

Q

Analyst
Macquarie Capital (USA), Inc.

Okay. Thank you very much, guys.

Operator
Thank you, sir. We will take our next question from Eric Wold of B. Riley.

Eric Wold

Q

Analyst
B. Riley & Co. LLC

Thank you and good afternoon. I'll actually start with my follow-up questions since it's a follow up to the prior
questions. I guess, assuming we do get a kind of a major push of delayed installs from this year into next year,
can you just remind us of your capacity for installs on a quarterly basis?
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Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Yeah. There's pretty much no limits, Eric, to our capacity. I mean, we've installed close to 100 systems in a
quarter. As long as we know that they're scheduled in advance, we can just gear up because a lot of the labor
is local labor in territories. So, I don't want to use the word unlimited, but we could do much bigger numbers
than we've ever installed previously if we have some notice.

Eric Wold

Q

Analyst
B. Riley & Co. LLC

Perfect. And then my primary question, maybe given that we've had a number of months since the original
shutdowns and kind of seeing what's happening in other regions, I guess recently, any discussions or kind of
thoughts around discussion you had with exhibitor partners in terms of accommodating capacity restrictions
on IMAX screens? I mean, are we thinking about – normally you have the addition of midnight and a lot more
show times on major blockbuster weekends. Is that something we should think about during the week? Do you
think maybe we need to keep films on screens longer than a typical week given people would need more time
to get in the theaters if they are capacity limited? Any sense on what you may do to accommodate that?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Yeah. It's a really good question. I'm glad you raised it because we didn't talk about it in our prepared
comments. So, the movie industry is interesting because in a restaurant, let's say, if the capacity is 50%, you
lose money. In the movie industry, in a regular multiplex, 20% to 25% capacity is heroic. And last year, which
was our highest box-office ever, our global capacity was about 10%. So, the network is really built for big
blockbusters on big weekends. So, with capacity constraint, there's certainly the potential to do good
business. The question really becomes, do people move away on Friday and Saturday nights to weekdays?
And we are trying to make that happen through marketing and discounting and programs like that. And at the
same time, we think some of it may naturally happen because, you know, as you saw, I'm sure – yesterday,
Google announced people can work from home until next July, and in New York City only 10% of the office
workers are back. So, we're thinking that a lot of people will just naturally, go at different times, whether it's
during the day or weekdays. So, the diminished capacity probably will have an impact, but not as big an
impact as you would think just by looking at the raw numbers.

Eric Wold

Q

Analyst
B. Riley & Co. LLC

That's helpful. Thanks, Rich.

Operator
Thank you. We will take our next question from Eric Handler of MKM Partners.

Eric O. Handler

Q

Analyst
MKM Partners LLC

Thank you very much for the question. Patrick, I wondered if you could sort of talk about since so many of your
expenses are variable now, is there a certain revenue level that you need to reach in order to become
profitable on an adjusted EBITDA basis?

Patrick S. McClymont
Executive Vice President & Chief Financial Officer
IMAX Corp.
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A

Well, it depends obviously on where that revenue is coming from because of the different margin structure on
the two sides of the business. And some of the modeling that we did, we actually think that – so, in 2019, we
did just short of $400 million of revenue and, yeah, we produced $150 million of EBITDA based on that. In
terms of cash flow, we know that if we only get back to half of that run rate revenue, we can get back to cash
flow breakeven I think relatively quickly. I don't have an EBITDA number in front of me in terms of what the
breakeven would be, Eric, but that should give you a sense that it's a pretty flexible model, and when the
revenues come back, we're going to swing back pretty quickly.

Eric O. Handler

Q

Analyst
MKM Partners LLC

Okay. And how do you think about in terms of ramping up your expenses again and bringing back employees
and making investments in some of the projects that you've been working on? What is it that needs to be seen
before you start adding back costs?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

I think we're going to learn with you over the next couple of months, so we'll see the pattern of movies opening
on a rolling global basis. We'll see how audiences come back. I mean, we don't really think we need to add
costs in the next – in the short run. As you may recall, we really didn't lay anyone off at IMAX or furlough
people. We cut back their hours. So we're in pretty good shape to reopen without incurring significant
additional expense. And I think, we'll just time it to how quickly we see revenues come back and how quickly
we see films opening and territories opening and things like that. It's not going to be formulaic.

Eric O. Handler

Q

Analyst
MKM Partners LLC

Okay. And then last one – one last question, I don't know if you saw that, AMC and Universal just signed a deal
with each other that essentially gives Universal the right to launch PVOD on films that it chooses after a threeweek exclusive run into theaters. Now, you generate most of your revenue from films in the first and second
weeks. But do you worry at all about cannibalization with a shortened PVOD window?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

We've been asked this question many times over the years in advance, and we had always said that we were
very flexible on windows and we really didn't think windowing would have a – shorter windows would have a
material effect on IMAX because we're a cultural experience, we're a fan boy experience. We show
blockbusters, people want to go to IMAX to be with their friends on the opening weekend, the opening few
weekends. So I don't really think it'll have material impact. Where we were more cautious on windows, is we
said, we wanted to support our exhibition partners. And clearly under a lease you referred to in the last hour
indicates AMC is taking a different approach and from what I read in the papers and recently online, they'll
share some of those revenue streams. I think we have to wait to hear what other exhibitors say what that
means. I think you also have to remember that Universal doesn't really have a big movie in North America
coming out until 2021. So, I think we all have to take a breath. We have Tenet coming up now and see how
that opens, get the theaters open and see how it all shakes out. But from my point of view, this isn't a shocking
development and I don't think it means negative things for IMAX.

Eric O. Handler

Q

Analyst
MKM Partners LLC

Thank you very much.

Operator
Thank you. We will be taking our next question from Michael Ng of Goldman Sachs.

Michael Ng
Analyst
Goldman Sachs & Co.
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Q

Hi. Thank you very much for the question. I just have two quick ones. The first is on the pre-COVID level
attendance that you saw in China, I think you said it was about 80% for one of the films that came out. Is that
your expectation of what the attendance could be in the United States when theatrical movies come back in
force? And then the second question is really just about how IMAX changes its film selection strategy against
the backdrop of these staggered releases. Does that create additional challenges at all? Thank you.

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Thanks, Michael. First of all, I do think that the industry will return to pre-COVID levels. But the question is how
long it takes for that to happen. And, we've looked at other places, where there have been either SARS or
other kinds of forced shutdowns. And, you know, they don't snap back overnight, but over a period of time,
two, three months, it seems like they come back to levels they've seen before. And again, in North America,
it's particularly hard because we don't know what cities are going to open up when, but I do think people are
tired of having sat on their couch for four months and watched – and I did it, a lot of my favorite stream shows,
but I think people are itching to come out and I think for the right kind of content and where they feel safe, they
will come out. And actually, we did a little study and it sounds intuitive, but places came back faster where the
COVID rates were lower. So, it gets hard to generalize, and that, Michael, I think we just have to see how it
rolls through. But as I said during my prepared remarks, we were quite pleasantly encouraged by what
happened in Korea and Taiwan and China. But, I just don't think people should get ahead of themselves in
predicting what the box office might be. In terms of film selection, your question has an ironic aspect to it
because with Tenet, it's the only film coming out. So it's not really more complicated. Right now, it's easier. You
know what to play. And for IMAX, it's pretty fortunate that Chris Nolan and IMAX have such a brand affinity, and
Chris filmed this movie with IMAX cameras and he urges people to see it in IMAX. But I think as we see what
comes out and what moves, I think it'll require sort of the same skills it required before. I think we're going to
have to just figure out what plays best to a largely millennial audience, what has visual splendor, how does it fit
into the calendar. And as I said, so far, the rest of the year looks pretty promising for us with films like Wonder
Woman and Bond and other – Black Widow coming out. So we're quite – we think, providing things don't
move around, this is a pretty IMAX-friendly year.

Michael Hui

Q

Managing Director

Great. Thank you, Rich.

Operator
Thank you. And we will take our next question from Jim Goss of Barrington Research.

James C. Goss

Q

Analyst
Barrington Research Associates, Inc.

Okay. Thank you. A couple of them. One other capacity question, given the IMAX geometry tends to push the
seats toward the front of the screen and space them a little more closely, if say 50% is the maximum capacity
in a typical theater, say even a non-recliner one, what do you think your realizable capacity would tend to be?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Michael – I'm sorry, Jim, that's a really good question and one which we haven't sat down to fully think through.
I mean, I think my maximum capacity is 50%, if that's what the regulation says or if they're – if that's what it
says. But you're quite right. There'll be some practical issues, so I really don't know the answer.

James C. Goss

Q

Analyst
Barrington Research Associates, Inc.

Okay. Because you would tend to be closer to capacity than others given your blockbuster focus, and so then
it gets to the ability to push things out, as Eric Wold was talking about later or earlier. One other thing, the Hulu
deal, is that an exclusive, or are you going to make that content available on other potentially bigger
platforms?
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Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

It's exclusive in North America, but globally we can sell it to other people, Jim.

James C. Goss

Q

Analyst
Barrington Research Associates, Inc.

Okay. And maybe one last one. Impact of political changes in Hong Kong on your China investment. Anything
we should be thinking about or concerned about?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

In the short run, there's been really nothing noticeable on the ground, and as you know because you've
covered us a while, China's been a very open place to Hollywood films because it gets people to theaters and
to malls. And so, in the current environment, I don't really see any impact. But who knows how out of control
this all gets, especially during election season? But I wouldn't predict that, Jim.

James C. Goss

Q

Analyst
Barrington Research Associates, Inc.

Was there any difference on Mainland versus within Hong Kong in terms of how the deals were struck?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Yeah. In Hong Kong, there's no quota. So, in China, only 35 foreign films are allowed in in China. There's not
that limitation and that hasn't changed.

James C. Goss

Q

Analyst
Barrington Research Associates, Inc.

All right. Thanks a lot, Rich. Take care of your voice.

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Thank you, Jim.

Operator
Thank you. We will take our next question from Steven Frankel of Colliers.

Steven B. Frankel

Q

Analyst
Dougherty & Co. LLC

Good afternoon. Now Rich, let me stress your voice with one more just along the similar lines that we've been
talking. You were really successful in China over the last couple of years by juggling the film slate, being very
nimble, playing multiple films in the big release weekends. How much if any does that get negatively impacted
by these changes in release schedules and delays or do you still anticipate when we get to the big festivals in
China you will have multiple films to choose from?

Richard Lewis Gelfond
Chief Executive Officer and Director
IMAX Corp.
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A

I mean, I do anticipate that. And in fact, we didn't mention it in our script but there were four major films in
China that were supposed to play over Chinese New Year, and there were rumors that several of those at
least were going to be moved to the October holiday period in China. And I think if they moved to that period
we would still expect to have multiple films and to program them the same way.

Steven B. Frankel

Q

Analyst
Dougherty & Co. LLC

Okay. Great. Thank you.

Operator
Thank you. We will take our next question from Alexia Quadrani of JPMorgan.

David Karnovsky

Q

Analyst
JPMorgan Securities LLC

Hi, this is David Karnovsky on for Alexia. Rich, in your opening remarks you laid out the reasons why movie
going can be safe activity given lower capacity, assigned seating, measures sitting forward, not speaking and
the like. Do you sense that theaters are gaining traction in making this argument to politicians and health
regulators or is there still some resistance given movies are an indoor activity?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

Yeah. A very good question. I think they're gaining traction, but I think that probably as an industry, both studios
and exhibitors probably could've done some of that sooner and made that case sooner. And talked about
jobs, there are close to 200,000 jobs in North America associated with the industry. So, I think other industries
did a better job of advocating that sooner. And I think that the movie industry has been playing a little bit of
catch-up, but I think they've been doing a decent job recently playing catch-up and there's been more media. It
seems to me more municipal, governments more receptive. So, I think that we're getting some traction on it.

David Karnovsky

Q

Analyst
JPMorgan Securities LLC

Okay. And then maybe just a follow-up for Patrick. Is there any update to the $10 million cash burn figure now
that a significant portion of the footprint is up and running at some capacity?

Patrick S. McClymont

A

Executive Vice President & Chief Financial Officer
IMAX Corp.

Well, as I mentioned in the call, if we're continuing under zero revenue, then we've communicated that it would
be under $10 million. And that's a reasonable number right now because the network is just ramping up. As it
continues to ramp up, then you'll see positives in the form of revenue, and therefore you would expect to – start
to see some receivables. On the other side, we will spend to support the titles. And so, it'll be more of a – it'll
be pluses and minuses on a go-forward basis. Our expectation is that as the network ramps up relatively
quickly, it will head in a positive direction, will get back towards breakeven. So, hopefully that helps. We're in a
good spot now, and we think we're headed in a better direction.

David Karnovsky
Analyst
JPMorgan Securities LLC

All right. Thank you.

Operator
Thank you. We will be taking our next question from Mike Hickey of The Benchmark Company.
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Q

Mike Hickey

Q

Analyst
The Benchmark Co. LLC

Hey, Rich, Patrick, Brett. Thanks for taking my questions, guys, and good way to execute obviously a difficult
environment. Curious if you guys have had a chance to go back into a theater, see a movie on one of your
screens and, if not, have you been able to sort of interview your patrons after seeing a movie to get a sense of
how strong the movie-going experience is with all the additional safety measures that are in place now and, of
course, the risk of ongoing spread?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

No, I haven't and Patrick hasn't, probably because of where we're located. But several people at IMAX were
involved in Tenet, in the post-production phase, and their reaction was, oh, my god, I forgot how great it was to
be in a movie. And Tenet is just a very beautifully filmed, beautifully made, wonderful movie and they said when
they came back, oh, my god, I forgot how great it was. And it wasn't just one person and not of one age, but a
number of IMAX employees kind of spontaneously said that to me.

Mike Hickey

Q

Analyst
The Benchmark Co. LLC

Nice. Thanks, guys. Yeah.

Patrick S. McClymont

A

Executive Vice President & Chief Financial Officer
IMAX Corp.

Mike.

Mike Hickey

Q

Analyst
The Benchmark Co. LLC

Yeah.

Patrick S. McClymont

A

Executive Vice President & Chief Financial Officer
IMAX Corp.

I was going to add to that a little bit, Mike, which is the network did open up in China. And our colleagues – a
number of our colleagues did try it out over this past weekend, and they commented that there's increased
safety protocols and you certainly notice those things. And once you sit down and the movie begins, it feels
like it always has. It was a fun immersive experience. So they said, it was really a – prior to getting into the
seat, there were differences, but once you're there, they said it felt quite normal.

Mike Hickey

Q

Analyst
The Benchmark Co. LLC

Nice. And is there a two-hour limit to the film playing in China or did they choose that, or how is that going to
impact Tenet or any other films?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

So that was a guideline when the theaters first opened. But China has already approved a number of films for
the next couple of weeks from now, including Harry Potter and The Sorcerer's Apprentice, Interstellar, and a
number of other things that are like 2.5 hours long. So we think it was just an opening week guideline, but not
a rule that they intend to enforce.

Mike Hickey
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Q

Analyst
The Benchmark Co. LLC

Good, good. The last one from me, it seems like when you have a resurface of the virus, this goes back, I
guess, to the perception of safety, but when you sort of have a reemergence of a cluster, it seems like theaters
get shut down pretty quick. And maybe you've already answered this, Rich. Just sort of curious as to your
thoughts, particularly on China, where you're seeing a pretty big bounce-back in sustainability, I guess, of the
reopening process if in fact we do start to see a sprinkle of infections rise again. Thank you.

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

No, I don't know – understanding the Chinese government and policies is a full-time job and not one that I have
and not one that many people in the world are really good at. So I would guess that if there are high levels of
infection rates in some cities that there could be shutdowns in those areas. But with lower infection rates, I
think it depends on whether they are contained and how the government thinks about it. But again this just
plays in to what I hope is the takeaway from this call which is everybody realizes that it was never going to be
perfect and not every place was going to be able to be open at the same time, so this is the next best thing.
And it gets the movies out there, it gets people back used to going to it. And I think we should expect some
temporary setbacks in some markets but it's a better result than waiting for everything to be perfect.

Mike Hickey

Q

Analyst
The Benchmark Co. LLC

Thanks, guys. Best of luck.

Operator
Thank you, sir. We will take our last question from Vasily Karasyov of Cannonball Research.

Vasily Karasyov

Q

Analyst
Cannonball Research LLC

Thank you. Good afternoon. Rich, you laid out very nicely your confidence in this late – in the remainder of the
year and looking into the first part of 2021. But I was wondering if you could talk about this. So a lot of IMAX
level movies are co-financed by third parties, right? Not Disney but a lot of them are. So in last economic
crisis, we saw a breakdown in film financing and that resulted in some difficulties at a certain point. So, I was
wondering looking at those that are in the phase of being financed, being in pre-production or something like
that in the United States and in China. Do you see any signs that you should be worried or we should be
worried about some disruption in the output there because of the financial crisis and the debt markets and so
on?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

I don't and some few films I'm aware of in the US which have been co-financed like Mission Impossible and
Top Gun, those are in good shape and they're going ahead. I just – we don't have that much visibility into the
financial structure of a film because we deal with our studio partners. So, Megan, do you have a perspective
on that?

Megan Colligan

A

Executive Vice President, and President-IMAX Entertainment
IMAX Corp.

No. I think you're right. I mean, I think every structure is a bit specific. And at this time those conversations are
best left to them.

Vasily Karasyov
Analyst
Cannonball Research LLC
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Q

But you haven't seen, at this point, something that would have an impact across the board like when the
Chinese financing went away in Hollywood. That sort of impacted people. You haven't seen anything like that
because of the crisis?

Richard Lewis Gelfond

A

Chief Executive Officer and Director
IMAX Corp.

No, we haven't.

Megan Colligan

A

Executive Vice President, and President-IMAX Entertainment
IMAX Corp.

No.

Vasily Karasyov

Q

Analyst
Cannonball Research LLC

Okay.

Megan Colligan

A

Executive Vice President, and President-IMAX Entertainment
IMAX Corp.

No. I'd say it's the opposite actually. I mean, just to speak to what Rich was saying earlier, the production piece
of things has actually gone rather well and productions have been mounted and Hollywood productions in
Europe are back on, and people are planning. There are some big movies going back into production in
September, so the pipeline is actually rather healthy, and there was a lot of energy and work put into that. I
think now a lot of energy and work is going in to make sure that we safely open movie theaters.

Vasily Karasyov

Q

Analyst
Cannonball Research LLC

All right. Well, have a good night. Thank you very much.

Richard Lewis Gelfond
Chief Executive Officer and Director
IMAX Corp.

Thank you.

Operator
Thank you. There are no more following questions in the Q&A.

Brett Harriss
Senior Vice President - Investor Relations
Gabelli & Company

Operator, there's no further questions?

Operator
There are no further questions. This concludes this call. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good morning and welcome to the Independent Bank Corp's Second Quarter 2020 Earnings Conference
Call. All participants will be in listen-only mode. After today's presentation, there will be an opportunity to ask
questions. Please note that this event is being recorded. I'd now like to turn the conference over to Mr. Brad
Kessel, President and CEO. Please go ahead.

William Bradford Kessel
President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)
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Good morning. Thank you for joining Independent Bank Corporation's conference call and webcast to discuss
the company's 2020 second quarter results. I am Brad Kessel, President and Chief Executive Officer; and
joining me is Rob Shuster, who rejoined Independent Bank Corporation as Chief Financial Officer last month.
We are very appreciative to have Rob rejoined our team as we work to permanently fill the position vacated
with the resignation of Steve Erickson. Also joining us today is Jim Mack, Executive Vice President and Head
of Commercial Banking for our company. Before we begin today's call, it is my responsibility to direct you to
the important information on page 2 for the cautionary note regarding forward-looking statements. If anyone
does not already have a copy of the press release issued by Independent today, you can access it at the
company's website, independentbank.com. The agenda for today's call will include prepared remarks
followed by a question-and-answer session and then closing remarks. Before we begin reviewing our
financial results, I'd like to take a moment to pause and recognize the very difficult period of time this past
quarter has been for our country, our communities and our associates. Too many lives have been lost or
negatively impacted by the coronavirus as have too many lives have been lost and negatively impacted by
racism and social inequity. This period of crisis does hold opportunity for positive change. We are thankful to
our customers, employees and our board of directors. The hope, patience and perseverance that all of you as
the Independent Bank corporation community have demonstrated is simply amazing. To all of them and to you,
our investors and analysts, I hope that you and your families are and remain safe and healthy during these
difficult times. Our efforts to keep our customers and employees safe in this environment began on March 3,
2020 when we enacted our business continuity plan to help prevent the spread of the coronavirus. On March
10, 2020, the Michigan Department of Health and Human Services identified the first two positive cases of
COVID-19 in Michigan. Since then as of July 27, the US CDC reports Michigan with 71,019 cases and 6,151
deaths due to the coronavirus, while, Ohio reports 84,073 positive cases and 3,307 deaths. Page 4 of our
slide presentation was some of the actions that we have taken since the start of COVID-19 to protect our
employees, clients, vendors and the communities we serve. Turning to the financial highlights on page 6, I am
extremely pleased to report a very strong financial performance in the second quarter of 2020 despite the
many challenges brought on by the COVID-19 pandemic. In my opinion, our associates did an amazing job
during this quarter. We closed nearly $1.5 billion of mortgage loans, helping our customers to buy new homes
or refinance existing mortgage loans. We closed over $250 million of PPP loans, helping our customers to
keep their employees on the payroll and their businesses operating. We actively administered over 1,700
forbearance plans to help our business and retail customers who have been adversely impacted by the
COVID-19 pandemic. We continue to effectively operate our business continuity plan to safely serve our
customers and protect our employees. Finally, we maintained a solid asset quality metrics during the second
quarter of 2020 and in fact continued to build loan loss reserves. Excluding PPP loans and the remaining
Traverse City State Bank acquired loan balances, the allowance for loan losses was equal to 1.38% of
portfolio loans at June 30, 2020. Net income was $14.8 million, or $0.67 per diluted share in the second
quarter of 2020 versus $10.7 million, or $0.46 per diluted share for the year ago quarter. For the six months
ended June 30, 2020, the company earned $19.6 million, or $0.88 per diluted share compared to net income
of $20.1 million, or $0.85 per diluted share in the prior year period. On the balance sheet side, total assets
grew to $4.04 billion at June 30th, an increase of $478.6 million from December 31, 2019. For the second
quarter of 2020, our loan portfolio increased by $148.5 million, while our securities available for sale
increased by $262 million. Total deposits grew $401.6 million during second quarter 2020. Excluding
brokered CDs, this deposit growth increases to $424.8 million. Also important for us during the second
quarter was our issuance of $40 million of subordinated notes qualifying Tier 2 capital with a tenure maturity of
5-year call option and an initial coupon interest rate of 5.95%. The purpose of this issuance was for general
corporate purposes and provides additional liquidity at the bank holding company level. Slide 7 provides a
view of our Michigan markets. Despite the unexpected challenges brought on by the pandemic, we continue
to execute on our longer term strategic objectives, including ongoing branch optimization and a digital
transformation. As it pertains to branch optimization, we closed two branch locations on June 26, 2020 and an
additional six locations are closing July 31. During the second quarter and for the six months of 2020, we
recognized branch closure costs of $417,000, primarily due to the write down of fixed assets and lease
assets. As a result of these eight branch closures, we anticipate annual pre-tax savings of approximately $1.3
million, prospectively. This brings our total branch count to an even 60 locations. Turning to Page 8, we
displayed several key economic statistics reflecting the literal shutdown of the Michigan economy during the
second quarter of 2020. The Governor of Michigan issued her first Stay Home, Stay Safe executive order
effective March 24th. In general that order and subsequent modifications required individuals in Michigan to
stay at home or their place of residence except for certain specified activities that were deemed necessary to
sustaining or protect life. That original executive order was amended several times. In a sense been
rescinded and replaced entirely by a series of Safer at Home executive orders, which generally extended
certain social distancing restrictions, but lifted the requirement that individuals remain in their homes. Under
the current order, certain retail operations, restaurants and bars and other businesses are permitted to
resume in-person operations subject to capacity limitations and other workplace safety requirements. In
addition for both the state of Michigan and the state of Ohio, protective masks are required to be worn in
public facilities and for larger gatherings outside. A degree to which business may resume operations varies
based on the region of the state in which they are located pursuant to the Governor's Michigan's Safe Start
Plan. Arguably, Michigan's shutdown was broader and longer than many other states as a result Michigan's
unemployment rate is currently reported much higher than the US unemployment rate. At this time it is unclear
as to how long Michigan's unemployment rate will be elevated as well as the pandemic's overall impact on the
Michigan economy. On page 9, we provide a couple of charts reflecting the composition of our deposit base
as well as the continued growth in this portfolio while working to effectively manage our overall cost of funds.
Since December 31, 2019, our deposits, excluding brokered CDs, have increased by $506.6 million with
$425 million of this increase taking place during the second quarter. The largest category increasing on a
linked quarter basis was our non-interest-bearing business deposits followed by savings and interest bearing
checking within the retail portfolio. Some of the second quarter increase is related to the deposit of PPP
related funds. However it is very difficult to determine how much of the overall deposit increase will stay in the
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related funds. However it is very difficult to determine how much of the overall deposit increase will stay in the
bank and for how long. Accordingly, we have invested these balances in very liquid relatively short duration
assets generating high levels of cash payments. Our total cost of deposits decreased by 33 basis points on a
linked quarter basis and is down 53 basis points when comparing to the same quarter one year ago. On page
10, we provide an update on our loan portfolio. Total loans increased by $148.5 million for the quarter and now
aggregate to $2.87 billion at June 30, 2020. This excludes loans held for sale of $84 million. The increase
was entirely related to PPP loans within our commercial portfolio offset by declines in our mortgage and
installment portfolios. The commercial portfolio grew by $181.4 million during the quarter. Again, this increase
was primarily PPP related that was offset by significant pay-downs, pay-offs, and a reduction in line utilization.
That line utilization decreased to 30.9% at June 30th from 40.2% the prior quarter end. Total mortgage
originations for the quarter were $470.6 million compared to $241.4 million in the second quarter of 2019,
reflecting the impact that lower rates have had on the refinancing market. Portfolio mortgage loans decreased
by $28.3 million for the quarter due to portfolio pay downs and a higher saleable mix for new loan origination
volume. On page 11, we have an update on our modification and forbearance activities and our participation
in the Paycheck Protection Program. We take pride in being supportive of our customers and communities
and are actively assisting those experiencing financial difficulty. At June 30, 2020, we have payment deferrals
to 259 commercial customers and $210.5 million in loans, or 15.4% of our portfolio. Commercial
forbearances are generally for a principal payment only with interest payments continuing to be made. On the
retail side, we have forbearance agreements with 388 portfolio mortgage loan customers with $81.2 million in
balances, or 7.8% of the mortgage loan portfolio. And 280 installment loan customers with $7.4 million in
balances, or 1.6% of the installment loan portfolio. Retail forbearance plans are primarily for both principal
and interest payments for up to 90 days. Updating these metrics for the retail side as of this week, we now are
down to 506 portfolio forbearances aggregating to a little under $69 million. With regards to the Paycheck
Protection Program, we built an effective process to manage the high volume of applications for loans as well
as the applications for loan forgiveness. As of June 30th, we had 2,012 PPP loans for $259 million
outstanding and there was approximately $7.7 million of the remaining unaccretive net fees related to PPP
loans. We expect these fees to be accretive to interest income over the next 20 months. On page 12, we are
displaying the concentrations and makeup of our entire commercial loan portfolio. The chart on the left
segmented by industry category, reflects our C&I portfolio, including owner-occupied commercial real estate
loans. The chart on the right segmented by collateral type, reflects our investor real estate loans. The
percentages shown on both of these charts aggregate to 100% of the entire $1.36 billion commercial
portfolio. The portfolio is very granular in nature with the largest concentrations in C&I being manufacturing of
11%, construction at 9% and retail at 7%. With the CRE portfolio, the largest concentration is retail at 6%. We
believe this portfolio is holding up very well, including loans in those industry sectors whose business has
been more negatively impacted by the COVID-19 pandemic. Page 13 provides an overview of our
investments at June 30, 2020, and activity within the portfolio during the quarter. Investment securities
available for sale increased $262 million during the quarter. The portfolio is of very high quality with 85% of the
portfolio rated AA or better. Additionally, the portfolio is generally shorter term in nature with an estimated
average duration of 2.47 years and a weighted average yield of 2.32%. In terms of capital management, our
capital levels continued to be strong with tangible common equity to tangible assets of 8.03% at June 30,
2020. This is a bit below the bottom of our targeted range of 8.5% to 9.5%, primarily as a result of larger than
previously planned growth in total assets during the first half of 2020. We do anticipate it moving back into our
targeted TCE range by the end of 2020 due to a decrease in total assets in part because of anticipated PPP
loan payoffs as well as an increase in overall tangible capital through earnings. We paid a quarterly cash
dividend of $0.20 per share at May 15, 2020 and recently declared a $0.20 dividend on July 21payable on
August 14 as we believe that our capital levels currently support the continuation of our dividend program.
During the first quarter of 2020 we repurchased 678,929 shares through March 16 before suspending the
buyback in response to certain uncertain economic environment. At this time, I would like to turn the
presentation over to Rob to share a few comments on our financials, credit quality, CECL and our outlook for
the second half of 2020.

Robert N. Shuster
Executive Vice President & Chief Financial Officer
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Thanks, Brad, and good morning everyone. I am starting at page 15 of our presentation. Brad discussed the
year-over-year slight decrease in our net interest income during his remarks. So I will focus on our net interest
margin. Our tax equivalent net interest margin was 3.36% during the second quarter of 2020 which is down 51
basis points from the year ago period and down 27 basis points from the first quarter of 2020. I will have
some more detailed comments on this topic in a moment. Average interest earning assets were $3.66 billion
in the second quarter of 2020 compared to $3.19 billion in the year ago quarter and $3.35 billion in the first
quarter of 2020. Page 16 contains a more detailed analysis of the linked quarter increase in net interest
income and the decline in the net interest margin. Like many other banks, our second quarter 2020 net
interest margin was adversely impacted primarily by three factors: A significant decrease in market interest
rates, a surge in deposits and liquidity, and low relative yields on the PPP loan portfolio. We'll comment more
specifically on our outlook for net interest income and the net interest margin for the balance of 2020 later in
the presentation. Moving onto page 17, non-interest income totaled $20.4 million in the second quarter of
2020 as compared to $9.9 million in the year ago quarter and $11 million in the first quarter of 2020. Of
course, the story here is our exceptionally strong mortgage banking loans. 2Q 2020 net gains on mortgage
loans increased to $17.6 million compared to $4.3 million in 2Q 2019. The increase in these gains was due to
increases in mortgage loan sales volume and in the mortgage loan pipeline as well as stronger loan sale
profit margins. Mortgage loan application volume was very strong in 2Q 2020 and continues to be strong at
the start of the third quarter as we have both a solid purchase market in Michigan and Ohio and refinance
volumes have been exceptionally strong due to lower interest rates. Virtually offsetting the strong gains on
mortgage loans was a $3 million loss on mortgage loan servicing due primarily to a $2.9 million or $0.10 per
diluted share after tax decrease in the fair value due to price of capitalized mortgage loan servicing rights in
2Q 2020. As detailed on page 18, our non-interest expenses totaled $27.3 million in the second quarter of
2020 as compared to $26.6 million in the year ago quarter and $28.7 million in the first quarter of 2020. The
second quarter of 2020 included about $420,000 of branch closure costs and about $350,000 of conversion
related expenses. We will have more comments on our outlook for non-interest expenses later in the
presentation. Page 19 provides data on non-performing loans, other real estate, non-performing assets, and
early stage delinquencies. Total non-performing assets were $13.9 million or 0.34% of total assets at June 30,
2020. Non-performing loans decreased by $4.4 million during the second quarter of 2020 due primarily to a
$4 million charge-off, and one commercial credit that then had a remaining balance after this charge-off of
$2.9 million at June 30, 2020. We received a $2.6 million pay-down, on this credit on July 21, 2020. The last
$300,000 on this credit was fully reserved at June 30. But we are optimistic of collecting this remaining
amount prior to the end of the year. Page 20 provides some additional asset quality data including information
on new loan defaults and unclassified assets. Page 21 provides information on our TDR portfolio that totaled
$55.8 million at June 30, 2020. This portfolio continues to perform very well with 94.2% of these loans
performing and nearly 93% of these loans being current at June 30, 2020. Moving on to page 22 we recorded
a provision for loan losses expense of $5.2 million in the second quarter of 2020 compared to $652,000 in
the year ago quarter and $6.7 million in the first quarter of 2020. The single most significant factor driving the
higher year-to-date provision for loan losses in 2020 was an $8.7 million or 98.2% increase in the qualitative,
subjective portion of the allowance for loan losses. This increase principally reflects the unique challenges and
economic uncertainty resulted from the COVID-19 pandemic, and the potential impact on our loan portfolio.
The allowance for loan losses was $34.5 million or 1.2% total portfolio loans at June 30, 2020. And as Brad
mentioned, this ratio increases to 1.38% when excluding PPP loans and the remaining Traverse City State
Bank acquired loans. Page 23 provides an analysis of our allowance for loan losses under the incurred loss
methodology and the CECL methodology at June 30, 2020. Our calculated as if CECL allowance at June 30,
2020, was approximately $43.2 million. This indicates that given the midpoint of our as if day one CECL
impact of $9 million that the provision for loan losses in the first six months of 2020 under CECL would have
been similar to what we have recorded under the incurred loss methodology. Page 24 provides an update on
our implementation of the CECL accounting standard. As we stated last quarter, we will implement CECL at
the earlier of 12/31/2020 or the end of the COVID-related National Emergency. Page 25 is our update for the
remainder of 2020 as well as a comparison of our actual performance during the year to the original outlook
that we provided back in January 2020. But you can appreciate many of the factors that shaped our original
outlook have changed dramatically given the economic upheaval from the COVID-19 pandemic. We now
expect total portfolio loans to decline by approximately 1% to 2% for all of 2020. This is due primarily to pay
downs including forgiveness that we anticipate in the PPP loan portfolio over the last half of 2020, and more
muted commercial loan demand as well as continued low overall commercial line of credit usage. Despite the
aforementioned overall decline in portfolio loans, we expect the net interest margin to be steady to slightly
higher over the last half of 2020 due primarily to the following factors: an increase in the overall average yield
of the PPP loan portfolio due to pay downs resulting in an acceleration in the accretion of net fees in the third
and fourth quarters; the deployment of excess liquidity from the deposit surge into securities available for sale,
which largely took place during the last month of the second quarter; and finally, we expect relatively steady
interest rates in the last half of 2020 as compared to the second quarter of 2020. The provision for loan losses
is very difficult to forecast given the economic uncertainty that we are facing. However, Brad mentioned we
have seen a decline in the level of forbearance agreements in our mortgage and installment loan portfolios
during July. In addition, asset quality metrics presently remain silent. We are currently modeling the provision
for loan losses of about 0.55% to 0.60% annualized of portfolio loans for the last six months of 2020. This
equates to about $8 million to $8.5 million in total for the last half of 2020. We expect non-interest income to
average a bit above the high-end of the original forecasted range in the last two quarters excluding any
volatility associated with changes to the price in the fair values of MRS's. Mortgage loan origination activity
and application volumes have remained very strong in July, but we do anticipate a seasonal slowdown in
purchase activity and some cooling of refinance activity as we move towards the end of the year. We expect
non-interest expenses to generally be within our forecasted range in the last half of the 2020. Our effective
income tax rate was 19.3% in the second quarter of 2020 which was generally in line with our forecast and
thus we reaffirm our guidance for approximately a 20% effective income tax rate. Finally, we anticipate share
repurchases to remain on hold till there is more certainty with respect to the economic fallout from the COVIDDelivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

repurchases to remain on hold till there is more certainty with respect to the economic fallout from the COVID19 pandemic. That concludes my prepared remarks, and I would now like to turn the call back over to Brad.

William Bradford Kessel
President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Thanks, Rob. The first half of 2020 has been an extraordinary period of time for all of us. Our team continues
to execute on the initiatives reflected on slide 26 of our presentation in addition to new initiatives as a result of
the pandemic. We will continue to move forward both these planned and unplanned initiatives while continuing
to protect the health and well-being of our employees, our customers, and our community. At this point we
would now like to open up the call for questions.

QUESTION AND ANSWER SECTION
Operator
We'll now begin the question-and-answer session. Your first question comes from Brendan Nosal, Piper
Sandler. Please go ahead.

Brendan Nosal

Q

Analyst
Piper Jaffray, Inc.

Hey good morning guys. How are you?

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Hi, Brendan.

Brendan Nosal

Q

Analyst
Piper Jaffray, Inc.

Well, just want to start off here on the net interest margin. So your guidance calls for flat to up modestly for the
rest of the year. And it sounds like that includes some acceleration of PPP fees as those loans are forgiven.
Can you just give us a sense of what you expect the NIM to do for the remainder of the year outside of those
accelerated fees?

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

Yeah, I think outside of that it would be relatively flat from the third -from the second quarter, and I think the
other two factors that are influencing that that I mentioned was one, we did deploy much of that deposit surge
in the month of June. So we're getting a full impact from having done that whereas during the second quarter,
that for a period of time was just in overnight funds at the FAB earning very little. So, I think that will be a boost.
That will tend to offset some of the compression from some shrink in the loan portfolio that we anticipate
taking aside the PPP loan. So, where we see the boost is really from the acceleration in the accretion of
those fees. And then the other comment that I made is we anticipate that rates will be relatively flat, short-term
rates really can't come down much anymore unless we get into the negative territory and long rates seemed to
sort of be at a steady point. So, we feel like much of the impact of the dramatic decline in rates occurred
during the second quarter, and it's not going to continue to have a negative impact. In fact, I say I think we do
have a little more room on the funding side as we move through the last two quarters. Not a lot, but a bit. Brad,
I don't know, if you wanted to add anything.

William Bradford Kessel
President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)
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A

No, that's good.

Brendan Nosal

Q

Analyst
Piper Jaffray, Inc.

Perfect. That's very helpful. And then one more from me. Just on the charge-off this quarter, if I recall correctly,
that was the loan that moved from watch list to non-accrual last quarter. And just in relation to that just as you
look at the broader portfolio, are there any other credits whether they're on deferral right now or non-accrual
that you see having enough issues because of COVID that you think could move to a loss position over the
next three or six months?

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

I guess I'll take first shot at that, and then, let Jim jump in there. So, we did see an increase in the TDRs over
the quarter of about $5 million. That was a commercial real estate relationship, and while it bumped up TDRs,
we do have – that borrower has a purchasing agreement for the sale of that property. And so, I guess that was
probably one that would have been on my radar as you know, I'm a little concerned about and we still want to
see that come to fruition in the eventual sale, but beyond that, Jim no other large ones that I see on the fence
of that, and the one that did go – go sideways there was in the movie theater business. So that was in an as if
category that we just decided to move aside deposits to hold off, and we don't have any more – and we do not
have any more in that industry.

Dennis James Mack

A

Chief Commercial Lending Officer & Executive VP
Independent Bank Corp. (Michigan)

And the other thing I'd add is we've taken a pretty in-depth look at our top 50 credits within the commercial
loan portfolio. So, we really tried to evaluate all of those credits in relation to the kind of economic climate
we're dealing with, and we're really find that that group of loans is still doing quite well.

Brendan Nosal

Q

Analyst
Piper Jaffray, Inc.

All right. Fantastic. Thank you for taking the questions.

Operator
Our next question comes from John Rodis with Janney. Please go ahead.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Good morning, guys.

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Hi John.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Rob, welcome back.

Robert N. Shuster
Executive Vice President & Chief Financial Officer
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A

Hey thanks. Good to be back. Good to hear your voice.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

It's been a long time.

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

Yeah.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

No. Not really, but a lot has changed. But guys thanks for all the detail and I guess, Rob or Brad, one of you,
just your comments about the loan outlook looking for loans to be down. I think you said 1% to 2% year-overyear. What are you sort of assuming though for the PPP loans, the level of forgiveness and then how much in
the second half of this year versus next year?

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Well, why don't you take first shot on the PPP.

Dennis James Mack

A

Chief Commercial Lending Officer & Executive VP
Independent Bank Corp. (Michigan)

Yeah. Well, with all of the changes that went on with the PPP forgiveness piece so far which we're waiting for
that to fully be finalized. But with the-24 week timeframe now, we look to have a much higher percent forgiven
than I initially thought. So I think it will be up in the 90% to 95% range for the forgiveness piece and we had
modeled out about two-thirds of the forgiveness process to be collected by the end of this year.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Okay. Thank you.

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

Thank you, John. I'm looking at it going from about $250 million down to a bit over $100 million, I think by the
end of the year.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Yes, okay. Okay.

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

That assumes that everything is moving along with the SBA and processing forgiveness applications big
delays there. So...

John Lawrence Rodis
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Q

Analyst
Janney Capital Markets

And obviously Rob that would be more heavily weighted in the fourth quarter versus the third quarter. Just...

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

Yes. I mean we're assuming that we get a bit of a chunk in the September once the portal opens up. So there
is a chunk in September as well. But the bigger pay down is in the fourth quarter too.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Okay. And then just one other question on the securities portfolio, so it's roughly 21% of assets today and
given you still have some excess liquidity and so forth and then I guess depending on what happens on the
deposit side, how high would you take that I guess in the current environment as a percent of assets from the
current 21%?

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

I don't really think there is a ratio there. I think what we'll look – one is it's going to be driven by what's going on
in the deposit portfolio and then kind of the rate of pay down in the PPP portfolio. I don't think we're going to
see big changes in the installment loan portfolio or the mortgage portfolio. Mortgage portfolio may drift down a
little bit because of refinancing activity, but I don't think that's going to change. And I think outside of PPP,
commercial loans will be reasonably steady. So given that I think a lot of it is just going to depend on the
deposit surge and we do have potentially another wave of monies going to consumers with federal
government aid package that is being discussed. So it's hard to tell the length of time that those deposits will
remain here. And as a result, we've sort of taken an approach to investing in really either relatively short
duration assets that flow off a lot of cash or investments that could easily be liquidated or variable rate, so sort
of a combination of those three things. But I think if it moves up relative to total assets, it's largely going to be
because of what's going on with the deposit base, right? Again, I don't think we're going to set some kind of
limit there.

John Lawrence Rodis

Q

Analyst
Janney Capital Markets

Okay. That makes sense, Rob. Thank you.

Operator
Our next question comes from Russell Gunther of D.A. Davidson. Please go ahead.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

Good morning, guys.

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Good morning, Russell.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

I appreciate the commentary on deferral activity, especially within the migration and retail. Is there any
incremental color you could provide on the commercial deferrals, the roughly 15%? I know you mentioned
things were heading lower in July, but just kind of a point to point update there if it's at all possible?
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Dennis James Mack

A

Chief Commercial Lending Officer & Executive VP
Independent Bank Corp. (Michigan)

Sure. This is Jim Mack. So as shown in the presentation, we had 259 loans and $210 million of deferrals that
we're done. Right now we're getting close to the end of that timeframe. A lot of those were done in mid to late
April, some even in May. So August will be the first period where those payments will resume to their normal
schedule. Also keep in mind that over 90% of what we did were simply principal deferrals, interest payments
continued on the bulk of that portfolio. And then, we've seen very few for second round additional requests.
There have been five so far to ask us for another three months. And that remains to be seen how many more,
but it's been low activity at the moment.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

Okay. And then, so would your expectation then be for the originals as they roll off that overwhelming majority,
it sounds like would when we speak next quarter, we would not be talking about much in the way of deferrals.

Dennis James Mack

A

Chief Commercial Lending Officer & Executive VP
Independent Bank Corp. (Michigan)

That's the expectation but again, it remains to be seen.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

Yeah, understood. Okay. I appreciate the clarification there. And then another minor one in terms of the
provision guidance, what is it, the 55 basis points to 60 basis points of average total loans. Does that include
PPP loans on the balance or you should be adjusted for that?

Robert N. Shuster

A

Executive Vice President & Chief Financial Officer

I just took the total average loan. So I didn't really adjust for that in coming up with that number. That's why I
kind of gave you a dollar amount to $8 million to $8.5 million in total for the last six months. So that just sort of
clarifies what that ratio range means.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

Perfect. I appreciate the clarification there. And then a bigger picture, and this maybe a few quarters out, but
in terms of, PPPs off the books, as you think about what 2021 might hold from a budgeting perspective
around organic loan growth, obviously a lot can change from now to then. But do you have a view as to where
Independent might shake out from an organic loan growth perspective into 2021.

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Russell, that's a good question. So you're asking me to see 12 months when I'm having a hard time seeing
three months. I would say this. We continue to position the company to be competitive within our markets and
we're still knocking on doors, we're recruiting, we're adding talented staff even this past quarter as there
continues to be a remnant disruption from past announced MOEs. And so, we will – our loan activity in 2021
will be very much driven by what's happening with the overall economy, but we will field the team that will be
very, very competitive in our markets.

Russell E. T. Gunther
Analyst
D. A. Davidson & Co.

.
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Q

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

Sorry, that doesn't give you a percentage for the model . Yeah.

Russell E. T. Gunther

Q

Analyst
D. A. Davidson & Co.

Yeah. As well, I would think there is a lot of market share program. So, I appreciate your thoughts there. Thank
you both for taking my question.

William Bradford Kessel

A

President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

You're welcome.

Operator
This concludes our question-and-answer session. Now I would like to turn the conference back over to Mr.
Brad Kessel. Please go ahead.

William Bradford Kessel
President, Chief Executive Officer & Director
Independent Bank Corp. (Michigan)

We'd like to thank each of you for your interest in Independent Bank Corporation and for joining us on today's
call and wish everyone a great day. Thank you.

Operator
The conference is now concluded. Thank you for attending today's presentation. You may now disconnect.
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Operator
Greetings. Welcome to the Boston Beer Company's Second Quarter 2020 Earnings Call. At this time, all
participants will be in listen-only mode. A question-and-answer session will follow the formal presentation.
Please note that this conference is being recorded.At this time, I'll turn the conference over to Mr. Jim Koch.
Mr. Koch, you may begin.

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.

Thank you. Good afternoon and welcome. This is Jim Koch, Founder and Chairman, and I'm pleased to kick
off the 2020 second quarter earnings call for the Boston Beer Company. Joining the call from Boston Beer are
Dave Burwick, our CEO; and Frank Smalla, our CFO.I'll begin my remarks this afternoon with a few
introductory comments, including some discussion on the COVID-19 pandemic and the highlights of our
results. And then hand over to Dave, who will provide an overview of our business. Dave will then turn the call
over to Frank, who will focus on the financial details of our second quarter results, as well as a review of our
outlook for 2020. Immediately following Frank's comments, we'll open the line up for questions.As our world
continues to grapple with this COVID-19 pandemic, our primary focus at Boston Beer Company continues to
be on operating our breweries and our overall business safely, and supporting our partners in the beer
industry. Supporting the communities in which we work and live is one of our core values, and we're very
happy that our Samuel Adams Restaurants Strong Fund has raised over $5.4 million so far to support bar and
restaurant workers who are experiencing hardship in the wake of COVID-19.Working with the Greg Hill
Foundation, this fund is committed to distributing 100% of its proceeds through grants to bar and restaurant
workers across the country. While doing this, we also achieved depletions growth of 46% in the second
quarter, of which 42% is from Boston Beer legacy brands and 4% is from the addition of the Dogfish Head
brands.I'm tremendously thankful for the effort of our coworkers in achieving our ninth consecutive quarter of
double-digit growth, while maintaining a focus on quality and innovation. We're also thankful to our outstanding
distributors and retailers for their focus during COVID-19.Our business in the second quarter was strong, but
uncertainties due to COVID-19 do remain. These uncertainties include our ability to continue to operate our
breweries at a level of safety that meets our standards, the continued ability to distribute to off-premise retail
locations, and the timing of the reopening of on-premise retail locations.We will continue to work hard through
the COVID-19 pandemic and prioritize safety above all else. I'm proud of the passion, creativity, and
commitment to community that our company and coworkers have demonstrated during this pandemic. We
remain positive about the future growth of our brands and are happy that our diversified brand portfolio
continues to fuel double-digit growth.I will now pass over to Dave for a more detailed overview of our
business.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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Okay. Thanks, Jim. Hello, everyone. Before I review our business results, I'll start with the usual disclaimer. As
we state in our earnings release, some of the information we discuss and that may come up on this call reflect
the company's or management's expectations or predictions of the future. Such predictions are forwardlooking statements. It's important to note that the company's actual results could differ materially from those
projected in these forward-looking statements.Additional information concerning factors that could cause
actual results to differ materially from those of the forward-looking statements is contained in the company's
most recent 10-Q and 10-K. The company does not undertake to publicly update forward-looking statements,
whether as a result of new information, future events, or otherwise.Okay. Now let me share a deeper look at
our business performance. Our depletions growth in the second quarter was a result of increases in our Truly
Hard Seltzer and Twisted Tea brands and the addition of the Dogfish Head brands that were only partially
offset by decreases in our Samuel Adams and Angry Orchard brands.The growth of the Truly brand, led by
Truly Hard Lemonade, has accelerated and continues to grow beyond our expectations. Since early January,
Truly has significantly grown its velocity and has sequentially grown its market share, while many other hard
seltzer brands have entered the category. Truly is the only hard seltzer not introduced earlier this year to grow
its share during 2020.We'll continue to invest heavily in the Truly brand and further improve our position in the
hard seltzer category as competition continues to increase. We're excited about our new Truly advertising
campaign that showcases coverage, variety, and joy to hard seltzer drinkers through four different ads.
Because we delayed the premiere of this campaign to June, given the consumer environment surrounding
COVID-19, it's too early to know if it will resonate with drinkers.Twisted Tea continues to generate double-digit
volume growth rates that are well-above full year 2019 trends. We expect to increase our brand investments in
the second half compared to the first half, and see significant distribution and volume growth opportunities for
our Truly, Twisted Tea, and Dogfish Head brands.Samuel Adams and Angry Orchard's volumes continue to
decline, as they are more deeply impacted by the effect of COVID-19 on on-premise retailers. We're
encouraged, however, that Samuel Adams Boston Lager and Angry Orchard Crisp Apple both have
experienced double-digit growth in the measured off-premise channels during the quarter. We continue to
work on returning these brands to growth, but don't expect them to grow during 2020 because of on-premise
closures.I'm pleased that our overall business has shown great momentum and depletion improvements
during the first half of the year. Given our trends for the first half and our current view of the remainder of the
year, we've adjusted our expectations for higher 2020 full-year earnings, depletions, and shipment growth,
which is primarily driven by the strong performance of our Truly and Twisted Tea brands.We have adjusted our
business to the COVID-19 environment and continue to work to control what we can control, with our primary
focus being the safety of our coworkers, distributors, retailers, and drinkers. We've deployed many safety
protocols across our business and in our breweries, including entrance screening and temperature checks,
face mask requirements, reorganized work spacing to increase physical distancing between and among
shifts, and adding more cleaning and sanitation time to each shift. We're slowly reopening our hospitality
locations, which were closed since March, with a focus on outdoor service and takeout.Our accelerated
depletions growth has been challenging operationally. We've been experiencing out of stocks and we expect
wholesaler inventories to remain very tight for the rest of the summer. We've been operating at capacity for
many months and have further increased our usage of third-party breweries in response to the growth. In
particular, the additional Truly volumes have come at a higher incremental cost due to an increased usage of
third-party breweries, which is negatively impacting our gross margin expectation for the year. We're investing
significantly in our supply chain, but do not expect these pressures to be relieved in the second half of the
year.We'll continue to invest to increase capacity as appropriate to meet the needs of our business and take
full advantage of the fast-growing hard seltzer category. We're a very competitive business, but we're
optimistic for continued growth of our current brand portfolio. We remain prepared to forsake short-term
earnings as we invest to sustain long-term profitable growth in-line with the opportunities that we see.Based
on information in hand, year-to-date depletions reported to the company through the 28 weeks ended July 11,
2020 are estimated to have increased approximately 42% from the comparable weeks in 2019. Excluding the
Dogfish Head impact, depletions increased 37%.Now I'm going to hand it over to Frank, who will provide the
financial details.

Frank H. Smalla
Chief Financial Officer & Treasurer
Boston Beer Co., Inc.
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Thank you, Jim and Dave. Good afternoon, everyone. For the second quarter, we reported net income of
$60.1 million, an increase of $32.3 million, or 116%, from the second quarter of 2019. Earnings per diluted
share were $4.88, an increase of $2.52 per diluted share from the second quarter of 2019. This increase was
primarily due to increased revenue driven by shipment growth of 39.8%, partially offset by lower gross
margins and higher operating expenses.We began seeing the impact of COVID-19 pandemic on our
business in early March. To date, the direct financial impact of the pandemic has primarily shown a
significantly reduced keg demand from the on-premise channel and higher labor and safety-related costs at
our breweries.In the first half of 2020, we reported COVID-19 pre-tax-related reductions in net revenue and
increases in other costs totaling $14.1 million, of which $10 million was recorded in the first quarter and $4.1
million was recorded in the second quarter. The total amount consists of a $5.8 million reduction in net
revenue for estimated keg returns from distributors and retailers, and $8.3 million of other COVID-19-related
direct costs, of which $5.6 million are recorded in cost of goods sold and $2.7 million are recorded in
operating expenses.In addition to these direct financial impacts, COVID-19 related safety measures resulted
in a reduction of brewery productivity. This has shifted more volume to third-party breweries, which increased
production costs and negatively impacted gross margins.In April 2020, we withdrew full year fiscal 2020
financial guidance due to uncertainties around COVID-19. Despite the continued uncertainties related to the
COVID-19 pandemic, we feel our business outlook has stabilized and that it is now appropriate to give fullyear fiscal 2020 financial guidance. We will continue to assess and manage this situation, and will provide a
further update in our third quarter earnings release, to the extent that the effects of the COVID-19 pandemic
are then known more clearly.Shipment volume was approximately 1.9 million barrels, a 39.8% increase from
the second quarter of 2019. Excluding the addition of the Dogfish Head brands beginning July 3, 2019,
shipments increased 35.3%. We believe distributor inventory as of June 27, 2020 averaged approximately
2.5 weeks on hand and was lower than prior year levels due to supply chain capacity constraints. We expect
wholesaler inventory levels in terms of weeks on hand to remain lower than prior year levels for the remainder
of the year.Our second quarter 2020 gross margin of 46.4% decreased from the 49.9% margin realized in the
second quarter of 2019, primarily as a result of higher processing costs due to increased production at thirdparty breweries, partially offset by price increases and cost saving initiatives at company-owned
breweries.Second quarter advertising, promotional, and selling expenses increased by $6.3 million from the
second quarter of 2019, primarily due to increases in salaries and benefits costs, increased brand
investments in media and production, the addition of Dogfish Head brand-related expenses beginning July 3,
2019, and increased freight to distributors due to higher volumes, partially offset by decreased investments in
local marketing and national promotions due to timing of these costs compared to the prior year.General and
administrative expenses increased by $2.9 million from the second quarter of 2019, primarily due to
increases in salaries and benefits costs and the addition of Dogfish Head general and administrative
expenses beginning July 3, 2019, partially offset by the nonrecurrence of $1.5 million in Dogfish Head
transaction-related fees incurred in the second quarter of 2019.Based on information of which we're currently
aware, we are now targeting full-year 2020 earnings per diluted share of between $11.70 and $12.70.
However, actual results could vary significantly from this target. This projection excludes the impact of ASU
2016-09.Full-year 2020 depletions growth, including Dogfish Head, is now estimated to be between 27% and
35%, of which between 1% and 2% is due to the addition of the Dogfish Head brand. We project increases in
revenue per barrel of between 1% and 2%.Full-year 2020 gross margins are expected to be between 46%
and 48%. We plan to increase investments in advertising, promotional, and selling expenses of between $70
million and $80 million for the full-year 2020. This does not include any increases in freight cost for the
shipment of product to our distributors.We estimate our full-year 2020 non-GAAP effective tax rate to be
approximately 26%, which excludes the impact of ASU 2016-09. We're continuing to evaluate 2020 capital
expenditures and probably estimate investments of between $180 million and $200 million. The capital will be
spent mostly on continued investments in our breweries and could be higher, if deemed necessary, to meet
future growth.We expect that our cash balance of $86.7 million as of June 27, 2020, along with our future
operating cash flow and unused line of credit of $150 million, will be sufficient to fund future cash
requirements.We will now open up the call for questions. Before we do that, though, I would like to remind
everybody that we are still in different locations due to COVID-19. Hence, Dave will act as an emcee again
when we address your questions, similar to how we did it in our last earnings call in April.

QUESTION AND ANSWER SECTION
Operator
Thank you. Thank you. Our first question is from the line of Bonnie Herzog with Goldman Sachs. Please
proceed with your questions.

Bonnie L. Herzog
Analyst
Wells Fargo Securities LLC

All right. Thank you. Good afternoon, everyone.
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Q

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Good afternoon.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

I wanted to drill down on this impressive growth that we're seeing for this category, which it's been
unbelievable. So, I kind of would like to hear a little bit more from all of you about what gives you the
confidence that this can really continue, especially as in the future more bars and restaurants open. So, kind of
how do you think about that?And then maybe help all of us understand how you guys are thinking about the
barriers to entry for the category, since it seems like the category is, obviously, attracting a lot of new entrants,
and just kind of want to hear your thoughts on how big of a risk you see this as more and more companies
and/or brands enter, and especially maybe from nonbeer companies. Thoughts on that. Thanks.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Great. Thanks, Bonnie. This is Dave. I think I'll start it, and then I'll let in anybody who wants to jump in after that,
that's great. So, I mean, I think we are very confident – and I presume you're talking primarily about the hard
seltzer category.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Yes. I should have – yeah.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Okay. And so, as you look at it, we're looking at growth this year, we think, about 150% and we'll be right
around 8% of total beer volume – share of beer volume. So, obviously, we've all seen it. We think there's a
number of reasons why we're pretty confident in this. One is really it starts with the consumer trends, which we
talked about before. We look at three really important trends in the broader beer category, all of which really
apply very directly to hard seltzers. The health and wellness trend, of course; the desire for variety seeking and
flavors of all different kinds and experimenting and discovering new flavors of brands; and also
premiumization. So, you have these very solid trends.If you look at the sourcing, the sourcing is still even now
– it started out more than half of the volume is coming from wine and spirits now. Most recently, it's maybe
about 50% or so still from wine and spirits, so you're sourcing from outside of the category and it's a very
sessionable occasion more so than beer. We still see there's a lot of upside from a shelf space perspective.
So, hard seltzers are still significantly under-spaced across channels. And then we even go further across
channels, convenience and gas on-premise still lots of opportunity to develop the brands in those channels.
So, there's a lot of different opportunities for growth here.We also think – we know that – I think this came from
Nielsen, but I think 90% of people who drink hard seltzer see it as something separate and distinct from beer,
right? So they don't see it as a beer. They see it as something that's unique. And we think this is a good thing
if you have a brand that's not about beer, but a brand that's made for the category. So I think – we talked about
before, you look at the two – and the two leaders in this category are about 70% to 80% of the share. We
used the energy drink category sort of as bit of a analog to show the consolidation that could happen. You
have legacy brands that are marketed well and innovate aggressively and spend aggressively to maintain
their turf, if you will. And we're seeing that play out.So, we're really confident. We think personally that we can
play differently than other competitors through innovation. And then the last thing I'll say – I know it's a long
answer. The last thing I think, we've been working on this now – this new approach since the end of last year
with reformulation, spending more in terms of – across all media forms the Lemonade launch, we've been
able to gain – we gained 5 share points this year about 28 share points; this is IRI MULO plus convenience,
we're about 28, we gained 5 share points. We've closed the gap that began the year with our very formidable
competitor. I think it was a 41-point share gap. It's now a 15-point share gap. So, it doesn't mean – this is still
early innings, right, but we do see progress. So we think our view of the world in the category has been
validated by our actions, and so that's why we're confident.

Bonnie L. Herzog
Analyst
Wells Fargo Securities LLC
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Q

Okay. And just to clarify something that you just mentioned in terms of innovation, because obviously a lot of
that has been driving the growth through the category. So should we assume more to come from you this year
in terms of your pipeline of innovation? Is that what's contributing to some of this conviction that you have for
the category growth continuing or your business continuing?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

I mean, I think if I look – if I look like into the next two or three years, we see innovation coming in a continuous
stream. I mean, it will determine how we space it out. So I think it's really important not to – when you innovate,
sometimes there's assumption that just innovating and putting a brand out there means you're building a
brand. But innovation and brand and strong brands are not necessarily the same thing. So we want to make
sure we're building something that's strong, that can last.We think Lemonade has been terrific for us and the
repeat rates are actually very high, 50% higher than all the other new products that were launched this year.
The velocity is also very high and we think it's providing a differentiated experience within the category. So,
we're obviously going to keep supporting that aggressively, but there will – we think there'll be other ideas for
innovation that will come behind that that we think also can kind of spark interest and excitement in the
category.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Okay. If I can squeeze one more in. I really wanted to ask you guys about also the industry-wide can shortages
that have been going on right now. Just want to get from you how big of an issue or concern it's been and
really how material it's been. And, I guess, it's my assumption that your main competitor, I think, has been
more negatively impacted by the out of stock situation. So has that helped to contribute to some of the recent
share gains that you've been experiencing and how sustainable is that? Thanks.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah, Bonnie, this is Frank. I mean, it's pretty clear, it's well known in the industry that there is a real can
shortage in the industry across the US, which is spanning basically all the beverage supply of some
manufacturers. So far, we've been working well with our suppliers and I think we've benefited also from the fact
that we had prebuilt can inventories. We have prebuilt product inventory for Truly and for Tea, as you know. But
we've also prebuilt can inventory, because we want to be prepared for the volume growth.We are running out
of that, so going forward we believe the impact will not be that dramatic. But it's hard to say, because with all
the COVID impact that are coming on top of the explosive growth that you see across the different categories,
it's really hard to predict. So far, we might have some tightness, but we hope that with everything that we have
prebuilt, that we kind of can manage through that.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

And just to answer the last part of your question, Bonnie, about the share gains. I think there's a number of
things that have led to that. One is the reformulation. And you look at our velocities from the time of
reformulation, we went from growing through the 40% seltzer to the pointed of 100% for the last four months in
a row. So that's part it.Lemonade certainly is a lion's share right now. So, Lemonade absolutely is a part of it.
And to be fair, to be honest, I think over the last couple of weeks, I think we – to Frank's point, we've been
maybe more and more fortunate to have fewer out of stocks. I think that is part of what we've also seen
happen as well.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Okay. Very helpful. Thank you.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Sure.
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A

Operator
Our next question is from the line of Vivien Azer with Cowen. Please proceed with your questions.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Hi. Thank you. Good evening.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Hi, Vivien.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Hey, Vivien.

Vivien Azer

Q

Analyst
Cowen and Company LLC

So, I was hoping to dive a little bit deeper into your thinking around A&P spend, please. Clearly, it came down
a lot in the quarter and not at the expense of your top line. And while you've noted select incremental
investment spending, your overall guidance seems to have come down a little bit relative to your pre-COVID
guidance.And so, you've also called out some timing changes, delay in ad spend in June. Frank, I think you
noted as well in your prepared remarks. So, I'm just trying to understand as we think about the outlook for
A&P, like how much of what we saw in the second quarter was just the timing that you've alluded to specifically
versus some structural changes that just really reflect the benefit of some brand mix shift in your portfolio?
Thank you.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah. Vivien, hi. We're not really changing much of the spend that we've indicated when we first gave you
guidance in February. What has happened, the phasing is very different from last year. When we came out, we
had a significant increase in the first quarter, because we wanted to start the year strong and we knew there
were, like, new competitive entrants and we wanted to make sure that we're out there at the beginning. So,
when you look at Q1, there was quite a bit of an increase.Q2 is a combination, we were flat essentially, slight
increase, but largely flat. And that is a combination of, it was partly planned, but also partly reduced due to the
fact what happened with COVID, the social discussion that was happening in the country. So we adjusted our
spend a little bit on that and we will definitely spend more in the second half of the quarter. More than that, you
should expect a higher increase in the fourth quarter, because we also have to manage our product supply.
So, if you look at the growth rate in A&P spend in the second half of the year, the growth rate will be twice as
high than the growth rate that we have in the first half of the year.

Vivien Azer

Q

Analyst
Cowen and Company LLC

That's super helpful. Thank you. If I could just follow-up. So, you're clearly referencing A&P dollars and that
makes a kind of sense to me in particular, given the pre-commitments that you have to make around that kind
of spend. But when I think about Sam historically, your A&P as a percentage of sales has been considerably
higher than your peer group and the 22% and change that you recorded this quarter is the lowest that I can
recall in many years I've been covering the company.So just to put the question back to you, if you'll indulge
me, do you think that dollars is the right way to think about it now? Because it seems to have been tracking as
a percentage of sales, but again, because Truly is so much more important and maybe you get more halo in
particular because like Lemonade and like the base business should complement each other on a spend
basis. Has there been a philosophical change? Thanks for indulging the follow-up.
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Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Vivien, now, there have been a philosophical change, and I think we look at percent of net revenue, at the end
of the day we spend what we feel is the right thing to spend. And when you go back, I think you see quite a
variability in spend in absolute terms, but also in percent of net revenue, because the way we think about it, if
we have something in our hands that we really want to push, we push it. And we say that every time, I think,
that we look for the long term and we build the brand for the long term. And we're not trying to optimize a
quarter. We're trying to optimize a year.We feel fairly confident with the significant increase in spend that we
have this year. It has to be effective. That's important to us. We don't just want to spend to hit a certain ratio.
We want to spend the money and get something back. And we feel fairly confident that we do that. That's also
what we're increasing in the back half of the year. I mean, we have strong growth with not a significant
increase this year so far that was slightly planned differently, as I had explained before. But again, it's more
guided by the need of the business than hitting a particular ratio.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Perfect. Thank you so much.

Operator
Thank you. The next question comes from Kevin Grundy with Jefferies.

Kevin M. Grundy

Q

Analyst
Jefferies LLC

Hey. Good evening, everyone, and congrats on the really strong results in this environment. A question
perhaps for David, just on the guidance. So, depletion is, obviously, outstanding in the first half of the year,
north of 40%, including some contribution from Dogfish Head. So the guidance implies, sort of rough math, a
deceleration down to 15% to 30% in the back half of the year.So, understanding the comps get tougher,
understanding there is some contribution from Dogfish in the first half the year, can you just kind of box in for
us a little bit some of the assumptions around the high-end and the low-end of guidance? Dave, I think I heard
you say – I could be mistaken – 150% seltzer category growth. Is that – kind of down the fairway is that what
you're expecting where to finish this year and that Truly holds the line from a market share perspective from
here? So just some commentary on the guidance, and then I have a follow-up. Thanks.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Sure, Kevin. That's right, 150%, that's our best guess for the category and Truly will hold or grow – continue to
grow share. I'll let Frank answer how we get to that range and what the assumptions were.

Frank H. Smalla
Chief Financial Officer & Treasurer
Boston Beer Co., Inc.
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A

Yeah. So I think one thing is, if you look at the year-to-date and year-to-go clearly involve being like, you look at
the depletions plus 40% and then we have – the guidance is lower, couple of factors. One is the high-end of
guidance. We are not concerned about the demand. The demand is there. The constraint is around the
capacity and the category has grown much stronger than what we had expected. Again, like it outpaced the
capacity that we have put in, and we keep on running out of capacity. So, if you don't have any capacity
constraints, we will end up in the upper end of the range.It's really hard to say what's going to happen to the
supply chain. And when I say supply chain, the broader supply chain that we depend on. We have a pretty
good handle on our own supply chain, but there's also our partners. We don't know what's going to happen
there. They are in different states. There's like supply – there's constraints potentially on our suppliers. We've
talked about cans before. But that's pretty much true for all the materials. You might not have a structural
tightness, but if COVID hits, the supply chain is just tight. So if we hit that, then we're going to get to the lower
end of the range.I think the other thing that I want to say, I mean, one thing is Dogfish Head clearly contributed
in the first half of the year, whereas in the second half of the year we are comparing to the six months that had
Dogfish Head included last year. There's a certain impact. And the other one is that we – as you know, we
have pre-built inventory for Truly and for Twisted Tea in the first half to get us through the season. And normally
that inventory peaks at the end of May, beginning of June, and then it carries us throughout the high
season.What happened this year, as you know, with COVID and the explosive growth that we have in the
category, especially off-premise, we used up this inventory, this pre-built inventory a little earlier. And that's
what you see then partly also in the year-to-go number. So last year we had higher inventory level that would
carry us a little bit longer into the third quarter. We don't have the same cushion anymore. We're pretty much
hand-to-mouth at the moment as we speak. And those are the key factors that contribute to the range that we
have.

Kevin M. Grundy

Q

Analyst
Jefferies LLC

Okay. That's helpful. Thanks, Frank. I'll ask one more, and then hop back in queue. I wanted to – maybe for Jim
and Dave, on the on-premise channel, maybe talk a little bit about what you've seen and then from a demand
perspective, maybe how that progressed as you moved through the quarter, and maybe even currently what
you're seeing in July.And then just to follow-up on-premise-related question, Bonnie mentioned earlier unique
dynamic, of course, with seltzer, where it really doesn't have any presence to speak of in the on-premise
channel. Is there any rethink to that? Do you do see that changing – and this is true for both you and for Mark
Anthony Brands as well, when it really hasn't been a push, is there any rethink to that as that channel recovers?
And relatedly, do you think you'll see some demand impact on sell-through as consumers return to that
channel, just given sort of the lack of availability or presence, if you will, of hard seltzers at this point. Thanks
for all that.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Sure, Kevin. Hey, Jim, I'll let you take this one?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Sure. We've seen an evolution of the on-premise. In March and through April, it basically just disappeared. We
were probably – during that period took back as much beer as we sold. So, it was kind of a zero. And it has
recovered somewhat, but not even half of what it used to be and it's faltering. And as you've seen, the new
shutdowns, and people – even when bars are open, restaurants are open, people aren't going to them. So,
the on-premise still is very weak for us, and we anticipate that not changing in the next few months. After that,
we'll just have to see.In terms of the second part of your question, we actually see a much bigger opportunity
for hard seltzer on-premise than has been realized yet. We were expecting this summer to be a time when
there would be a lot of penetration that we didn't have last summer into the on-premise, because it's a natural
thing for people to consume on decks outside, on patios, and so forth. But even with the places that have
opened their outdoor seating, it's still distanced and it's a fraction of what it used to be, and putting your
products in is not high on their list.So, I think it's going to be summer of 2021 when we see a big penetration
of hard seltzers, and I expect it will get to the point where you walk into a bar or a restaurant, and you expect
them to have some hard seltzer, probably either Truly or White Claw. So I do think there is a decent upside for
seltzer on premise, but probably not in the next six to nine months.

Kevin M. Grundy
Analyst
Jefferies LLC

Got it. Thanks, Jim. I'll hop back in the queue. Good luck, guys.
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Q

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thank you.

Operator
The next question is from the line of Eric Serotta with Evercore. Please proceed with your questions.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Good evening, everyone.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Good evening.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Hoping you could delve in a little bit more into the shelf space opportunity. Our understanding is that the spring
shelf resets didn't occur, as would be expected, due to COVID. Just wondering how you see the shelf resets
playing out in the fall, or whether you think it's more of a 2021 event. And then, a quick follow-up for you.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Sure. Eric, this is Dave. I think you're right, I mean, a lot of innovation didn't get out there this spring for obvious
reasons, and we're certain to talk to our customers about 2021 and what we're hearing back is for the most
part that's when the shelve sets are going to occur is in 2021. So a whole generation of innovation may have
been put on hold for that.Within the category itself, I mean, there's still a lot of opportunity for hard seltzer. As
you know, it's under-spaced across channels and we expect to see with the growth rates we're having now
and out of stocks pretty across the board, we're definitely expecting to see more space being allocated to
hard seltzer in 2021.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Great. And then, Jim and Dave, a follow-up for you. Last year in the fourth quarter towards the end of the year,
you started to communicate what was a very deliberate plan, which played out very well for you guys to
manage through and come out on top of the hard seltzer competitive onslaught that happened earlier this
year.I'm wondering if there is a similar type of plan as you look to first half of 2021 or even second half of this
year as White Claw ramps up its capacity. Just wondering sort of how you're thinking about the next 12
months and if there's anything you could share with us today or if we should stay tuned for the fall or if this is
more of a we'll be talking about this this time next year.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Yeah, this is Dave. I think the way we look at it is we're still – for your last question, Eric, we still haven't fully
realized the potential, for example, of Truly Lemonade, which didn't get cut in to a lot of shelves because of
COVID. And we're seeing a lot of progress there in terms of – if you look at Q2 versus Q1, we're seeing
penetration growth actually has more than doubled. VP, that's increased by about a third, but there's still a long
way to go there. Also because we just reformulated our flavors for the base Truly brand, there's still lots of
opportunity there. So, we think the plays we're running right now are good plays to run. But as I mentioned
before, I think to Bonnie that – to her question that we believe innovation will continue to play an important role
in the category. And so, we're looking far ahead. Now we have nothing to share today. But maybe in our next
call, we will be able to share more information on that.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Great. I'll pass it on. Thank you.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks.

Operator
The next question is from the line of Nik Modi with RBC Capital Markets. Please proceed with your questions.

Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Great. Good afternoon, everyone. So, Dave, I have two questions...

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Hey, Nik.

Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Hey, how is everyone? Two questions from my end. One is just on the innovation. Just I know the retail
landscape has been changing and what they take on to the shelf has been changing. So, I just wanted to get
the state of the union on what you're seeing from retailer behavior in terms of accepting new products. That's
the first point.And then the second one is, I guess, the million dollar question or, I don't know, maybe it's more
than a million dollars, I'm sure it's more than a million dollars, is when gross margins are going to start growing
again or expanding again? I mean, it's clear this category has surprised everyone, but I think maybe now it's
not so much of a surprise on what its potential could be. So, maybe you could just give us your longer-term
vision on how you think about the category growth rate, how you think about capital spending, and when
maybe we can expect gross margins to start expanding again.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Sure. I'll take the first part of that and I'll hand the gross margin part over to Frank. I think we gear up for the fall,
very little innovation is going to get into the marketplace across the board, very little. So, I think retailers are all
definitely focusing on just very few new things. I think they like what they've got right now, which is basically
fewer SKUs being more productive. And so, if anything, we'll see what happens as we get to next year. But I
think there's a lot more productivity and a lot more profitability in the system when there's fewer SKUs
delivering a growth. And I think it's really important – it's going to be an important time to continue to
strengthen core brands.One interesting things we've seen – and I know we're not the only ones, of course, a
lot of brands has seen it, a lot of legacy brands, but particularly with, for example, Boston Lager and also
Angry Orchard Crisp Apple, we've seen those brands in Q2 grow their penetration, grew their repeat, and
obviously off-premise double-digit growth and people coming back to some of the brands that they've tried
before that maybe they had been distracted from. And so, it would be interesting to see how it plays out and
how much core brands participate in growth as we enter next year versus innovation. So, it is to be
determined.We're obviously preparing for any alternative there. We have lots of innovation to go into next year,
but we haven't determined what we're going to launch and what we're not going to launch, because we don't
want to go – we want to get the right balance. I think customers – again, based on early conversations with our
customers, we're hearing sort of the same thing from them. And plus, I think everybody is just kind of
shellshocked at what's happened. So they're being really more thoughtful about the steps they take going
forward. So that's the first part of the question, and I'll let Frank address your gross margin, your million dollar
question.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah. So, Nik, clearly, if you look at the gross margin, it's not what we want it to be very clearly. We wanted to
have it much higher. I'm not particularly happy about it, but I'm not concerned, because at the end we know
what the reasons are. And if you look at this year, they are quite a bit below three points below last year. If you
look at this year what the key reasons are, number one is we have significantly higher growth than what we
had expected. Okay? As we have said before, we are servicing the demand as much as we can at any cost,
because we want to build the brand, we want to build the category. So the incremental cases that we produce,
their external production, they come at a higher cost. But we're happy to do that, because, one, it stabilizes
when we get – yeah, when we get to a better cost structure.The second point is that we're impacted by
COVID, too. So, the cost – a big chunk of the cost that we have due to COVID is in the gross margin line, and
you see some slight improvement already this year. If you look at what we have in Q1 as a margin, there was
an improvement in Q2. And if you look at the guidance, will see us coming in a little above what we are right
now. And the reasons are that COVID was a little frontloaded, assuming that no major thing is happening in
the second half of the year and we are adding internal capacity.When it will substantially improve really
depends on when we get a better handle on the growth and we can plan it a little bit better. Plans are
underway. We are making progress in the efficiencies in our own breweries. We're rethinking the supply think
and we're not thinking really about like our internal production, then external production. We are thinking more
of the whole construct as an integrated supply chain. And once you do that, you get to different ways of
working and to different cost savings.So, at this point, we're driving the growth and we don't mind that much
that that comes at a gross margin, because if you look at the gross profit and you look at the leverage that
we're getting throughout the rest of the P&L, you look at the operating income, the operating income margin,
that is the right strategy and we're building the brand. One of the upsides we have quite a bit of runway to
improve the gross margin by improving the way we're sourcing. We have relatively clear plans on that. And
then we also, as we mentioned last time, a separate project, supply chain transformation, which also become
operated way more efficiently than what we are doing at the moment.

Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Very helpful, Frank and Dave, thank you.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thank you.

Operator
The next question is from the line of Laurent Grandet with Guggenheim. Please proceed with your questions.

Laurent Grandet
Analyst
Guggenheim Securities LLC
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Q

Hey. Good evening, everyone, and congrats on another great quarter. And, Jim, even in your best dreams
three or four years ago, you couldn't think of a quarter where depletions number could approach 40%. Okay.
Digging a bit more into the innovation, so one of the reason of Truly success this year can be attributed to the
Lemonade line extension. What have you learned, Dave, from this line extension that can help you further
develop the Truly franchise going forward? I mean, specifically around differentiation. And what about the tests
you are doing in New York, I think, with Truly with higher ABV.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Yeah. Hey, Laurent. So I think as it relates to – I think with Lemonade, I think what we learned – I think we have
really learned I guess from the outside looking in is that there's a certain expectation of what a hard seltzer is.
We think it's 100 calories or fewer, 1 gram of sugar thereabouts, 2 grams of carbs, nothing artificial, right?
And, obviously, it tastes really good and refreshing, and I think that's sort of the – those are the parameters to
play in the space.I also think a parameter is that – I strongly believe and particularly we see that consumers
see it as a separate segment. They don't see it as beer, but I think a purified brand also can resonate more
deeply. But I think what we also learned is that people are really craving variety and different ways to
experience those base characteristics, if you will. And sometimes you just want flavor, I mean, right? I mean,
it's like how many sparkling waters can you drink without craving the Pepsi, that's me, or something like
that.People want more flavor. They want a sweeter profile at times. And so, that's something that was helpful
for us to understand. It's probably the most important thing, the most important is that we've won thus far.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

And what about the...

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

I would add...

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Yeah, sure. Sorry.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

...that basically flavor dominates. And so, we just happened with the lemonade to hit a flavor profile that
people really enjoyed. I mean, to be totally honest, the volume surprised us as well, and the only thing I can
attribute it to is we just hit the bull's eye of flavor for the space between seltzer and lemonade.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

And I believe, I mean, a bit of this is coming from the fact that you are unique in the lemonade in that space.
So, along that line, I mean, is the test you are doing in New York is higher ABV kind of the way to differentiate
yourself from the space or what's the goal here?

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Yeah. One thing I mentioned is – so 5% ABV is sort of the given number. But we are testing, While Claw is
also testing their product Surge, ours is called Edge, and we're looking at that. That's a possibility. If I go back
to what Jim said, I think the flavor experience might be more -find out might be more powerful necessarily than
ABV, if you will. But I think everyone's looking at ways to create a differentiated experience.One thing I should
point out actually is that a couple of things about lemonade. One, it's actually bigger than Mike's now. Number
two, they're not our competitor. Mike's has done quite well. In fact, Truly is not really sourcing much volume –
Truly Lemonade is not sourcing much volume for that brand, because it's addressing the needs of a hard
seltzer drinker in that moment.And so I think – again, anything else we would share – we probably don't want
to share much more than that, but I think, to Jim's point and to my point, I think we have a good sense of what –
or an improving sense of what hard seltzer drinkers are looking for. And to the extent that we aim to continue
to provide those experiences and because we're working with a brand that hasn't been extended yet is – an
extension of another brand, I should say, we have the ability to build on a bigger platform, if you will, onto that
brand.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Thanks, Dave. One more for me, if I may. I mean, one of your critique at the beginning of the year was to have
a more balanced male/female consumer base, and therefore attract new male consumer into the franchise.
Could you please update us on that progress and where should be the right balance for the brand?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Yeah. We are making progress. I think if you look at it, we might be – still maybe a smidge more femaleskewed than, say, White Claw is, but not as much we were before so we changed the pack design to be more
virulent. So we actually have another one that's in the market pretty much right now that's even more sort of
male-skewed, if you will. And so, if you look at the volume, though, the volume is – more than 50% of the
volume is consumed by men, because men just – they drink more than women, but we have been able to
close that gap that – when we came out of the gate, as you know, we were very much focused. That was the
opportunity at the time was we targeted women very directly. We've continued to evolve and we see the
numbers and the gender break being pretty much gender neutral.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Thank you. I'll pass it on and good luck, guys, for the future.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thank you.

Operator
Next question is from the line of Wendy Nicholson with Citigroup.

Wendy C. Nicholson

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hi. Good evening. My two questions are; number one, have you developed any more plans about a potential
UK launch or expanding further into Europe? It just doesn't seem to me why that wouldn't be a priority, although
I know you're doing the best you can to meet the demands of US. But it still seems like Europe could be a
great opportunity down the road.And then my second question, just going back to Lemonade, have you seen
a different demographic for that specifically relative to core Truly or do you think it's existing Truly consumers
just switching over to the more sort of stronger flavor profile? Thanks.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Okay. Wendy, I'll do the second, maybe Jim can do the first part of that question. On the second part just on
the Lemonade, we are seeing a difference. And if you look across all the brands, the major brands in the
category, Lemonade skews younger than any other brand in hard seltzer, definitely younger than the base Truly
business, younger than White Claw, younger than Bud Light Seltzer, younger than Corona Seltzer, younger
than all of them, and it seems to be bringing in more new drinkers into the beer category. So – when I say
young, I mean 21 to 39. So that is a difference. We weren't sure if we would go there or not, but it seems to
be, so we like that. In terms of international, Jim's got a longstanding point of view about our global business
level. I'll let Jim talk about that one.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yeah. Wendy, I would say that as a company, we are not particularly internationally focused. We are very
focused on the United States. We've been a company that succeeded in many cases just by the strength of
our sales force and our distributors, and that's difficult to duplicate globally. I mean, in the US, we have like
500 salespeople, so we're very feet on the street, grassroots intensive. And with Truly, we do have an importer
in the EU, a longstanding brewing relationship there, but we have spent really very little time or effort on
international expansion.We are very focused on the United States, because that's what we know well and
that's kind of what we're good at. We have had some success with Truly in Canada. We've just recently
launched it there this year and it's doing pretty well. So, Canada is comfortable for us. Once you get outside
that, it's just not – we're just not good at it, to be honest.

Wendy C. Nicholson

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Fair enough. Well, you've got enough growth in the US, so that's fine by me. But if I can squeeze in one more. I
remember last year, particularly last summer, part of what you were talking about vis-à-vis the gross margin
pressure was the fact that so much of seltzer was sold in variety packs, and that made a lot of sense 12/18
months ago when people wanted to try the product and, oh, I'm not sure what flavor I want, so let me get an
assortment of a bunch of different ones.But I'm just wondering, as the business grows and people become
more loyal and say, I really like wine, but I'm not such a fan of black cherry, are you seeing a shift in the
business to more of the single-flavor packs or cases? And I'm just wondering if that's becoming anything of a
meaningful shift in the business, because I would think that would alleviate some of the gross margin pressure,
but maybe I'm off on that. Thanks so much.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Okay, Wendy, I think I'll take that one. I think still we see a large majority, call it 75% or so of our business is
variety packs. Consumers still are telling us they like that. They like the experimentation among the different
flavors. It doesn't mean that that won't change over time, and we're sort of looking at that. And there are other
players out there that have single-flavor sort of 6-packs, as we do, but also 12-packs. With Bud Light Seltzer,
they had four-packs; three were single-flavor, one was variety, and that variety pack is like 85% or 90% of their
total business.So consumers seem to be suggesting that they're not quite ready for that fully. And also the last
– the other thing we have to think about is there are only so many SKUs that we can get on to a shelf and get
support for. So you have to kind of pick wisely what are going to be your highest performing configurations.
Right now, we haven't necessarily been convinced that there's a better way to go, but we could certainly see
that – at a moment's notice, we could do that if we saw the opportunity. As it relates to gross margin, that's
part of it. That was part of the issue a year ago. And I don't know, Frank, you want to add.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah. I think the second part of your question is like, when we started the whole business, variety pack was
something that was relatively new to us. I mean, we had lot of it, but it was small volume and it was a very
manageable operation. And as the volume has grown and we progressed through it, of course, we've gotten
much, much better at it, and we have now automated variety pack lines in some 100% of the volume, but we
have significantly increased the volume, and that's part of the margin opportunity as well. That's actually what I
said earlier. We are making progress. That is one area where we're making progress, and we still have some
runway left there and a pretty clear roadmap on how we're going to address that. So in the future, that margin
edge shouldn't be as significant as it is now or as it was a year ago.

Wendy C. Nicholson
Analyst
Citigroup Global Markets Inc. (Broker)
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Q

Terrific. Thanks so much for the color.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks.

Operator
Thank you. The next question is from the line of Stephen Powers with Deutsche Bank.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Yeah, hey, guys. Good evening.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Hi, Steve.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

I guess given the challenges you've talked about of meeting existing demand, as well as the potential unlock
of future gross margin, could you talk a bit more about the anticipated pacing of the new capacity you referred
to coming online, particularly any of your own new capacity in Truly looking out over the next, say, 12, 18
months?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Hey, Jim, do you want to handle that one?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Sure, sure. Right now, we're trying to get it up and running as quickly as we can. Since the last earnings call,
we have added basically 1.5 can lines, and next month or in September we'll add another 0.5. That will help us
in the back half of this year. We think that the current supply constraints and basically the retailer out of stocks
will continue through the summer.But post-Labor Day, that sort of the hand-to-mouth existence, we'll be able to
rebuild wholesalers' inventories and start building again a significant pre-build for 2021. So we're adding a
second can line in Cincinnati in sort of the end of Q2, beginning of Q3 next year. And we signed up additional
contract capacity. So we're kind of looking to more than double our capacity a year from now.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. And so, I guess, that alleviates any potential pressure on just your ability to introduce new flavors or
pursue the on-premise opportunity next summer that you talked about. It sounds like you've...

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.

Yeah.
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A

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

...got line of sight there.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yes, we think so. Though, we desperately hope that we will oversell all that and we'll have another hand-tomouth summer next year with double the volume.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Got it. And I guess just one last question, if I could. You spoke a bit to A&P plans in response to Vivien's
earlier question. But if we think about the scalability – maybe this is for Frank – of selling cost and of G&A,
clearly, a lot of leverage this quarter. I guess, as I look forward, how do you think about the scalability of those
line items into the future versus the need to ramp those costs up to support a bigger business going forward?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

So, Steve, I can't give you the exact number, but clearly if you are growing at the rate that we are growing,
there's a leverage in the P&L. And we had that a bunch when we were a smaller business. As we grow, we will
see the leverage. As I said before, it's really hard to predict and give you milestones of where we're going to
go, because we are always thinking long term about how do we grow the business, how do we create value
longer term. So we're not trying to hit a certain number at a particular given point of time.So, you will clearly
see leverage over time. You've seen it this quarter. I think you will definitely see it for the full year. And as we
grow, there will be leverage. The extent really depends on how much we will support the business, and we
need to support the business. I know it's not as specific as you might want to hear it, but that's kind of how
we're managing the business.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

No, that's fair enough. I appreciate it. Thank you.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

And philosophically, we've always prioritized growth over profitability, even recognizing that in the beer
business, growth is expensive. So, I think we see no reason to change that philosophy. We believe growth is
an important component of value-added and when there's opportunities like we're having now to grow 40%,
we're going to spend to maintain the highest growth rate we can for as long as possible.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Understood. Thank you.

Operator
Thank you. Next question comes from the line of Kevin Grundy with Jefferies.

Kevin M. Grundy
Analyst
Jefferies LLC
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Q

Hey, guys. Thanks for taking the follow-up. I appreciate it. Frank, I just wanted to follow-up, just kind of building
on Steve's question, the shape of the P&L; and then Nik's question earlier on gross margin. Can you help us
think about it structurally? So, if you go back a decade or so ago, it was a 55% gross margin business skew
largely to beer at that point in time. Now beer becomes much less, cider becomes much less, flavored malt
beverages exceedingly higher. Sort of like where should this business be? If you sort of set aside some of the
rapid growth and volatility that the business is seeing now, so set aside like the next 12 to 24 months, but on a
four- to five-year basis, should this be a 55% gross margin business? Should it be closer to some of the
targets more recently in the 51%, 53% sort of range? Can you help us think about that a little bit even on a
longer-term basis? I think that'd be helpful.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah. Again, yeah, I wasn't here 10 years ago, but I know – clearly, I know the gross margins and it was a very
different business. It was a much simpler portfolio. And we had a different balance between demand and
capacity that we have. And then all the sweet spots and we were at 54% at that point in time, but then it was
like 52, 53 percentage points. We should definitely be in the 50s and getting closer to the mid-50s, maybe not
exactly 55%. But as we stabilize the business and we get a better handle on the supply chain and optimize
that, this is definitely the target that we have.

Kevin M. Grundy

Q

Analyst
Jefferies LLC

Okay. Very helpful. Thanks, guys. Appreciate the follow-up.

Operator
Thank you. At this time, I'll turn the floor back to Mr. Koch for closing remarks.

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.

Thank you. Thanks to everybody for being on the call. It was certainly an exciting quarter with almost outlandish
growth coupled with a lot of changes to accommodate this pandemic. And I'm grateful to a lot of people that
helped us get through this with their creativity and their flexibility, from our coworkers to our wholesalers, to the
retailers that we work with, to can suppliers, and special hugs to the can suppliers for this quarter. And we're
looking forward to continuing the winning streak in a few months and hope to talk to you then. Thanks.

Operator
Thank you. This concludes today's conference. You may disconnect your lines at this time. Thank you for your
participation.
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Good day, everyone, and welcome to the First Merchants' Second Quarter 2020 Earnings Conference Call.
All participants will be in a listen-only mode. This presentation contains forward-looking statements made
pursuant to the Safe Harbor provisions of the Private Securities Litigation Reform Act. Such forward-looking
statements can often be identified by the use of words like believes, expects or may and include statements
relating to First Merchants' goals, business plan, growth strategies, loan and investment portfolio, asset
quality, risks and future costs and benefits. These statements are subject to significant uncertainties that may
cause results to differ materially from those set forth in such statements including changes in economic and
business conditions, the ability of First Merchants to integrate recent acquisitions and attract new customers,
changes in law, regulations and requirements of the company's regulators, the cost and other effects of legal
and administrative cases, changes in the credit worthiness of customers and the impairment of collectability
of loans, fluctuations in market rates of interest, and other risks and factors identified in First Merchants' filings
with the Securities and Exchange Commission. First Merchants undertakes no obligation to update any
forward-looking statement, whether written or oral, relating to the matters discussed in this presentation or
press release. In addition, the company's past results of operations do not necessarily indicate its anticipated
future results. After today's presentation, there will be an opportunity to ask questions. Please also note,
today's event is being recorded. And at this time, I'd like to turn the conference call over to Mr. Mike Rechin,
President and CEO. Sir, please go ahead.

Michael C. Rechin
President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)
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Thank you, Jamie, and good afternoon, everyone. Welcome to our earnings conference call and webcast for
the second quarter ending June 30, 2020. Joining me today for presentation are Mark Hardwick, our Chief
Financial Officer and Chief Operating Officer; John Martin, our Chief Credit Officer; and Michele Kawiecki,
our Senior Vice President and Director of Finance. We released our earnings in a press release this morning
at approximately 8:00 AM Eastern Time, and our presentation speaks the material from that release. The
directions that point to the webcast are also contained at the back of the release, and my comments begin on
page 4, a slide titled Second Quarter 2020 Highlights. So, on that page up top, First Merchants reported net
income of $33 million for the quarter or earnings per share of $0.62. The earnings compare to $41.1 million
during the same period in 2019, whereas the $0.62 in the second quarter earnings compare to $0.83 earned
in the second quarter of 2019. Produced a return on assets of 97 basis points. Considered in a related
context, the earnings provide pre-tax provision ROA of 1.73% or pre-tax provision return on equity of 13.18%.
Total assets grew to $13.8 billion, $3.1 billion or 28.7% over the second quarter of 2019, and as Mark will
highlight later, it was a combination of our September 1, 2019, closing of Monroe Bank & Trust, organic
growth through the period, and then as the sub bullet point says, total loans were helped by approximately
$900 million of PPP volume in a program that set up very well for our client base. John will be on obviously to
talk about asset quality, but in consideration of our second quarter provision, our allowance and fair value
marks totaled 1.62% of loans. Michele is going to provide additional comments as well in her remarks. I'm
down in the deposit section, a meaningful part of the margin equation. I feel like we made great progress in
the quarter. Deposit volumes up, as Mark's going to detail, steady progress and cost reductions. In fact, our
47-basis-point cost for the second quarter down 50 basis points from year-end's number of 97 basis points.
As you look at the detail in our deposit mix, you'll see a close review will show that our deposit structure has
management anticipating additional interest rate in dollars and expense savings linked to our remaining and
laddered CD volumes and maturities. Capital levels stay very high. TCE to assets of 9.31%. And as the press
release notes that without PPP loans, our TCE level is actually 9.93%. A $23.04 tangible book value per
share, grows 9.7% increase over the second quarter last year and a similar compounded growth rate over
time. Moving to page 5, very busy second quarter, as a provider of all elements to the CARES Act, most
notably PPP, I alluded to it a moment ago, more than 5,000 applications really readily received both by our
bankers and by the marketplace. I think I saw an article this week that said we produce the third most PPP
loans in the entire state of Indiana of all banks. John Martin and our banker team recently negotiated with an
outside partner that will be helping us through the forgiveness process, the forgiveness phase, using our own
folks, along with a partner as we continue to understand what will be the preparedness by the SBA to take the
forgiveness applications. We're also a registered Main Street lender and we're assessing the fits of that
program as it evolves. The listeners might know that there's new features announced weekly for that. And we
look forward to seeing if that's a good fit for any of the clients in our marketplace. Out of big impacts coming
up out of the resolution of the loan modifications, and so John remarks go deep into that, $1.25 billion in
modifications, approximately 12% of the portfolio. When I use the term robust process in the middle bullet
point, what I'm really talking about is direct client dialogue, working with interim financials, CFO forecasts,
business owner views of their needs for additional help. And as the last bullet point says really a modest
amount, if none, by the end of the second quarter and I think a trickle of them that John will speak to about
second requests on the back of the help that we provided through the second quarter. The balance sheet
loaded with liquidity with a loan to deposit ratio just under 85%. Had deposit growth from all sources, liquidity
of our consumer and commercial clients held at First Merchants to include some of the PPP balances. And
then, as Mark will highlight, some really strong cash balances that we're looking for the highest yield that we
can possibly attain in this period of really significant liquidity. And we go to page 6. Lot of efforts over the last
five months really throughout the bullet points here, making sure that anyone that's doing business with us or
doing business on our behalf, our employees, feel safe. And so, while all of the banking centers were open by
July 1, we're doing it a way through modifications and protective barriers that are welcoming to our clients and
put our bankers in a position to be the best banker that they can be. That environment would include required
masks, and this is even ahead of some of the governors that have done that, but just a feeling on our part that
it makes for a better environment to continue to be the advisor that our clients expect. I think we touched on at
our last call some of the enhancements we made to capacity levels so the bankers that were more
accustomed to using face-to-face banking in lobbies to the extent that they couldn't, they still had mobile and
online limits materially higher, as well as a lot of one-on-one coaching for those folks that hadn't been digital
bank users in the past to take advantage of our investments over the last several years. At the bottom, a bullet
point that calls return to office, it's an HR driven framework that we use that flexes to the environment. All parts
of the country have kind of had fits and starts, and it allows us to react to our company experience specifically
and the government pronouncements as they come about. We have a fully armed pandemic team that digests
information and then communicates it out to the rest of the company. Bottom of the page, the community
support. The efforts listed here have really served as a rallying point for our colleagues through this difficult
period of time. Top bullet point, we had a commitment of $1 million in donations distributed to not for profits. I
think Mike Stewart, our Chief Banking Officer, quarterbacked that effort. It included our regional presidents
obviously. I think we were able to get funds to over 200 frontline organizations. And so that investment, I'll call it
an expense, reflects itself in our second quarter marketing expense which you might have noticed. We
captioned it internally as the right thing to do. Bottom bullet point talks about an announcement we made that
we're excited about. We've named our first ever Director of Corporate Social Responsibility and that links to
the middle point. But the Director of Corporate Social Responsibility is really combining a lot of efforts that
had existed heretofore with a little bit more muscle on them. It's an internal leader within our company.
Previously, the market president of our Muncie market which is a headquarters market, Scott McKee it is by
name. He's going to lead several prior efforts as one larger more impactful effort. With the region presidents,
Scott is going to lead the Community Benefit Agreement execution among all of his responsibilities, and that's
the middle point on the page, a five-year $1.4 billion agreement that we announced in conjunction with the
NCRC. But really, with community groups throughout the larger markets within the markets that First
Merchants serves and it references credit on here, it really is going to be directed towards low and moderate
income needs in mortgages, small business, affordable housing. And then on top of those credit-related
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

income needs in mortgages, small business, affordable housing. And then on top of those credit-related
answers and solutions to the needs of our community is philanthropy and banking center access, so we're
excited about it. Page 7, just a snapshot that might give you some context for some of the answers or material
provided by either Mark, Michele or John throughout the balance of our call today. It's a map of our franchise,
again page 7, tried to just show you some of the progress that's been made. And prior to hearing from Mark,
just a summarizing look at our marketplaces. The Midwest in our view is on the early end of reopening, and so
you see some of the improvement in unemployment. There are no guarantees from me as to where we go
from here yet, there are no notable COVID hotspots on a full country basis that exist in the Midwest or in our
franchise. And so, we're just working our way at it, week at a time trying to take advantage of the situation.
And as you can see by the unemployment numbers, the workers are finding opportunities which ought to give
rise to a healthy First Merchants and a healthy Midwest, paying close attention to what the governors of those
states have to say. So, as we try and move forward, we're doing it in a really balanced way. And at this point,
I'm going to turn it over to Mark, so we can get a little bit deeper into the results themselves.

Mark K. Hardwick
Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)
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Thanks, Mike. Yeah, I have a real sense of pride around that communities – those community support
comments you just made, and I'm excited about our ability to just enhance the financial wellness of the diverse
communities we serve. So, those initiatives are exciting and important. If you turn to slide 9, total assets on
line 7 increased by $1.4 billion or 21.9% annualized since year-end 2019. Our investments on line 1
increased by $193 million or an annualized 15% following up a strong 2019 where investments increased by
59% over 2018, providing really strong liquidity for the company. Loans on line 2 have increased by $831
million since year-end. Of that increase, the PPP loans accounted for $883 million net of deferred fees and
cost. Additionally, on line 3, the allowance for loan losses increased by $41 million or 51% year-to-date,
primarily due to COVID-related economic challenges. The composition of our $9.3 billion loan portfolio shown
on the upper right side of slide 10 produced a second quarter 2020 yield of 4.10%, down from the first quarter
of 2020 yield of 4.85%. An 83-basis-point decline in LIBOR during the quarter was the primary driver of the
decrease in loan yields and PPP loans accounted for about 6 basis points of the decline. On slide 11, our
investment portfolio has a longer duration than our peer group which is a nice offset to the variable rate loan
portfolio that we have. And as of June 30, 2020, our unrealized gain totaled $139.1 million, $66.6 million
increase since year-end. Our yields are stable, totaling 3.02%, with remaining maturities in 2020 totaling
$253 million with an average yield of 2.56% and 2021 maturities total $429 million with a yield of 2.25%. On
slide 12, total deposits increased by $1.1 billion or 22.9%, annualized over year-end 2019. Obviously, some
portion of the increase is due to PPP loans that have remained on deposit, which we estimate to be about
one-half of the 2020 growth that we've experienced. We believe that our loan-to-deposit ratio of 85% and our
loan-to-asset ratio of 67% again provides the bank with strong liquidity levels. The mix of our deposits on slide
13 is the key to both liquidity strength and low cost funding. Second quarter interest expense on deposits
totaled 47 basis points, down from the first quarter of 2020 of 88 basis points. This reduction of 41 basis
points helped us offset what was an unusually challenging decline in loan yields during the quarter. As we
moved through the remainder of 2020 and into 2021, we have time deposit maturities that should bring down
interest expense even further. In the remainder of just 2020, we have nearly $900 million of CDs that will
mature with an average rate of 1.77%. And we're anticipating about 140 basis points of savings as those
CDs mature throughout the rest of this year. All regulatory capital ratios on slide 14 are well above the
regulatory definition of well-capitalized and our internal targets, which ensures the bank maintains strong
levels of capital. When adjusted for PPP loans, which are 100% government guaranteed, our tangible
common equity ratio would recalculate to be 9.93% as you can see on the slide, and as Mike previously
mentioned. Now, let's turn to slide 15. The corporation's net interest margin, net of fair value declined by an
additional 27 basis points from the first quarter of 2020 to the second quarter of 2020. Of the decline, PPP
loans accounted for 6 basis points. As mentioned during the discussion about loans and deposits, our loan
yields declined more than expected as a result of LIBOR rate reductions. Our guidance only called for 10basis-point decline as this rapidly changing environment impacted the quarter at the highest end of our
modeling. During last quarter, we were anticipating the lower end of the range. Much of our confidence was
due to the aggressive deposit rate reductions deployed by our team. However, it simply wasn't enough to
outrun the rapid repricing in earning assets that we experienced. From this point forward, PPP fee
amortization should be the primary point of discussion, although we don't know how quickly the SBA will
process the forgiveness of PPP loans, we have clients that are eager to move forward. We're modeling for
80% of the PPP loans to be forgiven evenly over the next 12 months, although that's just an estimate. This
acceleration of fee income should allow net interest income and margins to increase on a reported basis, but
the core net interest margin excluding fair value and PPP should remain stable. Noninterest income, on slide
16, totaled $26.5 million for the second quarter of 2020. The decline in fee income from the first quarter
totaled $3.3 million and fees from customers accounted for $2.5 million of the decline. Service charges on
deposits on line 1 was the primary driver accounting for $1.7 million of the decrease as customer average
balances increased resulting in just half of our normal NSF and OD fees for that quarter. May was a low point
for service charge income but we did see a nice recovery in June. Wealth management fee income is down
$384,000 and more than half of the decline is related to tax prep work that is directly offset in other expense.
Card payment fees increased by $190,000 during the quarter. Gains on the sale of mortgage loans continues
to be a bright spot in our performance as they increased by $311,000 for the quarter and hedge income was
down for the second quarter compared to the first quarter as loan closings excluding PPP loans is less than
our normal run rate. Noninterest expense, on slide 17, totaled just $60 million in the second quarter of 2020
compared to $66.1 million in the first quarter. The decline was driven by $2.3 million of deferred salary
expense related to PPP, a $1.1 million reduction in bonus accruals and a $1.6 million decrease in debit card
payment processing expense due to the termination of a rewards program. We also expensed nearly $1
million in the quarter based on our contribution levels that we committed to for COVID relief. We anticipate
noninterest expense in the third quarter of 2020 to be closer to $64 million. Now on slide 18, we were pleased
that our bottom line totaled $33 million in net income and earnings per share totaled $0.62. We also like the
strength of our pre-tax pre-provision return on the assets of 1.73% and an efficiency ratio of less than 48% for
the quarter. On slide 19, you can see trends of EPS, dividends and tangible book value per share, and we
chose to add a dividend payout ratio line as well. We believe that our dividend, which is still less than a 50%
payout, is reasonable in this environment. And on slide 20, you'll notice our total compound annual growth rate
of tangible common equity is still 10.13% and our dividend yield is nearly 4%. Now, Michele Kawiecki, our
Senior Vice President of Finance, will cover a couple of key items related to loan loss coverage and capital
strength.

Michele M. Kawiecki
Senior Vice President & Finance Director
First Merchants Corp. (Indiana)
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Thanks, Mark. My comments will begin on slide 22. Looking at the top right of the slide, you will see the
allowance for loan loss for the quarter. We had a beginning allowance balance at the end of Q1 of $99.5
million, less net charge-offs of just $230,000 plus the Q2 provision expense of $21.9 million. That brings the
June 30 allowance for loan loss balance to $121.1 million. I would remind you that we elected to defer the
adoption of CECL, so we calculated the provision using the incurred loss method but continue to run our
CECL models parallel. We believe the provision expense this quarter materially approximates what provision
expense would have been under the CECL method. Moving down to line 9, the remaining fair value marks on
purchased loans totaled $29.3 million. Adding those marks to the allowance balance totals $150.4 million
which is a healthy 1.62% of total loans, which Mike mentioned earlier in his remarks. Next, on slide 23, this
slide is intended to show you that when considering our robust capital and allowance for loan loss levels, that
we have nearly $500 million in reserves to cushion us through the economic downturn. So let me start by
walking you through the allowance at the top of the page. The table at the top shows the roll-forward of our
allowance for loan loss since December 31, 2019. The first highlighted line shows our current allowance
balance of $121 million with an allowance-to-loans total ratio of 1.30%. When excluding the PPP loans from
total loans, the allowance-to-loans is 1.44%. As I said earlier, we did not adopt CECL, but in our 12/31/19
Form 10-K, we disclosed that the estimated CECL day one adoption impact, if we had adopted on January 1,
was estimated to increase the allowance by 55% to 65%. Applying 65% to the 12/31/19 allowance for loan
loss balance of $80.3 million creates a CECL day one adoption increase of $52.2 million. So a pro forma of
the allowance with CECL adoption using these assumptions would have yielded an allowance of $173.3
million, which has a robust coverage ratio of 1.86% and 2.06% without PPP loans. The increase in the
allowance for CECL adoption would lower capital on an after-tax basis. So in the bottom-left corner, I have
provided a pro forma of the total risk-based capital ratio. Our current total risk-based capital ratio is currently
14.18%. When reduced for the impact of the CECL adoption, the ratio will be reduced to 13.68%. That still
leaves $316 million of excess capital above the well-capitalized level. This excess capital added to the $173
million of allowance, both shown for CECL, gives you nearly $500 million in reserves. That's enough to cover a
6% to 7% non-PPP loan charge-off ratio depending on whether you're looking at it before- or after-tax. Now,
it's important to keep in mind that this does not consider our strong pre-tax pre-provision earnings levels that
will continue to contribute to capital over the quarters to come as well as the $29 million in fair value marks
that I just mentioned on the previous slide. I hope that this gives you a clear picture of our balance sheet
strength. Now, I will turn it over to our Chief Credit Officer, John Martin.

John J. Martin
Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)
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All right. Thanks, Michele, and good afternoon. I'll begin my comments on slide 25 with a detailed look at
changes in the portfolio, provide an update on modifications, discuss the PPP loan program further, discuss
some of the specific COVID sensitive loan portfolios, cover some mortgage lending highlights and then
review first quarter asset quality. So turning to slide 25. C&I loans grew, on line 1, by $718 million during the
quarter, resulting from the origination of roughly $908 million in PPP loans, offset somewhat by decline in line
of credit utilization. Dropping down to line 10, mortgage loans grew by $19 million. Home equity loans on line
11 declined by $38 million. The active refinance market helped to maintain and grow the mortgage portfolio,
while second mortgages were likely included in refinances which caused our second mortgage balances to
decline. Slide 26, this shows a diversified loan portfolio grouped by bank call reporting which is tied to
collateral and yet, as one would expect, concentrated in the states we are located. There have been 2,548
cumulative payment deferral modifications granted to roughly $1.124 billion with roughly 1,869 commercial
modifications. At quarter-end, there were no commercial second deferrals or modifications granted. And I
checked yesterday and we had less than $5 million of second commercial deferrals today. It is difficult, if not
impossible, to determine the number or the amount of second payment deferral modifications that will be
requested, but I've been pleasantly surprised by the low number of requests and grants thus far. We have
established processes for a second modification request to analyze and work with borrowers depending on
individual circumstances. These include reviewing need and expected repayment in a COVID environment
with financial analysis and financial information determining the borrower's ability to repay. Drilling into
modifications further on slide 28 by mix or industry segments, this slide is intended to help provide a clear
picture of the modification data. Here, you can see the modifications concentrated around hotels, restaurants
and foodservices, dental and lessors of real estate. Hotels were not as fast to request modifications in the first
quarter, but grew to be the portfolio with the highest percentage modification, while lessors of real estate
became the portfolio with the largest dollar modifications. All but 28 loans representing roughly $80 million
were granted 90-day deferrals, while the remainder were extended for a full six months. These longer-term
modifications were granted primarily to hotels. Of the 1,863 modifications mentioned earlier, roughly 1,250 or
roughly 67% have returned or are in the process of returning to the regular payment schedule. Moving on to
slide 28. As I mentioned, on the loan portfolio trend slide, we originate $908 million of PPP loans to roughly
5,100 borrowers. The effort utilized existing resources and systems, and generated almost $27 million in
deferred PPP loan fees. Because of the high demand in the first round and the streamline process that we
implemented, the initial focus for fulfillment delivery was to our existing customers. Looking forward, the PPP
forgiveness planning process is well underway, as Mike had mentioned, and we tend to use a third-party
system with a blend of internal and external resources on a flex basis as necessary. Turning to slide 29. This
shows the industry concentrations for our C&I portfolio. Our largest concentration is manufacturing, which
aligns closely with the concentration of manufacturing in our geography. Line utilization dropped for the quarter
from 47.5% to 40.8%, which reduced loans by $138 million as I referenced on the third slide, partially
offsetting the growth in PPP loans. Receipt of PPP funds combined with reductions in working capital assets
and the repayment of isolated defensive draws are potential causes for the reduction of line borrowings.
Turning to slide 30, I broke it out and expanded on prior discussions of our sponsor finance business, and
clarified how it fits into the definition of leveraged lending on the right. Our sponsor business lends to the
portfolio companies managed by private equity firms. But most all of the businesses we lend to in the sponsor
finance space rely on enterprise value as a secondary source of repayment. We generally structure loans with
lower leverage of senior funded debt. This means that not all of the sponsor finance business is definitionally
leveraged. We also have relationships outside of the sponsor finance business, which may be leveraged
including regional or middle market businesses or leverage shared national credits in our geographies where
we are a participant. The table at the bottom of the page provides a break out of our leverage loans by
business lines, which includes modifications. Moving to slide 31, I've included a breakout of the investment
real estate portfolio by multifamily and commercial real estate. Commercial real estate includes some of the
more COVID sensitive categories including hotel and some – or some hotel and some retail which are shown
on slides 32 and 33. I've included on slide 34, mortgage and consumer for reference as well. These slides are
intended to provide a deeper view into the areas where modifications have been higher or where we've seen
issues. I'm happy to answer questions but suffice it to say, we continue to monitor these portfolios closely.
Then moving to slide 36, nonperforming assets increased $34.5 million due to two names in the senior living
space and one in the university logo apparel industry. All three have been experiencing some level of issue
prior to the pandemic, and now need either a restructure or some other form of workout. Dropping down to
line 4, 90-plus days delinquent increased mostly as a result of a $3.5 million relationship which is in the
process of a refinance, but decided to let the payments at the end of the quarter go past due. We believe that
we are well secured and in the process of collection, and this relationship should be resolved by quarter's end
– third quarter's end. Then moving to slide 37, we reconcile nonperforming assets. We added the $35.6
million of nonaccruals on line 1, reduced nonaccruals by $1.1 million through $600,000 of payoffs and return to
accrual restructure on line 2 with gross charge-offs $500,000 on line 5. We had a $600,000 reduction in
OREO through sales and write downs on line 8 and 9 with a $4.7 million as I just mentioned in 90 days past
due. That leaves us with a $39 million increase in NPAs and loans 90 plus days delinquent at the end of the
quarter at $63.6 million. So to close out my remarks, we are paying close attention to the modifications and
the second deferral requests. I believe we have a long way to go before we will know or understand the impact
of the economy being shut down. The economy is presently being buoyed by stimulus that will eventually end
but for now we are proactively engaging our COVID-impacted customers and balancing between the best
short-term and long-term solutions such as deferrals and non-concessionary restructures. We continue to
maintain our underwriting standards and look for opportunistic portfolio growth in non-COVID sensitive
industries to borrowers who are well-positioned to grow in the current environment and beyond. We are
beginning the cycle with a stronger credit and capital profile and this should give us strength to bridge through.
All right. I'll turn the call back over to you now, Mike.
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Michael C. Rechin
President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Thank you, John. I'm going to move to page 40, have some – offer a couple of comments and then we'll take
questions. So, we aspire to demonstrate many of the needed ingredients to be a true high performance
banking company and often do. I would submit there's some of that in our second quarter and they're
highlighted specific bullet points on 40. Whether it's earnings stream, pre-tax provision of nearly $60 million
that will help to continue to build capital and cushion. TCE that already stands just under 10% absent the
effects of the PPP loans, liquidity for all purposes, the diversified loan portfolio that John just covered in slides
I thought were insightful, but maybe most of all experience and talent in working through a recession. And so,
John Martin and Mike Stewart, our Chief Banking Officer, and dozens and dozens of other bankers charged
with monitoring their portfolio and the health of their borrowers. I feel like that as what comes whether it's next
quarter's modifications or the entirety of the portfolio to include new requests in less certain times, I'm very
confident that our commercial backbone will be up to the test. Corporate social responsibility which is twothirds the way down the bullet points, really gives us a chance to invest in the staying power of our
marketplace and it'll do so. We got nearly 2,000 teammates on board with that set of opportunities under
Scott McKee's leadership. Kind of take a deep look at our channel of deliveries. We've always been looking
towards platform work in the consumer bank. I think we're going to widen that out and see if customer
experience has had them change the way they'd like to use our company. And there's a lot of technology that
we've been evaluating for quarters now and look to make an investment on when the time is right sooner
rather than later. So we're excited about that. I'm going to finish by referring to a page that we looked at not
that long ago, page 7, the unemployment rate decline and how it feels. While our loan demand might be less
than it was historically prior to the COVID period, it's very much out there, and it's a function of our dialogue
with our clients. So while overall loan demand might be beneath where we've liked it to have that 8%, 9%
organic growth, there's industry pockets that are really running hard, and they're pockets that we participate in.
So we know we'll get our share there. I'm encouraged by the stick-to-itiveness of our entrepreneurial middle
market client base and look forward to watching their recovery as I watch the strength of our company. So, at
this point, Jamie, if there's folks that have questions, we're ready to address them.

QUESTION AND ANSWER SECTION
Operator
And our first question today comes from Scott Siefers from Piper Sandler. Please go ahead with your
question.

R. Scott Siefers

Q

Analyst
Piper Jaffray, Inc.

Good afternoon, guys. Thanks for taking the question.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Sure, Scott.

R. Scott Siefers

Q

Analyst
Piper Jaffray, Inc.

Hey. I was hoping, John, that you might be able to provide a little more detail on those three credits that you
mentioned that drove the increase in nonperformers, the two senior living ones and the logo company. I'm
guessing given that there are virtually no net charge-offs, you probably haven't necessarily charged those
down, but just I'm curious for what kind of loss potential you might see if you have charged them down, kind of
where they're charged down to, et cetera?

John J. Martin
Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)
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A

Yeah. Hey, Scott. We haven't charged those names down. A little bit of background, essentially, what we had
were two specific nursing homes that were in the process of lease-up, and both of them were hit with the
coronavirus. They were a little slow to lease-up initially anyway. With the coronavirus, they experienced issues
and, as a result, really fell backwards in terms of their occupancy. There hasn't been any charge at this point.
We're in the process of getting updated appraisals, and we have laid – put in place a specific reserve.

R. Scott Siefers

Q

Analyst
Piper Jaffray, Inc.

Okay. Perfect. And did any of those – had they received any forbearance given that they were experiencing
some trouble or slowdown before COVID, were they just sort of not eligible?

John J. Martin

A

Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)

Well, they probably could have been eligible for COVID. But given the issues that they were experiencing, we
thought it best to recognize the nonaccrual status rather than try to mask it, if you will, for someone who is
potentially not going to be able to pay even without the deferral. So it was transparency more than anything,
Scott.

R. Scott Siefers

Q

Analyst
Piper Jaffray, Inc.

Okay. Perfect. All right. Thank you. And then, Mark, maybe one for you just on the cost base, really good cost
control quarter. It sounds like things might elevate a little in the 3Q. I was hoping you could maybe just provide
a little color on what would cause the upward pressure on costs in the third quarter?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Yeah, Scott. There are a couple of items that I highlighted. Just the $2.3 million of deferred salary expense,
that was all related to our PPP originations, so we won't have that deferral into the future. So that is where
$2.3 million of the increase comes from. The reversal of an accrual that we had from the termination of a
rewards program, that was in place. It was $1.6 million. And then, the contribution level and kind of the bonus,
accruals kind of offset one another and that's how that kind of moved from $60 million up to $64 million for the
third quarter.

R. Scott Siefers

Q

Analyst
Piper Jaffray, Inc.

Okay. Got it. Thank you very much. Appreciate you guys taking the questions.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Sure.

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

You're welcome.

Operator
And our next question comes from Terry McEvoy from Stephens. Please go ahead with your question.

Terry J. McEvoy
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Q

Analyst
Stephens, Inc.

Hi. Good afternoon.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Hi, Terry.

Terry J. McEvoy

Q

Analyst
Stephens, Inc.

I'm just curious on the accounting for the salary expenses that were deferred. Will that flow through expenses –
future expenses or is that netted against the yield or the fee that will come through net interest income?

Michele M. Kawiecki

A

Senior Vice President & Finance Director
First Merchants Corp. (Indiana)

Terry, this is Michele. That actually will come through the salaries line and so we deferred a total of $2.5 million
that will be amortized over 24 months. So you could expect to see an impact of about $300,000, $320,000
each quarter coming through salaries expense.

Terry J. McEvoy

Q

Analyst
Stephens, Inc.

And then – thank you for that – a question for Mark. Thanks for pointing out that there's 6 basis points impact
to the margin from PPP and running through some of the repricing opportunities on the CD side. What are
your thoughts on the core margin, call it, in the third quarter? Will there continue to be some incremental asset
yield pressure and do you see that coming down?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

No, we think we'll have some incremental asset yield pressure. So, I would expect to see a modest reduction
in loan yields, but we do feel like the ability to reprice the CD book and continuing to tighten our pricing on the
deposit side can offset whatever reduction we might see in the third or fourth quarter. So, we kind of – we feel
like we've hit a level that we can maintain going forward. But, you know, the way this quarter played out, there
was a lot of volatility. And we're monitoring it, watching it closely and managing it as well as we can.

Terry J. McEvoy

Q

Analyst
Stephens, Inc.

Thanks. And then maybe a question...

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

This is Mike. A tactic that should offer some help relative to asset yield, particularly with the LIBOR decline that
Mark covered earlier in his comments is the implementation of LIBOR floor that we've put in place, probably
90 days ago, but we didn't have the ability nor the appetite to just unilaterally deploy it against all of our LIBORbased loans, but are deploying it in every new loan situation or rewrite situation to include the majority of the
modifications that John's team evaluates. So, with the floor that we have in place over the book of business
that's LIBOR-based, I think it's going to provide a nice net, if you will, beneath the erosion on loan yield.

Mark K. Hardwick
Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)
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A

And maybe to – that's a good explanation. I think the key is that those floors weren't in place as rates declined.
Now that we're at a lower-rate environment, every chance we have to renew a loan we're putting new floors on
the books, so.

Terry J. McEvoy

Q

Analyst
Stephens, Inc.

Thanks for that. And then just a quick last one for John. Any of the four nonperforming loans or nonaccrual
loans and then the 90 days past due, any of them connected to the sponsor finance portfolio?

John J. Martin

A

Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)

The fashion, the logo where – name was connected to the sponsor book. Yes.

Terry J. McEvoy

Q

Analyst
Stephens, Inc.

Okay. Thanks, everyone.

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Thanks, Terry.

Operator
And our next question comes from Damon DelMonte from KBW. Please go ahead with your question.

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Hey. Good afternoon, guys. How is it going today?

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Good, well, Damon.

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Great. So just to kind of circle back on the margin outlook. Mark, where would you put the core margin at this
quarter when you take out the fair value accretion that was recorded?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Yeah. So if you go to the slide 15, the reported margin was 3.19%. You back out 12 basis points for fair value,
gets you to 3.07%. And then you can add back 6 basis points related to PPP to get to the core. So you're at
3.13% on a core basis ex-PPP and fair value.

Damon P. DelMonte
Analyst
Keefe, Bruyette & Woods, Inc.
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Q

Got it. Okay. And then the fair value the first two quarters of this year were around $3.5 million or so. Do you
expect that to start to trail off in the back half of the year?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

That feels like a pretty stable number based on how much we still have outstanding. And so as we're building
our models through the rest of 2020 and even into 2021, that's a pretty stable number.

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Okay. And could you just repeat again how much in the way of CDs you have repricing again throughout the
second half of the year?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Yeah. We have $900 million that we should pick up about 140 basis points of savings as those were priced
through the remainder of the year. They're...

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Okay. Great.

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

...currently on the books at an average rate of 1.77%.

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Got it. Okay. And then the last question, as you guys clearly pointed out pretty healthy provisioning and reserve
building the first half of the year, how do we kind of think about that as we go through the second half? You
think you kind of retreat a little bit from that $20 million quarterly level or do you think that given what you're
seeing across your footprint, it's going to be prudent to keep that level up there?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

John, I know is looking at his materials, getting ready to answer. I know that the current quarter's $21.9 million
was really an 80-day assessment of where we are under the incurred loss model that obviously plays into it.
And then we do a really deep environmental scan. So, it's kind of pulled together as you might guess towards
the back end of the quarter. And I'm not going to predict anything. We're going to do the exact same thing.
We're going to look at our incurred losses through the first 70, 75 days of the quarter and kind of assess
where we are, and look at John's team for what else we might see. John, you have any addition to that?

John J. Martin

A

Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)

Yeah. No. As long as the asset quality holds up and continues, it should be consistent with what we've seen in
the past and on any individual name that those will be added as specific as necessary.

Mark K. Hardwick
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A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

We think that the work that Michele covered earlier and there's a lot of moving parts with the PPP and such.
But when you get to a number as she called out that can be pro forma'd into the future, hold CECL to a number
that starts with a 2 that we think that that's a healthy level and yet economy has not done surprising us. We're
going to keep a close eye on it.

Damon P. DelMonte

Q

Analyst
Keefe, Bruyette & Woods, Inc.

Okay. Very good color. Thank you very much, guys. Have a great rest of the day.

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Thanks, Damon.

Operator
Our next question comes from Daniel Tamayo from Raymond James. Please go ahead with your question.

Daniel Tamayo

Q

Analyst
Raymond James & Associates, Inc.

Hi. Good afternoon. So just at the end of your comments, Mike, you mentioned that some industries are
running hard and you might see some season growth there on the balance sheet. Wondering if you could go
into a little bit more detail which industries you're referring to.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Sure. It's a little bit anecdotal, and John might have some answers, but it's kind of an inside/outside thing.
Anything that participates outside as we're watching commercial companies that are serving outside
activities, they have more backlog and more need for employees than they can find to meet the demands. I'm
talking about trailers, RVs, camps – campers, tractor suppliers, people who are spending money on their
homes, so pool installers, home contractors, painters, roofers...

John J. Martin

A

Chief Credit Officer & Executive Vice President
First Merchants Corp. (Indiana)

Construction.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

...construction, maybe not so much new construction, certainly not office construction, but yeah, building out
heretofore announced construction projects are swamped, drive to the office in the morning as we've been
doing. I eyeball my way through who's parked on the side of the road, and then in direct contact with our
clients, the ones that are really just trying to cajole their workers back into the workforce. So there's some real
points of strength, and they've been even kind of growing as the months have turned from May into June into
July. So there's reason for optimism, and yet, at the same time, we still got, on balance, 12% unemployment.
So there's people that haven't seen fit to call everybody back yet, but reasons to be optimistic.

Daniel Tamayo
Analyst
Raymond James & Associates, Inc.
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Q

Yeah. That's good color. Thank you. And from a similar side looking at the, I guess breaking out the portfolios,
but from a geographic standpoint you gave some good information on some economic metrics by state but
wondering what you're seeing in your different markets if you're seeing any kind of divergence between the
Indi market and others or how you're thinking about that start to play out as we see states kind of operate
differently and markets operate differently as we come out of this – hopefully come out of this recession?

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Yeah. I think it's somewhat even. Mike Stewart lives that on a daily basis but I know that there is a parallel. I
think I heard it in your question with the, you want to call it, aggression that any particular governor chose to
deploy relative to their unique reopening. I would say of the four states we do business in, Michigan has
probably been the slowest to approach normalcy if you want to call it that. And so, I think our backlog there
might be a little bit light and in addition to which the Monroe franchise is newest into our company and
probably has undertaken the most change and yet it's got awesome upside. Ohio and Indiana really kind of
threw out, doing relatively well and so that's where I see the majority of the backlog that's beginning to
replenish itself.

Daniel Tamayo

Q

Analyst
Raymond James & Associates, Inc.

Thank you very much. Appreciate it. That's all I have.

Operator
And our next question comes from Brian Martin from Janney Montgomery. Please go ahead with your
question.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Hey, guys. Thanks for taking the question.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Sure, Brian.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Hey. Just two for me, Mark. I appreciate the color on the expenses next quarter. Just any thoughts on whether
you guys have any initiatives in place, expense initiatives looking out now that we've kind of entered this
period of the pandemic? As you look at branches and whatnot going forward, anything like that on the horizon
you're anticipating?

Mark K. Hardwick

A

Executive Vice President, Chief Financial Officer & Chief Operating Officer
First Merchants Corp. (Indiana)

Yeah. I think every department of our company is looking closely at expense levels and trying to identify ways
to, in some cases, take advantage of new operating environment like in the case of retail or just looking for
ways to be more effective and efficient. So as we are moving our way into planning for 2021, which really
starts in earnest here in about another month, we have teams across the company that are already putting
together their tactics and their recommendations, some based on how they view they could improve the
efficiency and performance of the company and some based on the direction that executive management has
given them. So we think we have opportunities to continue to create efficiency from end to end, from the
customer all the way through the back office and we're going to have to look really closely at them, as we work
our way through this 2020 budget season – or the rest of 2024 or 2021 plan.
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Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Brian, it's Mike Rechin. Just going to add to Mark's thoughts, as you watched, we have looked at our retail and
banking center optimization over the years, that will continue. We think it's a tiny bit early to draw transaction
counts, which really dove low in the March/April time period while not give a full chance to see how that's
getting used, but it's clearly front and center for what we look at. We've also, in 2019, made a technology
investment that allows us to see Fintech companies that have really strong innovation around the back office
of a bank. So while consumer optimization is a tool we've used in the past and we'll continue to, we think
there's even more upside for some of the operational areas of the bank.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Got that. No, I appreciate the color. And maybe just one other one which was just, as it relates to the fee
income, a couple areas it really took a little bit a turn for the, I guess, the worst this quarter is the service
charges and the derivatives. Just in general, some of those – the timing of when you might expect at least on
the service charge to respond – pick back up, Mark? I thought you said that they might start to begin to pick
up. I guess maybe I just missed that. If you could go back on your comments?

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Yeah. Mark is looking for a note, I think, as we did see a nice lift in June relative to the earlier part of the
quarter. But clearly, our consumer banking leadership wanted to make full offering to our consumer customers
of the CARES Act features about protecting folks through the time. So all of those numbered overdrafts and
any other fees were really held back or eliminated for a certain period of time. So that ought to have a natural
lift to it. The derivative – the hedge that you talk about kind of speaks to my comment, Brian, about loan
volume being a little bit down because those are origination fees around commercial borrowers locking in
rates. And so you can see the number clearly didn't go to zero. It had been on a really steady ascent based on
the interest rate environment. I've already seen a little bit of volume pick up there. So that will be a live item for
us. I fully expected it based on the hunker down approach that many of our customers had trying to get
through. If you're using PPP, you're trying to keep employees, not necessarily originate new loans. So yeah,
down. And Mark made the comment about the other customer-driven fee activity in the wealth business. The
wealth business fee generation was one month in arrears, and so the figures shared with you in the wealth
business would capture the March, April, May, 90-day time period which really bore the biggest brunt of the
market declines and so I think we are probably 4% or 5% lower in fees out of that business than we either
would have been. And so starting with June into July, we'll see where the market goes but it had a little bit
more life to it.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Yeah. Okay. I appreciate that color. And maybe just one – just a modeling question. I think – do you have, I
don't know, Michele or Mark, average balance of PPP in the quarter or just in the dollars of contribution in the
quarter?

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Yeah. But we will be able to pick that up quickly here. I see some keyboarding, Brian.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Okay. If not, I can follow-up.

Michael C. Rechin
President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)
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A

Yeah. We'll send you an email with the $883 million as the period end.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Yeah.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

You have it, Michele?

Michele M. Kawiecki

A

Senior Vice President & Finance Director
First Merchants Corp. (Indiana)

Yeah, I do actually. Brian, it's $703 million with the average balance for the quarter.

Brian Joseph Martin

Q

Analyst
Janney Capital Markets

Okay. Okay. back into the yield. You gave the other piece, so. Okay. Thank you so much.

Michele M. Kawiecki

A

Senior Vice President & Finance Director
First Merchants Corp. (Indiana)

You're welcome.

Michael C. Rechin

A

President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

You're welcome, Brian.

Operator
And ladies and gentlemen, at this time, I'm showing no additional questions. I'd like to turn the conference call
back over to management for any closing remarks.

Michael C. Rechin
President, Chief Executive Officer & Director
First Merchants Corp. (Indiana)

Thanks, Jamie. I have none. I appreciate the questions. I know it is a longer call than normal. We were trying
not only to make sure we know about the business but kind of having some intuition for what allows folks to get
the best feel for how First Merchants is doing through this period of time. We look forward to your continued
interest. If you have any follow-up questions from here we weren't able to get to, I'd ask you to give us a call.
We'll see if we can provide that. Appreciate your interest. Talk to you soon.

Operator
Ladies and gentlemen, that does conclude today's conference call. We do thank you for your attending. You
may now disconnect your lines.
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MANAGEMENT DISCUSSION SECTION
Operator
Good morning. My name is Erica, and I will be your conference operator today. At this time, I would like to
welcome everyone to the Alaska Air Group Second Quarter Earnings Release Conference Call. Today's call
is being recorded and will be available for future playback at alaskaair.com. All lines have been placed on
mute to prevent any background noise. After the speakers' remarks, there will be a question-and-answer
session for analysts. Thank you. I would now like to turn the call over to Alaska Air Group's Director-Investor
Relations, Emily Halverson.

Emily Halverson
Director-Investor Relations
Alaska Air Group, Inc.

Thank you, Erica. Good morning, and thank you for joining us for our second quarter 2020 earnings call. On
today's call, you'll hear updates from Brad, Ben, and Shane. Several other members of our management team
are also on the line to answer your questions during the Q&A portion of the call. The global health and
economic crises continue to significantly impact our business and outlook. This morning, Alaska Air Group
reported a second quarter GAAP net loss of $214 million. Excluding special items and mark-to-market
adjustments, Air Group reported an adjusted net loss of $439 million. Special items this quarter include
approximately $69 million of lease return charges that were triggered as a result of certain aircraft being
permanently parked and a $362 million benefit related to the CARES Act's payroll support program wage
offset. As a reminder, our comments today will include forward-looking statements regarding future
performance which may differ materially from our actual results. Information on risk factors that could affect our
business can be found in our SEC filings. On today's call, we'll refer to certain non-GAAP financial measures,
such as adjusted earnings and unit costs excluding fuel. And as usual, we've provided a reconciliation
between the most directly comparable GAAP and non-GAAP measures in today's earnings release. And
now, I'll turn it over to Brad for his opening remarks.

Bradley D. Tilden
Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.
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Thanks, Emily and good morning everybody. As you all know, we're now nearly five months into the deepest
and most uncertain downturn in aviation history. While we've weathered many crises before, this global health
pandemic and economic devastation are unlike any of the industry has faced before. Here in Alaska, we're
focused on two priorities. First, keeping our employees and guests healthy and safe and second, ensuring our
airline is here to support and serve them in the future. I'm very confident that we're taking the right steps to get
us through the crisis and to ensure our long-term success. In the second quarter, our leaders and frontline
employees took dramatic action to reduce our capacity to, significantly, lower our cost trajectory, to fortify our
liquidity, and to moderate our cash burn rate. The men and women of Alaska and Horizon have always been
at their best in the face of adversity, and this could not be more true today. Here are a few examples of their
efforts. Our health and safety team led by Max Tidwell have led the charge in ensuring the health and safety of
our guests. They've partnered with infectious disease experts from the University of Washington and other
medical advisors to add layers of safety throughout the travel journey that build our guest confidence in flying.
Then we'll touch on these measures in a moment and many of these are also highlighted in our press release.
Our crews and frontline workers have continued to provide our guests with remarkable care. Scaling down our
operation, revising schedules and changing policies have introduced a great deal of change and complexity
to our operation. Our people have handled this complexity with poise and grace, educating our guests about
the in-airport and onboard policy changes and providing them the best and safest experience possible. In the
back office, our alliance teams and many others have continued to lay important groundwork for our future by
moving our partnerships with American and oneworld forward. We're pleased to announce that we've
received our formal invitation to join the oneworld alliance, and we've challenged our teams to accelerate their
behind-the-scenes efforts to push for our entrance by the end of the year. This is admittedly an aggressive
goal. And our finance and legal teams have worked with dedication to preserve and enhance our financial
strength. In July, the team secured new EETC debt financing of nearly $1.2 billion, increasing our already
strong liquidity position to $3.7 billion today. We enter this crisis with a strong balance sheet and this liquidity
infusion gives us even more staying power. As Emily mentioned, we reported the second quarter adjusted net
loss of $439 million, which excludes the benefit of CARES Act payroll support program. These results came
while flying at capacity levels that were 75% below the prior year. This is a sobering loss. It's the largest
quarterly loss in our history and it's obviously not a sustainable result. Our total revenues were down 82% for
the quarter. And as bad as this number is, we believe it will be significantly better than the industry which is a
testament to our route structure and our low fares. Our adjusted operating expenses were down 47% for the
quarter and excluding PSP wage offsets, our wages and related costs were down 20%. In the second quarter,
we were among the fastest in the industry to bring our cash burn rate down. During the month of June, our
absolute cash burn rate of $4 million per day was best in the industry on a size-adjusted basis. We expect our
July cash burn rates to be up in part due to slowing ticket sales. We're fully focused on getting our cash burn
rate to zero. As you know, it's our goal to reach this objective by year end and achieving this goal will require
two things. One, it will require us to do everything possible to manage costs and to help our customers know
that they are safe flying with us. And two, it will require a more positive national backdrop with respect to the
virus. The news of late has been negative with cases up, return-to-office schedule delayed, quarantines
extended and schools announcing remote learning for the fall. We take great pride in controlling everything
that is within our control. We will continue to do this, and I am very confident that Alaska will reach cash
breakeven at or near the front of the path with respect to our airline competitors. Once we get beyond cash
breakeven, we have confidence that our low fare, low cost structure and our strong network footprint will
continue to be a source of strength, but a reality we likely face is that a recovery to 2019 levels will take at
least two years. Flexibility is essential in this environment. But given what we know today, we are planning for
a business to be smaller for the foreseeable future. Ben will share more details in a moment. But our current
plans are to be 35% smaller than last year in October and then building gradually to 20% smaller than 2019
levels by the summer of 2021. We've made some difficult changes to reduce management positions, and
we're working on programs now for our frontline employees. We've made significant progress already, and I'm
optimistic that we'll continue to reduce the number of furloughs required through early-out programs, leaves of
absence and incentive lines. Ben and Shane will talk more about these in a moment. To be clear, our
employees did nothing to cause or contribute to the economic environment that has led us to make these
challenging decisions. And they've given everything they've got to push Alaska and Horizon forward. These
two facts make these decisions incredibly difficult. We look forward to a day when we return to growing our
airline. For today, we're focused on structuring our organization for our current reality, and this means adjusting
our fleet size and our employee base. While this is a necessary step, I know that everyone here had the
resolve to set a strong new foundation from which we can and will build our airline back to the size and growth
trajectory we had prior to the crisis. Before I pass this over to Ben, I want to recognize the heavy weight that
many people in our country, including many of our employees, are carrying in these trying times. On top of this
tragedy of the coronavirus, our nation is grappling with longstanding and deeply-rooted racial injustice. We all
have a responsibility to do better. And I want the black employees at Alaska and Horizon to know that this is a
responsibility that those of us in leadership embrace. We stand for helping one another and we stand for
being good to one another. We are committed to listen, to learn, and to do everything we can, to affect
positive and lasting changes in our company, in our communities, and in our country. With that, I'll turn this over
to Ben.

Benito Minicucci
President-Alaska Airlines & Director
Alaska Air Group, Inc.
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Thanks, Brad and good morning everyone. Since this crisis began, our leadership team has been focused on
creating plans for whatever scenario we may encounter to candidly communicate those plans with our people
and then to execute to the best of our abilities. Before updating you on how we're doing that, I'd like to provide
some context for what we're seeing in the current environment. By several measures, it is clear that the low
point in this downcycle was in April, and we have now begun the slow, likely uneven, climb to recovery. April
load factors were 16% as passenger counts had bottomed early in the month at only 4% of normal levels.
Flight searches and new bookings hit a low point the following week, demonstrating confidence in future travel
was also eroding. Load factors then improved to 52% for June due to both returning passenger demand and
actions we took to rightsize our capacity. Passenger counts increased to an average of 30,000 per day or
20% of normal and flight searches at alaskaair.com rebounded to better than 50% of normal. These
developments came as markets along the West Coast and the Southwest, including Texas, Phoenix, and Las
Vegas moved to reopen and people's confidence in flying grew, driving leisure demand back to approximately
50% of normal levels. We expect July load factors to show further improvement to approximately 55% on a
sequential 5-point increase in capacity from June. But, as Brad mentioned, we've seen some of these upward
trends stall more recently as many of the geographies, where we fly, have experienced an increase in case
levels which caused many of the local reopening plans. Demand is not something we can fully control, but we
are doing our best to earn guests' confidence and create the right environment for an eventual strong return in
demand. Today, we recognize that customers have fallen to one of three buckets: those who will travel; those
who might travel; and those who won't travel. By delivering best-in-class health and safety policies and clear
communications, we're connecting with those who will and those who might, providing them confidence that
flying is safe. Even those who won't travel today have the potential to say they might travel tomorrow, and we
believe we must be earning their trust as well. Sangita Woerner's team has done a fantastic job of
implementing the program we call Next-Level Care, offering layers of safety to every single stage of travel and
helping our guests build confidence for flying. Our safety measures include making the pre-flight experience
as contactless as possible and adding a health agreement during check-in, requiring masks for both guests
and employees and empowering our crews to enforce the policy with the ability to issue a formal warning to
any guest who refuses to do so; using the latest air filtration technology and hospital-grade filters to remove
particulates and fully recycle air in the cabin every two to three minutes; exceeding CDC cleaning guidelines
and using high-grade disinfectants to reduce the risk of transmissions on board; and keeping middle seats
open through September 30, preserving our guests' ability to create personal distance while flying. In our
Alaska Listens survey, we've surveyed thousands of guests and what they care most about are consistent
mask policies, the blocking of middle seats and clean airplanes. 80% of those surveyed also reported that our
next-level care measures are working and they feel strongly that we created a healthy and safe environment
for flying. Alaska is also a strong advocate for temperature screening and we are actively lobbying for
screening to be implemented at airports by TSA. Collectively, we believe these actions we're taking will lay
the groundwork for guests to confidently return to flying when they are ready. Shifting now to our longer-term
plans, we are committed to doing whatever is necessary to improve our competitive position and set the
stage for future growth. Our top financial priority remains improving our cash burn rate and progressing
towards our goal to achieve cash breakeven by year end. To put this in context, I'll share some of our planning
assumptions. When we spoke with you last quarter, we knew very little about the crisis we are in today. The
future is still largely uncertain and volatile, but the second quarter provided some key insights that helped
refine our thinking. Today, we are planning for Q3 capacity being down by approximately 50% and Q4 will be
down by approximately 35%. At these capacity levels, we are also making a planning assumption that cash
bookings will recover to 40% to 60% of normal by December. This is not guidance but demonstrates the
parameters that we are operating within as we work to restructure our company. We believe these are
reasonable planning assumptions for a few reasons. First, in June, we saw that traveler confidence and
psychological safety are strongly connected. As destinations move to reopen and health concerns began to
subside, leisure demand returned quickly. This tells us that the desire to travel is there just below the surface.
Unlocking this potential requires ongoing societal progress and cooperation through behaviors like mask
wearing, better, faster and more reliable testing methods, and improved treatments like a vaccine. We believe
this progress will be made even if slowly. Together these factors would support continued leisure recovery.
Second, we're in the midst of the biggest demand contraction in the history of our industry. As we all know,
there are far too many seats flying today for the demand that currently exists. Adding capacity back in a
disciplined manner is important for the health of the industry and is critical to our company's cash breakeven
goals. Planning for a business that will be 35% smaller in the fourth quarter has implications for our operation
and for our people. We have been clear with our employees that no one has a crystal ball to the post-COVID
environment and we will adjust course on capacity if our assumptions don't materialize. Whatever demand
and revenue scenario we face, maintaining the strong liquidity position we have built is paramount and our
goal to achieve cash burn breakeven is a primary factor in the scenario plans we're putting together. Shane
will share those details in a moment. A strong showing from teams across the organization in the second
quarter gives me confidence that we are prepared to manage the change and challenges we're facing. I am
so grateful for our dedicated and talented people, and I know we will emerge from this crisis stronger than we
came in. With that, I will pass it to Shane.

Shane R. Tackett
Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.
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Thanks, Ben, and hi, everyone. Last quarter, we spoke to you about the factors we were focused on as we
were beginning to manage Alaska through the initial shock of the COVID-19 crisis, including building our
liquidity and aggressively managing our cost profile to preserve cash. Today, I'll provide an update on both
areas as well as share initial thoughts on restructuring Alaska for the future. On the liquidity front, we began
2020 with $1.5 billion in cash and marketable securities. Since March, we have added over $3 billion to that
liquidity from a $400 million draw on existing credit lines, $425 million from a one-year loan in March, $163
million in new financing secured by aircraft, approximately $1 billion in payroll support via the CARES Act, and
in July, we added $1.2 billion of cash through a EETC transaction. Accumulating this level of liquidity in about
90 days' time is a superb achievement with credit due to our teams in treasury, finance, and legal. The EETC
is a new addition to our capital structure, and the team was superb in telling Alaska's story, attracting new
investors and closing the $1.2 billion raise at reasonable rates. I would add that while we moved quickly, we
also had clear objectives we applied to guide our thinking about how to initially add liquidity during this crisis
which were, one, retaining strategic and financial flexibility; two, achieving a low cost of financing; three,
maximizing cash yield from our collateral; and four, avoiding dilution of our equity base. Our current financing
mix nicely balances these objectives and leaves room for us to take further action if we need to. Today, we
have $3.7 billion of cash on hand. We have $1.1 billion of unencumbered aircraft and non-aircraft collateral.
And we also have our Mileage Plan assets available to use as collateral for future financing. In the immediate
term, given the uncertainty going forward, we do intend to continue to evaluate and pursue smart ways to add
liquidity. We are in ongoing discussions with the United States Treasury for participation in the CARES Act
loan program which could provide an additional $1.1 billion in financing, utilizing our Mileage Plan assets as
collateral. In July, we signed a non-binding LOI with Treasury and anticipate final terms would be reached over
the next eight weeks. In parallel to the ongoing discussions with Treasury, we are evaluating other avenues of
collateralized Mileage Plan and other assets as well. In addition to raising capital, the most important goal we
have is to aggressively manage our cash burn rate. As mentioned, we do believe we were successful this
past quarter in managing cash burn-down at the quickest rate in the industry. This progress is a testament to
Alaska's low-cost culture and the commitment of employees throughout our organization. In fact, in the second
quarter our adjusted operating expense has reduced by 47% on 75% less capacity. We typically view our cost
as 40% variable in the near term. So to achieve a 47% reduction is a good result. Regarding the cash burn
rate, ours declined from over $400 million per month run rate exiting March to $120 million in June. As a
reminder, we define cash burn as all operating cash receipts or cash that will turn into revenue plus investment
earnings, offset by all-cash expenditures including debt service and CapEx. We exclude financing raises or
payroll support funding from this metric. The improvement between March and June was driven by improved
bookings with stabilized cancellations, payroll savings of $45 million through the use of voluntary leaves,
reducing management schedules and fluxing crews down to contractual minimums, variable cost removal on
reduced capacity and the immediate suspension of discretionary and reduction of overhead spend. July's
cash burn, however, will be higher than June's, driven by the slowing of forward ticket sales and the variable
costs of incremental flying in the month. As Ben mentioned, our planning assumption today is for capacity to
be down 35% in Q4 and we are planning for cash booking scenarios of down 40% to down 60%. I want to
expand on what that will mean for our cash burn goals, our people and our cost structure. To achieve cash
breakeven by year-end while operating at levels 35% below 2019, we must reduce the size of our workforce.
Today, we have approximately 23,000 employees and we would likely need as many as 7,000 fewer active in
the fourth quarter. Our goal is to mitigate to the greatest degree possible involuntary furloughs. As of today,
over 30% of our employees are on voluntary leaves of absence, and we will continue to offer that program for
the remainder of the year. In July, we initiated early-out programs for all of our frontline workers and offered
incentive leaves to pilots. While we will need to send out WARN notices on August 1 to potentially impacted
employees, these mitigation efforts will reduce the number of involuntary furloughs that we expect to face in
the future. Also, we have made the decision to reduce our management positions by 300 or 15% effective
October 1. These are in addition to prior reductions of about 200 over the past couple of years. It goes without
saying these decisions have regrettable and meaningful impacts on employees who invested their careers
here. While extraordinarily difficult, these actions are necessary given the realities of our business going
forward. Beyond these immediate decisions impacting our payroll, we are also finalizing our plans to repair
our cost structure and to ensure our ability to reach cash breakeven even in a severely depressed revenue
environment. It is our intent to ultimately return Alaska to pre-COVID CASMex levels even if we are a smaller
company on a sustained basis. To begin that effort, we are targeting to achieve structural cost reductions that
would hit a $250 million savings run rate exiting the year. We'll have more to say on future calls on specifics of
our restructuring plan. As we turn to questions, I would close by saying that while all of this is easy to read off
of my script, the truth is these things are very hard to do because they impact people. We are truly drawing
lessons from our past. We're tough, but balanced decisions were made by those management teams, which
then put Alaska on a course to achieve all it has the past 15 years. And that mindset hasn't changed. We have
to run a good business in order to have the future we want for our people. And with that, let's go to your
questions.

QUESTION AND ANSWER SECTION
Operator
Our first question comes from the line of Joseph DeNardi with Stifel.
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Hey. Good morning. Maybe Shane or Ben, can you just talk about maybe some of the conversations you're
having with your corporate customers? You talked about maybe kind of the three bucket of your customers
and can you maybe speak to kind of the confidence you have at maybe the pace at which corporate returns
and maybe how much does not return? And I know it's a difficult question, but maybe just kind of the
framework you're using to approach that. Thank you.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Joe. I'm going to let Andrew. Andrew's been doing some work on that. So, Andrew, can you provide
some color?

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Joe, thanks for your question. Yeah, we're obviously talking to about corporate customers weekly. We're
seeing what, I believe, the whole industry is seeing is that the corporate travel is massively down, over 90%. A
big part of what the corporate accounts are dealing with is this concept of duty of care. And so, with the
extension of closing of office spaces, right now, we're not really seeing any door ring in the business demand.
And so as Shane has been discussing, we're just going to be structuring our business in a way for a more
prolonged comeback of business. That said, we've always excelled on the leisure side and that we continue
to expect to occur.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

And then, Shane, just on the loyalty program, if you use it as collateral for the loan package from Treasury, how
much additional, I guess, financing capacity do you think exists against that? Thank you.

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah. Thanks, Joe. I appreciate the question. So, as you know, and I think this is one issue we are running into
with the CARES loan program with Treasury. They are capped in how much that they can actually allow us to
finance with that program and we believe that they're capped at a rate that's well below the total value of
Mileage Plan. And so, it was our intent to pursue getting additional financing out in the public markets.
Recently, we've been presented with terms that would limit our ability to do that. And that wasn't something we
expected to be part of the terms with Treasury 45 days ago. So we are still processing that, working with
Treasury in making sure that they understand that we think our ability to get full value for Mileage Plan from
multiple sources partly from them and partly from public markets is, in fact, in everybody's best interest. So
we're working through that. I think what we showed last time, we kind of gave you guys the road to map that
suggested our value – the Mileage Plan value was a little over $5 billion. And you can sort of apply your best
guess on LTVs or how much we could get from it. But the government is capped at $1.1 billion and we think
we can raise much more on the $5 billion or more base value that we have.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Got it. Helpful. Thank you.

Bradley D. Tilden
Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Joe.
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A

Operator
Your next question is from Savi Syth with Raymond James.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Hey. Good morning. Appreciate all the color on the cash burn and everything. I was kind of curious, so does
this $250 million structural program, I realize it's a stretch goal. But does that get you to cash breakeven today
if things did not improve the way you're thinking about it?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah. Thanks, Savi. I would – a little bit – they're totally connected and I want to make sure that everybody is
clear. It's really a run rate. It's an exit rate that would annualize at $250 million. So it's not necessarily structural
reduction of $250 million between now and the end of the year. It's definitely going to be part of the formula
that gets us to cash breakeven. I think even on the 40% to 60% revenue scenario, we would have to do this to
get there. But beyond that, obviously, cash breakeven is a waypoint on our way back to some level of
profitability and paying back our debt and growing again. And there's no doubt in our mind that we will have to
be very aggressive on restructuring the company to ultimately get back into a growth trajectory and to pay
down this debt that we've taken on.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

That's helpful. And then if I might follow up on the revenue answer and commentary. So I'm just trying to
understand as you think through the kind of the projection here, the September average is it kind of fair to
assume that September doesn't do as well as August on a year-over-year revenue basis because it
historically relies more on business passengers? Or are you kind of based on kind of the build you're seeing
in leisure, et cetera, is that not a fair assumption?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yes, Savi, I'll – and I don't know if Andrew wants to add color. I think it's a fair assumption that September
would be worse than August based on what we're seeing today. I don't know that I would sort of say that those
are the drivers. But as Andrew mentioned, we don't expect business travel to be back at any time soon,
certainly not by September. I think we would have hoped and expected that had the country not had to sort of
go back into a shutdown mode that we would be seeing incremental gains sequentially through the quarter,
and that just doesn't look like it's going to happen right now. And that's kind of what Brad and Ben both
touched on in the script.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Yes, Savi. It's Brad. I think there's normally maybe – there is business seasonality which would help most
Septembers, but September is still – the weather is still good, kids are going back to school. I really think what
we're seeing is what all airlines are seeing is the newsfeed has just changed, the coronavirus has spiked.
Quarantines are moving from July 1 to August 1 to September 1, they could go longer. Employers are
announcing basically that they don't want their people traveling and that return to office schedules are being
delayed, schools, in a lot of our geographies – that's the driver. And we've seen it. We were on a – we tried to
say this in the prepared remarks, but we were in – sometimes you see this stuff more clearly in retrospect, but
we were on a really nice clip through the July 4th weekend in terms of – it seemed like every day there was a
thousand customers more than the previous day. But as the narrative changed and as the headlines changed,
I do think every airline has seen softness in bookings for future travel, and that's the thing that's making us
nervous about August and September. I do want to – while we're on it, I do want to say that we're committed to
managing our schedule responsibly and we're committed to doing everything we can to get to cash burn of
zero at or near the front of the pack of the industry. So, I'm not – we're not giving this industry commentary as
an out or anything like that. We're going to manage what we can control as good as anybody out there I
believe. But I just do think folks should know that the environment is – and I think you know this already. The
environment is quite a bit different than it was 30 days ago.
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Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Makes sense. Appreciate that. Thank you.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Yeah.

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Thanks, Savi.

Operator
Your next question is from Hunter Keay with Wolfe Research.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Hey, good morning.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Hi, Hunter.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

So I think you're secure enough for me to ask you this question. Obviously, COVID as a opportunity to make a
lot of changes that can't be made when times are good. So what are two or three things that you think
Southwest Airlines does really well that you think you can mimic for yourselves?

Benito Minicucci

A

President-Alaska Airlines & Director
Alaska Air Group, Inc.

Well, Hunter, it's Ben. I think right off the bat, I think our company respects Southwest tremendously. They're a
great company and they're led by fantastic people. I think when you look at Southwest, I think their success lies
on a core of having a low-cost structure. And that is something, as you know, we focused on our whole – at
least, my whole career here and Brad's whole career. So, a low cost matters in good times or in bad times.
So I think if there's one thing that we've always admired about Southwest and we'll continue to emulate is that
a strong balance sheet Shane said it is up. The less cash we burn the less we need to pay off, and we get out
of this. So we need to get through this crisis, get to cash breakeven and start paying down this debt and get
back to a trajectory of growth. And then just having enough dry powder to take advantage of opportunities and
that's why we've seen Southwest just fantastic growth and we have the same mindset. So, there are a lot of
great things about them that we've admired and we'll continue to do so. Brad, I don't know if you want to
answer.

Bradley D. Tilden
Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

It's good.
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A

Benito Minicucci

A

President-Alaska Airlines & Director
Alaska Air Group, Inc.

Yeah.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. And then maybe you said this, I'm sorry, Shane, if not, you said it will take two years to restore the
schedule 2019 capacity. Does that mean that it should take about two years to get to that the CASMex of
2019 or better too? Is that fair?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Hey, Hunter. Yeah. In the script, that's what Brad mentioned that we – while we don't have a crystal ball, we're
just – we're looking out and thinking it's going to be a two-year process. I don't – that I would say, we would
want to be left to that and we're not in a position to give you specific dates at this time. But I think what I said in
my script was our intent is to get pre-COVID CASMex even if we're a smaller company on a sustained basis.
And so, we're working through that. We'll have more to talk about on the next call, I'm sure, on this topic. But
no, I don't think that we're waiting to get back to pre-COVID capacity to reach our pre-COVID CASMex.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay, Shane. Thanks a lot.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Hunter.

Operator
Your next question is from Jamie Baker with JPMorgan.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Good morning. Just – first, just a quick follow-up, my line was cutting in and out. You were discussing a cap at
Treasury, maybe I misunderstood. But what specific cap were you referring to?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah. Hi, Jamie. This is Shane. They – so, they are limited in how much they can loan to each of the airlines,
right? That's – it's a $25 billion package and it's a portion based off of that capacity pre-COVID. And so they
can only loan us up to $1.1 billion to $8 billion. (0033:16) And what we were saying is we think our Mileage
Plan assets could touch more than that in total. We don't want to be limited on how much we can go do with
other parties.

Jamie N. Baker
Analyst
JPMorgan Securities LLC

Okay.
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Q

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

All right. Okay. We're good then because I thought maybe you were referring to some arbitrary cap that they
had put on what they can accept in total in terms of – from the industry on loyalty as collateral. Fine. So, I
apologize for that. Getting back to a pre-COVID ex-fuel CASM level on a smaller footprint, do you believe you
can get there without changes in wages and work rules?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

It's a good question, Jamie. I'm not going to totally speculate on that at this point. I will tell you that it will require
us to reach pre sort of peak levels of utilization and productivity which we've got to do. We were, I think, one of
the best in the industry in terms of the productivity of all of our work group's assets, airport assets, airplanes.
Because of growth congestion, integration, dual fleet, we've stepped off of those peaks recently. And one way
to get back to where we need to get back there is to reclaim those peaks. So, I totally appreciate the question
I get where you're coming from. I think it's a little premature to know exactly how we're going to go do this, but
we're going to be willing to talk about this stuff as we move forward.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Got it. And if I can sneak in a final one, I assume you're in possibly daily contact with officials in Hawaii. Do
you care to hazard a guess as to whether the modified September 1 date holds and how forward bookings
are looking beyond that date?

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Hey, Jamie. It's Andrew.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Hi, Andrew.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

We've obviously seen it extended a couple of times now.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Yeah.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

We're staying in close contact. I don't know where it's going to be, but I certainly think there is a high risk that
that may slip again. But again, we just monitor that and we take each day as it comes.
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Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Fair enough. Thank you, everybody.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Jamie.

Operator
Your next question is from Catherine O'Brien with Goldman Sachs.

Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Hey. Good morning, everyone. Thanks for the time.

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Hi, Katie.

Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Hey, guys. So on the month of June, cash burn improvement we saw through the quarter from your initial guide
back at 1Q earnings, I know you gave some color on what drove that better performance. But can you just help
us think about proportionately. How that better performance was driven between costs and better demand?
And then as a team, it seems you have quite the history of finding incremental cost saving. So, any ongoing
projects that could drive cash burn down from that $200 million figure, you've got in July out there, even
excluding a better demand backdrop? Thanks.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Katie, I might start and get Shane to talk about the cost side. But I think the big driver is our network and our
low fair proposition. If you'll actually look at our revenue line, our revenues were down 82% which I said in my
script that's a bad result for any business for any industry but it might be the best in the industry or very close to
the best in the industry. So, I think the combination of our route network, where we fly, how we fly, our fare
structures, our loyalty, that was something that served us well in the second quarter. It's something that's going
to serve us really, really well in the future. I do think, Shane, the cost side of it is a – Ben, you're talking about
that. That's a muscle that Alaska has, historically, had and relied upon and that's something we're going to –
we're going to be at the gym, making that muscle work even better for us. Maybe you can talk about that side
of things.

Shane R. Tackett
Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.
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A

Yeah. Katie, it's a great question I would go back to – it was really important that we got all the variable costs
out that we thought we should and we did, we saw, and I talked about this last quarter, on-to-one relationship
on a variable cost, which it's just good to prove. We always think we know what the variable costs are but we
were able to prove that out. There were a lot of things that we did in the immediate term that were probably
more temporary, and that's why we're starting to shift the conversation to structural cost reductions. A lot of the
stuff in this quarter was just suspension of all discretionary spending, really aggressive offering of voluntary
leaves which, as I said in the script, 30% of our folks took, which was a huge help on the payroll line. There
wasn't a lot of structural stuff that we had done in the quarter though and that's what we've got to go start to
work on. The first thing that we've done is reduce the management team size, which I mentioned in the script
as well. And we're working on that list of ideas that we've got to go execute on to get the rest of this goal that
we've got out in front of us.

Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Okay. Great. Maybe one, I don't know how this would factor into your thought process on driving the structural
cost out. But any update for us on the fleet decision to remain a two-aircraft type carrier back to single fleet.
And then how should we be thinking about lease return expenses for the rest of this year and next? Obviously,
not as big of a factor as it was pre-COVID, but definitely to think about? Thanks.

Nathaniel Joseph Wenzil Pieper

A

Senior Vice President-Fleet, Finance & Alliances
Delta Air Lines, Inc.

Hey, Katie. It's Nat Pieper. I think no question that the fleet is a healthy proportion of the structural savings that
Shane is talking about. And academically, you, kind of, can think of it this way. If you're going to keep a mixed
fleet going forward, you better leverage that to get advantages in ownership cost, better lease pricing and
using competition and also on the revenue side having different airplanes to match to the different markets.
The counter to it is on a single fleet, you better get operating efficiencies. And so as part of this structural
savings, we've got to figure that out. And as we start to narrow down the Airbus aircraft that we have, we
parked all 10 of our A319s last quarter and tow of our A320s. We've got 39 leased Airbus A320s left that
have expirations over the next three to five years, and we're starting to creatively look at ways to phase some
of those airplanes out. So, lot of leverage in that question and a big piece of achieving the structural savings
goal we want to.

Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Great. Thank you so much.

Operator
Your next question is from Helane Becker with Cowen.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Thanks very much, operator. So, hi, gentlemen. Thank you very – and Emily, thank you for your time.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Hi, Helane.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

So, can you guys codeshare with JetBlue through the American code share or just on your own?

Andrew R. Harrison
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Hey, Helane. It's Andrew here. Number one, I think we don't have a relationship with, obviously, JetBlue; and
number two, we're not in a position to go into the privity of contract details with our West Coast International
Alliance. I will say that we are very excited and very committed in discussions, and you've seen the recent
term, oneworld invitation. But both American and Alaska, I think, are really well-positioned to grow our
presence and strength off the West Coast both on the corporate side, the leisure side, and we spent lot of
months putting together a very compelling alliance on the West Coast, and we're very excited to start to get
that into motion.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Yeah. People have sort of – and international is a top of mind for people today understandably, but
competitively being able to go into the marketplace when corporate travel is back and have a robust solution
that covers extraordinary domestic network but also international is important. So, we're going to push this
thing hard, so that when we have international travel again which we will, we're really well-positioned. We're
super excited. American has announced service from Seattle to Bangalore and Shanghai and London and
the oneworld offering out of Seattle and other West Coast cities is just going to be really, really strong. So
we're excited about this and we're going to push it hard.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Yeah. Thank you. I appreciate that. And then for my follow-up question is, as you think about coming out of
whatever we're in now, this COVID, this dreadful situation, and you think about winning the recovery as a
smaller airline. Do you think about – I mean, is it – does this really give you a chance to pull out of markets that
maybe didn't make sense before but that you were, sort of, flying because you'd either always flown them or
because Virgin America had been in that market and they had, kind of, always flown them? Like does this
give you a chance to be more thoughtful about where and when you fly?

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Helane, I think the answer is yes, but if you – and Ben and Andrew may have something they want to say to
this as well. But I think if you actually look at it, a lot of those changes have been made. It does give us a
chance to sort of – to rerack the route network. And as you've seen, we're taking cities through the – the way I,
sort of, think about it, Anchorage, if we say anything that we can fly to Anchorage, we do fly. You see us do that.
Seattle, we've done a lot to fortify our position. Portland, I think there's opportunities for us to solidify and grow.
We've got strongholds in the northwest in cities like Spokane and Boise and Redmond, Oregon and Missoula
and Bozeman. And there's opportunities to connect those northwest cities which have a ton of Mileage Plan
members to cities like San Jose, San Francisco, LAX, and San Diego. So we're doing some of that. And
we've done some stuff very recently out of LAX, which – I think the answer is yes. There is a chance to, sort of,
reconfigure and build the network around what we do best. But I – in terms of holding your breath for additional
things, I don't know that I would. I think a lot of those moves have been made. But Andrew, maybe you
disagree with that. I don't know what you think.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

No. I think, Brad, spot on. And I think if you look at our pulldowns and our network, in general, and even in
California, we are still in the majority in the utility of the California network, just at a significantly reduced
frequency. And as Brad mentioned, really some of the LA moves is really just a general reshaping of our
network. But I will agree with one thing in respect of all of this is that there is a re-baselining of the nation's
networks. And you have seen all carriers having to make deliberate choices about where they're going to
serve and where they're going to make adjustments. And I think that's going to play out over time and we'll
make sure that we are focusing on that as we move forward.

Helane R. Becker
Analyst
Cowen and Company LLC

That's really helpful, Brad and Andrew. Thank you very much for your help there.
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Q

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Helane.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Thanks, Helane.

Operator
Your next question is from Duane Pfennigwerth with Evercore ISI.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Hey. Thanks. Just a philosophical question maybe, given that a lot of the questions were asked, about
leverage limits at the board level. There are so many interesting questions right now about collateral and all
the things you could potentially lever up, your mileage plan, your brand, office furniture, paperclips, all of the
things you could potentially lever up. Why are there limits? Does it make sense to borrow against every last
scrap of collateral that you have right now? And if not, why not, based on the history of the organization?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Thanks, Duane. I think that it's – what's imperative for us is to weather whatever shape the downturn and sort
of choppiness of recovery is. I think even with all of the raisings we've done, we're still sub 60% debt to cap.
And if we continue to go out and get $1 billion to $2 billion of additional liquidity, we'd be under 70% or 75%
debt to cap. So we still have the balance sheet room to where – I think the question is totally valid but a little
premature because I don't think we're running up against, kind of, the limit of using, sort of, non-traditional
assets like brand and sort of other things like that to go and further solidify our liquidity. But I'll tell you, our view
is we are going to go raise the amount of cash we need to weather this and we'll manage the cost side super
aggressively. Once we get to cash breakeven, it's academic. We can sit there for as long as we need to. So
we're talking about both, but they're both paramount in our mind. There's not, I think, a limit right now in front of
us where we're saying it's too much and we're going to stop. Once we get there though, we, obviously, will
come back and share that with you guys.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Certainly, not a criticism of where you are now, but I guess drawing on the long-term history of the company,
what's the downside of being overly burdened with debt?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah. I mean, the balance obviously and we've talked about this a lot internally, very, very openly with our
employees is anything you borrow and you actually use to finance losses, you've got to pay back and you've
got to pay that back through cash flows in the future. And that steals from your ability to grow. And we don't
want to steal from our ability to grow. So we have a mindset about how much total net debt we're hoping we
come out of this with, at the end of the day. And that it's at a rate that allows us to aggressively pay it back
while still growing the company out in 2022 and beyond.

Bradley D. Tilden
Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.
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A

So, we want to borrow. We just don't want to use the money. So like, one mental model we have is have the
finance team hard at work borrowing, I don't know if it's as much as we can, but borrowing, really shoring up
our liquidity, and then, hopefully, things get better and we start paying that money off. That's kind of the mental
model that I see for the finance team. It's do everything we have to do to ensure our, sort of, staying power, but
then, hopefully, at some point, we'll have a vaccine, things will be better. And as soon as we get there, we start
reducing those debt balances.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Okay. Appreciate the thoughts.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Duane.

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Thanks, Duane.

Operator
Your next question is from Mike Linenberg with Deutsche Bank.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Hey. Good morning, everyone. Just two here, and Brad, your initial comment and you followed up with about
the testament, your cash burn being where it is, probably, best among the industry. Appropriately so, you
mentioned it being a testament to your route structure and low fares. And then Andrew, I know on Helane's
question you, sort of, touched on some of the changes you're making to the network. But when we, sort of,
look at the changes that you have made and have announced, you've probably made more changes to your
network really in the last three to six months than I would say the competition. I'm just curious how much of it
was a function of responding to COVID-19 and maybe moving aircraft out of business markets and putting
them more into leisure-oriented markets, or how much of this was maybe a function of the American
agreement back in February, where you want to reposition airplanes, so that maybe you have better
connectivity across both networks. Or, maybe it's a little bit of both. I'm just curious about sort of the thinking
and what's driving the change to the network?

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Hey, Mike. I mean, just at the highest level summary, I think the most significant changes, I think you're referring
to are really boiled down into serving secondary Pacific Northwest markets from California. I mean, if you look
at the vast majority of the changes in numbers at a high level, that's what they would be and I think these are
markets where we are strong. We've got good regional aircraft right now. PDUs make sense for us and that
was sort of part of a strategy shift. And as we got into this, it's still made sense to do those. I think some of the
other changes you've seen are just re-tweaking and looking at, for instance. LA and making sure that we're
positioned on the leisure side, which we're solid at. So I think overall, but I think at the end of the day if you
look at the network, it's essentially utility wise the same except that frequencies are significantly down right
now in these massively depressed transcon market in California, and we've pretty much maintained
everything in Seattle from a destination perspective.

Mike J. Linenberg
Analyst
Deutsche Bank Securities, Inc.
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Q

Okay, okay. That's helpful. And then just maybe to Ben, on the airport side, we've heard airlines as an industry
talk about ways to improve peace of mind with customers finding ways to get them to want to travel again.
And the concept of temperature screening by the TSA, it's been kicked around for some time now. It feels like
several months and yet I'm not sure if it's gone anywhere. What are some of the gating issues in trying to move
that along?

Benito Minicucci

A

President-Alaska Airlines & Director
Alaska Air Group, Inc.

This is on temperature screening, Diana, you've done some work there.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Yeah.

Benito Minicucci

A

President-Alaska Airlines & Director
Alaska Air Group, Inc.

Yeah.

Diana Birkett Rakow

A

Vice President-External Relations
Alaska Air Group, Inc.

So, we are strongly advocating for the TSA to take up temperature screening. We're doing a proof-of-concept
with the Port of Seattle here in the Sea-Tac Airport. Honestly, I think there are some just varied science on
whether or not it actually does sufficiently screen people, whether there's enough people that are caught with
temperatures high enough to actually screen them out. And so there's ongoing debate about whether or not
it's worth putting it in place across airports. But we are continuing to ask for it. It's another layer of safety in
addition to all of our steps in Next-Level Care. And it could increase guests' confidence.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Like we have them here at the building, honestly, everywhere we go in, I'll tell you it's slick technology. I don't
know if you have it. You just put your face and literally two seconds, it takes your temperature. And we're just
saying, look, it's just another level of confidence for customers that come in to say, look, your temperature is
normal. It's just another step in making sure that people are getting on board airplanes that are safe. So we're
going to continue advocating for it. It will likely not go as fast as we would like, but we're going to continue
pushing on it because I think it's just part of the confidence of society and people flying.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Okay, very good. Thank you.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Mike.

Operator
Your next question is from Brandon Oglenski with Barclays.

Brandon Robert Oglenski
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Q

Analyst
Barclays Capital, Inc.

Hey. Good morning, everyone, and thanks for taking my question.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Hi, Brandon.

Brandon Robert Oglenski

Q

Analyst
Barclays Capital, Inc.

I guess, Brad, at a high level, should investors expect that you guys not only want to manage to like a cash
breakeven level per quarter not even a full recovery, or should we even expect that, like if this drags on longer
that you guys could . Is that – I guess from the outside looking in, is that even a prudent decision because if
you expect demand to come back, maybe you don't want to cut costs that far. Can you just help us out on that?

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Yeah. You broke up a tiny bit there, Brandon. So can you just summarize the – your cellphone or something
broke up a little bit.

Brandon Robert Oglenski

Q

Analyst
Barclays Capital, Inc.

Yes. Sorry, about that. I guess I was just asking whether it's prudent for you guys to be managing towards
positive earnings in this environment, or is that not the right mindset?

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

I think it's the right mind-set. I think there is a balance that any business would look at in terms of staying power
and liquidity and sort of having – doing everything you need to do from a cash flow, P&L, fund-raising
perspective to be in total control of your future while seizing strategic opportunity on the other hand. And I do
think if you guys that followed Alaska for 10, 20, 30 years through these different crises, you've seen us be
very contrary, and you've seen us make some of our boldest bets when things are down. So I think it's a good
question. I think for now though, demand is really, really down for all airlines. And so we believe the right move
for Alaska at this juncture is to get our schedule right given the demand that we have and to continue to do the
things that we're doing on the liquidity side. On the cost structure side, I think, we want to do the things that
make us better and stronger coming out of this. I don't know. What I'm trying to say, if we do see opportunities
we want to have the balance sheet and the mentality and the will to take advantage of those opportunities.
Right now, what we see is an imperative to, sort of, get resize given the extraordinarily weak demand that all
airlines, including Alaska, are seeing.

Benito Minicucci

A

President-Alaska Airlines & Director
Alaska Air Group, Inc.

Brandon, well, I'll add on that. I think we can look at our Q4 capacity down 35%. I think we're in a good place. I
don't think that's overly aggressive or really conservative. It allows us to flex up or down and allows us to
manage costs and also take advantage of an uptick in demand. So I think we're threading the needle pretty
well on that.

Brandon Robert Oglenski
Analyst
Barclays Capital, Inc.

Yeah. Thank you. Sorry about the cell phone.
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Q

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

No worries. Thanks.

Operator
Your next question is from Darryl Genovesi with Vertical Research.

Darryl Genovesi

Q

Analyst
Vertical Research Partners LLC

Hi guys. Thank you for the time. Andrew or if Nat's on the line, I think at the time you closed the Virgin America
deal, you had to scale back the American Airlines relationship. Would you just remind us what you're not
allowed to do with American and whether you're waiting on any regulatory approvals to re-ramp that
relationship or the relationship with the oneworld carriers more broadly?

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Yeah. Darryl, I think there was a couple of come-up components, about 50-plus markets in all. But essentially,
we weren't allowed to cooperate on all the Virgin America overlapped markets which were essentially
California. And then secondly, at a high level, on our hubs, so Seattle, Portland, San Francisco, et cetera, we
were not allowed to put our code on American's flight out of our hubs and vice versa. So the best way to think
about it is that the historical Virgin America network was sort of off limits. And then secondarily, really getting
connections beyond American's network and beyond our network was still fine. So we continue to operate
within those parameters, obviously, and look at what options and what we may need to do going forward. But I
will say it as it stands today, we still, given those, have a lot of opportunity to work with American.

Darryl Genovesi

Q

Analyst
Vertical Research Partners LLC

Great.

Kyle B. Levine

A

Senior Vice President-Legal & General Counsel
Alaska Air Group, Inc.

And, Darryl, this is Kyle. On your second question, we're totally clear of regulatory requirements. We cleared
those hurdles, I think, in early May or so.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

Yeah.

Darryl Genovesi

Q

Analyst
Vertical Research Partners LLC

Okay. And then, Shane offered up this $250 million target on the special cost takeout. I mean is there – even if
you're not ready to disclose the number yet, I mean is there something similarly substantial on the top line as it
relates to the oneworld membership?

Shane R. Tackett
Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.
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A

Oh, yeah. So, Darryl, yeah, I don't – we haven't really put any sort of information out in terms of what the value
of that might be. I don't think we're going to do that this morning either. But suffice it to say, Brad, I think, and
Andrew, both done a really good summary of the opening up of the globe through our major West Coast hubs
and focus cities is going to create a lot of value for customers that we think we're excited about.

Andrew R. Harrison

A

Executive Vice President & Chief Commercial Officer-Alaska Airlines
Alaska Airlines, Inc.

And the other thing I would just add is, it just puts us on an international platform as it relates to our loyalty
members and something that we've always been missing in the Pacific Northwest is a good seamless global
connectivity story with a late reciprocity across the globe and this is going to bring us that.

Darryl Genovesi

Q

Analyst
Vertical Research Partners LLC

Perfect. Thanks a lot, guys.

Bradley D. Tilden

A

Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Thanks, Darryl.

Operator
Your final question comes from Myles Walton with UBS.

Myles Walton

Q

Analyst
UBS Securities LLC

Hey, good morning. Just a couple of cleanup questions if I could, the first on cost reduction in the third quarter,
47% in the second quarter, what's the bogey that you're putting there for the third quarter?

Shane R. Tackett

A

Executive Vice President-Finance & Chief Financial Officer
Alaska Air Group, Inc.

Yeah. I don't think – we didn't guide to that, Myles, and so we won't give you a specific number. I think
incremental capacity will add some costs. And as mentioned, there are a lot of things that we just sort of took
down 70%, 80%, 90%, maintenance spend was an example of that but you can't do that forever. We've got to
start bringing aircraft out of storage and we will have to start maintaining those. So, there are some things that
we'll layer back on, on the cost side, and that's why it's important that ultimately we see a better sort of
backdrop on the national sort of public health front, so we can get some of this demand back going again and
sort of regain the trends we saw in late June or early July. But I would expect the cost removal to be a little less
in the next quarter versus this, but we haven't guided to anything specific.

Myles Walton

Q

Analyst
UBS Securities LLC

Okay. And then one other clean-up, on the yields in the second quarter, obviously, up 30% year-on-year. Can
you just give any nuance to what was going on there? And I guess, the outlook for the rest of the year looks
more normalizing to prior trends.

Christopher M. Berry
Vice President, Finance & Controller
Alaska Air Group, Inc.
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Q

Hey, Myles. This is Chris Berry. The yields for the second quarter were a bit odd simply because we still have
some residual stuff from the Mileage Plan program on flown miles. It's related to the Virgin America
acquisition years ago. So that sort of stayed about level and that's when you see the yields pop in Q2. If you
look at the real like raw passenger yields, they really were not up nearly that much. The raw passenger yields
were up probably about 9% for the quarter. So, you'll see that follow up as we move in the third and fourth
quarter, and it will be more relative year-over-year, it will look a little bit more real.

Myles Walton

Q

Analyst
UBS Securities LLC

Sounds good. Thank you.

Bradley D. Tilden
Chairman, President & Chief Executive Officer
Alaska Air Group, Inc.

Okay. I think that's our final question. Thanks, everybody, for tuning in. We look forward to chatting with you
next quarter.

Operator
Thank you for participating in today's conference call. This call will be available for future playback at
alaskaair.com. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good morning, ladies and gentlemen, and welcome to Tractor Supply Company's Conference Call to discuss
second quarter 2020 results. At this time, all participants are in a listen-only mode. Later, we will conduct a
question-and-answer session and instructions will follow at that time. We ask that all participants limit
themselves to one question and one related follow-up. Please be advised that reproduction of this call in
whole or in part is not permitted without written authorization of Tractor Supply Company. And as a reminder,
this call is being recorded. I would now like to introduce your host for today's call, Mrs. Mary Winn Pilkington,
Senior Vice President of Investor and Public Relations for Tractor Supply Company. Mary Winn, please go
ahead.

Mary Winn Pilkington
Senior Vice President-Investor Relations & Public Relations
Tractor Supply Co.

Thank you, Carol, and good morning, everyone. On the call today are Hal Lawton, our CEO; and Kurt Barton,
our CFO. After our prepared remarks, we'll open the call up for your questions. Seth Estep, our EVP and
Chief Merchandising Officer, will join us for the question-and-answer session. Now, let me reference the Safe
Harbor Provisions under the Private Securities Litigation Reform Act of 1995. This call may contain certain
forward-looking statements that are subject to significant risks and uncertainties, including future operating
and financial performance of the company. In many cases, these risks and uncertainties are beyond our
control. Although the company believes the expectations reflected in its forward-looking statements are
reasonable, it can give no assurance that such explanations or its expectations or any of its forward-looking
statements will prove to be correct and actual results may differ materially from expectations. Important risk
factors that could cause actual results to differ materially from those reflected in the forward-looking
statements are included at the end of the press release issued today and in the company's filings with the
Securities and Exchange Commission. The information contained in this call is accurate only as of the date
discussed. Investors should not assume that statements will remain operative at a later time. Tractor Supply
undertakes no obligation to update any information discussed in this call. Given the time constraints and the
number of people who want to participate, we ask that you please limit your questions to one with a quick
related follow-up. I appreciate your cooperation. We will be available after the call for follow-up. Now, it is my
pleasure to turn the call over to Hal.

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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Thank you, Mary Winn, and thank you to everyone for joining us this morning. Before we address our results
for the second quarter, I thought I'd just step back, take a moment and acknowledge the environment in the
United States right now. There's no doubt we're in a generational moment. Before the quarter began and for
the entirety of this quarter, we've continued to deal with the COVID-19 pandemic and really all that's come
along with it. And then towards the end of the quarter, we've seen widespread protest and a focus on racial
inequality in America. We're a purpose-driven company at Tractor Supply and through all these times, we've
stepped back and led with our values, and I'm incredibly proud of that. Been so impressed and inspired how
our team has come together and responded. And in all situations and across all functions, the team has
moved with speed and focus to address this dynamic environment while also executing and delivering on
record-breaking sales. Starting off by just talking about Team Member health and safety, we've taken
extensive and proactive measures in this area. Masks are required for all Team Members and customers in
all stores. Each day, all of our Team Members take their temperature and go through a symptom screening
before coming to work. We're in the process of implementing biweekly testing for over 500 Team Members
who travel and we will be conducting sample testing within all our DCs to stay on top of that robust large
population. Additionally, we've arranged for robust case management to conduct contact tracing and provide
healthcare support for all Team Members who are impacted by COVID-19. And also, I thought I'd add in areas
where there's been widespread community outbreak such as in Waco, Texas and Casa Grande, Arizona
where we have distribution centers, in those areas over the last six weeks, independently each, we sent in
rapid response teams to conduct facility-wide testing in concert with contact tracing and case management. In
summary, just want to reinforce how committed we are at Tractor Supply to being a safe place to work and
shop and how committed we are to implementing industry-leading best practices across all parameters of
safety. We're also committed to advancing a diverse and inclusive culture, built on our core value of respect.
To promote social progress, we invested in a dedicated time of reflection for all 38,000 Team Members to
discuss the importance of diversity and inclusion in our company, and we did this team by team by team.
Additionally, over the last few weeks, we published our first ESG Report. We hired a director of diversity and
inclusion, and we donated to causes that supported quality and strength in our local community, and you can
expect many more actions from us on the diversity and inclusion front moving forward. Now, turning to the
results of the quarter. We experienced unprecedented sales. Notably, they were strong the entire quarter, all
three months. We had consistent elevated levels of sales each week and we had record growth across all
channels, product categories, and geographic regions. Turning to the numbers, net sales grew approximately
35% with comparable store sales plus 30.5%, driven by a comparable transaction count increase of 14.6%
and a comparable average ticket increase of 15.8%. Diluted earnings per share grew 61% to $2.90 and ecommerce saw significant growth, strong triple-digit growth and increased significantly as a percentage of our
overall sales. The work we did in the quarter to improve our e-commerce capabilities has certainly resonated
with our customers. Kurt will walk you through greater details on the quarter and our outlook and walk you
through some more numbers here in a moment when I turn it over to him, but I thought now what I'd do is shift
to some operational highlights. During the second quarter, we announced several strategic investments in our
Team Members who are at the heart of our relationship with our customers. Early responses to the pandemic
included paid sick leave and expanded benefits and appreciation bonuses totaling – the benefits and
appreciation bonuses totaled $35 million in Q2. And then as we progressed through the quarter, it became
clear that we are moving to a new normal, really have operating for the foreseeable future with COVID-19 and
I'll talk more about that later. And so, consequently, we made the decision to permanently enhance our
compensation and benefits including wage increases across all of our stores and distribution centers of a
minimum $1 per hour for all hourly Team Members. In addition to the wage increases, more than 2,000
frontline managers at our stores and distribution centers are now receiving annual restricted stock units, with
the goal of helping fuel their entrepreneurial spirit and allowing them to benefit in the company's long-term
success. We also took the opportunity to ensure we're supporting the health and wellness of our Team
Members, and what we did was we chose to offer healthcare and benefits to our part-time Team Members.
We're committed to investing in our Team Members as we believe they are a key competitive differentiator
with our customers. Operating in elevated comps for 13 weeks presents a number of challenges. During the
second quarter, we added over 5,000 net new Team Members, primarily across our stores and distribution
centers. These Team Members were critical in our ability to service our customers at this elevated volume.
Also, to facilitate our distribution network's capacity, we opened a new mixing center in Florida and also we
worked closely with our vendor partners. They've been key contributors to our success and supported our
supply chain with speed and nimbleness, and we'd like to express our sincere appreciation for their
collaboration and support of our mutual customers. Our focus remains on working together to ensure we
remain in-stock for merchandising categories to make us the dependable supplier for products our customers
need to support their lifestyle. During quarter, we rolled out curbside pickup, same-day next-day delivery,
relaunched our website, and in early July, we rolled out our new mobile app, and we've seen acceleration in
adoption rates of technology initiatives with multiple years of consumer adoption being compressed into 10or 12-weeks' time. Our e-commerce results were impressive with triple-digit growth increases, and this tripledigit growth increase included Buy Online Pickup In-Store orders. This sharp acceleration in consumer
shopping preferences is becoming ingrained in our customers' behaviors and we're fostering this relationship
in a digital way through frequent communications, whether it's in digital marketing or in e-mail, and we're
accelerating our focus on the transformation of our digital platforms and services. We have an opportunity to
create deeper customer relationships with scale and we're laser-focused on that opportunity. Speaking of
customers, during the quarter, another investment we made was in our brand-building initiatives. Given the
current dynamic, we capitalized on the opportunity to shift our marketing spend, which had been traditionally
print media, to more digital and national TV. And notably, we launched our first national advertising campaign
in over a decade. We launched the initial campaign in March during the early weeks of the COVID pandemic
and the campaign has continued to evolve and what we're working on is matching the country's mood and the
cycle of the pandemic, and we've done five different commercials in the last four months. Our most recent TV
ad has been focused on reinforcing Tractor Supply as a safe and convenient place to shop for all you need for
your summer Out Here. Our research indicates that our unaided brand awareness and Tractor Supply being in
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your summer Out Here. Our research indicates that our unaided brand awareness and Tractor Supply being in
the consideration set for shopping trips are both increasing. More importantly, we had our customers shop –
we had more customers shop with us than ever before as we experienced robust growth in our customer
base, with increased sales across existing customers, new customers, and reacquired customers. And so, I
thought I'd do is to share with you five kind of key observations of our customer behaviors based on the
market data and research that we have. So the first observation I'll mention is we're growing trips and our
customers are spending – and our existing customers are spending more with us. Our core customers, our
existing customers are shopping more frequently and their baskets are larger and we benefit from their trip
consolidation. And these customers are shopping more categories from us than they ever have before and
we finished the quarter with close to 17 million Neighbor's Club members. The second observation I'll share is
that we're gaining new customers at the fastest rate in the history of the company. For the second quarter, we
saw 3.3 million identifiable new customers, and that represents almost over a 14% year-over-year increase.
The third observation is that we're re-engaging our lapsed customers and they're returning to shop with us at a
higher rate than ever before. For the quarter, we reactivated almost 2 million customers, which was an
increase of 42% year-over-year. The fourth observation that I'll share is that the new customers we're acquiring
as compared to our core customers, they're skewing younger, higher income, and closer to 50% female,
which is an increase of 10 percentage points compared to our historical trends of 60% male. And the fifth and
last observation that I'll share is that the new customers are becoming repeat customers at the fastest rate
ever. This is at a time when our overall customer satisfaction scores are at an all-time high. We believe key
aspects to our customer service such as being a convenient place to shop, a tailored lifestyle-oriented
product category, our legendary customer service, and our strong in-stock levels are important to keep these
new customers engaged with our brand. That's what's attracting them to us. Notably, purchasing patterns for
our new and re-engaged customers are very similar to our existing customer behaviors and product category
engagement. Looking ahead, we know our opportunities to capitalize on these trends and to nurture these
customers and to gain market share, and we have strong plans in place to retain these customers with
marketing and product offering, continuation of our national advertising campaign, but robust digital
onboarding CRM toolkits are being executed. Taking a step back from our Q2 results and actions, I want to
share broadly what we're seeing from a macro perspective. Key trends we're seeing that are working to our
favor include rural revitalization, trip consolidation, omni-channel adoption, self-reliant lifestyle movement
including DIY trends, consumer spending shifting from travel and entertainment that kind of traps spend is now
being spent on home and land, and of course pet adoptions. They're at an all-time high. In addition, we
believe our business benefited from the government stimulus and activity that helped bolster the economy.
And while we're not planning for this government stimulus activity to continue, many of the other trends I
mentioned such as pet adoption and trip consolidation and rural revitalization, we definitely expect those to
continue and to be prevalent with our customers over the next few quarters. Thinking of that, as we look
ahead, we believe many of these consumer behaviors that we saw over the last three or four months are
going to continue in the second half, but there's going to be some nuances and some differences. For
instance, we expect – we definitely expect consumers to still be very in tune with their land and their homes. It
is their safe oasis. But the things that they will do will be different. As an example, in the spring, customers
were buying lawn mowers and kayaks and working in their yard on their fencing and their gates. And we think
in the fall, some of that will continue, but instead of lawn mowers and kayaks, they're going to shift to buying
things like patio heaters and fire wood and fire pits, but they're still going to be working on their land and on
their homes. They're also going to continue to do things that are more outdoor-related, but are fall and winteroriented such as things like raking leaves and winterizing their gardens. Overall, we believe there will be a
higher level of category participation in the fall and the winter categories, just like there was in the spring. It's
just going to be different and it'll be higher than it's been in the past and we believe that's going to continue
into the second half. And now looking out even further, while we can't predict the future and there is significant
amount of uncertainty, our team is operating under the premise that we will still be dealing with the pandemic
in the first half of next year. We're buying to that assumption and we're orienting our planning around that
assumption. Over the past few months, we have navigated unprecedented conditions. We believe that our
purposeful actions will allow us to emerge from it stronger and better than ever before. We have an
opportunity to create and define our future and extend our leadership for years to come. And with that, I'll turn
now the call over to Kurt to review the quarter in more depth and our outlook before I come back to give some
insights on our strategic growth initiatives and other drivers of Q3.

Kurt D. Barton
Chief Financial Officer, Treasurer & Executive Vice President
Tractor Supply Co.
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Thank you, Hal, and hello to everyone on the call. Before discussing our second quarter results, I'd like to
recognize and thank our incredible team. I've personally been inspired watching everyone come together to
face the current environment, embrace new ways of working, and decisively taking actions to serve our team
and our customers in the face of unprecedented conditions. With more than 20 years with Tractor Supply, I
could not be prouder to be a part of this team. This quarter was certainly exceptional and like no other in the
history of Tractor Supply. The second quarter benefited from the macro trends Hal shared with you, while at
the same time we had a great spring. The weather was ideal across the country with favorable temperatures
breaking early in the spring and consistent moisture, providing a sustained spring/summer season. As we
rank order our comparable store sales performance, the largest driver was our customers' desire for product
categories that supported their Out Here lifestyle as they shifted from other interests like travel, entertainment,
and dining. From homesteading, land maintenance and fencing, backyard living and caring for their animals
and pets, our customers have clearly made the care and improvement in their homes and land a priority. This
is also inclusive of living a more self-reliant lifestyle and adopting new hobbies like backyard poultry,
gardening and bird feeding. Now, we believe brand awareness and the new customer performance that Hal
discussed was the second largest driver of our comparable store sales performance. This was followed by
tailwinds such as the favorable spring/summer weather that I mentioned earlier and the benefits from being an
essential business that remained open during the early part of the quarter. Underlying these primary drivers,
the government stimulus checks likely increased spending across the board in all categories. Now, another
way to look at this quarter's comparable store sales growth is to break down the comp between transitory
factors such as government stimulus checks and COVID-19-related sales as compared to sustainable, more
structural tailwinds like trip consolidation, the increase in new customers and re-engaged customers, the rural
revitalization trends, and the growth in companion animal ownership. While it is difficult to estimate the impact
from each of these drivers, we believe that nearly half of the Q2 comparable store sales growth can be
attributed to structural tailwinds, giving us a sustainable opportunity for growth. I'll wrap up my discussion on
sales with a few other performance highlights. First, we had robust performance in our big-ticket categories,
which was generally in line with our overall comp sales growth. This was driven by strength in mowers, trailers,
safes, pressure washers, and 3-point equipment. Second, our Q products, consumable, useable and edible,
which is a representation of our strength of our core business, had solid mid-teens comp sales growth. And
lastly, commodity inflation was essentially flat for the quarter. Moving on to gross profit, gross profit as a
percentage of sales was 36.4% in the second quarter, an increase of 155 basis points. This increase was
driven principally by a reduction in the frequency and depth of promotion as a result of strong demand for our
product categories. We also benefited from favorable product mix along with the lower transportation cost as
a percentage of net sales. SG&A including depreciation and amortization as a percentage of net sales was
22.3%, a decrease of 33 basis points. This decrease was primarily attributable to significant leverage in
occupancy and other fixed costs from the strong increase in comparable store sales. The leverage was
achieved – the leverage we achieved in these SG&A categories was partially offset by incremental costs
related to the COVID-19 pandemic, increased store labor hours to support the significant increase in sales
volume, and increased incentive compensation given our strong performance in the quarter. We incurred
incremental costs related to COVID-19 pandemic of approximately $55 million, including the appreciation
wages for Team Members, PPE supplies and incremental store labor hours dedicated to managing social
distancing in the stores as well as cleaning and sanitation. Operating profit increased nearly 56% with
operating profit margin of 14.1%, an improvement of 188 basis points. Net income was $338.7 million, an
increase of 55%. Diluted earnings per share was $2.90, an increase of 61%. Turning now to our balance
sheet, which remained strong, merchandise inventories were $1.69 billion at the end of the second quarter,
representing an 8.4% decline in average inventory per store. The reduction in average inventory per store
principally reflects the robust sales trends and the solid increase in inventory turns during the quarter. Our
supply chain and our vendors are executing at a very high level to meet the customers' current demands. We
finished the quarter with $1.2 billion of cash and cash equivalents and no borrowings on our $500 million
revolver. Moving now to our guidance for the third quarter, to date, we continue to see the strong sales
momentum in the business. We expect this momentum to continue, albeit at a lower level than the second
quarter as we forecast delivering strong sales and profitability for the third quarter. While we typically don't
provide quarterly guidance, given the unique situation due to COVID-19, we are providing our view on the
third quarter. Given the level of uncertainty, it is difficult to provide guidance beyond Q3 right now. Factors
contributing to a heightened level of uncertainty include the duration and impact of shelter-in-place restrictions
and social distancing measures, the tapering of government stimulus benefits, elevated unemployment levels,
and even the November elections. With this backdrop, we would anticipate the strength in our comparable
store sales trends to moderate as we move through Q3. Overall, we feel very good about our business
leading up to the November election cycle, but as we all recognize, it just creates significant level of
uncertainty for the consumer. For the third quarter, we expect net sales growth of approximately 16% to 22%
and comp sales growth in the range of 12% to 18%. Net income is forecasted to be in the range of $136
million to $162 million and diluted earnings per share of $1.15 to $1.35. Two factors to consider that are
impacting our outlook for the third quarter include COVID-19-related costs of approximately $15 million to $20
million to ensure the health and safety of our Team Members and our customers, and $15 million for the
prioritization of our strategic growth initiatives. And please keep in mind as we previously disclosed, our move
to permanent wage and benefit changes will cost approximately $13 million this quarter as well. We are
raising our capital spending outlook to support our strategic growth initiatives that Hal will discuss
momentarily. Our previous estimate was $225 million to $275 million. For 2020, we now anticipate capital
spending in a range of $300 million to $325 million. Vast majority of the capital spending increase is
attributable to new, in-store initiatives and supporting technology. Looking beyond the third quarter, we
anticipate fourth quarter comp sales performance to be above our original expectations when we entered the
year. As mentioned earlier, we expect the current trends to moderate throughout Q3 and we believe that
moderation will continue into fourth quarter as our outdoor seasonal sales become a lower concentration of
our business and we get back to a higher mix of Q products. Additionally, we are planning for a more
moderate holiday season than normal, but with stronger online growth. As always, we continue to be
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moderate holiday season than normal, but with stronger online growth. As always, we continue to be
disciplined in how we manage our capital with the goal of delivering consistent, strong financial performance,
while strategically investing in initiatives for long-term growth. We're taking actions to capitalize on the
opportunity to capture and sustain a greater share of the market. Year-to-date, we have generated a
significant increase in cash from operations. As Hal will discuss in a moment, we are reinvesting a meaningful
portion of this incremental cash flow into our business with the strategic goal of emerging from this crisis
stronger than before. The team at Tractor Supply is excited about how we will continue to be an innovative
leader in our channel. Now, I'll turn it back to Hal.

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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Thanks, Kurt. Let's look ahead. As we think about our business, we have a unique opportunity to capitalize on
the powerful customer trends that we're benefiting from now and to retain the record number of new and reengaged customers we're seeing, and our goal is to capitalize on our ability to drive sales and higher
productivity. Our financial strength allows us to stay focused on the long term, creating an even greater
competitive advantage as we're investing to fuel long-term growth. We continue to operate from a position of
strength. And we're laying the groundwork for the future, and so today, we're excited to introduce two new
strategic initiatives that are being implemented across all stores within the company. The first is the build out
of our Field Activity Support Team, and that's focused on improving the productivity of in-store execution. And
the second is the expansion of several technology and service enhancements to capitalize on consumer
expectations. Turning to the Field Activity Support Team, this initiative is designed to improve our
merchandising activities in-store, which represents the second largest body of work for our Team Members.
This initiative builds on the successful roll out last year of the Tractor Way program, which addressed the
largest area of work in our stores, the receiving and stocking of merchandise. And kind of stepping back,
more broadly, our goal is to improve the productivity of our store payroll, and we want to shift ours away from
tasking to customer-facing and keep finding ways to be as efficient as possible in what we do in tasking so
that way we can drive customer-facing hours, and it's a very common retail approach. And so the work of the
FAST team includes executing in merchandising programs like center court, end caps, planogram reset,
seasonal programs and sales-driving initiatives. The FAST team, as mentioned, will allow the store teams to
spend more time on customer service, help them improve their in-store execution and ultimately lead to higher
comparable store sales. These teams are in the process of ramping up and we're hiring more than 1,500
FAST Team Members with one FAST team per district. These teams will be in the store starting in August,
and the goal is for each FAST team to be in every store every week. And each team, the focus of the team will
be to improve store-specific measures and address sales-driving activity. Over time, we would anticipate that
these teams will receive support from our vendor partners, which is common in the industry as the work is
directly related to the on-shelf execution of their product. And also, the FAST team has the potential to help
drive store level efficiencies as the teams ramp up. This type of dedicated team is a proven strategy across
sectors of retail, in particular in parts, segments like home improvement, and they have been proven to drive
customer satisfaction rate and sale and to allow the store teams to prioritize customer service and continue to
drive productivity through your labor in the store to get very efficient on your tasking. Our second initiative is
building on our technology and services capabilities, and this includes the rollout of contactless payment in the
quarter, expansion of our in-store WiFi capabilities, enhanced ship-from-store online fulfillment, and increased
delivery capabilities. Within the last few weeks, we had a soft launch of our new mobile app that allows for
greater customer convenience and integration with our Neighbor's Club. We'll begin to communicate more
about the app to our customers in the coming weeks. We know mobile access is important to our customers
and our new app makes shopping easier and more convenient. In addition, we're expanding our ship-fromstore capabilities. We're adding subscriptions at the point-of-sale in our stores and implementing contactless
payments at the registers in our stores. Further, we're substantially increasing wireless access in our stores
as we move from two access points in each store to five access points in each store. This is all tied to
supporting contactless payments and our mobile point-of-sale hardware that we doubled the capacity of
earlier this year. Our technology capabilities are becoming a strategic advantage for Tractor Supply. In
addition to these two chain-wide activities, we are focused on driving our – we're also focused on driving our
space productivity across our stores. The first initiative that we'd like to talk about today is driving the
productivity of our side lots. Typically, there's as much space outside of our stores in the side lot as we have
inside the store, and the productivity of this space is substantially below the chain average. Our ability to draw
higher sales per square foot through reworking of the side lot is in progress and we're beginning some tests
right now here in the third quarter. In total, we'll do about 75 stores this year in terms of transformation of our
side lots, and we have the ability to transform our side lot with the expanded product offerings in select
categories, enhancing the shopping experience of categories that are already out there, and it could be
offered to – it can be leveraged to offer a wider product assortment in select categories, enter new categories
and also offer the convenience through the expansion of Buy Online Pickup In-Store and really what it'll
become is Buy Online Drive-Thru for pickup. This transformation can help us continue to keep our customers
engaged at Tractor Supply and take our customer experience to the next level. During the third quarter, we will
also begin testing a new interior space productivity program for our mature stores. Project Fusion is our stateof-the-art space productivity program designed to enhance the customer experience in our mature store base
and give new customers that may not have shopped with us in the past more reasons to visit. Much like the
FAST teams, space productivity programs of mature stores have proven – have been proven across retail
concepts to draw up higher sales per square foot when deployed from a consumer's point of view, and active
space productivity program is also important to protect the brand image of Tractor Supply. Similar to our side
lot test, we anticipate completing about 75 Fusion stores in 2020 and there will be some overlap between the
two pilots. Given the size of our store base, both of these efforts are a multiyear opportunity to continue to
refresh our store base, create new shopping categories for our customers, and further drive comp sales. As
we look ahead, we have a robust new product innovation pipeline. One key introduction is the addition of
power tools from Makita, a brand known for their reputation for high-quality power tools. In companion animal,
we have a significant reset of our dog food offerings occurring right now here in August. This reset will
reallocate space for winning brands along with exclusive and new brand introductions. This will also allow for
the expansion of our exclusive line with Miranda Lambert's MuttNation On the Farm and the addition of the
VICTOR dog food. Our customers have been asking us to carry the VICTOR brand for quite some time, and
we're excited to add it to our dog food offering. We will be the first national retailer of VICTOR. VICTOR dog
food launches online available today with limited SKU offering and you can start to see the product and it's
currently rolling out in our stores right now. Across all parts of the store, we have exciting products for the fall
and winter as we adapt to serving our customers in the current environment. Our stores will be ready for the
change of seasons as we begin to move into fall. On the marketing front, we're excited to announce our
partnership with Turner Sports during the coverage of the upcoming restart of the NBA season. We will be
very visible throughout the season with our Stronger Together ad campaign that launched on Tuesday. To wrap
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very visible throughout the season with our Stronger Together ad campaign that launched on Tuesday. To wrap
up, we're focused on our ability to improve the execution in our stores, enhance our legendary service, and
transform our stores to make them even more productive and more compelling to our customers. Product
innovation and category expansions play a key role in driving our space productivity improvements. Our
technology enhancements and service offering expansions are reflective in the macro trends we're
experiencing, and we believe this is a structural shift that will be going on for a long time. Despite the current
operating backdrop in the US, we have confidence that our strategy and execution will allow us to continue to
build a stronger Tractor Supply. I and the rest of the team remain confident that Tractor Supply will emerge
from the pandemic a stronger and larger company. My sincere appreciation goes out to each and every one
of our more than 38,000 Team Members for their dedication to our mission and values. And with that,
operator, we'd like to now open the lines for questions.

QUESTION AND ANSWER SECTION
Operator
Thank you. Our first question today comes from Kate McShane from Goldman Sachs. Please go ahead.

Kate McShane

Q

Analyst
Goldman Sachs & Co.

Hi. Thank you. Good morning.

Harry A. Lawton III

A

President, Chief Executive Officer & Director
Tractor Supply Co.

Good morning, Kate.

Kate McShane

Q

Analyst
Goldman Sachs & Co.

My question is around inventory. Inventory was down per store at a pretty strong split versus your very, very
strong comp. I know it's based on very strong demand, but how are you managing this and how do you expect
the inventory piece to evolve over the next couple of quarters?

Harry A. Lawton III

A

President, Chief Executive Officer & Director
Tractor Supply Co.

Hey, Kate, absolutely. Thanks for the question. As I mentioned in my prepared remarks, operating at kind of
20%, 25%, 30% comps plus for 13-plus weeks puts some strains on the business that we've not seen
historically, and really proud of how the team worked through all those challenges to meet the needs of our
customers. And inventory has certainly been one of those challenges, and we've taken a number of actions to
lean into that in terms of increasing the visibility of forecast with our vendors, obviously increasing receipts,
and working very closely with them. In a minute, I'll ask Seth to talk a little bit more about our vendor
interactions, but what I'd say is we would like to have more inventory in our stores. We would like for our
inventory levels to be – in-stock levels to be higher right now, and we're working very closely with our vendors
to do that. In many cases, we're selling product right when it comes off the back of the truck. As an example,
we are I think the largest seller of stock tanks in the United States. We're selling close to 2,500 of those a
week. Our manufacturer is able to make 3,000 a week. So, as soon as we get a truck, they hit the floor or hit
the outside in the side lot and we've got will calls and customers taking them immediately off the lot. And so,
again, we wish we had more inventory. We're very focused on getting more in our stores. We're very focused
on getting our in-stock levels and we're working very closely with our vendors on that, and I'll turn it over to Seth
to maybe just make a few more comments on that front.

J. Seth Estep
Chief Merchandising Officer & Executive Vice President
Tractor Supply Co.
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A

Thanks, Hal. Good morning, Kate. Yeah, so as Hal mentioned, obviously, it's our desire to get as much
inventory as possible and one of the things that the merchant team has been doing of each and every day is
partnering with our supplier base, and what I can tell you is that our suppliers are stepping up in ways in which
how can we make sure that we can get each of the products that we sold today, but also looking for
opportunity buys. And the team has been really nimble in looking at ways to reallocate space in our center
court to product that's available when things are supporting the lifestyle that's out there, whether that'd be
around backyard and activity and homesteading and things of that nature, so really pivoting to new items and
new categories. And as we've gone that route, one of the benefits that we've also had is strong sell-throughs.
So, we have our replenished items that Hal talked about, but also when you look at our drive-out programs as
well. We're sitting on about 30% less clearance inventory today than we have – than we were this time last
year just based on the overall strength of the business. So it's in a couple-fold. Number one is that we want to
make sure that we can have that product in-stock to drive each and every day business for your own
programs, but then number two, we also have seen the benefit of strong sell-throughs, which have benefited in
less clearance inventory, which has allowed us to go after opportunity buys which are driving some significant
comps right now as well.

Kate McShane

Q

Analyst
Goldman Sachs & Co.

Thank you.

Operator
Our next question comes from Peter Keith from Piper Sandler. Please go ahead.

Peter J. Keith

Q

Analyst
Piper Jaffray, Inc.

Hey, thanks. Good morning, everyone. Great results, and thanks for the thorough prepared remarks. Maybe a
guidance question for Kurt. Given the solid gross margin that you guys posted in Q2, could you help us
understand the potential continuation of some of these drivers with Q3 and what's guided to be a strong sales
backdrop?

Kurt D. Barton

A

Chief Financial Officer, Treasurer & Executive Vice President
Tractor Supply Co.

Yeah, certainly, Peter. This is Kurt. And in regards to gross margin and the continuation of that, I'll first start by
reflecting back on Q2 where we saw several factors that were favorable and across the board very ideal and
we were able to capitalize on that. And our priority will always be to continue to gain market share while trying
to balance good solid gross margin. So, as we compare Q2 versus looking ahead, for Q3 and forward, we'll
continue to stay focused on EDLP, which does support less promotions. As you just heard Seth mention, our
inventory is in its cleanest shape and so we anticipate some less off-season transition or clearance. And then
we did see some benefit in Q2 on transportation efficiencies. We think that'll continue, but albeit at a more
moderated level as we start to cycle some of the benefits in the bock half . We anticipate strong gross margin
performance year-over-year. The key drivers of product mix and promotional may not have as strong of a
benefit in the second half, but we do continue to think that there's benefit from both of those and the
opportunity we have with a good, solid, clean inventory going into it. So, you'll see from our guide that we
anticipate momentum and continued year-over-year strong growth or performance in gross margin.

Peter J. Keith

Q

Analyst
Piper Jaffray, Inc.

Okay. That's helpful, Kurt. And maybe another question just for Hal. The new customer acquisition numbers
that you gave were quite impressive. Now that you're several months into what seems to be elevated
acquisition, do you have any observations in recent months on the ability to retain the people that have come
into the stores perhaps in March and April?

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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A

Hi, yes. So, we are monitoring repeat purchase rates of all of our new customers and our reacquired
customers. It's a regular muscle and analytical skill set we have set up and it was part of all the work the team
did in Q1 of this year and into Q4 last year as we migrated the platform to Microsoft Azure and we're able to
leverage the analytical tool set that comes along with that. And what we are seeing is that we're continuing to
see strong new customer count. We're continuing to see strong reacquired customer count and we're seeing
them shop with us a second and third time at a higher rate than they have historically with us, and those trends
have been very consistent from the early days of the pandemic up until now. And as I mentioned, they've had –
early on, they were probably slightly more rural. I'd say now it's – or slightly more suburban. Now it's kind of
moderated. It's kind of reasonably mixed between suburban and rural. It does have the tendency to be a little
more female as I mentioned in the prepared remarks. And then online, whether it's direct ship sales or Buy
Online Pickup In-Store with curbside pick-up does over-penetrate some with those new customers. But they're
giving us a strong customer satisfaction scores and in their surveys they're saying they intend to repeat
shopping with us, and then in their actions, they are continuing to shop with us as well. And our aspiration is to
invest significantly in digital and national marketing as well as specifically in our CRM toolkit to continue to
engage those customers. And of course, that's one of the reasons we hired 5,000 new Team Members this
quarter, net new Team Members, was to provide that legendary customer service that we're known for and
ensuring that we can serve effectively the increased counts of customers we have in our stores.

Operator
Our next question comes from Peter Benedict from Baird. Please go ahead.

Peter S. Benedict

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, guys. Good morning. So, two questions. First, just – maybe just on the cadence. You mentioned pretty
consistent top line across 2Q and that's continued in 3Q. So, as you're looking forward, you mentioned
expecting some moderation, which makes sense. Just trying to understand maybe what level of moderation
you're thinking about there. You said in 2Q you thought maybe half of the comp was kind of sustainable
structural stuff. Is that a good benchmark for us to think about how maybe you're planning the balance of 3Q,
and then obviously with some more moderation in 4Q? That's my first question.

Kurt D. Barton

A

Chief Financial Officer, Treasurer & Executive Vice President
Tractor Supply Co.

Yeah, Peter, this is Kurt. Thanks for the question. In regards to the comp sales, I'll address the point you made
on the second quarter first and then pivot from there to kind of help with the third quarter. We saw wellunprecedented volumes, amazingly consistent performance throughout the second quarter. All three months at
a fairly strong elevated level. And even when we look at the two-year stack, month-to-month just continue to
show the consistency between April, May, and June. And as I mentioned, the level of performance continues
through July. We do anticipate that. As with what we can see today and having just a volatile and uncertainty in
there, the reasons I mentioned in the prepared remarks, we could anticipate seeing some moderation. And to
your point earlier, I believe the strength of the core business is a good indicator of where we would see the
third quarter and the last half of the third quarter potentially more falling in the range. So, we're giving some
prudent evaluation to some of the tailwinds that could have less benefit causing us in the third quarter while
starting off strong to really end in the range that we gave in our overall guidance.

Peter S. Benedict

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay. That's fair. Thank you. And then, just a question maybe for Hal or Seth. Just around the animal
ownership trends, you mentioned the dog adoption, but also I know the backyard poultry trend has been
particularly robust. Maybe – if you could rank order maybe the importance of those businesses within your
overall animal business. You guys are serving equine, other large animals, so just so we can understand which
are the most important categories, and then just what you're doing to kind of capitalize on that backyard
poultry trend that's continuing to surge here. Thank you.

J. Seth Estep
Chief Merchandising Officer & Executive Vice President
Tractor Supply Co.
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A

Hey, Peter. This is Seth. When you look at our overall pet and animal businesses, when talking about rank
order of the two, I would kind of look at each of those a little bit independently. So for us, we have a primary
desire obviously to own the pet customer in the rural marketplace and a lot of efforts are going in place,
whether that'd be on our pet supplies resets and continuing to make sure that we have the product there as
we're seeing these regular adoption rates. The pet supply business just showed incredible strength in the
quarter and we continue to see that strength. Obviously, Hal mentioned the pet food reset that's coming up as
we continue to go where kind of the customer is going and where those trends are. And so, pet for us is
something we want to make sure that when we look at that, whether it'd be on the Tractor side as well as with
Petsense that we want to own that category obviously in the rural marketplace. Animal is obviously the other
category on its own and with those, obviously, its multi-species approach. You talked about backyard poultry,
you talked about equine, and the merchant team really puts together independent strategies to really attack
each of those areas of the merchant categories. And as we talk about localization and regionalization, the
animal side is one of the areas that we see some of the most localized and regional differences at times so
that we can go after these categories. So the team, our feed rack is actually done on a store-by-store basis
relative to the local assortment and we obviously want to go after these things and we're continuing to go after
sales here. Backyard poultry is something that we have seen some really nice strength in. And just to put –
give an example of some of the nimbleness that has occurred throughout the year, our Chick Days – what we
call Chick Days, which is one of our big center court events in the spring, is typically about a nine-week event.
That event actually has not ended. So as we've seen the strength and the momentum in that category, the
team was able to be nimble, reallocate center court space. Most of our stores are continuing on with that and
will continue with that throughout the fall as we want to make sure that not only we can capitalize on these
trends, but also be that dependable supplier, as we're seeing new customers come into the category as well
as current customers adding to the flock. So pet and animal, both, I would just say are going to be two of the
primary pillars as we look forward not only this year, but for the years to come to drive comp and drive the
overall business.

Mary Winn Pilkington

A

Senior Vice President-Investor Relations & Public Relations
Tractor Supply Co.

This is Mary Winn. I am going to ask that everyone please keep to one question and one follow-up. We have a
lot of people in the queue and would like to get to as many people as possible, so thank you.

Operator
Our next question comes from Michael Lasser from UBS. Please go ahead.

Michael Lasser

Q

Analyst
UBS Securities LLC

Good morning. Thanks a lot for taking my question. Hal, you've had a remarkable start to your tenure at
Tractor Supply, but you are setting yourself up for a tough act to follow next year. So with all these productive
initiatives in place, the significant amount of new customer acquisition and knowing what you know today, do
you think Tractor Supply can comp positive in 2021?

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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A

Hi. Good morning. Great question, and I don't think I've got the crystal ball in front of me on that one, but what I
can – and I would acknowledge just the wide range of uncertainties over the next 18 to 24 months. But I'll
reference – I'll start by referencing what we talked about in our prepared remarks is that we're planning for the
COVID-19 pandemic to be a significant factor in the United States and in consumer shopping behavior at
least through the middle of next year, and we're buying to that. We're building our assortment plans around that
and we're putting in place our operational plans to support that. As we look beyond that, that's where we're –
that's why we're talking about growth initiatives today. We truly are focused on emerging as a stronger
company than we entered this pandemic and we're investing in things like our FAST team to make us more
operationally efficient, we're investing in technology to make us easier to do business with, and importantly,
we're looking at our format and our store and saying how do we make it more productive. And for those of you
that have followed our business for quite some time, it's been a while since we've gone on a strong space
productivity improvement initiative inside of our stores and we are very – we're very – it's early days, but we
like what we see in terms of the initial actions we're taking on the space productivity program, Project Fusion
in our stores, and we're doing 75 of those this year, and then the side lot has always been, I think by all
accounts, a big opportunity for us. We've got anywhere between 15,000 to 20,000 square feet in our side lot.
It's kind of concrete slab. Typically, it just holds most of our agricultural products out there and you think about a
lot of other retailers that have a similar side lot and how much more efficient they use that. And so, we've got
75 stores that were standing up this year that radically transform our side lot, and our goal is to see how those
two different 75 store tests play out as we get through the fall, and then more to come from us on how we
would expand that into next year and the years beyond. And like I said, we're investing from a position of
strength right now. We're not sitting on our laurels. We want to lock in these new customers, we want to
transform our business, make it a more attractive company of retail to come shop at and also a more efficient
retailer as well. And so at this point in time, not sure I could predict the comp for Q3 of next year, but what I can
tell you is we're leaning in to make sure that as we exit the pandemic that we've taken all the time we have
here to make our company a better company exiting the pandemic.

Michael Lasser

Q

Analyst
UBS Securities LLC

Thank you very much, and good luck.

Operator
Our next question comes from Simeon Gutman from Morgan Stanley. Please go ahead.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Thanks. Good morning. A little bit related maybe for Hal, I wanted to ask you about the outside space and then
the improving productivity. You're doing around $300 a foot. I think that still includes your e-comm. The home
improvement retailer you used to work at does about $500. And I'm just doing this to illustrate the difference. I
know you're not a home improvement store. And then Kurt mentioned some structural tailwinds. Curious if the
opportunities that you're testing here to drive sales per foot are incremental or should we be thinking big, and
any sense of where these store tests where you think the store productivity or sales per foot could land?

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Yeah, so we're not prepared to talk about targets and what we think our goals are yet. We've got these 75
stores in each of the pilots that we're standing up here in the fall and as we get more data and see the
performance of those, we'll certainly share that as appropriate. What I would say is both of them are – both of
the tests are step changes in the company's value proposition and in our format. And notably, in the inside the
store, it's a significant step forward in how we allocate space, coming in new programs and new categories
and brands, more room for laydown areas to bulk out product and drive sales, and much more clarity around
the connectivity of aisles and looking at all – every SKU has to earn its way, every program has to earn its way
into the store. And Seth and the team have just done a fantastic job in leveraging data to really redefine what
that store should look like. The side lot is a – it's hard to express it any other way than radical transformation.
We're basically taking the 15,000 square feet that we have there now, shifting it over to – compressing it to
about 5,000, 6,000, 7,000 square feet through racking that kind of merchandise these products. If you go out
to our store, you'll see stock tanks, you'll see corals, you'll see gates, and typically a lot of times they're laying
on the floor bundled together. We're now putting these up in racking. We're now merchandising. They're
shoppable. We're opening up the drive-thrus with the automatic gates that allow customers to drive through
and pick up. We're looking at certain categories like garden. We're looking at feed and how you drive through
and do drive-thru pickup on feed. We also selected high-volume Buy Online Pickup In-Store order so you can
do Drive-Thru Buy Online Pickup In-Store. You don't have to wait out front for it. We're dedicating staffing for
outside. We're putting new Theatro headsets in all of the stores so that way our Team Members can talk to
each other and manage what will be really in essence move from a 15,000- to 18,000- square-foot store to a
30,000- to 35,000-square-foot store. The side lot will now be covered going forward, much like what you might
see in some of the more larger mass and home center stores. So it is a significantly different store than it was
before when we're done with these productivity program rollouts, and we're very excited about the opportunity.
It gives us an opportunity to really transform the productivity of the outside to bring new categories in. Seth
was very involved and kind of led our Q transformation in 2009 and we think this has an opportunity to serve
as another step change for us going forward.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

And the SKU count goes up, Hal?

Harry A. Lawton III

A

President, Chief Executive Officer & Director
Tractor Supply Co.

There will be some modest SKU count, but certainly, those additional, that would be more reflective of the
outdoor area where we've got new square footage that we're merchandising. But we're still very focused on
space productivity and inventory productivity. But there will be some added SKUs and some added inventory
to support those higher sales volumes that we're anticipating.

Operator
Our next question comes from Steven Forbes from Guggenheim. Please go ahead.

Steven Forbes

Q

Analyst
Guggenheim Securities LLC

Good morning. Maybe I'll just put the two questions into one here. The focus on the Field Activity Support
Team, Hal, I believe you mentioned 1,500 Team Members, right, organized at the district level and maybe just
correct me if I'm wrong here, that's about 8 to 10 per district. And then as we think about the funding for these,
some of your big-box peers, right, have gotten some vendor support for these type of initiatives. Maybe just
talk about in your dialogue with the vendor community, whether there will be some form of vendor participation
either initially or after you prove out, right, some of the productivity gains. And then just real quickly, right,
where servicing versus tasking hours are today versus where you think they should be?

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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Yeah, so let me kind of hit a few of those. First off, we are working methodically through the core task that we
put on our stores at looking to make them more efficient such that we can shift those hours to customer-facing.
And as you mentioned, that's been a program that's tried and true and been executed across many other
retailers very successfully. We started that last year with the Tractor Way program. That is our number one task
that we ask our Team Members to do is to receive a truck and get the product to the shelf, and we
implemented with technology and with process a significantly improved approach to that. The next biggest
task that we have is the merchandising activity that happens in our stores, whether it's seasonal resets, end
cap executions, what we call SCIs, which are resets of certain categories at the completion of a line review, et
cetera, and that's our second largest activity. And as you know, right now, we use existing labor in our stores to
execute that. It's again tried and true across retail. When you can aggregate a team and have them focus
solely on those executions and those tasks, they are efficient. You get more efficient because they're putting
together – they're doing the same reset across 15, 20 stores at a time. You also get more efficient in your
processes and your systems to drive that execution, whether it's the way you build your planograms, whether
it's the way that you load your product on the – as it comes into the store on pallets and gets set aside, et
cetera, and so we are very committed to just driving tasks down in our stores, making it more efficient and
shifting it to our customer service and this is all about how do we make our company more productive, how do
we continue to make our company all resources count. As it relates to the funding for those head count, as you
said, it is very common in the industry for the vendors to support that sort of program, and I was kind of
implying that in my remarks because the activities are directly related to the on-shelf execution of those
vendors' program. We have a vendor conference in a month, and this is one of the discussion points we'll be
having with them. And then also over time as our stores get more efficient in their tasking, I do think there's
opportunity for our payroll to be more efficient in the stores as well. So in the long term, while we have some
incremental investment we're making in this team in Q3 and it'll slide a little bit into Q4, in the long term we
think of this cost as transitory not structural.

Mary Winn Pilkington

A

Senior Vice President-Investor Relations & Public Relations
Tractor Supply Co.

Operator – Carol, we've reached the top of the hour, but given the number of people we have in the queue,
we're going to let the call go for a few minutes longer. So maybe we'll move to the next question?

Operator
Wonderful. Our next question comes from Scot Ciccarelli from RBC. Please go ahead.

Scot Ciccarelli

Q

Analyst
RBC Capital Markets LLC

Good morning, and thanks for squeezing me in there. I had another follow-up on the new customer front, just
given its importance to your ability to kind of lap this year's trends. Hal, I was wondering if you guys have any
data on who your new customers are and where they're coming from. In other words, are these customers new
to the rural environment because they're moving out of urban and suburban areas or is it more that they're
shopping at other venues and migrated to Tractor Supply? And if it's the latter, what channels are they leaving
to come to Tractor Supply?

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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A

Yeah, hi. It's a little bit of both, Scot. So we all read the same datasets on kind of about mobile data and
seeing where people are in the United States and you're seeing less density of mobile data in cities and
you're seeing more density in suburbia and even more density than past in rural. And when we look at our
customers and these new customers and reacquired customers, we're seeing that as people have left the
cities where we don't have stores, they're moving into suburban, they're moving out to the suburbs or they're
moving out to the rural communities. They're embracing the Out Here lifestyle some and they're shopping
Tractor Supply because we are that lifestyle. And then for the customer, but we also are gaining share with
customers that are already Out Here, so to speak. And I think it's coming from a variety of places, so – and I'll
hit each of the categories just to give you some examples. So in apparel where our sales have been strong,
as we said, all categories were double-digit comping. We think that we're benefiting from trip consolidation
there. Instead of customers going to a standalone apparel retailer and they got to buy that one or two items
and do they really want to kind of take on that kind of safety kind of element, they're coming into Tractor
Supply, they are already going to be in there to buy maybe pet food or animal feed, and they're picking up
their clothes while they're in there or boots or any other item that we have in the apparel area. Then you think
about pet. All-time high pet adoption. A lot of new customers in the market. Or maybe customers that used to
shop for pet food in, say, mass. Our store being 15,000 to 18,000 square feet with a big focus on safety and
we've been very vocal about that, I think we're in kind of a convenient location. We're probably in many of our
customers. In fact, our number one customer shopping criteria when we do our survey results right now is
safety and cleanliness, and we have leaned into that from our actions and then also in our marketing. And so,
we think we're capturing some of that share where just people are more comfortable coming into our store.
And then you go around on pet feed. There we think we're taking share from some of our farm and ranch
competitors who maybe are having more difficulty getting access to product right now. As you all know, some
of the co-op chains are maybe having a little more of a struggle and we think this is where the scale of Tractor
Supply and being the size that we are and the connections that we have with our vendors as Seth talked about
earlier really allows us to stay in-stock and service that essential retailer for those customers. And we've been
very focused, as Kurt was mentioning earlier, on everyday low price. Our pricing in pet food and animal feed
right now is as sharp as it's ever been. And then you go all the way around into garden, and we think we've
gained a lot of share in garden this year. And it's been a great spring, but we think even in the context of that
spring, we've gained a lot of share and I think that speaks again to our format. The merchandising team did a
great job setting ourselves up for garden this year. We were planning on taking a big swing in that category
this year and it really worked out well for us as customers said, hey, I'd rather go to a 13,000-, 15,000-,
18,000-square-foot store where I feel comfortable going in, I can get in and out quickly, usually a standalone
parking lot, not an overwhelmed parking lot, and the products that we have in our stores are equivalent to
really what the other options they have elsewhere. So it's a little bit of both. New customers, existing
customers, and on existing customers, I think we're taking it from many of the places you would think they
would have historically shopped. The last thing I'll mention is online. We've been aggressive online. I
mentioned the triple-digit online growth that we had this quarter, and we think we're holding our own and taking
share online as well from whether it's multichannel players or from e-commerce-only.

Operator
Our next question comes from Matt McClintock from Raymond James. Please go ahead.

Matthew J. McClintock

Q

Analyst
Raymond James & Associates, Inc.

Yes, good morning, everyone, and may I say congrats. Great job of executing. My main question here, Hal, is
really as we think through everything that you just said on this call and there's a lot that you said on this call, a
lot of initiatives, I think you were already planning on focusing on space productivity before COVID. So, I want
to understand or better understand what initiatives that you're talking about today were already in place before
COVID, and what initiatives and investments are you making now that you're seeing how fundamental
consumer behavior might be changing because of COVID? Can you kind of maybe parse those two things
out just so we can understand the new things that you're putting in place? Thank you.

Harry A. Lawton III
President, Chief Executive Officer & Director
Tractor Supply Co.
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A

Yeah, hey, Matt, and thanks for the question. Yeah, I'd say – two things I would say on that. First off, in March –
mid-March when we had kind of our meet-and-greet up in New York, we did talk about space productivity, and
I'd say that was kind of early days thinking if you recall that we were sharing with you and saying we thought
this was an opportunity and we were going to go start to take – put plans in place to attack the opportunity.
The first thing I'd say is just outstanding work by Seth and his team and John Ordus and his team and our
construction team for in the midst of a pandemic and we're doing all this activity to support our Team
Members, all this activity to drive the business in the midst of it, they're also putting in place plans to address
space productivity strategically and look out 18 months, two years, three years. So first off, I'd say we didn't
really have a roadmap in place in March we talked about. It was more of an idea. And over the last three to
four months, the team has kind of not only walked and chewed gum at the same time, but jumped rope and
pulled together what I think is a very compelling potentially transformative plan for the company. The second
thing I'd say is we are leaning into those tests in a more aggressive way given the strength of our business
right now than we might have otherwise. We're doing 75 of each one of those stores, which is a pretty
aggressive swing for a pilot, but that just demonstrates the bullishness that we have in the solution and also
the speed at which we want to execute once we get the datasets out of the pilots.

Operator
This concludes the Q&A portion of our call, and I would like to turn it back to Mary Winn for final comments.

Mary Winn Pilkington
Senior Vice President-Investor Relations & Public Relations
Tractor Supply Co.

Well, thank you very much, Carol, and I'm glad we were able to get a few more people in there for the Q&A.
So, thank you all for your cooperation. This does conclude our call today, and thank you for joining us. We look
forward to speaking to you on our third quarter call in October. And I'm around along with Marianne if anyone
needs anything. So, thank you all. Take care.

Operator
Thank you. And once again, this does conclude today's conference call. Thank you for your participation. You
may now disconnect.
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Good morning, and welcome to the Plexus Corporation Conference Call regarding its Fiscal Year Third
Quarter 2020 Earnings Announcement. My name is Myra, and I'll be your operator for today's call. At this time,
all participants are in a listen-only mode. After a brief discussion by management, we will open the conference
call for questions. The conference call is scheduled to last approximately one hour. Please note that this
conference is being recorded. I would now like to turn the call over to Ms. Heather Beresford, Plexus' Senior
Director, Communications and Investor Relations. Heather, please go ahead.

Heather Beresford
Senior Director-Communications & Investor Relations
Novelis, Inc.

Good morning, and thank you for joining us today. Some of the statements made and information provided
during our call today will be forward-looking statements as they will not be limited to historical facts. The words
believe, expect, intend, plan, anticipate, and similar terms often identify forward-looking statements. Forwardlooking statements are not guarantees since there are inherent difficulties in predicting future results, and
actual results could differ materially from those expressed or implied in the forward-looking statements. For a
list of factors that could cause actual results to differ materially from those discussed, please refer to the
company's periodic SEC filings, particularly the risk factors in our Form 10-K filing for the fiscal year ended
September 28, 2019 as supplemented by our Form 10-Q filed with the SEC on May 8, 2020 and the Safe
Harbor and Fair Disclosure Statement in yesterday's press release. Plexus provides non-GAAP
supplemental information such as ROIC, economic return and free cash flow because those measures are
used for internal management goals and decision-making and because they provide additional insight into
financial performance. In addition, management uses these and other non-GAAP measures such as adjusted
operating income, adjusted operating margin, adjusted net income, and adjusted earnings per share, to
provide a better understanding of core performance for purposes of period-to-period comparison. For a full
reconciliation of non-GAAP supplemental information, please refer to yesterday's press release and our
periodic SEC filings. We encourage participants on the call this morning to access the live webcast and
supporting materials at Plexus's website at www.plexus.com, clicking on Investors at the top of that page. In
light of the current situation with COVID-19, we are conducting this quarter's call virtually. Joining me today are
Todd Kelsey, President and Chief Executive Officer; Steve Frisch, Executive Vice President and Chief
Operating Officer; and Pat Jermain, Executive Vice President and Chief Financial Officer. Consistent with
prior earnings calls, Todd will provide summary and comments before turning the call over to Steve and Pat
for further details. Let me now turn the call over to Todd Kelsey. Todd?

Todd P. Kelsey
President, Chief Executive Officer & Director
Novelis, Inc.
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Thank you, Heather, and good morning everyone. Please begin on slide 3 with our fiscal third quarter results
reported after the close of the market yesterday evening. I'm incredibly proud of our global Plexus team as
they manage through the complexities resulting from COVID-19, while delivering record quarterly revenue of
$857 million. The result represent a 12% sequential growth and 7% growth from the third fiscal quarter of
2019. While each of our locations faced challenges resulting from the COVID-19 pandemic, our sites
operated near full capacity for the quarter. This level of performance was possible for many reasons. I will
highlight three of the most significant. First, the leadership of our regional and site teams ensured that the
robust policies and procedures we developed to safeguard the wellbeing of our teammates were
implemented and sustained. Second, the dedicated frontline associates at our sites, each day display their
commitment to our customers and help to create the products that build a better world. Finally, our supply
chain team effectively expedited components, allowing us to fulfill upside demand as they continue to deleverage their strong partnerships with our suppliers and uphold their commitments to our customers. We
delivered GAAP diluted EPS of $1.20, including $0.22 of stock-based compensation expense. Our GAAP
operating margin of 5.3% was our best quarterly margin performance in three years. While direct COVIDrelated costs were substantial within the quarter, our operating margin was higher than anticipated as we
benefited from leverage due to increased revenue, reduced United States healthcare costs and exceptional
operating performance from our teams. Please advance to slide 4. Next, I will discuss additional
accomplishments within our fiscal third quarter of 2020. I'll start with items related to our revenue growth. Our
team overcame the challenges of the pandemic to deliver an exceptional manufacturing wins result of $252
million annualized when fully ramped into production. In addition to traditionally strong wins from our existing
customers, our team's innovative virtual business development efforts resulted in a meaningful number of new
target wins, adding three new logos and multiple new divisions. Our global team's strong reputation for
delivering superior execution continues to position us for future growth, with both existing and target
customers. Even with the strong wins performance and inability to travel to customers, our team expanded the
funnel of qualified manufacturing opportunities to $2.5 billion, positioning us well for further growth. Our
portfolio continues to differentiate Plexus from our peers as we strengthen our leadership in highly complex
products and demanding regulatory environments. Within the fiscal third quarter, 92% of our revenue was
generated from the combined Healthcare/Life Sciences, Industrial/Commercial and Aerospace and Defense
market sectors. Our focus in these complex markets provides advantage in operational efficiency and has led
to consistent profitable growth. Next, I'll highlight accomplishments related to the balance sheet. Our cash
conversion cycle for the fiscal third quarter of 79 days marked an 8-day improvement over the fiscal second
quarter, and was well below our guidance range of 82 to 86 days. The strong cash cycle led to free cash flow
of $37 million, a result that exceeded our expectations entering the quarter. We created meaningful
shareholder value and delivered return on invested capital of 12.9%. This result represents an economic
return of 410 basis points above our weighted average cost of capital of 8.8%. Unfortunately, mitigating the
impact of COVID-19 has become a normal part of managing the business. I want to thank our leadership and
all of our team members globally for their commitment to make our Plexus facilities the safest place our team
members can be when away from their homes. In response to COVID-19, our policies and procedures
continued to evolve throughout the fiscal third quarter. In addition to mandatory personal protective equipment
and social distancing, we enhanced our facility decontamination and contact tracing procedures. As a result,
our sites remained at near full capacity throughout the quarter, enabling us to meet the needs of our customers
and communities. Please advance to slide 5. Last quarter, I highlighted how our work in the Healthcare/Life
Sciences sector was making a positive impact in the fight against COVID-19. This quarter, I will highlight how
the products within our Industrial business are helping our communities and customers reach the new normal
in light of the pandemic. Our warehouse automation products help the largest retailers in the world keep
products flowing to consumers at their homes, allowing them to avoid the need to go out to shop. Work-fromhome and streaming entertainment has driven a large surge in data center capacity needs. This hardware is
enabled through devices we produce for our semiconductor capital equipment customers. Within
communications, we are shipping equipment that provides additional bandwidth, so people can work safely
from home. Our instrumentation products are used by engineers globally to develop the next-generation
medical devices necessary to fight the pandemic. Finally, with the surge in the need for personal protective
equipment, there are myriad of 3D printing applications that ensure our frontline workers have what they need
to safely fight the battle against COVID-19. In addition, we are ramping our recent Healthcare/Life Sciences
wins associated with COVID testing and are seeing upside from multiple customers for existing programs
that support critical care applications. Our team's ability to quickly adapt and persevere highlights our
organization's talent, strength and focus. We have a team that is truly committed to creating the products that
build a better world. Advancing to our guidance for the fiscal fourth quarter of 2020 on slide 6, as we look
forward to our fiscal fourth quarter, we expect to deliver revenue in the range of $850 million to $890 million.
While markets remain highly volatile, in aggregate, our demand continues to be strong. The midpoint of our
revenue guidance range suggests approximately 6% annual growth in fiscal 2020. We expect our operating
performance to continue to be strong as our teams leverage the productivity gains achieved through the
COVID pandemic. As such, we are guiding GAAP operating margin in the range of 4.8% to 5.2%. We
anticipate revenue and operating margin at these levels will lead to GAAP EPS in the range of $1.05 to
$1.20, including $0.21 of stock-based compensation expense. In providing this guidance, we have taken into
consideration constraints on the global supply chain and workforce challenges that could occur due to COVID19. However, our guidance assumes no large-scale closures of our facilities or those of our suppliers or
customers due to COVID-19 nor does it assume that the COVID-19 outbreak will materially impact the end
markets beyond what has already occurred. As we move into the early part of fiscal 2021, we anticipate
certain COVID-related demand to moderate, specifically related to critical healthcare products,
communications infrastructure products and certain industrial products. This is in advance of the anticipated
benefit of growth from new program ramps later in the year. We anticipate continued strength in operating
performance throughout the year despite the expected impacts related to COVID-19. Our goal is to
consistently deliver operating margin at or above our target range of 4.7% to 5% in the fiscal year. We believe
our differentiated portfolio, advanced service offering, superior execution, talent in workforce and focus on
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our differentiated portfolio, advanced service offering, superior execution, talent in workforce and focus on
operational efficiency support this goal. As we move forward, our team members remain our top priority. We
continue to enhance our policies and procedures to operate in the safest manner possible. I applaud our team
members, particularly those in our manufacturing sites who every day are demonstrating their unwavering
support of our customers and communities. I'm proud of their efforts. I will now turn the call over to Steve for
additional analysis of the performance of our market sectors and operations. Steve?

Steven J. Frisch
Executive Vice President & Chief Operating Officer
Novelis, Inc.
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Thank you, Todd. Good morning. I will start on slide 7 with an update on how the Plexus team is leading
through the COVID-19 pandemic. We have not wavered on our commitment to our employees to make Plexus
the safest environment outside of their homes. With the mitigations we have put in place, we believe we are
delivering on this pledge, and the likelihood of the COVID-19 virus being transmitted within our facilities is low.
We were happy to see the sentiment reflected back to us by our employees in the satisfaction survey we
conducted during the fiscal third quarter. The largest issue we face is the increasing number of employees
who contract the virus outside of Plexus. To mitigate this risk, we are continuing our work-from-home policy
where possible. In our facilities where employees need to be at work, everyone is required to wear a mask
and practice social distancing. We check employees for COVID-19 symptoms every day. Individuals who
have symptoms are proactively quarantined at home while they're being tested, and we perform contact
tracing even before test results are received. Although we cannot stop employees from bringing COVID-19 to
work, we have been able to effectively manage the risk of it spreading at Plexus thus far. In addition to
mitigating the health risk for employees, slide 8 highlights our team's successes in mitigating the business
risk for customers. Although some disruptions are still occurring in the supply base due to COVID-19 impacts,
the main challenge for our supply chain organization in the fiscal third quarter was expediting materials to
meet demand increases. As reflected in our strong results, the team was able to procure additional materials
and our operations teams efficiently converted them into finished products for our customers. This was
possible because our manufacturing facilities were able to operate at or near full production rates as we
finished the fiscal third quarter. We will continue to monitor potential impacts of COVID-19 as the pandemic
evolves. But as of today, we expect to be able to produce at or near full production levels in the fiscal fourth
quarter in all of our manufacturing facilities. Finally, COVID-19 is creating challenges, but it's also creating
opportunities that our sector teams are actively pursuing. Through virtual meetings and tours, Plexus'
commitment to zero defects and especially on-time delivery during this pandemic is resonating with existing
and potential new customers. Please advance to slide 9 for a review of our performance by market sector.
Our Healthcare/Life Sciences sector had an exceptional sequential growth of 22% in the fiscal third quarter.
The result was in line with our expectation that the sector's growth would exceed 20%. We experienced
double-digit growth with 13 of our top 20 Healthcare/Life Science customers during the quarter. Strong
demand for products used in diagnosing and treating of COVID-19 drove the growth. As we start the fiscal
fourth quarter, the demand for products used to fight COVID-19 remains robust. As a result, we expect a lowsingle digit increase in our Healthcare/Life Sciences sector for the fiscal fourth quarter. Our
Industrial/Commercial sector experienced substantial growth of 11% in the fiscal third quarter. The result
easily surpassed our expectations of a high-single digit decline. Several semiconductor capital equipment
customers increased forecast within the quarter, and our supply chain and operations teams did an
outstanding job fulfilling the additional demand. As we look at the fiscal fourth quarter, the semiconductor
capital equipment subsector demand remains healthy. We are also expecting modest strength with two of our
larger customers in our connectivity subsector. One of these customers has increased demand for an
industrial control product that they provide to healthcare companies. In total, we anticipate a low-single-digit
increase for Industrial/Commercial sector in the fiscal fourth quarter. Our Aerospace and Defense sector was
down 10% in the fiscal third quarter. The result was slightly lower than our expectations of a high-single-digit
decline. Soft demand for commercial aerospace products across several customers was the main reason for
the lower revenue. Looking at the fiscal fourth quarter, we anticipate the continued softness in the commercial
aerospace subsector to be partly offset by increased demand with some security and satellite programs. The
net result is that we're expecting a low-single-digit decline for Aerospace and Defense sector in the fiscal
fourth quarter. Our Communications sector increased 33% in the fiscal third quarter, a result that topped our
expectations of almost 30% growth. 8 of the top 10 customers in this sector had double-digit increases from
the fiscal second quarter. Robust demand for Internet connectivity products that supports a stay-at-home
environment were the largest contributors to the growth. As we look towards the fiscal fourth quarter, we see
continued strong demand from some Internet connectivity products. As a result, we're expecting a high-teens
increase in our Communications sector for the fiscal fourth quarter. Please advance to slide 10 for an
overview of the wins performance of the fiscal third quarter. We won 35 new manufacturing programs that we
expect to generate $252 million in annualized revenue when fully ramped into production. Most of the wins
were associated with customers or new divisions of customers. However, we won manufacturing
opportunities with three new companies. Although COVID-19 has caused changes in our business
development approach, the sales cycle is following a typical process for most opportunities. The strong wins
performance had a positive impact on our trailing four-quarter wins metric as it increased by $24 million,
closed at $868 million in the fiscal third quarter. This results in a wins momentum above our goal at 26%.
Please advance to slide 11 for further insight into the wins result by region. The America region's wins were
substantial at $137 million. Included in the result is a new COVID-19 point-of-care rapid tester that we
produce in Wisconsin. In addition, our facility in Guadalajara, Mexico won a large Healthcare/Life Sciences
program that we expect to aggressively ramp in early fiscal 2021. The APAC region had robust manufacturing
wins of $92 million in the fiscal third quarter. Included in the wins are four significant opportunities for our
China operations. Each of our three facilities in China will benefit from the program wins, which we expect to
start ramping early in fiscal 2021. A majority of the end markets for these products are outside of the United
States. The EMEA region's manufacturing wins of $23 million include a new customer in our
Aerospace/Defense sector who specializes in ruggedized control systems. We expect to start ramping the
first program with them during the fiscal fourth quarter. Please advance to slide 12 for further insight into the
manufacturing performance by market sector. Our Healthcare/Life Sciences team had an exceptionally strong
wins results of $147 million in the fiscal third quarter. Included in the wins are a few COVID-19 products,
including the new point-of-care rapid tester. However, most of the wins are traditional products, including a
finished medical device that our engineering solutions team has been developing with our customer.
Industrial/Commercial sector produced a healthy $80 million of manufacturing wins in the fiscal third quarter. In
addition to further market share gains with some of our semiconductor capital equipment customers, the
sector added a large program that is used in the control system of power grids. The Aerospace and Defense
sector generated $20 million of new wins in the fiscal third quarter. The wins total includes a meaningful new
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sector generated $20 million of new wins in the fiscal third quarter. The wins total includes a meaningful new
security product that is used to safeguard financial data transactions. Please advance to slide 13. Our sector
teams increased the funnel of qualified manufacturing opportunities by more than $90 million during the fiscal
third quarter. At $2.5 billion, the funnel size supports continued strong wins performance. Even with the robust
wins in the fiscal third quarter, the Healthcare/Life Sciences funnel remained very healthy at $1.3 billion. A
significant new opportunity to manufacture device used in the diagnosis of COVID-19 was added to the funnel
during the quarter. We expect to win this program within the fiscal fourth quarter. The Industrial/Commercial
sector increased our funnel again to finish at $479 million in the fiscal third quarter. New opportunities in
warehouse automation and further opportunities for market share gains with semiconductor capital equipment
customers are driving the growth of the sector's funnel. Our Aerospace and Defense sector increased their
funnel by $76 million to close at $575 million at the end of the fiscal third quarter. The 15% increase was
mainly driven by new opportunities in our defense subsector. A few final comments, some of you wonder how
we achieved record revenues and strong operational performance in the midst of a pandemic. I believe our
focused market sector approach has created a well-diversified portfolio of great customers. Our commitment
to superior execution, including operational excellence and customer service excellence, provides a strong
foundation for overcoming new challenges. And most importantly, the commitment and dedication of Plexus'
employees is unwavering. When you're focused, you execute and you're dedicated, success is not only
possible, it is probable. I want to thank all of the Plexus employees who made today's success possible and
who will make future successes more probable. I will now turn the call to Pat for an in-depth review of our
financial performance. Pat?

Patrick J. Jermain
Executive Vice President & Chief Financial Officer
Novelis, Inc.
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Thank you, Steve, and good morning, everyone. Our fiscal third quarter results are summarized on slide 14.
Revenue of $857 million was sequentially higher by $90 million, while gross margin at 9.7% improved 170
basis points. For the fiscal third quarter, we experienced significant fixed cost leverage as revenue increased
12% while fixed manufacturing expenses remained consistent with the fiscal second quarter. Healthcare costs
and travel expenses were two areas where we experienced lower spending compared to last quarter.
Improvement in our business mix also contributed to better gross margin. Selling and administrative expense
of $37 million was slightly above our expectations, primarily due to higher variable incentive compensation
expense. However, as a percentage of revenue, SG&A was 4.3%, which was better than expected and
sequentially lower by 65 basis points. Again, reduced healthcare costs and travel expenditures provided
improvement in this area. Our GAAP operating margin of 5.3% included approximately 75 basis points of
stock-based compensation expense. This represented a 230-basis-point improvement from the fiscal second
quarter non-GAAP result and an operating margin nicely above our target range of 4.7% to 5%. Nonoperating expenses of $4.2 million were better than expectations, primarily due to lower interest and other
expenses. GAAP diluted EPS of $1.20 was positively impacted by the improvement in operations, lower nonoperating expenses and lower than expected tax expense. Turning now to our cash flow and balance sheet on
slide 15, for the fiscal third quarter, we delivered $47 million in cash from operations and spent $10 million on
capital expenditures, generating free cash flow of $37 million, a result in excess of our net income. Through
the first nine months of fiscal 2020, we generated free cash flow of $51 million. There is no share repurchase
activity during the fiscal third quarter. As I mentioned last quarter, we decided to suspend the repurchase
program given the current environment. We also wanted to wait and tell our free cash flow generation
improved. Given the fiscal third quarter positive cash flow results and our expectations for the fiscal fourth
quarter, we plan to resume repurchasing shares this quarter. We currently have approximately $27 million
remaining under the authorization. Next month, we will review with our board of directors a potential for new
authorization for fiscal 2021. We believe Plexus is well-positioned with a strong balance sheet. Cash of
approximately $300 million was sequentially higher by $73 million, while our short-term debt increased $38
million. In May, we executed a 364-day term loan with several of our credit facility banks. We secured $138
million through this offering. With the proceeds, we repaid existing borrowing under our revolving credit facility.
At the end of the fiscal third quarter, there was no outstanding borrowing under this facility, therefore, allowing
us to fully use of the $350 million facility. Our gross debt to EBITDA leverage ratio is at an attractive level of
approximately 1.6 times compared to the covenant limit of 3.5 times. For the fiscal third quarter, we delivered
a return on invested capital of 12.9%. This generated an economic return of 410 basis points above our
weighted average cost of capital, creating solid shareholder value. A combination of exceptional operating
performance and improved working capital led to a sequential improvement of 150 basis points and a return
slightly less than our 500-basis-point target. Cash cycle at the end of the third quarter was 79 days, a
sequential improvement of 8 days. Please turn to slide 16 for details on our cash cycle. The increase in fiscal
third quarter revenue and our continued improvements in inventory management led to a sequential reduction
of two days in inventory. Contract asset days sequentially improved by one day while days in receivables were
consistent with last quarter. With elevated purchasing activity to support our revenue demand, payable days
sequentially increased by three days. Finally, we were successful in securing $36 million in additional
customer deposits, which led to the two-day sequential improvement. As Todd has already provided the
revenue and EPS guidance for the fiscal fourth quarter, I'll review some additional details, which are
summarized on slide 17. Fiscal fourth quarter gross margin is expected to be in the range of 9.1% to 9.5%. At
the midpoint of this guidance, gross margin would be approximately 40 basis points lower than the fiscal third
quarter. This reduction is primarily due to higher variable incentive compensation expense, travel expenses
and healthcare costs. For the fiscal fourth quarter, we expect SG&A expense in the range of $37 million to $38
million. At the midpoint of our revenue guidance, anticipated SG&A would be 4.3% of revenue, consistent with
the fiscal third quarter. Fiscal fourth quarter operating margin is expected to be in the range of 4.8% to 5.2%.
This guidance includes 75 basis points of stock-based compensation expense. A few other notes for the
fiscal fourth quarter, depreciation and amortization expense is expected to be approximately $14 million,
which is consistent with the fiscal third quarter. Non-operating expenses are expected to be in the range of
$4.8 million to $5.2 million. At the midpoint of this guidance, these expenses would be sequentially higher,
primarily due to a full quarter of interest expense under the new term loan. For the fiscal fourth quarter, we
estimate an effective tax rate of 13% to 15%, while we expect a non-GAAP effective tax rate of 12% to 14%
for the full year. In addition, we are estimating diluted shares outstanding of approximately 30 million shares
for the fiscal fourth quarter. Our expectation for the balance sheet is for working capital dollars to slightly
increase due to the anticipated sequential growth in revenue. Based on our revenue forecast, we expect this
level of working capital will result in cash cycle days of 77 to 81 days. At the midpoint of this guidance, cash
cycle days would be consistent with the fiscal third quarter. For the fiscal fourth quarter, we expect free cash
flow of up to $25 million for the full year. This would put us at $50 million to $75 million of free cash flow. Finally,
our capital spending estimate for fiscal 2020 continues to be in the range of $50 million to $60 million. With
that, Myra, let's now open the call for questions.

QUESTION AND ANSWER SECTION
Operator
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Thank you, sir. We will now begin the question-and-answer session. We have our first question from Adam
Tindle from Raymond James is on line with a question. Please go ahead.

Adam Tindle

Q

Analyst
Raymond James & Associates, Inc.

Thanks, and good morning and congrats on the strong results in this difficult operating environment. Todd, I
wanted to ask – you talked about in early fiscal 2021 how COVID-related demand was going to moderate in
advance of new ramps. So, it does sound like there's maybe a little bit of an air pocket coming. And I just have
two questions on that. First, if you could just help us understand the magnitude to revenue, would we kind of
expect down low single-digits year-over-year kind of like we saw last quarter or would it be worse because
there's more segments impacted? And secondly, what you're doing on the operational side, the plan for this?
I'm sure it's a little bit of a catch 22, with ramps coming in the back half of the year, so you probably don't want
to make major OpEx adjustments. Just how big a dip in operating margin we should expect and how it comes
out the other side? Thanks.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah. Sure, Adam. I guess, one of the things that became obvious with the question here is, perhaps, we
concern people a bit too much or a bit more than what's reality here. So, if we look at the situation we think
about where we're at today, with the fiscal fourth quarter guidance, at the midpoint, we'd be up about $100
million sequentially over the next – over the past two quarters. What we didn't want people doing is thinking
that we would continue to grow at that rate that we were going to take a bit of a pause as some of these
demand increases level off and new program ramps hadn't quite caught up to it yet. So, what we really expect,
I would call it, a modest dip in Q1 and Q2 from what we expect to end at in Q4, and then we would expect to
be in sequential growth again in Q3 and Q4. So, there really isn't any structural changes we need to make
operationally. We expect strong operating performance throughout fiscal 2021 and with strong margins. And
we expect – as we look at fiscal 2021, we expect it to be – in today's environment, there's a lot of caveats
here based off of the broader economy and the broader things that are going on in the world. But with today's
environment, we'd expect some growth in fiscal 2021.

Adam Tindle

Q

Analyst
Raymond James & Associates, Inc.

Okay. That's helpful. Thanks. And maybe just as a quick follow-up, comparing the last recession, where you
had a string of quarters of revenue down around 20%, operating profit down 2 to 3 times this. Here in this
recession, we had one quarter of a blip, but now, we're at record revenues and margins. What are the major
differences you're seeing this time around and just thoughts on big takeaways for the industry as we think
about coming out of this? Thanks.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

So, I think what we saw in the last recession was a very broad-based demand reduction. I think what we're
seeing right now is it's very targeted across specific markets. And with the way that we've been able to
diversify our portfolio, we're not seeing as significant of an impact as other people. So, as we go through our
sectors and I talked about in aggregate our demand being strong, about 70% of our business is solid to up
right now, with only about 30% of it being what I would call weaker, impacted by the recession. And I think a lot
of it has to do with the diversification of the portfolio and the markets that we're playing in. So, I think that's
what's different. And I think what we're going to see across the various industries and across the various
sectors of the market is there's going to be some areas that do quite well and some areas that do poorly. And
that's what I think is a lot different, where it was very broad-based last time, and it's very targeted this time.

Adam Tindle

Q

Analyst
Raymond James & Associates, Inc.

Thanks, and congrats again.

Patrick J. Jermain
Executive Vice President & Chief Financial Officer
Novelis, Inc.
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A

Hey, Adam, from a margin standpoint, too, maybe I can add a few things to that. So, I mentioned that we were
up 170 basis points sequentially. So, just to give you a few numbers around that, I'd say about 35 basis points
of that sequential improvement related to lower healthcare costs and travel expenditures. So, that's something
that's probably more temporary. We expect to see a return to those levels later this year. COVID-related
expenses were about $4 million this quarter. Last quarter, they were $5 million. So, a little lower this fiscal third
quarter compared to the second quarter, so a benefit there. I think where the real delta was around
productivity, our ability to manage with a smaller workforce and leveraging that higher revenue, essentially
keeping our fixed manufacturing expenses consistent from the second quarter. So, I think some of that will
continue and will change going forward, and stay with us from a margin standpoint. Hence, Todd's comment
about expecting to see strong margins continuing.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah. I just wanted to add one more comment too before we – you left, on your first question, Adam, because I
didn't have the numbers at my figure tips about year-over-year performance, because we tend to think more
about sequential performance but year-over-year the comparables are good. Q1 last year – of fiscal 2020
was a pretty solid quarter. We'd expect to be on par with that certainly. And Q2 would be the depressed
quarter, we'd expect to be up substantially from that quarter in fiscal 2021.

Adam Tindle

Q

Analyst
Raymond James & Associates, Inc.

Got it. Thank you.

Operator
Shawn Harrison is online with a question. Please go ahead.

Shawn M. Harrison

Q

Analyst
Longbow Research LLC

Good morning, everybody, and my congratulations to you and the entire team as well with your outstanding
results and guidance. Wanted to dig in on two areas, the first just being the robust program win rate this
quarter in light of an inability to visit potential partners. How does that potentially accelerate coming out of
COVID if you're actually able to meet people in-person and they get to walk through the Plexus facilities? Is
there an opportunity to see even more programs come to Plexus over the next 12 to 24 months hopefully once
we get COVID under control?

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Yeah, so, this is Steven. I think there is a potential opportunity. One of the things that we are seeing is
companies dealing through COVID and quite frankly the tariff situations in the recent past, really starting to
look at and evaluate different supply chain strategies. And so, we are, I would say, getting more requests in
discussions associated with what should a forward-looking supply chain strategy be from potentially new
customers. And I do believe although we're being successful addressing those virtually, I don't believe there's
anything better than getting on the street and being able to talk to people directly about those. And so, we
have made a few investments here in the last couple of quarters in our business development team both in
EMEA as well as the US. And really kind of our expectation is to be able to try and accelerate business
development wins as we go into fiscal 2021, because the rally is, is to keep our wins metric where we need it
to be and want it to be, we need to increase that number through 2021 and then to 2022 to keep the growth
going.

Shawn M. Harrison

Q

Analyst
Longbow Research LLC

That's helpful. And then, Adam, I'm going to put you on the spot. You did a 5.3% EBIT margin this past quarter,
the midpoint is at 5%, you still have some COVID cost overhang. But it sounds like you've learned some
manufacturing efficiency lessons here during the pandemic. Why wouldn't you be able to hold above a 5%
EBIT margin in fiscal 2021 if you're going to see some top line growth? And you've got COVID cost going
away and lessons from these during the pandemic on efficiency helping that as well.
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Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah. I think the opportunity is definitely there, Shawn. I think it's just a little early. We're right in the process of
preparing our annual operating plan for the board, we'll present that to them next month. I think the opportunity
is there. I think we've proven to ourself we can be more productive, efficient with the workforce. And I expect
that to carry through. So, to your point, I think COVID expenses will come down a bit, especially the labor side.
I think we'll continue to have personal protective equipment needs that will carry through fiscal 2021. But I think
the opportunity is there, it's just probably just a little early to guide that.

Shawn M. Harrison

Q

Analyst
Longbow Research LLC

Thanks.

Operator
We have Jim Ricchiuti from Needham & Company on line with a question. Please go ahead.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Hi, good morning. I may have missed it, but did you give a COVID-related expense level that you're
anticipating for Q4?

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

Jim, this is Pat. I don't think we did.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Hi, Pat.

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

I think we'll be around $2 million for Q4.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Okay.

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

So, that's coming off $4 million in Q3.

James Ricchiuti
Analyst
Needham & Co. LLC
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Q

Got it. And Pat, I just wanted to come back to a comment you made about the business, 70% of the business
being solids up, which is impressive given the environment we're in, the economic environment. I'm
wondering, as you look at that business, that portion of the business, do you have a sense as to how much of
that might have been this COVID-19 tailwind that you've experienced.

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

Yeah. We do in certainly general terms and that's part of what we're seeing, where we talk about a bit of a
moderation early in the fiscal year. So, I mean it might be on the order of $30 million a quarter or so, and I'm
just going ballpark off the top of my head here of impact that's, I'd call it, more surge-related from COVID. But I
think a lot of it is just demand that's non-COVID-related that's just in solid in the right markets. So, the other
thing we have going for us too that we're – we think will help as we move into fiscal 2021, we not only have the
program ramps, but if you look at our Healthcare business, where you could say a fair amount of that or at
least some of that is COVID-related. I think some of it's more sustainable like the point-of-care testers are
going to be around for a long time. But I think if you look at that business, you have the elective business that
we anticipate to come back more strongly than it has , it's – there are signs of improvement, but I would say
it's still quite weak right now. So, we have that to look forward too I think as we get into fiscal 2021.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Got it. And then it's a real nice growth in wins in North America. And I think you touched on some of it that I'm
just wondering if there is any other color you can provide on where that growth is being generated.

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Yeah. This is Steve.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Hi Steve.

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Yeah, obviously – yeah, so strong wins in the Americas, we've seen in the recent past also strong wins in
APAC. And I guess the message I would give you is that we do see customers really focusing on probably a
little bit more disciplined approach on continuity of supply and long-term partnerships. So, as some of these
issues have been happening across the globe, there's a little bit more due diligence being applied to
suppliers as opposed to just chasing the lowest cost. And I think that resonates really well for Plexus when we
deliver our message, and people can see and we can show them examples of what we've been able to do. It
resonates really well with them. And so, I think our ability to win is, in my opinion, ability just to demonstrate
what we've done for other customers and then quite frankly just the stability of the company both from a
financial and an execution standpoint. It's a pretty easy message to tell people, and they like it.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Got it. And last question for me. You talked about getting to full capacity at your facilities. Just given the way
this pandemic has been moving around, I wonder if you could just provide any update just as to where you are.
I mean, we've talked in the past about potential – the headwinds you've faced in Malaysia, but then just in
general, has there been any – are there any things we need to be paying attention to?

Steven J. Frisch
Executive Vice President & Chief Operating Officer
Novelis, Inc.
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A

Yeah. From a capacity standpoint, I guess the comment I made is that the ability to run at full capacity, full
capacity doesn't mean we don't have the ability to expand and drive more revenue with new programs into
those facilities. And so, where we sit today is roughly – from a capacity standpoint, roughly about 50% of
available capacity as tooled. We're in the 70% range, but we have seen an uptick more in the APAC region.
So, APAC's on the higher end of that, more – getting closer to 80% as tooled. And so, for us, we're pretty
comfortable with our footprint. The additions that we made in fiscal 2019, I think were the rate additions. But
as I look to the growth in really kind of APAC, outside of China, is probably an area for us to be looking at in
the future.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

And one of the things that I'd add too is that we certainly went through a period and are continuing to go
through a period, where – which everybody is, where you're dealing with COVID and it's like an everyday
occurrence across the business or every week or – on those orders. So, it's something that we've learned to
manage around, and we believe given the business that we're in, the locations we're at, we don't foresee any
issues at this point in being able to operate. We think we'll be able to stay at this at or near our, call it, our
tooled capacity, our revenue capacity, which is where we want to be. As Steve mentioned, we have plenty of
room to be able to add new business as we go forward.

James Ricchiuti

Q

Analyst
Needham & Co. LLC

Got it. Thanks very much and congrats on the quarter.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Thanks, Jim.

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Thanks.

Operator
We have Steven Fox from Fox Advisors on line with a question. Please go ahead.

Steven B. Fox

Q

Analyst
Cross Research LLC

Thanks. Good morning. Two questions from me, please. First, just following up on that last comment, so, when
you're talking about your tooled capacity versus new programs coming on, are we looking then at next year
having sort of a typical type of capital spending year or would it be unusually high et cetera? Can you just give
us some direction there? And then I have a follow-up?

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

Yeah. This is Pat. I think, at some point, as Steve said, we're going to have to add capacity. And I don't see
that maybe until later in fiscal 2021 or into 2022. It'll probably toggle those two years. So, I think we are looking
at that, Steve, to satisfy the demand we expect over the next several years. So, I think we will be looking at
some expansion kind of later in 2021, into 2022.

Steven B. Fox
Analyst
Cross Research LLC
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Q

Okay.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

What I'd add, some of the rationale around that, Steve, is we viewed China as the second growth engine for
Asia when we – as we were bringing those facilities online. And I think it's a – our team's proving it can be a
growth market for us, but it's not going to be a strong growth engine like Malaysia. And given our footprint in
Malaysia and the substantial size, we just believe we're going to need another geography in Asia that's going
to be a strong growth engine.

Steven B. Fox

Q

Analyst
Cross Research LLC

Got it. That makes sense. And then just another sort of COVID-related question, on the point-of-care testing,
can you sort of explain as much as you can what you're providing into that supply chain and whether your ramp
is consistent with some of the pronouncements out of the US government giving the funding for availability
later this year? And then, secondly, along similar lines, I know you mentioned you're supplying into – for
warehouse efficiencies given how the supply chain has changed in retail. What about other processing
equipment, where you also are seeing supply chain issues around food manufacturing, other, I guess,
consumer essentials? Thank you.

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Yeah, so in regards to the – I'll take the second one first, in terms of the other markets outside of healthcare
that are focused on serving other industries, we have heard and seen from some of our Industrial/Commercial
customers that their segment of Healthcare/Life Sciences, so they have segmentations in the different
markets. I mean, obviously, they're seeing strengths in those areas. So, whether it's some of the ruggedized
industrial controls and those types of things that are going maybe into pharmaceutical laboratories, and those
types of things, they've seen an uptick. It's a little difficult to quantify exactly how much of that business isn't, but
again, to Todd's point, we've seen some upticks in some of the other sectors, they attribute some of that to
that. And then, in terms of like the point-of-care products and the things that we do there, for the most part,
we're building the entire device. It's a finished device that we'll be shipping to the customer or even the end
customer. And – so, from a supply chain standpoint, we are working closely with our customers to basically
develop in some cases, a supply chain, a robust supply chain that can deliver that product because, to Todd's
comment earlier, our customers do believe that these products, although they're being developed and used
for COVID-19 testing, their capabilities go well beyond just COVID, so they can be used as for testing for
other viruses and other things into the future. And from a – we really won't comment directly about the products
that we're doing, but some of the things that we're engaged in are some of the things that are being discussed
out in the public in terms of what some of these companies are trying to do. And so, we are engaged and
hoping some of these companies that are basically being recognized for their efforts to help them get their
testers out into the market.

Steven B. Fox

Q

Analyst
Cross Research LLC

Great. That's very helpful. Thank you.

Operator
We have Matt Sheerin from Stifel online with a question. Please go ahead.

Matt J. Sheerin

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Yes. Thank you, and good morning. To this question regarding the strength that you're seeing in the semicapital equipment market, this is probably three quarters in a row that you've seen growth there. And when you
talk, Todd, about the moderation expected in Q1 and in Q2 within Industrial, is semi-cap part of that or do you
have visibility that you're going to continue to see strength next year because we are seeing signs of some
semi-cap reductions in terms of CapEx next year?
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Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah. So, in Industrial, some of the products or the ones that I mentioned is being COVID-related surges, Matt,
those are non-semi-cap. I think the semi-cap demand we're seeing is not necessarily COVID-related, but we
do see a little bit of a moderation as we go into fiscal 2021 in semi-cap demand.

Matt J. Sheerin

Q

Analyst
Stifel, Nicolaus & Co., Inc.

And are you seeing that from across your customer base or maybe some specific areas like memory?

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah, I'm going to have Steve take this piece of the question.

Steven J. Frisch

A

Executive Vice President & Chief Operating Officer
Novelis, Inc.

Yeah, so – and so maybe just to answer or add a little bit to Todd's first response and then I'll answer your
second part. One of the things that you've seen us do is outperform in Industrial/Commercial space especially
in the semiconductor market. Part of the reason we've been able to do that is that our inventory levels with
these customers are higher than they would normally be and as you'll – if you look in our customer deposits
base, you'll see those up as well. And so, there are – our semiconductor capital equipment customers are
having us carry extra inventory because they believe there is upside demand coming, but a lot of them are
struggling, especially through the COVID period here, as to whether or not that's going to be in 2021 or into
2022, but they're all pretty bullish in that at some point here, there is going to be stronger demand. And so, we
carry extra inventory and then when that demand comes, we're able to fulfill it. And so, as we look into fiscal
2021, we see modest numbers from our Industrial/Commercial sector because I think the same issue kind of
exists that anticipation of when might there be upside demand that they want to be there. Specifically as it
relates to products, memory for us continues to be strong. Some of our higher-end semi-components looks
like that might be a little bit softer, which you may be hearing in the marketplace a little bit. So, as we look
across our semiconductor customers, we are quite diversified in both the front-end and the backend process,
but also as well as whether that's internal demand, external demand, and then finally, as to what markets
they're actually going after, memory versus higher-end semi. And for us, memory is strong; higher-end semi,
we see a little bit of softness in it across the board, we see everybody kind of being modest into fiscal 2021.
But everybody – I shouldn't say everybody, most customers are bullish that there is upside demand at some
point in the future, there's a difficulty in predicting when.

Matt J. Sheerin

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. Steve, that was very helpful. And my follow-up actually ties into your comments on inventory. Your
inventory position is a little bit elevated, but you talked about really not having any supply constraints that kept
you from meeting customer demand in this environment, obviously a very strong result. So, as you look
forward, are you seeing supply open up a little bit or is it it's continuing to be day-to-day battle and you're
expecting to remain sort of at somewhat elevated levels here?

Steven J. Frisch
Executive Vice President & Chief Operating Officer
Novelis, Inc.
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A

Probably the best way I can quantify that is we have a process we call Plexvidite , which is basically a list of
critical components we need within the quarter, within the coming quarter. And typically that list corporate
resources that have to help solve those problems. Typically that list will run 900 to 1,000 things on that list in
any given month. In the month of April, it's quite up close to 2,500. It's come back down to roughly 1,300,
1,400. So, things are definitely improving from where they were earlier in the fiscal third quarter. Going
forward, we do expect it to continue to come back down as we look specifically what we're battling related to
COVID. There's still a few CECs, customer engineered components, that are spot issues as a smaller
supplier has a problem on the electronic side at a higher level, capacitors are a little tight right now, and you
can map that directly back to some shutdowns that those suppliers had. And then the last one for us is logic
and discrete semiconductors, more in the transistors and diodes area, again related to capacity constraints
and issues that a few suppliers are having. But from everything we see, those are more short-term issues that
should work themselves out in the coming quarters. And then we're actively watching and looking at, as
automotive comes back online as people have been talking about whether MLCCs continue to be or return to
being an issue, our supply chain team is actively watching those. But right now, there's a lot of work that's
being done. I don't want to underemphasize that, but it's more related to short-term issues we believe than
long-term trends.

Matt J. Sheerin

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. That was helpful. Thanks so much.

Operator
We have Paul Coster from JPM online with a question. Please go ahead.

Paul Coster

Q

Analyst
JPMorgan Securities LLC

Yeah. Thanks for taking my questions. So, it sounds like you've got about $2 million a quarter of COVIDrelated expense exiting this year. And then, to next year, should we assume that that's sort of – I mean, you are
assuming scenarios, it's almost a stupid question, but if this is the new normal, is that the new normal
triangulum earnings, about $0.20 a share? Or do you think you can pass on that expense to your customers or
even go away?

Patrick J. Jermain

A

Executive Vice President & Chief Financial Officer
Novelis, Inc.

Yeah. Paul, this is Pat. First question, I think it will be a little lower than what we're expecting for the fiscal fourth
quarter. Our forecast would say probably $1 million a quarter next year, again, mainly equipment-related. We
don't anticipate passing that along to our customers kind of a new norm. And we've learned how to become
more productive as well because of the situation. So, I think that more than offsets the costs we're going to
have to absorb.

Paul Coster

Q

Analyst
JPMorgan Securities LLC

Right.

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah, I just want to add. I mean just to be clear, Paul, we believe we've overcome the costs related to COVID
through productivity gains. So, the margins – while we may not hit the margin level that we did in Q3 every
quarter, we believe that we're going to deliver strong margins as we go forward with or without COVID.

Paul Coster
Analyst
JPMorgan Securities LLC
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Q

Yes, it's impressive stuff, Todd. Just one little picky question, you mentioned 3D printing as , in regards to
PPE, do you mean that you're using 3D printing for PPE products or that you are producing 3D printers for the
end markets, which of those, please?

Todd P. Kelsey

A

President, Chief Executive Officer & Director
Novelis, Inc.

Yeah, it's actually both, interestingly enough. We have 3D printer business that we're putting out into the
marketplace, so actually helping our customers get their products out into the markets, so that others – people
can use them. But we also have 3D printers within our facilities that we use more for tooling and fixtures and
things like that, and we have used those to create PPE for local medical facilities.

Paul Coster

Q

Analyst
JPMorgan Securities LLC

Got it. Thank you.

Operator
And we have no further questions at this time, please continue.

Todd P. Kelsey
President, Chief Executive Officer & Director
Novelis, Inc.

All right. Thank you, Myra. So, in closing, again I'd like to thank our Plexus team globally. You all performed
incredibly well this past quarter, while serving each other, our customers and our communities. And again I
want to thank everybody who joined our call today. We appreciate your support. We appreciate your interest in
Plexus. Have a good day.

Operator
Thank you. Ladies and gentlemen, this concludes today's conference. Thank you for participating. You may
now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good morning and welcome to United Airlines Holdings Earnings Conference Call for the Second Quarter of
2020. My name is Brandon and I'll be your conference facilitator today. Following the initial remarks from
management, we will open the lines for questions. This call is being recorded and is copyrighted. Please note
that no portion of the call may be recorded, transcribed or rebroadcast without the company's permission.
Your participation implies your consent to our recording of this call. If you do not agree with these terms, simply
drop off the line. I will now turn the presentation over to your host for today's call, Kristina Munoz, Director of
Investor Relations. Please go ahead.

Kristina Munoz
Director-Investor Relations

Thank you, operator. Good morning, everyone, and welcome to United's second quarter 2020 earnings
conference call. Yesterday, we issued our earnings release, which is available on our website at ir.united.com.
Information in yesterday's release and the remarks made during this conference call may contain forwardlooking statements, which represent the company's current expectations or beliefs concerning future events
and financial performance. All forward-looking statements are based upon information currently available to
the company. A number of factors could cause actual results to differ materially from our current expectations.
Please refer to our earnings release, Form 10-K and 10-Q and other reports filed with the SEC by United
Airlines Holdings and United Airlines for a more thorough description of these factors. Also, during the course
of our call, we will discuss several non-GAAP financial measures. For a reconciliation of these non-GAAP
measures to the most directly comparable GAAP measures, please refer to the tables at the end of our
earnings release. Joining us on the call today to discuss our results and outlook are Chief Executive Officer,
Scott Kirby; President, Brett Hart; Executive Vice President and Chief Commercial Officer, Andrew Nocella;
and Executive Vice President and Chief Financial Officer, Gerry Laderman. In addition, we have other
members of the executive team on the line available to assist with Q&A. And now, I'd like to turn the call over
to Scott.

J. Scott Kirby
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Chief Executive Officer & Director
United Continental Holdings, Inc.

Thanks, Kristina, and thank you all for joining our call today. This obviously was not the environment that I
expected for my first call as CEO. But I have to say that I've never been more proud than I am of the team at
United, and I want to thank everyone for their leadership, support and dedication to the company that we all
love during what is the most difficult time any of us experienced, both for our airline and our families. Our
frontline hasn't allowed dramatic reduction in our schedules or headlines about potential furloughs or new
mask requirements to interfere with their commitment to taking care of our customers and each other. In fact,
our customer satisfaction scores in June improved nearly 30 points year-over-year. There's just no better
evidence of our determined commitment to care for our customers and keep them safe. It's what being United
together is all about. And Brett will talk in some more detail about how our core4 values have informed our
industry-leading commitment to safety of our customers and employees. The second quarter of 2020 was
historic for the airline industry for all the wrong reasons. At the beginning of April, we saw the sharpest,
deepest drop in demand in history, far worse than 9/11 or the Great Recession or any other stress test
scenario that anyone had modeled. And near the end of the quarter, just as optimism about a recovery was
beginning to build, we watched demand fade once again as COVID-19 spiked in the Sunbelt. But when we
make it through this crisis, and I've never been more confident that we will make it through this crisis, I think
we'll look back on the second quarter of 2020 as an extraordinary three-month period filled with achievements
that we aren't even sure were possible when we started back in April. We can't control the course of the
pandemic, though we are doing our part to help by leading with safety. And the United team has been doing
an exceptional job of controlling what we can and generating what we expect will be the best, or in this case,
least bad financial results of any of our network competitors. Some of the achievements this quarter included
the fastest, most realistic and accurate assessment of the demand environment; completing the largest debt
financing in the history of the airline business backed by our loyalty program; dramatically reducing our cost
structure; and implementing a variety of industry-leading measures designed to protect our customers and
employees from the spread of the coronavirus. While some of you have noted that previous strengths,
including our high exposure to international and business demand, will create larger headwinds for United,
those of you who've joined these calls before will not be surprised to hear that our no-excuses philosophy is
not suspended just because times are tough. In fact, that philosophy is more important than ever in times of
adversity and it has served us well, because in spite of what could have been easily explainable excuses, the
United team pulled together to overcome them and we expect to deliver the best financial results as a network
carrier. As Andrew and Gerry will discuss in more detail, we expect that our realistic, smart and opportunistic
commercial strategy, backed by a dynamic and thriving cargo business, combined with other dramatic costcutting inside our company , resulted in United's losses and daily cash burn being lower than either of our
network competitors in the second quarter. And that's important, because as we've discussed before,
minimizing the depth of the hole we dig in this crisis is critical to preparing United to thrive on the other side. I
look forward to the day when we're past the pandemic and can stop talking about cash burn. But the country,
the world and aviation are where we are right now. I remain confident that the virus will be defeated, and when
it is, I'm very bullish about our future, because I believe the current headwinds related to international and
business travel will once again return to being important and unique strategic advantage for United Airlines.
And if we can produce leading financial results, even with these larger headwinds right now, just imagine what
we'll do in a healthier operating environment. My recap of the second quarter would not be complete if I didn't
mention how conversations about confronting systemic racism reverberated through our society, including
here at United, like never before. As a company, we'll have much more to say, and more importantly, do on this
topic in the future. But for now, let me reiterate that I'm personally committed to using the influence and visibility
of my new role at United to put our values, especially our commitment to equity and inclusion, into action. Now,
if you've doubted just how busy Q2 was for United, let me remind you that we also named Brett Hart as our
new President. Brett's been a trusted colleague, valued adviser and a good friend since I joined United almost
four years ago. He's been a widely respected leader at United for much longer than that. It's my honor to
introduce him as my partner for the first time on an earnings call in his new role as our President. Brett, over to
you.

Brett J. Hart
President
United Continental Holdings, Inc.
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Thanks, Scott, for that kind introduction. I also appreciate your long-term commitment to action on diversity,
equity and inclusion, and I'm excited about how our partnership can bring about meaningful and lasting
change at United and in the communities we serve. Let me begin by saying how proud I am of what our team
has accomplished over the last few months in the face of near-zero demand for air travel back in April. While
we have a long road ahead of us, we believe the $16.1 billion of liquidity we have raised since the start of the
crisis and our dramatic reduction in cash burn have set us up to not only survive this crisis, but to emerge in a
position of strength during the recovery. Throughout this crisis, we have never lost sight of the fact that the very
first pillar of our core4 is and always will be safety. With this guiding principle, we have introduced a number of
industry-leading safety measures to do our part to prevent the spread of the coronavirus and to protect our
employees and customers, including requiring all flight attendants and passengers to wear a mask, asking all
passengers to complete a health assessment during check-in, offering customers the option to change flights
for free if their flight is expected to be at least 70% full, and partnering with Clorox and the Cleveland Clinic,
just to name a few. Along with our unwavering commitment to safety, from the very outset of the pandemic, our
former CEO and current Chairman, Oscar Munoz, and Scott made it clear that our number one priority was to
preserve as many United jobs as possible for the long-term. To this end, very early in the crisis, we began
efforts to reduce our non-labor expenses and eliminate any discretionary or nonessential project spend. I want
to thank our over 26,000 team members who have all contributed to reducing our expenses through early
separation programs, voluntary unpaid leave programs or reduced work schedules. Our voluntary separation
and retirement programs are almost closed, and so far, over 6,000 employees have opted to participate. At a
time of unprecedented uncertainty, these contributions by our employees were one of the most meaningful
actions that could be taken. Unfortunately, this crisis has lasted longer and become worse than most experts
anticipated. And so, these efforts, while meaningful and appreciated, simply are not enough and only get us a
small step of the way there. We are left to make some of the most difficult decisions in the history of United
Airlines, specifically on the size of our workforce. On October 1, we are planning to be a smaller team and
airline in response to the depressed demand environment. Transparency and candor in a situation like this,
where no one is at fault, is the most core4 thing we can do for our team. We have been in active
communication with our unions to identify voluntary programs that could mitigate furloughs. In this uncertain
world, giving our United team members a choice as much as we can is an important element of our strategy.
These voluntary programs will be balanced offers which reduce labor costs while providing flexibility to our
team and to United, so that when demand returns, and it will return, we have the jobs and the people ready to
go and can avoid as many involuntary furloughs as possible. While this unprecedented health crisis has
changed the way we operate, it hasn't changed the commitment our employees have to running a great
airline. As part of the leadership team, we will continue our promise to do everything in our power to preserve
as many jobs as we can for the people of United. With that, I'll turn it over to Andrew to discuss the revenue
environment. Andrew?

Andrew P. Nocella
Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.
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Thanks, Brett. The second quarter was clearly the most difficult quarter in United's history. We acted quickly
and decisively to confront demand changes. In fact, our change in total revenue in the quarter of down 87%
wind up being consistent with our total capacity being down 88%. Our network peers flew more capacity than
United, and we believe our careful management of capacity, pricing and cargo during the quarter is the
primary driver of our good results relative to our network peers in terms of absolute losses and cash burn. We
feel as good as we can about these relative results. In a world of limited demand, driving our cash burn down
is absolutely a function of the amount of capacity we offer. We clearly have a long way to go as we navigate
COVID-19, but we got off to a relatively good start. At the start of the pandemic, many feared our outsized
exposure to business traffic, international traffic and our coastal hubs would have been a drag on performance
relative to other network carriers, but this was not the case as we made smart decisions about capacity. We'll
not be focusing on market share during the worst financial crisis the industry has ever faced. Instead, our
focus is on ending cash burn and returning United to profitability. As we look towards an eventual recovery,
international demand will be slower to recover than domestic. When international demand does recover, we
believe United's coastal gateway hub will recover quicker than others, a benefit of having the best US
gateways to start with. Borders are up around the world now and international revenue is low. We believe at
United that we have already felt the worst of the international passenger revenue decline impact. Borders will
open someday. And we believe United is well positioned to experience the fastest international revenue
growth when they do. Corporate traffic, which was down 96% in June, will also be slower to come back than
leisure, but we believe it will. We are social creatures. Video technology has proved as a reasonable
temporary measure, but we do not expect it to replace meeting in person over the long-term. In fact, we have a
hypothesis that more work-from-home employees may drive increased business travel over the medium-term,
as some people trade their commutes by cars for a less frequent commute by airplane from a remote
location. In the short-term, we will make appropriate adjustments to our network to reflect less business traffic
by putting a higher proportion of our capacity into leisure and visiting family and relative market. We expect
the recovery in demand to be jagged. Everyone has a view what the recovery will look like, but we'll not
pretend to be able to predict the path of the virus. We do expect that demand recovery, which stalled in recent
weeks, will begin to recover again when new cases start to fall, quarantines are lifted and borders are
reopened. However, we continue to believe a full recovery is contingent upon effective therapeutics and a
vaccine. Our best guess is demand, as measured by revenue, will recover over time to be down
approximately 50% and then plateau at that level until a vaccine is widely distributed. We discovered how
disruptive the virus would be to demand very early on in this pandemic and we used those learnings to shape
our near-term capacity decisions. For April and May, we reduced capacity approximately 85%. We also
temporarily reduced our average seats per departure in May and June by 23%, which lowered our trip costs,
helping us conserve cash while the CARES Act Payroll Support Program supported the salaries of the United
team. In each of our mid-continent hubs, we came up with an entirely new schedule, while maintaining a
comprehensive network and sufficient connectivity. Domestic PRASM in Q2 was down by 47%. We did see
steady progress throughout the quarter as our schedule changes were implemented and demand began a
slow, but steady, rebound. Domestic PRASM performance in June improved to be down only 15%, reflecting
an improved demand outlook, even as we were deploying multiple actions to minimize flights operating above
70% load factors. We upgauged 66 flights per day in June, restricted inventory in flights booked above 70%
and blocked certain seats from sale. While we have very high confidence in the safety onboard our aircraft,
we continue to deploy multiple actions to manage high load factor flights to increase customer confidence.
Our approach for international widebody long-haul flying has been to leverage our cargo capabilities to
partially offset declines in passenger revenues. For the quarter, international ASMs were down 92%, but we
maintained passenger service throughout the crisis to Australia, Japan, Brazil and multiple points in Europe,
even with increasingly restrictive border policies. We also operated over 3,800 all-cargo chartered flights in
the quarter, which contributed to our over 36% improvement in cargo revenue in the quarter, while our
competitors saw a cargo revenue decline. The United Cargo team clearly hit a homerun in the quarter and
cargo is on track to have another great quarter. The recent uptick in COVID cases in late June and early July
have temporarily stalled demand improvements we were seeing in June. Third quarter domestic capacity is
expected to be down at least 55%. Domestic RASM results for United in July and August will clearly not be as
good as late June, given industry dynamics, stalled demand and our own capacity increases. United's August
schedule is already adjusted downwards the other week, given recent changes in demand, and our
September schedule is still not finalized. Domestic load factors in the coming weeks are expected to average
just below half full, a reduction from the 57% we saw in June. In the event customers are booked on flights that
are above 70%, we will continue to let them know in advance and offer an alternative flight at no additional fee
if they'd like to make a change. We expect that passenger revenue in the third quarter will fall approximately
83% versus Q2 of down 93.5%, with consolidated capacity expected to be down approximately 55%. Just a
few weeks ago, prior to the case spike, we'd expected revenues in the quarter to be down less than 80%.
With the end of the Payroll Support Program, our marginal costs will increase later this year, and that will
impact how much incremental capacity we can add in post-summer, if any. However, given a look at industry
dynamics, we expect to have the most conservative deployment of third quarter capacity of anyone. My
update on past earning calls reported on United's progress on an array of commercial and customer
initiatives. We can't be sure that every aspect of our past commercial and commercial plans will be relevant in
the future. But our team is agile and we're ready to respond to an ever-changing world. We have proven that
over the past few years and we'll prove it again over the next few. Thanks to the entire United team. Your
dedication in these difficult times will allow us to come out of this period strong. And with that, I will turn it over
to Gerry. Thanks.

Gerald Laderman
Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.
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Thanks, Andrew. For the second quarter of 2020, we reported a pre-tax loss of $2 billion and an adjusted pretax loss of $3.2 billion. These results represent how this global pandemic continues to materially disrupt our
business in unprecedented ways, and, therefore, requires unprecedented responses to ensure we come out
of the crisis as strong as possible. Since the start of the crisis, we focused on aggressive cost-cutting to
minimize our daily cash burn and aggressively pursued opportunities to bolster our liquidity position. Since
March, we have raised a total of $16.1 billion of additional liquidity, largely through debt offerings, stock
issuances and the CARES Act Payroll Support Program grant and loan. Included in our capital-raising actions
was the truly first-of-its-kind debt financing using our MileagePlus program, which brought in $6.8 billion in
liquidity. Working with Goldman Sachs, our lead underwriter, we were able to formulate an innovative structure
that allowed us to unlock some of the inherent value in the program. We were able to achieve our key
objective of raising a substantial amount of liquidity at attractive interest rates in a manner which doesn't
impair our flexibility to use MileagePlus to support our business going forward. I certainly appreciate
comments made by one of my peers recently, who've recognized that this structure will serve as a model for
the use of loyalty programs to raise liquidity by the industry in the future. We continue to target over $18 billion
in available liquidity by the end of the third quarter. We believe this level of liquidity will position us to manage
the airline well, if the crisis continues to depress demand far into 2021 and even beyond depending on the
pace of recovery. While we view this as enough liquidity, should we desire to raise additional liquidity, we have
at least $9 billion of available collateral value, excluding both MileagePlus and the collateral we expect to hold
available for CARES Act loan, and is additional collateral we can borrow against subject of course to market
conditions. Having built up a substantial cash cushion, we will continue to make every effort to preserve our
liquidity until we were out of the crisis. Through the hard work of our employees across the business, we
reduced our second quarter average daily cash burn to $40 million, including approximately $3 million of
principal payments and severance expenses, ending up at the low-end of our original second quarter
guidance range. Over the last three months, we have reduced our total operating expenses, excluding special
charges, by 54% and eliminated all sources of discretionary spend. What is left is simply what is absolutely
needed to operate the airline and nothing more. We also significantly reduced our adjusted capital
expenditures since the crisis began and have paused all investments that didn't have an immediate return. In
fact, we now expect our 2020 adjusted capital expenditures to be approximately $3.7 billion, down from our
previous guidance of less than $4.5 billion, and of course, down from the $7 billion we originally forecasted
before the crisis. We continue to take delivery of new aircraft only when financing is available, and we've
come to an agreement with Boeing that we will not be taking delivery of any new aircraft in 2022. Our team is
working tirelessly to examine how we can further variabilize our cost structure to ensure that we come out as a
stronger industry player once the pandemic ends. One area we do continue to look at is our overall fleet. We
currently have close to 600 aircraft temporarily grounded. While we do not have anything specific to announce
on aircraft retirements at this time, our priority is to remain agile. Looking ahead to the third quarter, we expect
our average daily cash burn in the third quarter to be approximately $25 million with $6 million representing
debt principal repayments and severance expenses. This cash burn estimate assumes passenger revenue is
down around 83% for the quarter. As we look to the fourth quarter and next year, nobody has good visibility on
the pace of demand improvement. As a result, our primary focus will continue to be minimizing cash burn for
the foreseeable future. Unfortunately, this means that we will need to bring all of our costs in line with our
reduced revenue, including labor costs, and this has led to the difficult but necessary decision to reduce the
size of our workforce in the fourth quarter. We believe that when demand returns, based on the work the entire
United team has accomplished in cutting costs to respond to the crisis, we will be in the best position to reach
cash burn breakeven, which we expect will be in an environment where demand and capacity are down
around 50%. We will let you all make your own forecast as to when that will happen. In closing, I will reiterate
that there is still a tremendous amount of uncertainty ahead. But we believe that United is in a position of
strength to manage through what we expect to be a jagged recovery. And with that, I will turn it over to Kristina
to start the Q&A.

Kristina Munoz
Director-Investor Relations

Thank you, Gerry. We will now take questions from the analyst community. Please limit yourself to one
question, and if needed, one follow-up question. Brandon, please describe the procedure to ask a question.

QUESTION AND ANSWER SECTION
Operator
Thank you. And the question-and-answer session will be conducted electronically. And from Bernstein, we
have David Vernon. Please go ahead.

J. David Scott Vernon
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Q

Analyst
Sanford C. Bernstein & Co. LLC

Hey. Good morning. So, I wanted to ask you about the head count plans. Obviously, the 6,000 employees that
have signed up for the voluntary out is well below the numbers that have been commented on before in terms
of reductions that might be required to right-size the network. How should we be expecting this to play out over
the course of the next couple of months? Obviously, the CARES loan closes off in September – or the CARES
provisions anyway. What can you tell us about sort of the scope of expected actions here and the timing on
when these announcements might be made?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Hey, David. Good to talk to you. What I'd say is the 6,000 voluntary, first, I'd like to thank everyone at United, all
the 6,000, and there's another approximately 26,000 people who've taken temporary voluntary programs at
United so far. So, thank all of them for their selfless actions and doing what they can to help United and their
fellow coworkers get through this. It's a testament to how much people care about this company and doing the
right thing. But look, I think of it is there's 32,000 people so far who've raised their hand and taken a voluntary
program. We are still working with some of our other unions as well. So, I expect, if we get those deals done,
we will have opportunity to have many more. But at least I think of it as that 32,000 number is probably the
more relevant metric, because some of those are temporary. And look, we know that there's going to be a
recovery. And if we can keep people temporarily, maybe not on the payroll full-time, but engaged, connected
to the company, certified, trained and ready to bounce back, because the recovery is going to be quick, that's
really important to us. So, we feel pretty good – we feel really good actually about where we are in the
voluntary program so far.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And can you comment on – I know these are difficult discussions. But as far as kind of the tone and the tenor
and the relationship with labor, can you give us some feel for the status of the relationship there? Is it
combative? Is it collaborative? Like how is the tone in the negotiations so far in terms of mitigating furlough
actions and maybe getting some additional help from labor side to get through this?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Look, I'm not going to comment on the specifics of the negotiations. But I would say we've been transparent
and honest with everyone from the beginning, including our employees and our labor unions and all of you,
and that helped set the foundation. And this is a situation where our interests are aligned. This is not a
traditional kind of adversarial types of discussions. We all share the goal of getting through what we all know
is a temporary crisis and getting to the other side. We wish that there was going to be no pain to get through
it, but we all now recognize that this pandemic is deeper and it's going to last longer than we would have
hoped. And because of that, there is going to be some pain. And so, the discussions are about how do we
minimize that in the most humane way jointly with our people, and I feel good – I feel really good about where
we are.

Operator
From Evercore ISI, we have Duane Pfennigwerth. Please go ahead.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Hey. Thanks. Just in terms of the cash burn improvement sequentially, maybe you could provide some detail
there. So, your capacity is up meaningfully, and appreciate those capacity plans have a downward bias, given
changes in demand. But higher capacity up, call it, 190%, which will drive higher variable costs, and yet
demand feels like it's taken a bit of a step backwards. So, is this a function of recovery you expect later in the
quarter? Is this cost driven or is this all working capital driven?

Gerald Laderman
Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.
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A

Hey, it's Gerry. So, the short answer is it's a combination of everything. And I think you're referring to our prior
guidance, which had third quarter cash burn a little higher than what we're currently expecting. And I would say
versus when we established that guidance, while demand has taken a turn, it's still a little higher than what we
assumed back then. We're also doing a nice job on continuing on savings on costs, including – well, cash
costs, so including in that would be some CapEx that we're saving. So, it's sort of a combination of everything
that has driven us to be able to refine our forecast and estimate a lower cash burn than we assumed a few
months ago for the quarter.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Okay. Thanks, Gerry. And then just for a follow-up, appreciate the long-term commentary about sort of
plateauing at down 50% until we get a vaccine. But what is the path from down 83% to down 50%? How do
we get there? Is it you expect corporate to maybe perk up a little bit as we get beyond summer leisure or what
does that path from down 83% to down 50% look like? How do we get there? Thanks for taking the questions.

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Yes. Hey, Duane. I'll try that. I don't think we know what the exact path will be, and we'll acknowledge that we
don't know what the exact path will be. But what I would say is we've been reasonably accurate, very much
center of the fairway in forecasting both the course of the pandemic and the impact to demand so far, and we
expect it to be jagged like this. For what it's worth, I also think that while we took a step back in the last few
weeks, as Andrew said, that has plateaued. I think that we, as a country and a society, have learned some
lessons about what we should do, particularly wearing masks, and that it will be more up from here. The kind
of demand that I think is going to come back – well, one, also I think it's important for people to understand,
and I said this earlier on TV today, that an aircraft actually is a uniquely safe environment. And that is confusing
to people because you hear all – you hear about being in indoor spaces and the transmission of a virus. But
aircraft are designed to have airflow that goes from the ceiling down to the floor and out, and that air is taken
either – 50% of the air that's coming back into the cabin has been re-filtered through a HEPA-grade filter and
50% is coming from the outside. And that, combined with our mask policies and our cleaning policies, makes
an aircraft a uniquely safe environment. And so, for people that are wanting to go on a business trip or on a
vacation or to visit family and relatives, one of the safest parts of their journey is going to be on an airplane.
That's really important for us at United and for the industry. To get back to that 50% level, I think we're going to
have to get people understanding that flying somewhere instead of getting in a car and driving for 13 hours,
you're safer actually flying. And I very, very much believe that to be the case. And we're taking additional steps
announced this week to make sure the whole travel process is safe, including in the airports or before the
engine start on an airplane. All of that, I think, will allow a reasonable recovery in visiting family and relatives. A
lot of other leisure travel is not going to get back to 100%. My guess is – I think Disney World sounds like
they're doing a great job, but it's not going to be at 100% capacity. But business demand, I think, will start to
come back. The small kind of group stuff will start to come back, but we're not going to have 180,000 people
show up at Consumer Electronics in Las Vegas this January like they did last January. Those kind of meetings
just aren't going to happen. Companies are not going to have their top 500 salespeople come in every year at
the end of the year for a big party and a celebration until we're past the pandemic and there's a widely
available vaccine. So, you add all of that up, I think we're going to be on a gradual trajectory from today's level
of demand up to 50%, where we'll plateau. And then, I think there'll be a rapid recovery once we get to kind of
a widespread vaccine. I'm not sure how long it takes to get to 50%, but that's a very expansive answer of how
we get to 50%, why we think it'll be 50% and what's important to get there.

Operator
From Wolfe Research, we have Hunter Keay. Please go ahead.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Hi, everybody. Good morning. Thank you. So, you had 196 widebodies at year-end 2019. Knowing what we
know now, which admittedly isn't much, do you think you have more or less than 100 in the fleet at the end of
2023?

J. Scott Kirby
Chief Executive Officer & Director
United Continental Holdings, Inc.

Andrew?
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

I guess I'll take that. Scott described how this is going to come back. And by the way, I think our international
gateways are going to come back quicker. And I think our international gateways naturally have a lot of freight
that other gateways don't have, which you see in our numbers. So, the answer is more.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

More than 100? Okay, got it.

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

And then – thank you. If you fly the same amount of capacity in the fourth quarter as you do in the third quarter,
can you generate more revenue in the fourth quarter than you do in the third quarter, knowing what you know
now about like corporate and VFR mix and all that stuff?

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

What I would say, Hunter, is we're – we did a pretty good job of it in Q2. We've got a little bit ahead of
ourselves in July, but that's really based on how demand changed and some – the pricing environment that we
see out there. But I think the answer to your question is yes, because we're going to get better and better at
forecasting this. And we're now getting results in that we're looking at everyday about where we're making
more and less money, both domestically and overseas, and we're refining the forecast. And we're tilting our
capacity more towards what we'd say the VFR markets and leisure markets, which is also going to help. So, I
think as we optimize and refine the schedule, we can continue to push the numbers in the right direction.

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

And, Hunter, I want to take a minute to brag on the commercial team. Andrew maybe not have been as direct
about it. United Airlines and our – the whole company, but led by our commercial team, has done a better job,
I think, than any airline in the entire world at recognizing what the pandemic has meant for demand and taking
advantage of opportunities where they present themselves, whether that was for passenger demand –
Andrew mentioned some of the places internationally that we're the only airline flying. Our cargo team, led by
Jan Krems, 36% increase in cargo. Who would have ever thought we could do something like that? And I
know some of the stuff that they're working on that is creative, and I have confidence that the United team
uniquely is going to be able to find opportunities to more appropriately match capacity to demand, but also to
uniquely outperform by finding the pockets of demand where there is real opportunity.

Operator
And from Vertical Research Partners, we have Darryl Genovesi. Please go ahead.

Darryl Genovesi
Analyst
Vertical Research Partners LLC
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Q

Hi. Thanks for the time, everybody. Can you guys just give us a sense – your OpEx was down 54% in the
second quarter. Can you just give us a sense of how that number phased intra quarter, and then, to that end,
give us a sense of how you're thinking about the Q4 cash burn, either in your 50% revenue scenario or in the
scenario where nothing gets better, like the framework that you gave with Q1 results?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Gerry?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah. For the third quarter, I would say that number is going to be around down 45%, just given where we are
with capacity. Too early to tell going forward until we sort of set capacity beyond the third quarter, but it gives
you kind of a sense of where we are.

Darryl Genovesi

Q

Analyst
Vertical Research Partners LLC

Okay. And then, I guess, Gerry, just on the nature of this CapEx change, is this driven by United or is it more
related to slippage on the MAX recertification and does the $700 million that you're taking out of 2020 now
show up in 2021? Thank you.

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

The answer is no. The $700 million does not show up in 2021. It's really three things. It's the impact of our
agreement to move aircraft out of 2022. So, instead of taking a fair number of MAXs in 2022, we're now
committed to taking zero. That has an impact on pre-delivery deposits. There are also a couple of aircraft – or
some number of aircraft that were in the capital expenditure forecast that were Embraer 175s later this year
that we now expect will be taken by a regional partner. So, that's out of our CapEx. And then, there is also just
a little bit of other work done. So, that's what brought the number down. I would point out that of that $3.7 billion
we're now forecasting for the year, about $1 billion of that is actually the present value of aircraft lease
expense. We're taking a fair number of these new aircraft under operating leases that we are accounting as
CapEx, the present value of those leases. That's about $1 billion. If you back that out, and you remember that
$2 billion of CapEx was spent in the first quarter, so excluding the leases, our CapEx for the last nine months
of the year is down to about $700 million.

Operator
And from JPMorgan, we have Jamie Baker. Please go ahead.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Hey. Good morning, everybody. Gerry, can you give us some more clarity on the air traffic liability right now in
terms of its composition and whether there's been any appreciable increase in refund requests following the
flattening demand and the quarantine here in my home state?

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Hi, Jamie. It's Andrew. It's just shy of $5 billion – and there are some stats here, what's coming in as, of
course, new revenue and what's coming in as redemption to those ETTs and other instruments like that. And
it's about two-thirds new revenue and one-third redemption of previous tickets. Refunds, as we get further and
further into the pandemic, less and less of the booking curve was – are booked obviously in the past that's
affecting us now. So, the refund rates are coming down. And those numbers, I think, are all kind of moving in
the right direction. But roughly a two-third, one-third split and just shy of $5 billion right now for ATL.
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Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Okay, perfect. Second question, and probably for Gerry, now that loyalty has been successfully monetized, can
you share the collateral that you've pledged or believe you will pledge in the event that you draw a Treasury
loan and also what the remaining unencumbered asset pool looks like should you draw that loan?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Sure. I expect that we would use as collateral for the CARES Act loan, if we choose to take it and draw down
on it, available route slots and gates.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Yes.

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

And so, I mentioned that the remaining collateral, not counting MileagePlus or the pool of routes that we're
going to hold available for U.S. Treasury, is at least $9 billion. And that's a combination of remaining routes,
hard assets, equipment and the like, as well as equity in assets that are encumbered but where there's
availability of second lien. I should point out that does not include some other assets that other airlines have
actually used successfully as collateral. For example, United brand itself has value. It does not include the
brand. It does not include the value of the domestic hub network. Those are things that have real value. We
have not included those yet, but we do know that, since other airlines have used those assets, that would be
available on top of the $9 billion I just described.

Operator
And from Cowen, we have Helane Becker. Please go ahead.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Thanks very much, operator. Hi, everybody, and thank you very much for the time. So, I have two questions. My
first question is, when you're looking at your bookings and people who are actually flying, I know, Scott, I think
you said that there wasn't a lot of corporate travel. But are you seeing that your high-value loyalty customers
are flying or is it just more one-off customers who may not be as tied to the airline because they're not loyal
members of MileagePlus?

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Hi, Helane. It's Andrew.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Hi, Andrew.

Andrew P. Nocella
Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.
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A

Actually, the good news on that front is we are seeing an ever-increasing rate of our Premier members in the
frequent flier program flying again, maybe not for business but for personal reasons. So, they're getting back
on an airplane. Obviously, if you go way back to April, that number was incredibly low. But we're seeing really
nice progress in that front. So, it's all moving in the right direction. Is it back to where it was before the crisis in
terms of percentages? No, we do have a higher percentage of non-members onboard than we used to. But
that number to me looks like it's recovering very nicely as people get more comfortable flying on airplanes.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

And I'm wondering if you're able to convert some of those non-members to members.

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

We always work at that and also to get them to hold our credit card, obviously, which has done extraordinarily
well during the crisis as well. Our credit card situation is completely divorced at this point from our passenger
revenue situation. So, that's going well. But we'll continue to work to convert them. But it definitely is a different
make-up of passengers, as we look back in time. But as we look forward in time, it seems to be moving back
towards normal. But again, normal won't be achieved until, I think, there's a vaccine.

Operator
From Stifel, we have Joseph DeNardi. Please go ahead.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Thanks. Good morning. Scott, is Luc's compensation, his budget for talent and the level of investment into
MileagePlus consistent with it being a $25 billion asset?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

I'm not going to talk about Luc's compensation on a public call. But Luc and his team have done a truly
phenomenal job, not just what they've done on what they and Mike Leskinen and the whole finance and legal
teams did getting the MileagePlus Holdings deal done. But Luc went through a great negotiation –
collaborative negotiation with Chase, which we announced like literally two days before the Italy news. So,
really good timing on our renewed deal with Chase, and as Andrew said, that's been a partnership that's
working really well. And Luc is a great asset and his whole team for United. We make sure they get the
resources they need to keep growing this business and we also appreciate the partnership with JPMorgan
Chase, who invests a lot in also growing this partnership.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

How do you use the organizational structure and the commercial agreement you've established between the
airline and the loyalty program to build a competitive advantage relative to your peers, more appropriately
allocate capital, and then maybe most importantly, improve the profitability of the core airline, so that it earns
an adequate return on capital post-COVID?

J. Scott Kirby
Chief Executive Officer & Director
United Continental Holdings, Inc.
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A

Well, I'll let Andrew add to this if he wants. I'm not really 100% sure what you're getting at. But what I would say
is we were already kind of working down a road to more appropriately, at least internally, split out the
financials and understand the real economics of the card, core airline. They do go together. They're not
separable in the sense that you could have one without the other. They are – they mutually support each other
in a positive and a good way. But we accelerated that effort obviously through the pandemic. And I don't know
what all the answers are going to be yet. But I think that separation and that even clearer delineation will
create new opportunities for Luc, Andrew and their teams to push on the non-airline side, which will also help
the airline side. So, it's a symbiotic relationship. Andrew, do you have anything to add?

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

The only thing I would add is that the transparency that others now see, we always saw internally and we
always recognized the enormous value there, and we'll continue to push it. And Luc is the right guy for the job
and has a lot of creative ideas. We've seen that over the last year and we'll see even more of it going forward,
and I'm sure he'll be talking about his compensation with me right after this call. So, thanks a lot.

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

He's texting me as we speak, by the way.

Operator
And from Raymond James, we have Savi Syth. Please go ahead.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Hey. Good morning. Just on the average daily cash burn, I'm wondering if you could help me kind of walk
through as you get from 3Q to 4Q, what some of the key components do. I understand a portion of that is tied
to variable, so what revenue does. If you kind of take away that component, I think in the last call, there was
kind of a discussion on maybe that coming down about $20 million from the level that we saw back then just
on some of the costs coming out. But I was wondering if you could help me understand just how that
progresses.

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

So, Savi, I'll at least try, and I probably won't give you the answer you want, which is I'll start by saying I think it's
not correct to try to disaggregate the various components, whether it's cost, capacity, demand as separate
variables, because they're not independent variables. They're combined. And what we think will happen
moving from the third quarter into the fourth quarter is we'll continue to make progress on costs, which will be a
little bit of a tailwind. And we think the net effect of capacity and – or cost efficiency. The net effect of capacity
and demand is going to continue to get better. We don't know that. Nobody can really give you an accurate
forecast. It will be flexible. But if we just had to guess – if I had to guess on what cash burn is going to be for
the fourth quarter, I would guess it's going to average in the $15 million to $20 million range. A little bit of that is
cost, but mostly about an improving demand environment and an improving demand environment relative to
the amount of capacity you have to deploy to generate the demand. But if demand is stronger, there'll be more
capacity, and therefore, more cost. If demand is weaker, there'll be less capacity and less cost. But I actually
have a higher degree of confidence in our ability to – forecast is maybe too strong a word, but have an
expectation of cash burn than I do the other variable. And if I had to make a bet today, I'd bet on somewhere in
the $15 million to $20 million range for the fourth quarter.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Okay. That makes sense and super helpful. Just on the CapEx side, and maybe for Gerry, just 2021, 2022,
based on what you're kind of thinking today, how does that level look like from a kind of gross CapEx
standpoint? And I'm guessing from a cash CapEx, it's very small then.
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Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Yes. So, in any given year, cash CapEx, when you take into account aircraft financing is always going to be
pretty small relative to the total number since most of our CapEx has historically been for new aircraft and
those are always financed. 2022 is just too far out to speculate right now. I can tell you though that for the next
few years, CapEx is going to be lower than what historically has been, because we have other priorities as we
come out of this crisis, principally restoring our balance sheet before we make significant investments. For
next year, because we still have aircraft where the metal was effectively being cut when this crisis started, we
will take delivery of. It's still going to be a couple of billion dollars. $2 billion-ish is our target right now, and we'll
have more clarity on that over the next few months.

Operator
From Credit Suisse, we have Joe Caiado. Please go ahead.

Jose Caiado

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hey. Thanks very much. Good morning. First, a quick question for Gerry, just a clarification actually. Do you still
have the ability to borrow more against MileagePlus or is that exhausted as a source of collateral? And can
you talk about the relative attractiveness of doing more of that versus taking the federal loan that you're
approved for?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah. So, we were able to, as you may remember, in that transaction upsize the transaction from what we
originally went to the market with, which basically used up the availability of the first lien capacity. The way that
deal is structured though, because it is amortizing starting in year three, as it amortizes, we're able to reborrow against that collateral. So, it becomes a facility if we want that we can continue to borrow against in the
future.

Jose Caiado

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Got it. Okay, thanks for that color. Second question, just a quick one for Andrew. Cargo revenue clearly a
bright spot, good job pivoting to go capture that in the second quarter. Can you just talk about the outlook for
that in the third quarter and what's sort of a sustainable run rate? Do you sort of have to pivot back away from
cargo as you add back more passenger service, just your thoughts there? Thank you.

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Well, first, what I would say is that we did have an advantage in that cargo tends to go to and from our hubs.
So, we have a well-established network with our people and our distributors and that just was really humming.
I would say – and the other thing I'll point out is that our cargo revenue in the second quarter in the first month
was actually kind of flattish. So, you can just imagine what May and June looked like. They were just really off
the charts. Cargo revenue does come in rather close to departure time. So, it's a little bit more difficult to
predict, but we expect it to have another great quarter. And really as long as the global fleet of widebodies is
not flying like it normally is industry-wide, we think cargo is going to be pretty strong in terms of the yield
production, which it is, and our ability do cargo-only charters. But again, a big thanks to our team. And again,
really this is one of the advantages of our hub system, because cargo wants to go from our gateways to
around the world. And so, we can easily take advantage of it, and we did. So, expect more of that in the third
quarter. Whether it's at the levels of 2Q, I think it's a little bit early to tell, but it definitely will outperform yearover-year based on what we're seeing here in July already.

Operator
From Goldman Sachs, we have Catherine O'Brien. Please go ahead.
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Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Hey. Good morning, everyone. Thanks so much for your time. One quick clarification for Gerry first. On the
down 45% recent cost , is that all-in adjusted operating cost or it's something else?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah. That's all-in ex specials, yeah.

Catherine O'Brien

Q

Analyst
Goldman Sachs & Co.

Okay, great. And so, it sounds like it's maybe too early to nail down 4Q costs, given the uncertainty around
demand and capacity outlook. But how should we think about costs sequentially from that down 45% level
you're expecting in 3Q? If we just assume capacity stays level with August as you're currently expecting, I'm
assuming the changes to your labor force, you'll be forced to make to potentially drive those costs lower in 4Q
versus 3Q or are there other cost buckets that you've cut spending temporarily that maybe come back and
offset that labor impact? Thanks.

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Katie, actually I'm not focused so much on those cost numbers as I am on cash burn. So, I think in terms of
cash burn more than anything else. But to try to answer your question, I would say that – with your
assumptions, I would say that costs are going to be about the same as what we're seeing now. So, basically,
that decline is flat going to the fourth quarter. Two things I would mention by the way about the fourth quarter on
cash burn. We do have, in addition to our normal debt amortization, $300 million maturity in the quarter. So,
principal payments in the fourth quarter will be higher than, for instance, in the third quarter. And of course,
there would be some one-time costs as we right-size the labor force that we'll also have in the fourth quarter.

Operator
From Deutsche Bank, we have Michael Linenberg. Please go ahead.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Yeah. Hey. Good morning, everyone. Just two quick ones here. Gerry, the $15.2 billion liquidity as of July 20,
does that include the last PSP installment? I think that's like $500 million or so. Is that in that number?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

No. No, that typically would come at the end of the month.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Okay, great. Great. And then, just my second question, and this is probably to Andrew, when you look at some
of the IATA data, they talk about tickets purchased within three days, I think, for the month of May, it was over
40%. A year ago, it was probably closer to like 15% to 18%. Are you guys seeing numbers that are similar at
least maybe in May or June? And are those numbers starting to normalize or are they still very high, close in?
And I'm sure that's obviously having some impact on your ability to plan. Maybe you can just provide some
color on that. Thank you.
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Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah. Mike, I would say forecasting is a little bit more challenging these days than normal. We definitely saw
very high close-in demand in May in particular and early June, which quite frankly was nice to see, got the load
factors and revenue moving in the right direction. I will say that tapered off a bit as the quarantine hit in New
York City and then Chicago and elsewhere and borders got even more restrictive. So, I don't know where it is
on the realm of normalcy, but it was very high in May and early – early June. It's lower now that these events
have happened. And once things start to get back on the road to recovery, I do expect that the booking curve
will have moved closer in. And all of that's to say it really is difficult to predict revenue at this point and get the
capacity equation optimized like we'd like to. But I think we're going to get better and better at it as we go
forward, but that's kind of where we are. So, that is – but we're seeing what IATA told you, and I think that's
consistent. Although in recent weeks, that's changed.

Operator
And from Barclays, we have Matthew Wisniewski. Please go ahead.

Matthew Wisniewski

Q

Analyst
Barclays Capital, Inc.

Hi. Thanks for taking my question. Just wanted to come back to the fleet real quickly, I appreciate the flexibility
on making a decision. But is there a point in time you can – you would need to make a decision or essentially
how long can you push off, deferring kind of making a decision on delaying or retiring an aircraft type?

Andrew P. Nocella

A

Chief Commercial Officer & Executive Vice President
United Continental Holdings, Inc.

Maybe I'll start and Gerry can add on. But it's difficult to predict the virus path. We've put a lot of aircraft into
some type of storage, whether it'd be temporary long-term storage or short-term storage. And we are moving
aircraft in and out of storage based on maintenance cycles and engine time and all kinds of things. So, when
we went into this, we didn't have a plan to necessarily retire any fleet type, and we're going to hesitate to make
the final decisions on that until we kind of better understand the length and duration of the situation, to be
honest. So, there were a token number of very, very old 757s that had Pratt & Whitney engines on them.
Those aircraft have definitely been permanently retired because they were part of our retirement plan. But we
are definitely trying to keep our powder dry on the rest of the fleet until we have better visibility of what's going
on. But more importantly, we're using that fleet really effectively with green time for both airframe and engine to
make sure that we do what's right for cash burn and long-term requirements of the fleet. So, I hesitate to make
a decision today to retire a fleet when we just don't need to. So, that's my perspective on where we are today.
And, Gerry, do you want to add anything to that?

Gerald Laderman

A

Chief Financial Officer & Executive Vice President
United Continental Holdings, Inc.

Yeah. Let me just add a couple of things. One, even the Pratt-powered 757s which – if you looked at what our
original expectation was on their retirement, it is probably likely that they're not going to come back. But even
those aircraft would be available if there was a rapid recovery, just expectations are those are the first to go.
And just in terms of the amount of time we have, we have plenty of time, measured in years. The aircraft are
being cared for, properly stored and can be pulled out of the desert when and if we need them.

Matthew Wisniewski

Q

Analyst
Barclays Capital, Inc.

Okay, great. Thanks. That's helpful. Just other quick questions. While it's probably a little early to be talking
about international traffic too much, but maybe you could quickly touch on kind of the conversations you're
having with some of your international peers, if there is a concerted – concert effort to be disciplined on
capacity eventually or what that could look like when demand does return.

J. Scott Kirby
Chief Executive Officer & Director
United Continental Holdings, Inc.
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A

Well, we're definitely not having that particular conversation, because it would be illegal. But what we have
been talking to people about is ways to get people flying again and to increase demand. And, in fact,
yesterday, United Airlines was proud to sign, along with Lufthansa, IAG and American Airlines, a letter that
went to governments on both sides of the Atlantic, asking that they consider allowing people to begin traveling
back and forth between Europe and the US if they get a negative COVID test as a way to start reopening
borders and way to safely start reengaging in travel. So, our focus, as we've talked, internationally has been
about how to get consumers flying again.

Operator
Thank you. And we will now take questions from the media. And from Bloomberg, we have Justin Bachman.
Please go ahead.

Justin Bachman

Q

Reporter

Hi. Thanks for the time today. This question is for Scott. Scott, I wanted to follow up on your previous
comments about the revenue recovery of about 50% and then a plateau ahead of any virus vaccine. What sort
of timeframe do you think that would be? Does that anticipate going into middle or late next year for that level?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Look, I'm not an expert on when a vaccine is going to be available and widely distributed. But I've been
reading a lot about it. It seems pretty clear it's going to also require multiple vaccines. And when we talk about
a vaccine, it needs to be a vaccine that's been tested, found to be effective, manufactured, distributed and
given to a wide percentage of the population. So, I think that's probably longer than what is in some of the
media. I certainly hope it's sooner. But we'll let you go to other experts to find what it is. At United, though,
we're at least planning as a scenario that it takes until late next year before that really happens, and we hope
it's better than that.

Justin Bachman

Q

Reporter

Great. Thank you.

Operator
From Reuters, we have Tracy Rucinski. Please go ahead.

Tracy Rucinski

Q

Reporter

Hi. Good morning. I wanted to ask about that letter that you referenced that you and other airlines sent
yesterday to the EU and the White House on a program to test passengers for COVID. Have you received any
feedback from the respective governments on that and how do you see international travel restrictions
evolving in the coming months?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

Brett, do you want to say anything about anything that we know on what we've seen so far or heard if we have?

Brett J. Hart

A

President
United Continental Holdings, Inc.

Yeah. This is Brett Hart. Yeah. To-date, we don't have any formal responses. But we do expect to have
productive discussions, and we're hoping to – in fact to be able to move forward on this policy. We think it's in
everyone's best interest, obviously, various countries, including the United States. So, we're hopeful. We have
strong support across our industry both in the US and outside of the US. And this is something that we think,
at the end of the day, will benefit all of our collective countries and our industry. So, we're hopeful.
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Operator
And from The Associated Press, we have David Koenig. Please go ahead.

David Koenig

Q

Reporter

Yeah. Hi, Scott and company. Your press release today on the expanded face mask policy highlights the
upgauging you've done to reduce the number of passengers per flight. And I just wondered if you're regretting
not having started out at blocking some seats like some of your competitors, because it seems like their
policy would be easier to explain to customers. Any regrets on that?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

So, look, we, as we said, have been taking significant actions to increase consumer confidence. And we ran, I
think, a 35% load factor in the second quarter. We're projecting a 45% load factor in July, and importantly –
but that's about confidence. We have incredible confidence in the safety of the airplane, but – that about
consumer confidence. Importantly, to that end, we are also notifying customers when we have a 70% load
factor or higher and giving them the option to switch to another flight if they don't feel comfortable. And to-date,
fewer than 1% of our customers are taking us up on that. Earlier in the call, I talked about why an airplane is
safe and we have high confidence in the safety of an aircraft. It is not the same as be in another indoor space.
It's not the same as being in a restaurant. It's not the same as being in an office building or even a hospital,
because the air comes in from the ceiling, it goes past the customer down to the floorboard, back into the
ventilation system, and then is either filtered through HEPA-grade air filters or 50% of the air re-circulated into
the cabin is from the outside. And that is a uniquely safe environment that exists nowhere other than on an
aircraft. And you combine that with our mask policies and our cleaning protocols, and it really is one of the
safest places you can be if you're going to leave your house. And we have high, high confidence in that. And
other steps that we take – because we have high confidence in the safety, the other steps that we're taking
are about consumers and getting consumers confident. And so, that's why our policy has been what it has
been. We kept load factors low intentionally to help build confidence, to help explain the story that aircraft are
safe.

Operator
And from New York Times, we have Niraj Chokshi. Please go ahead. Niraj, your line is open.

Niraj Chokshi

Q

Reporter

Hey. Sorry about that. Thanks for taking this. I just wanted to ask about the mask policy. I guess I was curious
to hear what – how uptake on that has been. Can you guys say how many people have been barred from
future flights, how that's going?

J. Scott Kirby

A

Chief Executive Officer & Director
United Continental Holdings, Inc.

So, the vast majority of our employees and customers already follow the mask policy, because they recognize
it's the right thing to do for the safety of everyone. And so, we have very high compliance. Since the mask
policy has been in place, we've carried into millions of customers and we've had fewer than 30 that we have
had to actually take action against. So, the vast majority of people are compliant, agree, appreciate. It is a
distinctly small minority that are few – that don't want to wear a mask. And look, we'll welcome them back
when this is all over and the masks aren't required, but they're not going to be flying on United during the
pandemic if they won't wear a mask.

Operator
Thank you. And we'll now turn it back to Kristina Munoz for closing remarks.

Kristina Munoz
Director-Investor Relations
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Thanks to all for joining the call today. Please contact Investor Relations if you have any further questions, and
we look forward to talking to you next quarter.

Operator
Thank you. And ladies and gentlemen, this concludes today's conference. Thank you for joining. You may now
disconnect.
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Good day, everyone, and thank you for joining us to discuss Equity LifeStyle Properties' Second Quarter 2020
Results. Our featured speakers today are Marguerite Nader, our President and CEO; Paul Seavey, our
Executive Vice President and CFO; and Patrick Waite, our Executive Vice President and COO. In advance of
today's call, management released earnings. Today's call will consist of opening remarks and a question-andanswer session with management relating to the company's earnings release. As a reminder, this call is being
recorded. Certain matters discussed during this conference call may contain forward-looking statements in
the meaning of the federal securities laws. Our forward-looking statements are subject to certain economic
risks and uncertainties. The company assumes no obligation to update or to supplement any statements that
become untrue because of subsequent events. In addition, during today's call, we will discuss non-GAAP
financial measures as identified by the SEC Regulation G. Our reconciliations of these non-GAAP financial
measures to the comparable GAAP financial measures are included in our earnings release, our
supplemental information and our historical SEC filings. At this time, I'd like to turn the call over to Marguerite
Nader, our President and CEO.

Marguerite M. Nader
President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Good morning, and thank you for joining us today. Our second quarter results show the continued strength of
our business. We continue to be able to safely and efficiently operate our properties under new operating
conditions. Paul will provide more details on collections, but across our organization, we have seen payment
patterns consistent with last year. We've put in place a rent deferral program for residents facing the hardship
due to the impact of COVID-19. Approximately 500 residents are enrolled in this program. We saw strong
demand on the MH side of the business, with a 4.6% increase in rental revenue. In the quarter, we saw a
decrease in residents moving out of our community. We increased new home sales volume by 14% and the
average purchase price increased by 10%. Our MH properties are currently 95% occupied. Our residents are
homeowners who have generally paid cash for their home. This capital commitment to our communities is an
important differentiator in difficult times. Our overall occupancy consists of less than 6% renters. Moving to our
RV business, we've had an acquisition strategy over the years of buying RV resorts that are heavily focused
on annual and seasonal revenue streams. 80% of our RV revenue is longer term in nature and 20% comes
from our transient customers. In the second quarter, our properties were impacted by local shelter-in-place
orders, which called for reduced or eliminated travel activity inside a jurisdiction. Our RV annual customer
generally has developed roots at the community. For the second quarter, the annual revenue, which historically
accounts for approximately 70% of our total revenue, grew by 4.7%. In the quarter, we were primarily closed to
transient traffic until the beginning of June. We followed shelter-in-place orders and reduced activity to protect
our employees and customers from potential risks associated with transient traffic. We saw a significant
increase in reservation activity and revenue in the month of June. The demand is high for customers to travel
in a controlled environment. I would like to close by thanking the entire ELS family. They have continued to
react to the evolving climate in an impressive manner. The team has successfully adapted to new regulatory
protocols and changes in the operating environment, with a primary focus on the safety and well-being of our
employees, residents and guests. I will now turn it over to Paul to walk through the numbers in detail.

Paul Seavey
Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.
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Thank you, Marguerite, and good morning everyone. I will review our second quarter results, highlight some of
the topics mentioned in the COVID-19 update included with our earnings release and supplemental financial
information, and discuss our balance sheet and liquidity position. For the second quarter, we reported $0.47
normalized FFO per share. As disclosed in our earnings release, we incurred approximately $1.4 million in
non-recurring COVID-19-related expenses during the quarter. We have added these expenses back in our
calculation of NFFO. Our core MH rent growth of 4.6% consists of approximately 4.1% rate growth and 50
basis points related to occupancy gains. We've increased occupancy 103 sites since December, with an
increase in owners of 156 while renters decreased by 53. Core RV resort base rental income from annuals
increased 4.7% for the second quarter, and 6.1% year-to-date compared to the same period last year. The
driver of rent growth from annuals in the quarter was rate with occupancy essentially flat compared to the prior
period. Year-to-date core resort base rent from seasonals increased 3.7% compared to 2019. Core base rent
from transients decreased 47.7% in the quarter as a result of the closures Marguerite mentioned in her
remarks. Membership dues revenue increased 3% compared to the prior year. During the quarter, we sold
approximately 5,800 Thousand Trails Camping Pass memberships. This represents a 12% decrease for the
quarter, which we attribute to the impact of COVID-19. We experienced significant recovery in sales volume in
June, which showed an increase of 43% over June 2019. The net contribution for membership upgrade sales
in the quarter was flat compared to last year. Sales volumes increased almost 12%, while the mix of products
sold changed resulting in a lower average sales price. Core utility and other income was about $400,000
lower than second quarter of 2019. Increases in pass-through and utility income, primarily resulting from passthroughs of real estate tax increases that were affected in late 2019, were offset by reduced revenue resulting
from our suspension of late fees as well as fees related to transient RV stays. Core property operating
expenses were flat compared to second quarter 2019. The footnote disclosure included in our supplemental
financial information package states that our core income from property operation includes approximately $1
million of non-recurring COVID-19-related expenses. Excluding these expenses, we realized a 90-basis-point
decline in core property operating expenses in the quarter compared to last year. In summary, second quarter
core property operating revenues increased 60 basis points and core property operating expenses increased
10 basis points, resulting in an increase in core NOI before property management of 1%. Core NOI before
property management excluding COVID-19 related expenses increased 1.8%. Income from property
operations generated by our non-core portfolio, which includes our marina assets, was $3 million in the
quarter. Revenues from annual customers at the marinas and other properties in the non-core portfolio
generated more than 90% of total non-core revenues in the quarter and year-to-date period. Property
management and corporate G&A expenses were $25.4 million for the second quarter of 2020 and $51.3
million for the year-to-date period. Other income and expenses generated a net contribution of $1.7 million for
the quarter. Ancillary, retail and restaurant operations were impacted by COVID-19 and generated
approximately $1.2 million less NOI during the quarter than last year. In addition, our joint venture income was
approximately $2.4 million lower, because of the refinancing distribution we recognized in 2019. Interest and
related loan cost amortization expense was $26.2 million for the quarter and $53.2 million for the year-to-date
period. We included a COVID-19 update with our earnings release and supplemental financial information. All
of our MH, RV and marina locations are open though some have limited access to certain amenities pursuant
to state and local guidelines. Our rent deferral program was in place from April through June. Through that
program, we assisted 540 residents, with a deferral of approximately $0.5 million of rents. We also provided
assistance in the form of rent credit to annual customers at certain of our RV resorts, where openings were
delayed because of shelter- in-place orders. Those credits will be applied to future charges and total
approximately $900,000. We have also continued suspension of late fees in the month of July. Since the
outset of the COVID-19 pandemic, we have now experienced meaningful negative impact to our rate of rent
collection. For the second quarter, our overall collection rate for our MH, RV and TT properties was 99%,
consistent with the second quarter of 2019. Our month-to-date collections in July are consistent with the
collections at this time in April, May and June 2020. Now, some comments on debt markets and our balance
sheet. Market conditions have stabilized somewhat since our April call. Current secured financing terms
available for MH and RV assets range from 55% to 75% LTV, with rates from 2.75% to 3.5% for ten-year
money. We continue to see lenders place high value on sponsor strength and ELS continues to be highly
regarded. High quality, age-qualified MH assets will command preferred terms from participating lenders. Our
cash balance after funding our July dividend is more than $50 million. We have available capacity of $350
million from our unsecured line of credit. We have approximately $141 million of capacity under our ATM
program, and we have no scheduled debt maturities for the next 12 months. We continue to place high
importance on balance sheet flexibility and we believe we have multiple sources of capital available to us. Our
interest coverage ratio was 4.9 times and our debt to adjusted EBITDAre is 5 times. The weighted average
maturity of our outstanding secured debt is 12.5 years. Now, we would like to open it up for questions.
Jonathan?

QUESTION AND ANSWER SECTION
Operator
Certainly. Our first question comes from the line of John Kim from BMO Capital Markets. Your question,
please.
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John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Thanks. Good morning.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Hi.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

You had a strong quarter as far as the collection rate and your RV parts are now almost fully open. Can you
just discuss why you didn't reinstitute earnings guidance for the year?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Sure, John. So, every year, as you know, we issue guidance well in advance of the start of the year. I think
we've historically been among the first to release guidance. And we're really focused on making certain that
the investors appreciate the assumptions that go into the range we provide. We feel very good about our
business going forward. It really has shown the true strength during this pandemic. But we did feel that with the
uncertainty in the regulatory and specifically the health environment, it was prudent to wait to reissue guidance
and provide it at a time when there is more clarity with respect to that environment. Our MH and RV annual
revenue line items have performed remarkably well during these tough times, but the part of our revenue with
more moving pieces like seasonal and transient revenue, they're more difficult to forecast and that really
factored into our decision to wait on reissuing guidance.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

How much of this decision was based on concerns of the unemployment benefits expiring and the additional
government stimulus as well, did that factor into your decision at all?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

No, I mean, I think what I just – what I kind of covered there at the end with the seasonal and transient was
really the drivers of the decision. As you've seen in our MH platform, really good collections, high occupancy
rates, great sales, so that wasn't – well, that wasn't really a factor.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Okay. And then last quarter you suspended notice of rent increases in MH, so I'm just wondering if that's
continued or, if not, you are increasing rents.

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

Yeah, John, if you refer to our June investor presentation, we had talked about the fact that we were reinstating
them in June. And in fact we did do that at the end of June. So, there was a very brief suspension for the
months of April and May on those rent increases, but we effectively had to catch up of those notices in June.

John P. Kim
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Q

Analyst
BMO Capital Markets (United States)

Okay. Great. Thank you.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, John.

Operator
Thank you. Our next question comes from the line of Samir Khanal from Evercore. Your question, please.

Samir Khanal

Q

Analyst
Evercore Partners (Securities)

Yeah. Good morning, Marguerite.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Good morning, Samir.

Samir Khanal

Q

Analyst
Evercore Partners (Securities)

I guess, can you talk about the changes you're seeing, maybe trends in the properties in Florida, Arizona or
even California? We've seen some news reports of sort of flare-ups in the fires there. Any notable changes in
those properties?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Yeah. Those properties right now for us are in the – that not as busy season, so you really – we have our RV
annuals there and our MH there. So, it's not as busy of a season, so it's not impacting us currently. We're
certainly looking towards how that changes and how the virus changes over time and how that impacts, and
that's why I touched on, impacts our transient and seasonal reservations into the third and fourth quarter.

Samir Khanal

Q

Analyst
Evercore Partners (Securities)

Okay. And I guess my second question is just on kind of just the general market in terms of opportunities that
you're seeing, the acquisition side, portfolios, one-off, whether it's RVs or MH, I guess what is out there today
and kind of expectation sort of on the other side of the virus here in the next sort of 6 to 12 months?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Yeah. I mean I think there's – we didn't close on any new communities in the quarter. We are in due diligence
on deals and we'll update you on the kind of the timing of the closing. There are certainly transactions that are
happening. Some transactions are happening in kind of the all-age MH space, which we have expressed that
we're not necessarily interested in. But I see that there's – I think there are some deals that are coming to
market now where people are interested in selling. I think that's consistent with the years past where it's just
kind of the timing is right, not necessarily having anything to do with the pandemic.

Samir Khanal
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Q

Analyst
Evercore Partners (Securities)

Got it. Okay. Thanks so much.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, Samir.

Operator
Thank you. Our next question comes from the line of John Pawlowski from Green Street Advisors. Your
question, please.

John Pawlowski

Q

Analyst

Hey. Thanks for taking my question. Just curious on the uncertainty around the US-Canada border being
closed or the closure being extended, is that impacting kind of your early indications of snowbird traffic being
able to come down into the Southern states or intend to come down. Any risk to the seasonal RV demand in
the back end of this year?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Sure. So, let me give you a little just overview of our Canadian customers. So, I think our overall Canadian
revenue is about $18 million and a little more than half of that is annual. And the largest portion of those
Canadian customers stay with us in Florida and Arizona and Texas. It's basically about 7% of our total
revenue. And the first half of the year, I think, represents about 60% of the full year revenue. So, that's kind of
already collected and accrued. We do have approximately – I think it's 98% of the annual RV customer is
already – has their park model RV on site in the South. So, then – now, we're just kind of dealing with the
seasonal and the uncertainty around their travel. And so, it's something that we're watching. I don't think it's
something that we'll have clarity on until the border closure was extended to, I believe, August 22 or the end of
August. So, we'll see and we're watching that closely. But it's something that we're paying attention to and in
fact it's really December and into next year January and February.

John Pawlowski

Q

Analyst

Right. But if the border is closed, on the annual side, I understand the individuals homes are still in place but in
terms of rent refunds and prorated rent, that would be a risk to the annual bucket as well, right?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

We haven't kind of gotten there yet. I mean, at this point, in some cases, the customer is in Florida right now or
in Arizona right now. So, it not something that we've discussed, certainly not something we've discussed with
our customers yet. And unlike – and as you remember, John, in the North, there was – we were not able to
open the properties, and so people couldn't have access to the properties. This is not to same. People can
have access certainly to these properties.

John Pawlowski

Q

Analyst

Okay. And then last one for me, I apologize if I missed this in your opening remarks, but could you share how
the July transient RV reservation pace is shaking out versus a year ago?

Marguerite M. Nader
President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.
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A

Sure. I didn't share it, so I'm happy to. So, our July – and I think just I'm not providing guidance, but I want to
kind of touch on a couple items relative to what we've seen already, not what we're seeing in the future, which
is July month-to-date transient results, and to put some parameters on that, which in 2019, I think that
represented about 40% of the third quarter, it's in line with last year. So, we're tracking last year. Our online
camping pass sales in June, they increased 100%. And then, since the beginning of June, we've seen an
increase in leads from our RV dealer program of about 71%. And then our RV dealer activations increased
20%. So, some pretty significant kind of demand indicators that we've seen really since the start of June.

John Pawlowski

Q

Analyst

Okay. Thank you.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, John.

Operator
Thank you. Our next question comes from the line of Josh Dennerlein from Bank of America. Your question,
please.

Joshua Dennerlein

Q

Analyst
BofA Securities, Inc.

Hey, Marguerite. Hey, Paul.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Good morning, Josh.

Joshua Dennerlein

Q

Analyst
BofA Securities, Inc.

Maybe just a follow-up on John's question there on the transients. Any color you can provide us on maybe
forward indicators on the RV side like a booking that you're seeing come through on the Internet?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Sure. I mean, we've seen – I think, over the last four or five weeks, we've seen significant increases to our
booking channels. I think in some cases 100% increase over the last, I think, three or four weeks. Now, along
with those records, we are also seeing some cancellations that is offsetting some of that new revenue. In
some locations, where we're able to operate – where we were able to operate at full capacity, but the
surrounding area and attractions are problematic. So, we're seeing that – we're seeing some issues there,
but – so, those are the kind of the demand indicators that we're seeing.

Joshua Dennerlein

Q

Analyst
BofA Securities, Inc.

Okay. Thanks. And then, in the second quarter, you had elevated costs from COVID of, I think, it was $1
million. Is that past us now or is that kind of going to travel through into the third quarter kind of continue at that
run rate until the pandemic's over or does it throttle down?

Paul Seavey
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A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

Yeah. I think what we highlighted the total of $1.4 million, $1 million of which impacted the core expense base.
Those really represent the non-recurring expenses related to COVID. We focused very closely on the SEC
guidance around COVID disclosure and the team worked very hard to differentiate between really what our
one-time costs related to development of the protocols around operations of the properties at this time as well
as the employee time-off program, the property employee appreciation bonuses. So, that's not really
indicative of run rate. Now, the incremental cost that we incurred associated with cleaning, meaning supplies
and so forth, those are included in our expenses and weren't separated or excluded as COVID-related
expenses. It's a little bit difficult at the moment to kind of project what those will be on a go-forward basis,
primarily because a lot of it is driven by the experience at the property, the timing of the opening of the
amenities and so forth.

Joshua Dennerlein

Q

Analyst
BofA Securities, Inc.

Okay. Did you disclose that somewhere, the level of kind of the increased supplies? I didn't see a footnote of
them, might have missed it though.

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

We did not separately disclose that. It's not a significant amount. It was a couple of hundred thousand dollars
in the quarter.

Joshua Dennerlein

Q

Analyst
BofA Securities, Inc.

Okay. All right. Thank you. Thank you both.

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

Sure.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, Josh.

Operator
Thank you. Our next question comes from the line of RJ Milligan from Baird. Your question, please.

RJ Milligan

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey. Good morning. I wanted a little bit more color if you could on the rent increases. You guys mentioned that
you reinstated them at the end of June and that there would be a catch-up. So, does that imply that third
quarter, you're going to see outsized growth from the increases?

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

We won't see outsized growth. I think the way that we framed it on the call in April was the suspension to the
extent that it continued through the end of the year, the impact would be about 50 basis points – just doing the
math, the impact would have been about 50 basis points in rent growth. I think the brief suspension for those
couple of months that changes that impact, too, to being just about 10 basis points on growth.
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RJ Milligan

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay. That's helpful. That's all I have. Thanks.

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

Thank you.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, RJ.

Operator
Thank you. Our next question comes from the line of Nick Joseph from Citi. Your question, please.

Nick G. Joseph

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Thanks. Just a question on the amenities that are not opened, not due to some of the state, local guidelines.
Does that impact either pricing or refunds at all in terms of if some of the amenities just won't be opened for
use?

Patrick Waite

A

Executive Vice President & Chief Operating Officer
Equity LifeStyle Properties, Inc.

Well, let me – this is Patrick, Nick. Let me touch first on MH and then we'll get to RV. On the MH front, that's not
impacted any sort of a concession on rents. We have managed through the process of first closing those
amenities and then reopening. And predominantly across our portfolio, amenities are open, particularly on the
MH side of the portfolio. We have protocols in place to ensure that our employees are safe and safely interact
with one another and our customers. All of our employees are required to wear masks when in proximity to
one another, our office is by appointment only, and we have cleaning protocols in place. And as I mentioned in
the last call, we have a relationship with a national vendor that is specialist in industrial hygiene to ensure that
we're following CDC guidelines. On the RV side of the world, I mean just on – with respect to the previous
quarter, the amenities that were closed were really part of properties that were closed. And that was the driver
of the refunds in those instances for annuals in the Northern campgrounds. Across the South, we are out of
season right now, so it's a lower demand. And at this point, it's not impacting any sort of rent payments for any
of the annual, seasonal and transients.

Nick G. Joseph

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. Great. Thanks. And then just back to the acquisition environment, I was wondering specific to RVs, has
there been any disruption or kind of increased opportunities given what happened in the second quarter or on
the private side, have many owners been able to weather that storm?

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

I think that most have been able to weather the storm and I – there may be some opportunities just people, like
I said, I think it's the time is right in their lifetime, in their cycle, but I don't see a lot of opportunities coming as a
result of people seeing the effect, because I think the effects were really good both on the MH and the RV
business, say, for the transient for a couple of months and I think people saw that as a once in a lifetime kind
of thing and not to be repeated. And so, I don't know that there would be opportunities come as a result of that,
it's more of a personal kind of preference and people willingness to sell now.
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Nick G. Joseph

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Thank you.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, Nick.

Operator
Thank you. Our next question is a follow-up from the line of John Pawlowski from Green Street Advisors. Your
question, please.

John Pawlowski

Q

Analyst

Thanks. Paul, curious how municipalities are approaching property taxes this year, less about the impact to
ELS in 2020 and just more from a real estate lens, any color from on-the-ground conversations with the
municipalities?

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

No direct color. I don't think for us, it translates into delays in timing, although there could be extensions of time
for payment, but not seeing that happen yet. And not seeing – we're not seeing – just it's a little bit hard the
timeframe, though it feels like this has been going on for such a long time, the timeframe really isn't that long.
And so, when you think about the typical assessment cycle and so forth that results in the bills that – any
impact on income that may drive evaluations for purposes of the assessors that's not had time to make its
way through the system.

John Pawlowski

Q

Analyst

Okay. There's no chatter the next, call it, 12 months where the municipalities have to fill a bigger hole in their
budgets to kind of come after residential a little harder and particularly when other property sites really can't
carry the weight?

Paul Seavey

A

Executive Vice President & Chief Financial Officer
Equity LifeStyle Properties, Inc.

I mean, there's chatter, there's been that type of chatter for some time now. I don't hear it on the ground being
louder than it's been before. I will say, obviously, California has the issues that they're working through and
kind of setting that aside and thinking about the rest of the country.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

And then, John, we also have our – at the level of Florida, for instance, where we have the ability to pass
through real estate taxes. We have a lot more kind of help in front of local municipalities to not do that, so that
it's not just a big kind of corporate transaction...

John Pawlowski
Analyst

Right.
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Q

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

...it's at the level of the property.

John Pawlowski

Q

Analyst

Okay. Thank you.

Marguerite M. Nader

A

President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Thanks, John.

Operator
Thank you. And this does conclude the question-and-answer session of today's program. I'd like to hand the
program back to Marguerite Nader for any further remarks.

Marguerite M. Nader
President, Chief Executive Officer & Director
Equity LifeStyle Properties, Inc.

Great. Thank you for joining us today. We look forward to updating you on the next quarter's call.

Operator
Thank you, ladies and gentlemen, for your participation in today's conference. This does conclude the
program. You may now disconnect. Good day.
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MANAGEMENT DISCUSSION SECTION
Operator
Good morning, everyone, and welcome to the Delta Air Lines June Quarter Financial Results Conference
Call. My name is Cecilia, and I will be your coordinator. At this time, all participants are in a listen-only mode
until we conduct a question-and-answer session following the presentation. As a reminder, today's call is
being recorded. I would now like to turn the conference over to Jill Greer, Vice President of Investor Relations.
Please go ahead.

Jill Sullivan Greer
Vice President-Investor Relations
Delta Air Lines, Inc.

Thanks, Cecilia. Good morning, everyone, and thanks for joining us for our June quarter earnings call.
Speaking today on the call will be our CEO, Ed Bastian; and our CFO, Paul Jacobson. We also have our
President, Glen Hauenstein, and our entire leadership team here with us for the Q&A. To get in as many
questions as possible during the Q&A, please limit yourself to one question and a brief follow-up. Today's
discussion contains forward-looking statements that represent our beliefs or expectations about future events.
All forward-looking statements involve risks and uncertainties that could cause the actual results to differ
materially from the forward-looking statements. Some of the factors that may cause such differences are
described in Delta's SEC filings. We'll also discuss non-GAAP financial measures. All results exclude special
items, unless otherwise noted. You can find a reconciliation of our non-GAAP measures on the Investor
Relations page at ir.delta.com. And with that, I'll turn it over to Ed.

Edward H. Bastian
Chief Executive Officer & Director
Delta Air Lines, Inc.
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Thanks, Jill. Good morning, everyone. Thank you for joining us today. We are now four months into the
pandemic, and the nearly $4 billion pre-tax loss that we just posted reflects the severe impact that COVID-19
is having on our company and our industry. The June quarter was remarkable for a confluence of crises that
rocked our nation. In addition to the pandemic and its impact on public health and the economy, the issue of
inequality and social injustice for Black Americans has been front and center. In this environment, our number
one focus is taking care of our people. This includes not only protecting the health and safety of our
employees, but also maintaining our commitment to supporting the fight for equality and social justice. We are
committed to listening and understanding. We must be a stronger advocate for justice and equality across our
business, from our operating procedures to the programs that we offer our people, to support for policy
change. Our people are the heart and soul of Delta, and I am incredibly proud of their perseverance and
resiliency through these trying times and forever grateful for the sacrifices that they are making for our
company. Since demand bottomed in mid-April at less than 5% of our normal traffic, we have seen a small but
welcome uptick in passenger volume, being driven almost entirely by domestic leisure travelers or those flying
for essential reasons. And while it's encouraging to see customers start to return, the revenue environment
remains challenging. We have thought from the start that the recovery will be choppy, and the past few weeks
have shown that to be true. We're expecting our overall revenue for the September quarter will be only 20% to
25% of what we saw last summer, and we've seen demand growth flatten recently with the rise in COVID-19
cases. We are watching trends closely and have pared back our capacity plans for August. Business travel,
which typically provides 50% of our revenue, has not yet returned in any meaningful way. With corporate
offices slow to reopen, quarantine restrictions in markets like New York and Chicago, and states in the Sun
Belt reversing or pausing reopening plans, we remain cautious on the pace of recovery through the balance of
the year. In addition, there isn't a clear timeline when international borders will open for US travelers. So, it's
against that uncertain backdrop that we are taking the industry's most conservative approach to capacity. For
the September quarter, we expect our seats available for sale which accounts for 60% load factor cap will be
20% to 25% of last year's level, up from 10% in the June quarter. Given how dynamic the current environment
is, we are maintaining our flexibility and we'll adjust our capacity plans as needed based on changes in
demand. Since the crisis began, we have taken decisive actions to protect our people and our customers,
increase our liquidity and, importantly, preserve our ability to respond in the future. Customer and employee
safety remain our top priority, and restoring consumer confidence in travel is at the forefront of our recovery
plan. We have taken extensive and proactive measures to implement a multi-layer approach to protect
customers and employees. Additionally, all of our aircraft are equipped with HEPA filters, generating highquality hospital-grade air quality onboard. Restoring consumer confidence to travel on Delta is the driving
force behind our Delta Cares standard which includes requiring customers and employees to wear masks,
enhancing cleaning protocols for aircraft, electrostatic spraying before every departure, blocking middle
seats, and capping load factors at 60% to provide more space onboard. We're committed to blocking middle
seats through September and expect to continue our policy beyond that date as well. We've also created a
Delta Global Cleanliness organization and are collaborating with two of the world's best health organizations:
the Mayo Clinic and Quest Diagnostics. The Mayo Clinic is helping to assess our safety protocols, consulting
on how to improve safeguards, as well as designing COVID-19 testing for our full workforce, both for the
active virus and the presence of antibodies. The added layers of protection are having an impact. Since
implementing these changes as of the first of May, the infection rate among our customer-facing employees,
those who spend their days working onboard our aircraft and in our airports, is well below the national
average, providing another solid data point on the safety of air travel. In addition, our Net Promoter Scores
have never been higher as customers recognize our health and safety efforts onboard and on the ground. Our
top financial priority has been to protect our liquidity. Paul and the team moved quickly and decisively to raise
capital, ending the quarter with $15.7 billion in liquidity. Entering this crisis with a strong balance sheet
allowed us to access nearly $15 billion in new capital on top of the $5.4 billion from the CARES Act without
issuing equity. And while accessing capital is critical, the most important liquidity action we can take is
reducing our cash burn. In June, our daily cash burn for the month averaged $27 million a day, a substantial
improvement from the $100 million per day that we were experiencing in late March. The major force in that
improvement is our cost performance, which has been remarkable as we'll take out over 50% of our total
operating expenses for both the June and September quarters. That's due in large part to the more than
40,000 Delta people who have volunteered to take short-term unpaid leaves, our crews who have seen their
hours reduced as flying has been cut back and the sacrifices made by our hourly and merit ground employees
whose work schedules have been similarly reduced by 25%. I want to thank all the Delta people who
volunteered for an unpaid leave. They are making a real difference in helping us navigate this crisis. We also
want to thank all our colleagues who have been serving our customers in the face of this pandemic. The spirit
and teamwork of our people is inspirational, and that Delta difference has never shined brighter. With demand
growth stalled at present, we expect July's daily cash burn to be similar to what we saw in June. As we go
through the summer and into the fall, we'll continue to move quickly to balance what we're seeing in the
revenue environment with our ability to get costs out of the business and keep us on the path to achieve our
goal of breakeven cash burn by the end of the year. Given the combined effects of the pandemic and
associated financial impact on the global economy, we continue to believe it could be two years or more
before we see a sustainable recovery. So, to succeed in this environment, we are building resilience across
the company and creating a new, stronger Delta, albeit one that will need to be smaller for the next several
years. That means accelerating strategies to streamline our company, simplify our fleet, and reduce our fixed
cost base in ways not possible in the past. We have made the decision to permanently retire more than 100
aircraft this year, including the entire MD-88, MD-90, 777, and 737-700 fleets. We have the most flexible fleet
in the US and are pulling forward these and additional fleet simplification initiatives which we believe will
provide a lasting benefit to our cost structure. The difficult reality of resizing the airline is that we need a
smaller workforce until we see demand return. We'll be ramping up our voluntary departure and early
retirement programs this month and, as of last night, we already had over 17,000 employees who voluntarily
sign up to depart the company. We also have thousands more signed up for voluntary unpaid leaves of
absence into the fall. We are hopeful that we can accomplish the vast majority of the head count changes we
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absence into the fall. We are hopeful that we can accomplish the vast majority of the head count changes we
need through these programs, minimizing, if not eliminating, the need for involuntary furloughs. This will require
creativity and collaboration across all of our work groups, and I'm hopeful that we can get there. And as we
navigate this difficult environment, we're also working closely with our airline partners around the world who
are facing even more significant financial challenges. During the quarter, both LATAM and Aeroméxico filed
for bankruptcy here in the US under Chapter 11, and Virgin Atlantic is working through an out-of-court
recapitalization. While each of these is disappointing, none of our partners' home countries were prepared to
provide governmental financial support similar to what the US Treasury did with the CARES Act, which
necessitated their decisions to restructure. We had the utmost confidence in all of our partners and remain
firmly committed to our partnerships which will be important when we rebuild a much more resilient
international network in the recovery. In closing, we remain grounded in the strengths that are core to Delta's
business: our people, our brand, our network, and our operational reliability. These strengths and the shared
values of the Delta family guide every decision we make, differentiating Delta with our customers and
positioning us to succeed when demand returns. I want to thank everyone who is contributing to Delta's
support and recovery efforts through the most challenging time in the storied company's history. Our
customers, partners, suppliers, owners, community leaders, government officials, their support has been
overwhelming. And a special thank you to the finest group of airline professionals ever assembled, our Delta
people, who are managing this difficult environment with grace and poise determined to return Delta to her
position of leadership in our industry and in our world. And with that, I'll turn it over to Paul to go through our
financials. Paul?

Paul A. Jacobson
Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Thank you, Ed, and good morning, everybody. These June quarter results we reported this morning illustrate
the truly staggering impact of this pandemic on our business. Revenues declined 91%, and we reported a
$3.9 billion pre-tax loss, one of the largest in Delta's history. Results exclude several items directly related to
the impact from COVID-19 and our response, including $2.5 billion in impairment charges from fleet-related
decisions, $2.1 billion in write-downs related to equity partners, and a $1.3 billion benefit from the CARES Act
grant recognized during the quarter. During this quarter, our total operating expenses declined $5.5 billion or
53%. The June quarter cost performance was more than $400 million better than our original expectations, in
part due to the incredible contributions of more than 40,000 employees who have elected to take voluntary
unpaid leaves. With substantially reduced flying, fuel expense was nearly $2 billion lower compared to the
prior-year quarter, and we generated over $250 million of savings from parking more than 700 aircraft. We
were also able to reduce facilities expense by consolidating concourses and temporarily closing Sky Clubs,
while eliminating nearly all discretionary spending. In the September quarter, we expect to achieve a similar
50% year-over-year reduction in operating expenses, despite a sequential increase in capacity. This reflects
the increased variability we've achieved in our cost structure and what we've been discussing since the
COVID epidemic. As Ed said, our top financial priority remains to ensure that we have sufficient liquidity to
weather whatever comes at us. To this end, we've taken decisive action to bolster our liquidity position, ending
the quarter with $15.7 billion of liquidity. Daily cash burn also improved sequentially each month during the
quarter to average $27 million in the month of June. This outperformed our initial expectation of $50 million
cash burn per day during the two months of June – during the month of June, sorry. One-third of that
improvement came from better cost performance, with two-thirds from an improvement in net sales, which
inflected positive in early June and remained there. It's worth noting that approximately $10 million of our cash
burn is attributable to our international business, so our domestic business is only burning $17 million a day,
which is a testament to the efficiency of the reduced operation. As Ed mentioned, we are staying agile to
balance what we're seeing in the revenue environment with our ability to get costs out of the business. This
approach improves our cash burn trajectory, which helps us to preserve our balance sheet capacity for the
future. The strength of our balance sheet has been evident during the pandemic, as we have raised $15 billion
in new liquidity at a blended average rate of 5.5%. When combined with funds received under the CARES Act
Payroll Support Program, we ended the June quarter with this $15.7 billion of liquidity. Even with no
improvement in our cash burn rate, this equates to 19 months of liquidity. This is more than sufficient to
address our upcoming maturities. But if needed, we have the ability to continue to raise additional capital
through either our own efforts by leveraging our unencumbered assets or electing to participate in the CARES
Act secured loan program. In an effort to ensure compliance and flexibility throughout the recovery, we also
amended all of our bank credit facilities to permanently replace the fixed charge coverage covenant with a $2
billion minimum liquidity covenant. So, in spite of the significant amount of debt we have raised, our adjusted
net debt has only increased by $3.4 billion since the start of the year to $13.9 billion. Reducing our daily cash
burn is critical to keeping the net debt down and that is why we remain uniquely focused on it. In closing, while
we have a long road ahead of us, we've made tremendous progress in just the last four months. By raising
cash early and aggressively managing costs, we are prepared to navigate what will be a volatile revenue
period, while making decisions that position Delta well for the eventual recovery. Our people have acted
quickly and decisively to protect our customers and our company, and I'm so proud of what the people of Delta
have accomplished with that grace, professionalism, and determination that Ed mentioned. They are the
reason I'm confident we will emerge from this crisis as a stronger, more resilient Delta as our customers
return. And with that, I'll turn the call back over to Jill to begin the Q&A.

Jill Sullivan Greer
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Vice President-Investor Relations
Delta Air Lines, Inc.

Thanks, Paul. Cecilia, we are ready for questions from the analyst. If you could give them instructions on how
to get into the queue.

QUESTION AND ANSWER SECTION
Operator
Thank you. And we'll go first to Hunter Keay of Wolfe Research.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Hey. Good morning, everybody.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Hi, Hunter.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Ed, you mentioned – you recently said you expect some amount of business travel, I think you said 20%,
which turned out to be unproductive in retrospect and suggesting obviously it's not going to return. So, what
are some of the specific characteristics of the business travelers that do come back that might be different
from the ones who don't? Like, for example, maybe they fly more per year but to fewer cities, or these are the
people that use lounges more often, things like that. So, what do these people look like, and how do you win
them or keep them?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Well, first of all, Hunter, I think fundamentally business travel is going to come back, and it's going to come
back at scale. I'm not one that thinks we are in a permanently depressed level of business travel for the
foreseeable future. I do think there is a lot of inefficiency, which we can all appreciate in business travel. The
number of trips that the average road warrior takes I'm sure is going to come down in certain cases. The
international trips that we've all been on where we've flown over to Europe for a two-hour meeting and flown
back that does nothing but beat you up can certainly be much easily better accommodated over a video call.
But it's going to be trips that are focused on relationship building, interacting, whether it's with your customers,
conventions, new contacts, reviewing performance on a global scale. Those are going to stay. I just don't see
there's a substitute for that over time. It will take some time to get back. I don't think we'll ever get back entirely
to where we were in 2019 on the volume of business traffic, but the resiliency of the business traffic that we
are going to now bake into our business model going forward I think will be a better way to measure the
sustainability of the recovery.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

And then another one for you, Ed. When was the last time you talked to Steve Squeri, and what is your single
biggest shared commercial concern right now? And what is it that he tells you is most important to preserve
the relationship and the economics that your companies share?

Edward H. Bastian
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A

Chief Executive Officer & Director
Delta Air Lines, Inc.

I talk to Steve all the time. He's not just a great business partner, he's a great friend, and we share our
thoughts and strategies together. We are their biggest and most important business partner, and American
Express is ours in turn, and we're navigating this crisis together in a way that you would expect. I mean, they've
seen some meaningful recovery over the course of the quarter in volumes on the card, which is certainly one
of our bright spots in a dark quarter. The revenue recovery we're seeing on spend. But they provide a great
lens into customer behaviors and the types of things that are going to be very important for Delta to maintain
the position we have with the company. So, I continue as Steve does to be optimistic of the future. We both
realistically realize the T&E spend is not going to be at the levels we saw in the prior years, but we're going to
both do our very best to build a better future for our respective stakeholders.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Thank you.

Operator
And our next question comes from Jamie Baker of JPMorgan.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Hey. Good morning, everybody. Paul, a question on labor. So, as I see it, there are sort of four moving parts
here. We've got voluntary unpaid leaves which have already dropped off the P&L for now but some level
phase back in in the future. We've got the early retirement which will completely drop out. We've got what
might happen after October 1. And then I assume in the event of furloughs you have some severance
expenses. So, what I'm trying to reconcile with these various flows is whether the net is that they temporarily
give you labor cost relief in the fourth quarter, and that's what gets you to cash breakeven but then labor costs
potentially rise after that. I guess another way of asking is in what quarter do you think your labor expense line
will truly be reflective of the cost structure going forward?

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Good morning, Jamie. There's a lot in that question. I think we're still really assessing the overlap right now
between the early retirement and the voluntary leave program, so, there's a sense of duplication there. But
what it does do at an absolute minimum is it puts a permanence around what were short-term leaves and
volatility. So, we expect that in addition to the leaves that Ed mentioned – I'm sorry, the separations that Ed
mentioned, voluntarily, we also have leaves that will continue on top of that. So, we're going to continue to
assess and see where we stand on the salaries and related line. There is no doubt that that's been a big
driver of how we've gotten our cash burn down in quick action. And as we continue to shape the airline for how
we think it's going to be sized next summer and into the future, we've got to be able to manage all of that
agility and flexibility. And the voluntary leaves are going to continue to be an important piece of that puzzle
going forward. So, as we think about salaries and related, we should get to that kind of trend line I would think
in that fourth quarter, first quarter. But then we'll see as demand shapes back, customers are ultimately going
to determine how big the airline is.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Got it.

Edward H. Bastian
Chief Executive Officer & Director
Delta Air Lines, Inc.
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A

Hey, Jamie. If I could add a couple thoughts. For the second quarter and the third quarter, we are reducing our
total operating expenses by a bit over 50%, which is enormous. And that will continue to be our goal as we
progress through the fourth quarter as well. And while the composition of the savings will be more sustainable
given the size of the early-outs, so we have 20% of the company will be exiting, and as you can appreciate, it's
the senior-most 20% of the company as well which is going to give us an added benefit on top. There's a lot of
creativity and collaboration with our work groups about reducing work, trying to protect jobs, and everyone
pitching in to work fewer hours, but to save more jobs and that's across the company. There's a real spirit of
doing that. So, whether it gets to the fourth quarter or first quarter, at some point the labor savings here are
sustainable. But to answer your question more specifically, it's really going to be on the commercial side of the
business that's going to be much more important to getting us down to that breakeven level as demand
hopefully starts to – growth picks up once again as we look into the late summer and fall, and that will be the
more important contributor to getting to a breakeven cash flow position.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Okay. That's very helpful. Second, multi-part question, how do we think of loyalty and the remaining
unencumbered asset pool? Does Delta have the flexibility to do what United did with loyalty in terms of sort of
a quasi-securitization of both third-party sales and intercompany cash flows, or did you pledge SkyMiles as
part of the loan?

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

So, Jamie, we're an infinitely competitive business, but hats off to United for that execution. I thought they did a
very good job with that. And it's one that I think is available to a multitude of carriers. That is not included in the
most recent guidance that we've given of $6 billion to $7 billion of unencumbered assets, and we're looking at
all of our options and we'll continue to keep them open. We have made – we've advanced the ball with the
government by signing the term sheet which they announced a couple of weeks ago, and we continue to move
along that process. But we have not decided to take a government loan and we're assessing really all of our
options as well as the environment that we're in.

Jamie N. Baker

Q

Analyst
JPMorgan Securities LLC

Thanks for answering my questions. Take care.

Operator
We'll go next to Duane Pfennigwerth of Evercore ISI.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Hey, thanks. Totally agree with the perspective that Delta has been careful with capacity and how you brought
it back. Just from an industry perspective, it looked like the industry had guessed wrong on July at least so far.
So, schedules indicate your capacity is up about 90%, 9-0, from June, July, yet demand has stalled. So, I'm
just curious how cash burn can be similar in July versus June. Was it just that we had a good July 4th on the
books before demand rolled over, or is there something going on with debt payments and CapEx?

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Well, I'll start with that, Duane. First of all, good morning. The trajectory that we've been on and what we
articulated through June was that we had seen steadily increasing net sales. That was coming really from both
variables. Sales were going up and trending higher, while at the same time, refunds have been trending down,
which put us from I think at the beginning we said $20 million to $30 million a day we were burning in March to
turning positive and staying there in June. So, while we've seen that sales growth level off in the wake of the
latest rise in infections, it has remained relatively stable in that area. So, as we see the continued trajectory of
reducing our operating expenses 50% and keeping those net sales numbers relatively flat, that's where July
comes out flat to June.
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Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Okay. Thanks, Paul, and maybe I'll stick with you. Just high level, how has your budget for aircraft rent changed
for this year as we think about the net impact of sale-leaseback activity versus aircraft retirement? The only
reason I bring it up is it looked like the op lease liabilities didn't really change much sequentially, so maybe
you can help us understand what's going on under the covers. Thank you.

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Yeah. I think, Duane, we'll take that offline and it will be more apparent when the Q comes out later today of just
the breakdown between financing leases and operating leases under all the new accounting guidelines. So,
it's all there, but has a little bit of a different geography to it depending on the transactions.

Duane Pfennigwerth

Q

Analyst
Evercore Partners (Securities)

Okay. I'll keep it there. Thank you.

Operator
We'll go next to Helane Becker of Cowen.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Thank you very much, operator. I appreciate the time. Hi. So, I have two questions. One is your comments on
international and the 777s that are leaving the fleet and some of the 767s. It would seem like you might have
to do more pruning there. So, have you like retired enough aircraft do you think, or do we expect to see more
during the rest of the year?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Hi, Helane. It's Ed. International is going to lag domestic. I think we have some time to watch how it recovers.
The 777 fleet for us was the sub fleet that made the most sense to sit down. We certainly have additional
international capable aircraft. We have a very large 767 fleet with opportunities to early retire as we get a
better sense for where the recovery is. But some of those decisions, we have a little bit of time to take at. As I
indicated in my remarks, there's more to be done. And we're not investing any money in that fleet, and we can
see how international recovery shape before we make those final decisions.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Okay. That's very helpful. Thank you. And then my follow-up question really has to do with changes in booking
patterns because of increased refunds or because of more flexibility to people who book and then maybe
cancel. So, could you just address people booking and then actually showing up for the flight, especially in
July? Or are you seeing people booking and then canceling at the last instance?

Glen W. Hauenstein

A

President
Delta Air Lines, Inc.

Helane, hi. It's Glen. How are you doing? We've seen the no-show rate...

Helane R. Becker
Analyst
Cowen and Company LLC
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Q

Hi, Glen.

Glen W. Hauenstein

A

President
Delta Air Lines, Inc.

I'm good. I hope your summer is going well. We've seen no-show rates grow from about 3% historically to
about high-single digits. So, most people at day of departure who have reservations are showing up for the
flight, but the higher no-show rates also makes it a little bit harder to revenue manage with the caps. So, we've
been managing through that and we hope we can get better and better at that as we move through the fall. But
clearly, giving people more flexibility is where we need to be as there is so much uncertainty in the virus right
now.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Got you. Thanks very much. Since I'm still in paradise prison, my summer is not going as well as I would like.
But thank you for asking.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Great. We're ready to release you, Helane.

Helane R. Becker

Q

Analyst
Cowen and Company LLC

Not soon enough. But thank you.

Operator
We'll go next to Joe Caiado of Credit Suisse.

Jose Caiado

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hey, thanks. Good morning. My first question relates to your fleet and actually your order book. Any update on
your discussions with Airbus regarding your order book there? And can you describe for us maybe what it is
that you're hoping to achieve there? Do you just want to sort of adjust the timeline for deliveries? Are you
looking to restructure sort of the composition of the aircraft in the order book? Just any detail there. Thanks.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

We are working with Airbus, as you can appreciate, and they've been very good partners with us managing
the crisis. Clearly, we're in a situation where we don't need any aircraft, we have a lot of aircraft on the ground
and doing our best to manage through the next 18 to 24 months to minimize deliveries. We're not ready to
make any announcements yet. I can assure you there will be no cash CapEx on any aircraft at Delta for some
period of time, certainly through the end of this year, and Airbus has been a very good partner.

Jose Caiado
Analyst
Credit Suisse Securities (USA) LLC (Broker)
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Q

Got it. That's very clear on the CapEx, but I was curious especially as it relates to your comments on the
expected timelines for recovery of domestic versus international, if you'd also be looking to adjust the actual
composition of the aircraft that are in your order book as opposed to just actually delaying or revising the
timeline for the deliveries. And if I could just throw up my second actual follow-up, which is just a quick
clarification for Paul. On the stalled demand recovery, did you say the July net bookings are flat with June, so
they are positive month-to-date? Can you just describe in a little bit more detail the evolution in those net
bookings trends over the last few weeks? Thanks for all the help.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

That's okay, Joe. On your question with Airbus, again, we're not providing any specifics at this point. You can
rest assure everything that we're doing is of the deliveries to the right, and when we're ready to – we haven't
reached a final plan with Airbus. When we do reach that plan, we'll be sure to let you know.

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

And Joe, on the cash burn, so we had seen a pretty steady progression upwards of sales and a slight decline
in refunds really kind of from May to early mid-June, and that's when we started to see it stabilize. So, the data
that we've seen so far in July is pretty consistent with what we saw at the end of June, which is really reflective
of what we've seen in this latest wave of infections throughout the country. And that's why we've got the
confidence that it's somewhat stabilized here at these levels, and hopefully if things start to improve, we can
see improvements off of those levels as we get later into the quarter.

Jose Caiado

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Thank you very much.

Operator
Go next to Mike Linenberg of Deutsche Bank.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Oh, yeah, hey. Thanks. Good morning, everyone. Hey, Paul, just back to how you're thinking about the ATL as
we progress through the quarter. I mean, normally, under a normal year, the seasonal impact is that as we get
to the latter part of the quarter, we tend to see it become a drag on cash. And I realize that this is not a normal
year. So, I mean, are you sort of expecting that as we get into the latter part of the quarter that we will see it
become a drag on the ATL, or sort of where is your thinking around that right now?

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Hey, good morning, Mike.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Hey.

Paul A. Jacobson
Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.
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A

That's a bit of a doozy of a question, because I think the one thing we all know is that the historical air traffic
liability models are broken right now. It's not behaving in any way that a normalized seasonality pattern would
have. As evidenced, we've actually refunded now over $2 billion of that ATL since the beginning of the year,
which the bulk of that has been done in the post-COVID, post-March 1 timeframe. So, we actually think that a
lot of that refund activity particularly in the transatlantic and international destinations, which were already
booked pre-COVID heading into the summer, we refunded a lot of that activity, and it's a little bit of a – it's a
big contributor to the international cash burn that I gave that composition in my prepared remarks. So, we can
actually see things stabilizing, and we would expect that refunds will continue to trend down in the status quo.
Obviously, it's going to be choppy, but any new sales data that come in, any new demand should be accretive
to the ATL in a way that seasonally you wouldn't necessarily expect. So, we're prepared for that. I think the one
given is that there's a lot of uncertainty here, which is why we've gone the route of really looking to raise as
much liquidity as we can.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. That's very helpful. And then just maybe this is an easier one, you talked earlier about upcoming
maturities and I'll throw CapEx in there as well. As we look to the second part of the year, what is CapEx? I'm
sure it's probably close to zero now based on everything that you've cut back or deferred. And you did allude
or mention upcoming maturities. What are the big maturities for the second half of 2020? Thanks for taking
my question.

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Yeah, sure. So, we didn't give any formal CapEx guidance, because it's really the same as we gave
immediately after the COVID epidemic, which is we've essentially eliminated all CapEx. There's some
technology spend on projects that are already in process and some small purchases here and there, but it's
not material to the overall story. As far as debt maturities go, the biggest one we have is a $450 million
maturity in December. When you combine that with a $600 million unsecured in April of 2021, that's the
unsecured deal that we just took out. So, we've already successfully refinanced that. And then we have the $3
billion bridge loan that is due in March that has collateral attached to it that we haven't decided exactly what to
do with that. As part of the amendment to the credit facilities, we also extended by one year a $1.3 billion
maturity in April of our revolver. So, that's pushed out to 2022. So, we've actually gotten a very, very good
handle on all of the maturities really for the next 18 months.

Mike J. Linenberg

Q

Analyst
Deutsche Bank Securities, Inc.

Great. Thanks for that.

Operator
We'll go next to Savi Syth of Raymond James.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Hey. Good morning. Just a couple of follow-up questions. On the cash burn, if we don't get much of an
improvement on the commercial side, what do you think you can kind of get the cash burn by the fourth quarter
with some of the incremental things that are happening on the cost side?

Paul A. Jacobson
Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.
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A

Hey, good morning, Savi. I think as we mentioned in our comments, we're kind of on this trajectory right now
as things have stabilized, and we're continuing to assess what the second half looks like. So, as we continue
to monitor capacity and demand, that will affect what we do on the cost input side as well. But I think we're
really counting on some continued improvement in demand, however gradual and however choppy that might
be. We're 90 days into this, and we already know a lot more about the virus and that's giving a little bit more
confidence in the longer and intermediate term demand profile, but we've got to continue to be agile. So, I
think we'll kind of be in this mid-20s level as we continue to assess, and if we need to take further actions, we
will.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Hey, Savi. This is Ed. I don't want anyone to get a sense that we've got a gloomy forecast on revenue or
demand growth. Not at all. This is expected. We said at the start of this pandemic that this is going to be
choppy, it's going to be unpredictable. It's going to be driven by factors outside of our control. It's really
advances on the medical front and containing of the virus. It's advances by the general public about wearing
masks and doing they're very best to be cautious and restoring a confidence in air travel. I'm optimistic as we
get through the late summer and the fall we're going to see some real improvements there. We need to see
improvements, and I think the sensitivity and the caution you hear in our voice for the current month is the fact
that we're in the south and we're obviously under, going back into more of a closed setting in our local
economy than opening but at the same time that's with a goal of reopening later this summer and fall to a bit of
a better standpoint. So, I do think you're going to see continued improvement in cash burn. Cost on the margin
could improve, but when you get more than 50% of your cost out, it's hard to see much more coming out. I
think it's going to be the same type of momentum that we saw in June. Hopefully, reemerging in the latter part
of the summer and early fall that's going to make another material dent in bringing us down to that flat
breakeven level.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

That makes sense and helpful. And my other follow-up question is just on the business travel commentary,
looks like a lot of business travel might not happen until 2021. But just based on your surveys and things like
that, is there any level of expectation of what we might see in the fourth quarter here? And kind of tied to that, I
mean, those kind of the blocked middle seats have – get removed when demand is stronger or when the virus
is a little bit more contained? Or what drives those decisions?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

We're talking to our corporates all the time, as you can appreciate, and doing a lot of work with them to get
them more confident. They are starting to come back. They're in small numbers, but they're starting. And what
we've been doing is taking them out with us on tours and seeing the airport. It's interesting for travelers that
have spent their life as road warriors, the first time back in this environment it feels very different. And they
need to refamiliarize themselves with what it's like and the benefits of air travel. And I'd say the most
significant observation that they give us is that it is absolutely not only safe, it's significantly better than what
they – their view of air travel was pre-pandemic. So, there's confidence that's returning. I think you're going to
see it improve as businesses start to reopen. I'd say it's post Labor Day, businesses start to open up. As
international operations start to slowly open up, you'll see that will be another driver for business travel. But
business travel is going to clearly be a 12- to 18-month lag awaiting for advances on the medical front,
vaccines, therapeutics, reasons to think that it's safe, that companies can safely put their employees back out.
And the other thing that I mentioned in one of the interviews I did this morning is while the corporations may
not be traveling, we know the individuals are traveling, and we see it in the SkyMiles data and our frequent
flyer information. So, people are learning about the new way of travel, and they're telling us it's actually better
than it was previous.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

And then the blocked middle seats, is that kind of tied to COVID? Is that kind of tied to demand levels?

Edward H. Bastian
Chief Executive Officer & Director
Delta Air Lines, Inc.

I'm sorry. I didn't hear that, Savi.
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A

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Sorry. You mentioned that the middle seats being blocked probably continues beyond September. Just
wondering what drives that decision?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Well, that's going to be consumer confidence. We're going to hear from customers as to their comfort in travel.
We've got a lot of flights that we have to add back in, an opportunity to add flights back before we have to
worry about filling up the middle seats. And we'll get there over the course of the end of the year into early next
year. But right now, I don't see a push to do that. Customers aren't pushing us to do it, and we've got – I'd
rather have more flights back and more seats into the market in a safe way than trying to maximize the
number of people you can put on an individual airplane and I think that would be inconsistent with the brand
that Delta represents.

Savanthi N. Syth

Q

Analyst
Raymond James & Associates, Inc.

Makes sense. All right. Thank you.

Operator
We'll go next to Brandon Oglenski of Barclays.

Brandon Robert Oglenski

Q

Analyst
Barclays Capital, Inc.

Hey. Good morning, everyone, and thanks for taking my questions. So, I guess, Ed, following up on that line of
questioning if business demand is going to lag here, you have some competitors out there that are going to
come out of this without a lot of incremental debt, what is going to be the competitive landscape, and how do
you reposition the network to be more leisured-focused and lower cost. And does that impact the prior
strategy of really focusing on the branded products and everything onboard?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Brandon, this is Ed. I'm not sure who you're referring to. Our incremental net debt is $3.5 billion at this point.
So, I wouldn't suggest that we have added a tremendous amount of increased debt burden on the company.
Obviously, there's a large amount of money that we raised, but we also have a significant amount of cash that
we can use to hopefully retire that once we get through the other side. We're not changing our long-term goal
for this company and this brand. We are a business-oriented airline. We are a premium-oriented airline, and
there's nothing that I see from what we've been through the last four months that suggest customers aren't
going to value premium, value the quality of the experience, the health of the experience. But we're going to be
more resilient because there's a portion of the air travel that will go away and we'll size our business
accordingly. So, I don't see anything that gives me pause. Of course, there's going to be a lot of dislocation
and disruption. It always happens in this industry during times of crisis. But I think we're pretty well positioned
to be – to come out this in a relatively stronger competitive position than we were pre-pandemic.

Brandon Robert Oglenski

Q

Analyst
Barclays Capital, Inc.

I appreciate that response. And I know that looking forward, it's anyone's guess here. But can you give us any
clarity on what – and I think maybe Paul alluded to it, but what level of demand you're expecting to get to cash
breakeven by the end of the year? And maybe even more importantly, where you're seeing the sizing of the
network for 2021 as you're making difficult decisions?

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

So, at a really high level, Brandon, if you look at our cash burn in June as well as in July in that $27 billion a
day number, virtually all of that needs to come through improvement in net cash sales. It's going to come in two
ways. So, one, the refund activity will continue to wind down. That will be a contributor in that. That's probably
in the plus or minus $5 million a day improvement by the time we get to the end of the year, which leaves
about $20 million of cash, sales improvement, and that's – you think of a company our size, that's about a
20% improvement in our overall business volume that will get us there. So, we'll probably need to see that $25
million come from the commercial side of the business, but that's the roadmap to get to breakeven.

Brandon Robert Oglenski

Q

Analyst
Barclays Capital, Inc.

Thank you.

Jill Sullivan Greer

A

Vice President-Investor Relations
Delta Air Lines, Inc.

Cecilia, we're going to have time for one more question from the analysts.

Operator
Thank you. That question will come from Joseph Denardi of Stifel.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Thanks. Good morning. Ed, I think over the last few years, you and your larger peers have been of the view
that the DOJ had kind of put a red light on additional consolidation. I'm wondering if you think that has
changed or that it needs to change and whether the calculus around how much liquidity you think you need
takes into account that maybe a consolidation is eventually part of the strategy.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Joe, you know we can't speculate on that.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

That would be a really, really inappropriate response I'd have to give on that.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. Fair enough. Paul, can you give us where you guys are year-to-date on mileage sales, cash proceeds?
I think you did about $4.2 billion last year. Where are you guys year-to-date?

Paul A. Jacobson
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A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Yeah, we have seen about a 50% reduction in the last quarter. I think if you look at some of American Express'
commentary, it's in line to even slightly better than some of the cards in their portfolio, which I think is
encouraging. That means that people remain attached to the brand and they see value in the miles program.
So, we're going to continue to see that, but it obviously has been far more resilient than the demand for tickets
and for travel itself, which is what we expected.

Joseph DeNardi

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Thank you.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Thank you.

Jill Sullivan Greer
Vice President-Investor Relations
Delta Air Lines, Inc.

And that's going to wrap the analyst portion of the call. I will turn it over to Tim Mapes, our Chief Marketing and
Communications Officer for the media portion.

Tim Mapes
Senior Vice President, Chief Marketing & Communications Officer
Delta Air Lines, Inc.

Good morning, everybody. We have about ten minutes of questions for members of the media. I'd just remind
everyone please just a question and maybe a brief follow-up. We'll try to get through as many as we can.

Operator
We'll go first to Robert Silk of Travel Weekly.

Robert Silk

Q

Reporter

Yes. So, good morning. In the Virgin Atlantic announcement today, they mentioned further restructuring plan
that they're doing with the support of shareholders, the Virgin Group, and Delta, as well as some new
investors. So, I was wondering if there is any color or detail in the manner of which Delta is supporting this
effort.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Not other than what's already been disclosed, which is that we are contributing through deferral of brand fees
as well as certain other joint venture fees that we would typically earn. We were excited to see the
recapitalization come about. It's been an extraordinarily difficult few months, pulling that together and all
stakeholders have made some meaningful contributions to enable Virgin to fly again, and we're excited about
that.

Robert Silk
Reporter

Okay. Thanks, Ed.

Operator
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Q

We'll go next to Mary Schlangenstein of Bloomberg News.

Mary Schlangenstein

Q

Reporter
Bloomberg News

Hi. Thank you. Good morning. I wanted to see if you could break down for us how much of your second quarter
revenue and possibly revenue going forward is from newly purchased tickets versus how much is from
rescheduled flying.

Glen W. Hauenstein

A

President
Delta Air Lines, Inc.

Sure. We have about two-thirds of the revenue coming in from newly purchased tickets and about a third
coming in from reissues and credits from the postponed journeys. So, we're getting a significant number of
new journeys coming in, which is a good sign.

Mary Schlangenstein

Q

Reporter
Bloomberg News

And I assume that the new ticket purchasing fell in this recent sort of slump as well as the rescheduled? Is that
right?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

If I could recharacterize it from a slump to really a much slower growth rate is that the industry had an awful lot
of capacity going from June into July. And so, what we've seen is a – in June we were growing at about 20%
every week – week-over-week. I think maybe in some ways, that capacity is going to take a little bit longer to
get absorbed because the growth rates have – if you take 4th of July out, they're coming in between 5% and
10% now. So, the growth is at a much slower rate. As we look forward, it has slowed, but it hasn't stalled. I
mean it's very flattish to up slightly, but it's not a slump.

Mary Schlangenstein

Q

Reporter
Bloomberg News

Okay. Thank you.

Operator
We'll go next to Dawn Gilbertson of USA TODAY.

Dawn Gilbertson

Q

Reporter
The Arizona Republic, Inc.

Hi. Good morning. Ed, I think you mentioned employee coronavirus infections being down because of all the
measures you've put in place. Can we talk about passenger infections? We had the case – the recent case
with Endeavor on the flight from Atlanta to Albany. How many instances is Delta seeing, hearing back from
passengers after a flight about coronavirus infections, and can someone put that into perspective for me?
Thank you.

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Hi, Dawn. It's really minimal. The flight last week was an Endeavor flight, as you mentioned, and that was after
the fact that those three customers found out. So, there is no question that in the general population, there is a
virus, and when we do find out, we go back and contact trace with anyone that would have been in the
immediate vicinity of a customer. But I can tell you those instances are really, really small. And certainly, no
instances that we have been aware of where there's been any transmission onboard our planes.
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Operator
And did that answer your question, ma'am?

Dawn Gilbertson

Q

Reporter
The Arizona Republic, Inc.

Yes. Thank you.

Operator
We'll go next to Tracy Rucinski of Reuters.

Tracy Rucinski

Q

Reporter

Hi. Good morning. I wanted to ask about the outlook for the Trainer Refinery. Do you have any plans to divest it
or stop operations?

Paul A. Jacobson

A

Chief Financial Officer & Executive Vice President
Delta Air Lines, Inc.

Good morning, Tracy. This is Paul. So, the Trainer Refinery, in the quarter we had about $100 million loss in
the quarter, which was almost entirely focused in the month of April. So, the refinery is continuing to produce
economics at breakeven levels on the current trends. And as with everything in the business, we're looking at
everything. But our plans have not changed with respect to the refinery right now.

Operator
And our next question comes from Claire Bushey of Financial Times.

Claire Bushey

Q

Reporter

Hi. I wanted to ask whether the federal government needs to pass a law requiring mask on airplanes, or do
your flight crews have enough leverage with passengers since they can be banned from flying with the airline?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Hi, Claire. This is Ed. I don't know that needs to pass a law, but I certainly see the opportunity to reinforce the
work that the airlines are doing to ensure that customers wear their masks both in the airports as well as
onboard our planes is helpful. The airlines I think are doing a very good job of reinforcing that as well as
candidly customers onboard planes. If someone is not wearing a mask, they quickly get pointed out and
discussion with our flight attendants occur quickly. So, it's really important that we, as a nation, comply with
mask policy. We're an industry that's got a lot of regulation I don't know that we need another regulation around
mask wearing, but it'd be helpful if the federal government can reinforce the need to wear masks the better,
not just on air travel but in life in general.

Claire Bushey
Reporter

Thank you.

Operator
We'll go next to Leslie Josephs of CNBC.
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Q

Leslie Josephs

Q

Reporter

Hi. Good morning. Do you have any idea of how many pilots need to be retrained on different aircraft given
the retirements and then also potential furloughs and just kind of rejiggering of what they're going to be flying
and what the cost might be of that?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

Leslie, it's really premature. The pilot retirement plan still has almost a week yet to run. So, we'll be in a better
position to assess that over the next month, and we're continuing to work with ALPA to identify ways to
mitigate the need to displace pilots in furlough.

Leslie Josephs

Q

Reporter

Thank you.

Tim Mapes

A

Senior Vice President, Chief Marketing & Communications Officer
Delta Air Lines, Inc.

Cecilia, we have time for one final question, please.

Operator
Our final question comes from David Slotnick of Business Insider.

David Slotnick

Q

Reporter

Hi. How are you? I'm wondering about blocking the middle seats, have you gotten a sense from passengers
or from surveys or anything that people are willing to pay a higher fare to fly a less full airplane?

Edward H. Bastian

A

Chief Executive Officer & Director
Delta Air Lines, Inc.

We have received a lot of customer feedback that in fact I would say when we survey customers today about
the reasons you're purchasing a ticket on Delta, the space onboard the plane, the blocked middle seats, has
gone through the number one reason why customers are choosing Delta. They really – they see it consistent
with our brand. Everyone appreciates it's not going to last forever, but in the face of a health crisis, that space
onboard really matters and customers are telling us that. And we're seeing it in our Net Promoter Scores
which have gone up considerably on a year-over-year basis, 20 points in the month of June over last June
which last June was already a good number. And we hear it from our corporates, we hear it anecdotally from
many of our travelers.

David Slotnick

Q

Reporter

And are you looking at charging more of a premium or raising your fares or anything, or is this more like a
branded marketing investment for later when things stabilize?

Edward H. Bastian
Chief Executive Officer & Director
Delta Air Lines, Inc.
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A

It's not a brand or marketing investment, and no, we're not raising our fares to block the middle seat. This is to
us a really important safety feature, and it's a health crisis that we're in in our country. By being the most
disciplined in terms of the amount of supply and capacity that we're offering, that's benefiting our pricing and
yield of course. And that's helping us have a better price onboard the overall cabin. So, indirectly, that is
coming through in price. But this is not – that's not the objective. The objective here is to make certain that
we're restoring consumer confidence in air travel and being true to our brand promises.

David Slotnick

Q

Reporter

Thank you.

Tim Mapes
Senior Vice President, Chief Marketing & Communications Officer
Delta Air Lines, Inc.

That will complete the June quarter Earnings Call. Thank you to everyone for your time and your questions
today. Have a great day.

Operator
Again, that concludes today's conference. Thank you for your participation today.
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MANAGEMENT DISCUSSION SECTION
Ryan Sundby
Analyst
William Blair & Co. LLC

Good morning. My name is Ryan Sundby, I'm the Research Analyst here at William Blair and we cover Six
Flags. Before beginning, I'm required to inform you that you can obtain a complete list of research disclosures
or potential conflict of interest at the William Blair website.With that out of the way, I'm excited to welcome Six
Flags' Chief Financial Officer, Lenny Russ and Senior Vice President and – of Investor Relations and
Treasurer, Steve Purtell, with us today. And for those of you, investors, on – that are watching this online, feel
free to submit questions below the video feed and I'll try to leave some time at the end to get to those – as
many of those as possible.As I'm sure most of you know, Six Flags is the largest regional theme park operator
in the world. The company operates 26 theme and water parks throughout North America, which usually
attracts more than 30 million guests per year. I'd say usually because 2020 is certainly not a normal year
[Technical Difficulty] with nearly all theme and water parks throughout the US closing down into March due to
COVID-19 virus. About a week ago, we did see a handful of parks start to reopen across the country,
including one of Six Flags' own, Frontier City in Oklahoma City.

QUESTION AND ANSWER SECTION
Ryan Sundby
Analyst
William Blair & Co. LLC
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Q

So, maybe we can start there, Lenny and Steve. Could you maybe walk us through some of the changes to the
parks that we – that have been made from a social distancing and prevention standpoint, what consumer
reaction was this past weekend for those changes, and any overall impressions from the first couple of days
of operations?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Sure. So, the safety of our guests and our employees is and always will be our number-one priority. So, we've
added many new operational enhancements at our parks to provide a safe and fun experience for our guests.
We're going to be limiting capacity on a – initially, to ensure that our guests are behave in a safe, social
distance within the park. So, we have implemented a reservation system. They'll be able to – required to book
a reservation, whether they're a member, or a season pass holder, or a single-day visitor, and those
reservations will include reminders about all the new added safety measures that we've put in place.Some of
those include all guests and employees be required to wear masks, all of our guests and employees required
to do temperature screening before they enter park, and we have added some crowd temperature screening
technology at our front gates that'll make this more of a free-flow process as opposed to every person having
to get a temperature scan with a handheld unit. In addition, we've added some free-flow security screening
technology at our front-gate locations that will prevent everybody from having to walk through metal detectors
and will really limit the number of high touch-point bag checks that we have had in the past.We're putting in
increased sanitization measures, including significant amount of hand-sanitizer and handwashing stations
throughout the parks. We're using dedicated clean teams to clean and disinfect high-touch-point areas such
as restrooms, patio areas, Q-rails and ride restraints throughout the park. We've put in social distancing
markers in our ride lines. We're going to be leaving empty seats or rows between all the guests as they ride
rides, so where you'll be distancing parties that aren't visiting together. So, you won't be distanced from your
individual group, but we'll distance the groups that aren't traveling together.We're going to implement – we
implemented mobile ordering last year at several of our parks. We've rolled that out now to all of our parks to
limit the number of contacts that you would have to do to order food. We've separated the seating in our
restaurants and patios, so we can safely social-distance guests as they eat their lunch or dinner, as they're
sitting in our restaurants and our patios. And we have eliminated really all of the self-serve options that you
have, whether it be the condiments that are in the park or buffet-style serving lines. And all of those will be
distributed by the employees to the guests upon request. And we're also – we have a lot of kind of all-season
refillable products, whether it be your drink bottle, popcorn bucket, et cetera, and all of those will be distributed
by the employee in a fresh paper product, as opposed to using those individual refillable units on a day-to-day
basis.A lot of these are really being implemented based on the results of surveys we did for our season pass
holders and members, and our employees, along with discussions we've had with local governments and
health authorities and, really, they've all reviewed our operating plans and feel good about the safety
measures we've put in place.We've only been open at Frontier City for a handful of days. Last Friday was our
first operating day. So, it's – we don't really have a strong feel for it, but the early impressions that we've
received from our guests have been very good .

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Great. And then as we think of the types of activity that you host in the park, are there any restrictions around
what kind of rides or special events that can be held? Is everything available or – with distancing in place, or
will some parts of the park be closed?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Sure. Yeah. For the most part, all of our rides and attractions will be open. We're going to initially limit the
operations for some of the interactive attractions that we have. So, the water attractions, where kids are
climbing up on, different pedestals et cetera, so, those will be not open just because it's tough to social
distance and really sanitize those constantly, as everyone's playing on them. In addition, we're going to limit
our indoor rides and shows, just because it's going to be difficult to safely social distance within those indoor
venues. But for the most part, other than those types of attractions and venues, everything else will be open to
the – on a day-to-day basis.

Ryan Sundby
Analyst
William Blair & Co. LLC
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Q

Yeah. Got it. And then it does feel like the region outside of the industry should see a somewhat quicker
recovery coming out of COVID, just given the shorter lead time, it's easier to get to the park , you have to
travel and all that, maybe could you share some insight with what maybe you saw during the last financial
crisis, with what maybe you saw with the swine flu in Mexico, and then where do you think there will similarities
this time and maybe where there's differences this time?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Sure. That's a great question and as we've stated many times before, approximately 90% of our attendance
comes within 150 miles of our parks, with a large portion of that coming within an even smaller radius band
from the park. So, most of us – most of our attendance comes from single-day – or visits where essentially
you can make the visit in your car and drive and stay in your own house on a day-to-day basis, as opposed to
having to get on a plane, plan a trip, book a hotel. So we feel good about the ability for guests to kind of still
plan this as part of a normal day trip and you look at it more of a staycation as opposed to a vacation, where
you're having to plan a destination trip.During the financial crisis in 2009, we fared better than most industries.
We saw a reduction of about 6% in our attendance levels, and revenues were slightly reduced higher than that
because of the impact that we've had on some of our sponsorship opportunities within the parks. So, a lot of
businesses were impacted, and therefore they weren't doing that sponsorship-type activity from a marketing
perspective within our parks.As it relates to swine flu, we did see a V-shaped recovery once the initial impact
of the swine flu was gotten past. Obviously, this has lasted much longer than the swine flu, and it's been more
globally – a more global impact, but a lot of the sanitization measures we're putting in place today at our
parks, we implemented those in Mexico after the swine flu. So, we had a little bit of a learning from that
standpoint back then, we're taking it to a higher level now, just because of the global nature of the pandemic
that we're currently seeing.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Maybe staying with that then and your kind of portfolio benefit that you have from operating parks, kind of
across North America, can you talk about your flexibility , you know, both in terms of maybe the phase you're
going to reopen parks, what could they start to look like, maybe are there areas in the country that are further
ahead than other areas where you could open up soon. I think we saw some of your competitors announcing
some park reopening dates here in the coming weeks. So, maybe start with that and then we can maybe get
into what are the steps needed to get in, and to actually opening the park up.

Leonard A. Russ
Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.
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A

Sure. So, essentially, our parks are very vastly geographic – in very many different geographical areas of
North America. So, it's allowing us to open certain parks earlier than others as you mentioned. Reopening
plans have been reviewed and kind of approved by state and local authorities. As I mentioned earlier, we did
surveys of all of our guests to find out what those – what were the most important measures we could put in
place for them to come back and think that they're ready to visit a Six Flags property.The good news is, a lot
of the concerns you've been seeing are – were around mass gatherings. We don't really consider ourselves a
mass gathering because our parks are real vast, expansive areas and cover dozens to hundreds of acres and
– in a lot of instances, so people are able to spread themselves out over the course of the day. We're really
good at crowd control. We've been doing it for years and it's not the same as going to a venue like a sporting
event where you sit in a confined space next to a lot of people for a three-hour period of time to watch a sport,
where events [Technical Difficulty] more of a mass gathering, in our opinion, versus people coming to a theme
park.We were able to open a lot of our parks within two to three weeks because a lot were already open and
many were scheduled to open [Technical Difficulty] the coming weeks before we did the suspension of our
operations. One of the things that we're working on as we get to the go-forward to open the park is really
bringing our seasonal labor force back on track and get them and train on our new procedures. So, that's one
of the more longer lead-time initiatives, but still can be done within that two- to three-week window.As it relates
to our properties, we did open our Drive-Thru Safari and Great Adventure in New Jersey on May 30, and
that's the largest Safari outside of Africa. We have made it an internal kind of attraction within the park itself
and with a small investment, we're able to kind of turn it back into that drive-thru experience and we've had
good demands from that – from the announcement several weeks ago. As we've discussed, we've already
opened our Frontier City Amusement Park in Oklahoma City on Friday, June 5 and we made announcements
on many different openings that will occur over the next couple weeks.For instance, Hurricane Harbor
Phoenix, outside of Glendale, Arizona, will open on this Friday, June 12. Six Flags Over Georgia has
announced that it will be opening next Monday, June 15. Six Flags Over Texas, our flagship park, will open a
week from Thursday on June 18. And then Six Flags Fiesta Texas and Hurricane Harbor in Arlington will open
the following day on Friday, June 19. The Six Flags St. Louis will open a few days later on Monday, June 22,
and Six Flags White Water, Atlanta, our water park outside of Marietta, Georgia will open on Monday, June
29.So, we have a lot of parks opening in the pipeline and we're confident we'll be able to anticipate opening
several additional parks in later – in June or early July, and continue work with other state and local
jurisdictions to make sure we have a safe reopening plan for our parks.

Stephen R. Purtell

A

Senior Vice President-Investor Relations & Treasurer
Six Flags Entertainment Corp.

And there's a certain momentum to – once parks are starting to open and other states can see that they're
being successful at what's being put in place, I think that creates a lot of traction and helps them to come to
their decisions faster. So, there was – additionally, you know, it's who wants to be first; you know, it's very
reluctant for people to take that first step and now it's more that most state wants to be last. So, I think
hopefully we'll see an acceleration of some of these approvals to open up.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

And then, as these parks come online, is there a way to think about how it kind of starts out and then how it
can build over time? And then with that, I guess, what does profitability look like for a park that is operating
with capacity restrictions in place? Are there certain levels you need to hit before you can open a park? And
then, I guess, what measures do you need take to kind of remain flexible, open certain days or certain hours,
or even certain parts of the park to kind of manage expenses as they tend to remain low at first?

Leonard A. Russ
Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.
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A

Sure. So, as many people have read, most state and local authorities are limiting capacities at most
businesses when they first initially reopen to about 25%. So, we've kind of built that into our opening plans that
we would open at those reduced capacities as we initially open our parks and that 25% is really based on
kind of design-day capacity, so what is kind of a peak demand that you would see for a park, for a good fun
environment for our guests, as well as looking at what is a safe social distancing capacity looking at, you
know, each person needing 36 square feet to ensure that they're kind of in that six-foot parameter kind of
limitating factor that we've all been listening to and hearing about for – since the pandemic began.We'll be
able to gradually increase our capacities as we learn more. We're opening our parks really with a dress
rehearsal kind of mentality, where we're opening at less than those 25% capacities to ensure that we get the
learnings under our belt and we can make adjustments before we kind of increase [Technical Difficulty] to the
25% and eventually 50% more, from a capacity standpoint.The good thing about it is, we've said many times,
we have excess capacity in most of our parks. Most parks operate at that design-day capacity on very few
operating days each season and we – we've been able to really look at our operations over the last several
years, and have become really good at operating our parks based on the level of attendance that is actually
coming into the park on a day-to-day basis.So, when you see weather-type events or other limiting factors,
we've been able to scale our staffing up and down [Technical Difficulty] based on those kind of attendance
type days, so each day isn't created equal. So, we feel confident that we're able to operate profitably at these
reduced levels of capacity and as we're able to ramp-up capacities as we get parks open and learn more and
then the profitability get more closer to our normal run rate. It's a question of when, and if the parks get opened
in those capacity limits that are the more limiting factor as opposed to, can we operate the parks profitably at
reduce capacities, because it's more of what type of operating season and how many operating days you
have, as opposed to an individual-day profit.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Got it. Maybe for Steve, because I know you had worked, kind of, in the international side in the past. Is there
any insight you can take from parks that have opened abroad, that are maybe ahead of where you guys are
today? And are you seeing any approaches that are either different or like it's one and the same at your parks
here?

Stephen R. Purtell

A

Senior Vice President-Investor Relations & Treasurer
Six Flags Entertainment Corp.

Well, we're definitely studying parks abroad because they are ahead of the curve. They're a couple of months
ahead of us in most cases and we've gotten a lot of learnings from them. I think one thing we're concerned
about was, will people be able to wear a mask all day long and then still enjoy the park, and I think what we're
finding is, when you look overseas, they've been more – they've been used to it more over the years, so, more
culturally accepted, but I think we've taken some of those learnings and what we're finding is, even in
Oklahoma, in the 90-degree heat, the guests are willing to comply with those safety standards and still enjoy
their day. So, we're definitely taking a lot of the learnings and applying them. As well as develop – develop
them for the US market.

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Yeah. I think it's also important to point out that the industry was really aligned on these reopening plans. And if
you've seen some of the other large operators' reopening plans, they're all very similar. We're all using mask
for all employees and guests; we're doing temperature screenings of all employees and guests before they
enter the properties. Capacity limitations, increased sanitization efforts and social distancing measures. So, it
was really good that the industry kind of aligned. And I think a lot of that was learned by some of the parks that
opened early in the process.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Great. And then, as we think about going to the park with the social distancing measures in place. How do you
think about things like pricing at the gate, the overall length of the visit, the impact it can have on in-park
spending, I'm just wondering how we kind of think about that in our models, and how that could perform going
forward?

Leonard A. Russ
Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Sure, we had already started kind of strategic assessment of the base business before the suspension of
operations driven by the COVID-19 pandemic. So, we are really focusing on single-day attendance and really
growing our unique visitation whether that be through an increase in the Active Pass Base or an increase in
single-day visitation. The goal is really just to drive that overall unique visitation metric to a higher level.So,
from a pricing standpoint, one of the things that the reservation system does is allows you to look ahead and
what the demand is for a period of time. So, if you're seeing high demand for single-day visitations on any
given day, you have the ability to do demand pricing kind of similar to an airline. And similar if you're not
seeing that type of demand, you have the ability to flex sales for the pricing. So, essentially, it's kind of a give
and a take right, but you have to unfortunately limit your capacities and require our guest to book reservations.
But in that same instance, it allows you to look at your pricing models a little more day-to-day basis and make
adjustments.As it relates to in-park, we don't anticipate much of – many of our in-parks feeding areas were
impacted by any of the measures that we put in place. We might see a reduction in some of our large catered
outings from businesses because the business themselves aren't being able to operate at the same level as
they were before. And you don't want to put a big congregation of people in a small space like a picnic
pavilion.So, we have the ability to change those up and offer meal vouchers for the guests, so they can eat at
their own time and pleasure throughout the park. And then some of the other – another area that maybe
impacted will be our FLASH Pass front-of-the-line programs because of the limited capacity, some guests
might not see the same value and not that they do when the crowds are higher.A lot of folks take advantage of
that program just because they like the convenience and the ability just to plan their day. They know they're
only going to be there a few hours and they're willing to pay for that experience. So, we think we'll still see
some of those users of that product. But there may be some limitations early on or limiting their capacity.As I
mentioned earlier, our mobile dining app could also encourage people to purchase food because they don't
have to wait in line to buy the food. They just have to go pick it up once they've placed their order. And we
could see add-ons or meal upgrades just because when people are ordering it themselves, they see all the
different available options. They can make that choice as they're booking their order as opposed to standing
in front of a cashier and making their decision quickly.That's kind of how we see the operation being impacted
but not – truthfully, we don't see a lot of big impact on our in-park spending because of this type of change to
the overall operating day, and with limited capacities, we could see some length-of-stay reductions where
people stay longer just because they're having a better experience in the park.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

That's great to hear. So, I know you guys run a lot of surveys and...

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Right.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

...feedback from your guests. Have you kind of looked across your different geographies and demographics?
Are you seeing any kind of indications that there's one area that looks stronger, yeah, younger, older, or in
certain parts of the country that are more receptive to return to theme park quicker?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Yeah. I think when you look at the surveys overall, they've been fairly consistent between geographies and
demographics. There really hasn't been wide changes between the survey results between the season pass
over a single-day visitor, a mom, a dad, any age group. I do think there are some smaller variances between
the kind of geographical areas that were more impacted by COVID-19. But for the most part, the survey
results have been pretty consistent across .

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Okay. And can you help us kind of understand what happens to past membership? This year clearly is
impacted, but the carryover impact on the 2021 as you kind of extend privileges for – to compensate loss
days. And then more broadly, do we see the business move back toward the single-day type model here for
the next couple of years? Because people just don't want to commit to a pass, anything around that would be
great.
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Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Sure. So, as you mentioned we did surveys of all of our season passholders and members prior to putting in
some of the added benefits that we've done whether it be the extension of utilization privileges where they can
extend those for the days that are – that they've missed in the 2020 season, to upgrading tiers for members
that continue to make payments throughout the suspension of operations. And given our member's ability to
actually pause their membership payments as opposed to taking those increased benefits. So, all of that was
taken into consideration before we put the changes in place on our season pass and membership
program.As it relates to kind of the accounting for it, we will have to defer a portion of the season pass of
members in their initial 12 months commitment period into – to cover the visitations that will shift into 2021. So
those deferrals will be held up in deferred revenue, and we look at the utilization over a period of time and will
shift that utilization based on what our models have shown over time to account for what we'll need to defer
into the 2021 season.But, again, it's really looking at a historical visitation rate for both of those types of
members and season passholders to ensure that we're holding over the proper visitation pattern. So, we don't
anticipate the visitation pattern shifting where it's – we'll see an early utilization upfront and lesser utilization as
the pass matures. As we discussed on our Q4 2019 – 2019 earnings call, we were looking at single-day
visitation already, and I mentioned earlier, we're seeing good results from some of the initiatives we've put in
place with our single-day visitation being up 38% before the suspension of operations. Now, that's on a really
small window of time for operations. I don't think you can extrapolate that to say we got 38% for the full year,
but we were seeing some good signs and we're optimistic that when we get to partially open, we'll be able to
continue some of those initiatives and see good results from the strategy.The good news about moving
people into single-day visitation is we get them back into the park, we get them into our database, and we can
actually use that to try to upgrade those individuals in the season pass, season memberships during our
selling season over the course of the year. And because once they're in the database, we can continue to
market them the benefits of the season pass and membership and we still see our active pass base and
season pass and membership strategy is the right strategy long term, but being able to market that to a larger
population of guests has been official. Season passholder to members spend at least twice as much over the
course of the season as a single-day visitor. And s, we still see the big value in getting this many people into
that program.But you want to make sure that you also have a program where all consumers can kind of pick
the option that works best for them, but they don't see the value in coming more than once in the course of the
season they might not want to buy a season pass. And there's some more value or income, consumers that
just want that some of their visit. So, now that strategic work was ongoing prior to the suspension of
operations and we'll continue to do that as we work through these challenging times.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

And then you kind of touched on this before, but does moving to a pre-registration process kind of augment
the single-day visit where now you can kind of capture purchase and capture that data. Does it serve as
somewhat of a for you this year?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Yeah. And let me add, I think we have multiple benefits from the reservation system. The question is the guest
find it too restrictive on a long-term basis. But for the short term, it really allows us to limit the capacity for the
social distancing that we talked about. It gives us advanced look at what the attendance is going to be on a
day to day basis. So, essentially, you can staff accordingly. You can price, demand, elasticity when you're
looking at the visitation pattern four or five days out. You have the ability to scale pricing up or scale pricing
down based on kind of where your reservations are trending.So, the question really will be once we get
through – what new normal allows us to do, restriction capacities are reduced or eliminated. Does it make
sense to keep that reservation system in place from the other benefits or does it get not like that having that
restriction where it make sense for it to scale back and go back to the direction come on any day that they
kind of saw an opportunity.

Stephen R. Purtell
Senior Vice President-Investor Relations & Treasurer
Six Flags Entertainment Corp.
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A

This year in particular, you see a lot of the sports – children sports are cancelled, sports camps or camps in
general are scaled back or cancelled. A lot of vacations were postponed, and a lot of people are not flying.
So, they're staying local. So, there's a potential for a lot of pent-up demand as people are continuing to virus
because of their work – the ways they're working have changed. They're able to schedule them. As weekends
busy, we could see shifting of the tenants into the weekdays where before people was more of a spur-of-themoment decision where everyone was coming out on Saturday, that's a peak day. We could potentially
spread it out more through the week. And capture more one-day tickets because people are looking for things
to do because they don't have as many other options.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Great. And then just in terms of what you've done around liquidity and you've done a great here in the last
couple of months. As we think about the potential for some sort of spike back up or a second wave, can you
talk about how hard it is for you to kind of reopen a park and then put it back into hibernation? Is that
something you can do fairly quickly, and can you get back down to that same $30 million to $35 million cash
burn number that you talked about today?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Sure. Our parks have a high percentage of fixed cost when they're operating but – as we were – as you've
noted and as we've been able to demonstrate we're able to ramp down those costs fairly significantly and
fairly quickly, and they become more variable once you have a suspension of operations at our parks. We
believe all the measures we put in place to operate our parks safe and for our guests and employees, would
prevent the need to suspend our operations again. But again, sometimes that's not in our control, that's in the
control of the local authorities and government.So essentially, we do feel like we have the ability to scale those
costs back down quickly if needed, and then be able to ramp back up as we're doing now in a shorter window
period of time, and you got – when you shut down the parks for the season, and you're doing all of your rehab,
it's different than when you've already been open and you're not having to do a lot of that rehab over the
course of a winter or and of a suspension of operations in a normal period. So essentially, we feel like we're
able to ramp back fairly quickly and most costs will be scalable based on whether we're open or not.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Okay. And – hey, you might've lost my video feed, but hopefully you can still hear me.

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Yeah.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Just a couple of questions here from the audience. is the international still a priority for the company? How can
you look forward in China? And then also, can talk about the recent leadership change and prior to COVID,
you mentioned reinvesting in the parks, what could that look like? And when do you get to that?

Leonard A. Russ
Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.
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A

Yeah, sure. We were going to be very cautious and go forward international licensing partnerships. Our focus
is really going to be on our base business. We believe that our Saudi Arabia and our project in Qiddiya is an
excellent market for us, and the project is proceeding based on the schedule our partner has outlined. The
eventual outcome for China is still unknown. But we're not forecasting any revenue related to China in 2020 or
in the future.We're not going to change our international development strategy. We're going to not explore any
asset having alternatives that could make the pace of development in that business development unit slow, but
essentially there's still interest in markets. We're still talking to potential parties that are interested, but we're
all going to make sure that we pick the right jurisdiction, the right partner so we can be successful in that
initiative. So, it'll probably slow down the process.As it relates to the management change, I think Mike has
mentioned many times that when he had made the decision to join Six Flags, it was really because Six Flags
is a great company, it's a great brand, and we operate in a great industry. And nothing driven by the COVID19 pandemic has changed any of those three attributes. He still continues to be pleased with his choice to
come to the company and he looks forward to getting our parks open as soon as possible.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Okay. And then, just one more from the audience and we'll wrap up. Can you just talk pretty quickly that kind of
capital allocation plan going forward? Do you the dividend at the level it used to be at some point or does that
not make sense given kind of the reinvestment that you're playing on?

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Yes. So, as I talked about on the Q4 earnings call, the strategic assessments was really looking at all facets of
the business. And we had talked about incremental investments for one, the cost base going up for minimum
wage and the need to pay more competitive wages in certain jurisdictions, given largely how minimum
change – minimum wage impact, but the labor market now maybe a little less competitive for a period of time.
And so, some of that competitive wage pressure might be there.The other – another bucket of the investment
was really to provide a better guest experience for those guests that are looking for a more differentiated
experience. And we are wanting to invest in the, kind of, the base business from standpoint. And we only get a
differentiated product that the guests would be willing to attract, but certain folks are staying away from.As it
relates to...

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

Thanks.

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Oh. Sorry. Go ahead.

Ryan Sundby

Q

Analyst
William Blair & Co. LLC

No. No. You go ahead.

Leonard A. Russ

A

Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

As it relates to the capital allocation strategy, obviously, with the liquidity measures we put in place, we've
taken on more debt. And our goal really is going to be to focus on the base business and get that leverage
ratio back in the under 4 times levered ratio before we'll go back and reassess our overall capital allocation
strategy.But essentially the focus really is to delever and focus on the base business growth and then
reassess as part of the strategic assessment that we're going to win and have to re-implement the dividend
going forward. And really, the focus right now is, Mike has mentioned many times, is deleveraging and getting
the base business growth back in where we want it to be.

Ryan Sundby
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Analyst
William Blair & Co. LLC

Got it. Well, thank you so much, Lenny and thank you, Steve. It was great to have you guys here today and
sorry if my video is out, but I really appreciate you guys spending time with us. Thank you.

Leonard A. Russ
Interim Chief Financial Officer, Senior Vice President-Strategic Planning & Analysis
Six Flags Entertainment Corp.

Thank you very much

Stephen R. Purtell
Senior Vice President-Investor Relations & Treasurer
Six Flags Entertainment Corp.

You're welcome.
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MANAGEMENT DISCUSSION SECTION
Myles Walton
Analyst
UBS Securities LLC

Welcome to the UBS Industrials and Transportation Conference. Welcome back to those of you who have
been on previous sessions. I'm Myles Walton, I'm the Aerospace and Defense and Airlines Analyst here at
UBS. It's a pleasure to moderate this next fireside chat with the Chief Financial Officer of Lockheed Martin,
Ken Possenriede. Ken, welcome. I know you have...

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Thanks, Myles.

Myles Walton
Analyst
UBS Securities LLC

...an introductory statement to make and then we'll get right into the Q&A.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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Great. Thanks, Myles. Thanks for me having me, yes. A little bit of a housekeeping matters. So statements
made in today's call that are not historical fact are considered forward-looking statements and are made
pursuant to the Safe Harbor Provisions of federal securities law. Our actual results may differ materially from
those projected in the forward-looking statements. Please see our SEC filings for a description of some of the
factors that may cause actual results to differ materially from those in the forward-looking statements. So,
thanks Myles.

QUESTION AND ANSWER SECTION
Myles Walton

Q

Analyst
UBS Securities LLC

Yeah, that's great. So, why don't we kick it off with a topic of near term first on the COVID-19 impact that you're
having to deal with both in your supply chain as well as in your own facilities? And maybe just update us on
how that's progressing your kind of return to normal strategy? I understand it's more of a 2Q impact. Is that
looking like it's going to be contained to 2Q and any other color you want to offer there?

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

You bet. Thanks, Myles. First, I have to say and foremost, the health and safety of our workforce is our number
one priority and it should be. And the steps we've taken are meant to ensure the continued well-being of our
employees and our teammates and our customers. We've done quite a bit here. We've implemented social
distancing policies, telecommuting wherever it's possible. In fact, greater than 50% of our workforce is now
telecommuting. And we'll have to see going forward is that the new normal. And we require masks to be worn
in all our facilities, including our manufacturing environment including F-35. So, you mentioned the supply
base, Myles. The supply base continues to perform as we expected when we talked about it on the call back
in April. I mentioned – I think the way I phrased it was likely impacts to the supply base and potential impacts
to deliveries on F-35. So, we're seeing areas that are beginning to return to a more normal production rhythm
which is encouraging and a good example is our F-35 FACO in Italy. That was temporarily closed back in
March. They did a deep cleaning of the plant. And as we sit here today, about roughly 90% of the staff are
back to work and they'll continue progressing to get back to full workforce. As for the cost impacts, we're still
assessing those in conjunction with the customer and this applies to all products across all our business
areas, not just aero and not specifically just F-35. One possibility that we're exploring and it seems to be
getting a little traction and this really applies to the entire industry is try to work out a cost impact for the
COVID-19, do it at the macro corporate level rather than contract by contract. We think this could be done
equitably and allow for a faster resolution. Then you could re-baseline our contracts and then return to normal.
It's a little bit of an unusual method, frankly, but we're definitely in, frankly, unusual times. And from my
perspective, it would be a way more efficient and effective way of getting this behind us. Specifically on F-35, I
think it was two weeks ago we did announce a temporary alternate work schedule for the F-35 production line
for the employees in Fort Worth. It's a two-week on/one-week off rhythm, and we think this will help us to staff
the production line to support ongoing work and help us retain the expertise of our talented workforce. This
was a proactive step that we took, in our opinion, and we believe this will help the entire F-35 team work
through the effects of this pandemic. We sized our sales impacts in the Aeronautics business area and frankly
all attributable to the F-35 program at approximately $375 million, and I stated that on the call in April. It's just
above – a bit above 0.5 percentage point. The sales impact we noted included production modifications. It's
similar to what we're seeing today. And as for any additional cost impacts for delayed manufacturing, we're
still assessing those, as I just mentioned.

Myles Walton

Q

Analyst
UBS Securities LLC

Okay.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

At this stage because of our – go ahead. I'm sorry, Myles.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Myles Walton

Q

Analyst
UBS Securities LLC

No, no, no, keep going.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

What I was going to say is basically at this stage because of the slower workforce resulting from supplier
delay, that's where the critical path is at some of these suppliers. We do think it's between 18 and 24 jets that
we planned this year that we're not going to be able to deliver that will be pushed into next year. Talking about
the other business areas, we still see them in their ranges of the updated guidance we provided back in April.
And if there was any of them that had the potential future impact, as we sit here today, it would be Missiles and
Fire Control. To think about it, they're higher-volume business, production business. We haven't seen any of
these impacts yet. In fact, the good news is they've done a nice job of going down into 100% of their supply
chain and have concluded right now about 10% of them are noting impacts. So 90% aren't, 10% are. We
seem to be able to work through that and don't see any impacts at this time. So, back to what we see today,
we're holding the line to our updated guidance that we provided in April.

Myles Walton

Q

Analyst
UBS Securities LLC

That's really helpful, Ken. And maybe just to circle back on one of the things you threw out there which was this
– maybe at the macro corporate level resolution, and I'm just curious I've heard from other companies. There
seems to be a little bit of a conversation on does it have to occur at the contract level, at the policy level, at the
legislative level, kind of all the above. And so, from a financial management perspective, can you assume that
it happens at a legislative level, if it happens at a policy level? Basically, how does it impact the EACs in the
near term if at all?

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Yeah. It's definitely going to impact the EACs. So I think this is a two-step process. As I stated earlier, I do
believe – we do believe it makes sense to aggregate all this, meet with the OSD, meet with the respective
leaders within the department and try to negotiate this at a macro level. But then the devil's in the details, t's
probably likely and I'm speculating here but pick a program like F-35 which will have a large – be a large
percentage of the impact if I had to speculate today. It's likely we probably would work with the Joint Program
Office, the JPO, to push those costs down and contract value down to back to the contract and re-baseline
there. I think the only point I'd make is we're talking about thousands of contracts, would it make sense to do
that on every contract? It would be pretty inefficient and cost prohibitive. But take the 80/20 rule perhaps 80%
cost impact, which is probably going to be 20% of the volume. It might make sense to re-baseline those. So,
you have a clearer picture of what the EACs look, and then the rest of it you hold that at some macro level and
deal with that accordingly.

Myles Walton

Q

Analyst
UBS Securities LLC

That makes sense. The other question that I get and I'm sure you've gotten 1,000 times on the back of this is
around the availability of money with stimulus spending, tripling or quadrupling, annual deficit levels and what
kind of pressure that might put on spending over the medium term. I want to ask on a glass half empty and
glass half full way. So, the glass half empty way it's pretty obvious where do you think the pressures will build to
and how do you think that plays out? The glass half full is I think the world was a little bit surprised by how well
the industry handled the last downturn. I think Lockheed had margin expansion of 150 basis points through the
downturn and they actually grew earnings through the downturn and cash flow. So, maybe conceptually put it
through those two lenses if you can.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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A

Sure. So, yeah, there's obviously a lot going on here but if you step back and you look at what happened in
February just as actually when this COVID event was actually starting to hit the United States and – or the best
we knew at the time, the president submitted his FY 2021 budget. It met the Bipartisan Budget Act of the
2019 targets, which as we – you and I would agree is a big deal. We're looking at top line defense budget of
about $741 billion. If you'll think back to last year's budget, $738 billion just for argument's sake, let's say it's
flat, which is not a bad thing frankly, because I think the devil's in the details of what actually comprises the
budget. But if you think about, you're right, I mean, we have these massive stimulus packages being pushed
forward. Someone's going to have to pay for that. But just macro, if you look at the longer-term direction of
defense spending, we're going to have to see where this goes. Now there's been a significant amount of
stimulus injected into the system. That's great. It's likely to introduce budget pressures at large. There's no
question somebody's going to have to pay for it. But you have to think about historically the threat scenarios to
tend to be a big influence on the budgets and those don't appear to be eliminating at any near-term time
period. And again, much of that future spending is meant to align with the national defense and security
strategies. They highlight the need to address specific areas of evolving threats. My best guess is we won't
see dramatic increases as we've seen in recent years, and I think you would agree with that. But if the threat
level remains elevated, we shouldn't see dramatic decreases either. The issue is – the point is, can we grow
with – if the budgets do contract? I'd say, I think it starts with where we ended the year and frankly, where we
ended the first quarter with our backlog of $144 billion. We're playing with the position of strength for the nearterm and the mid-term. And if you look at where we're probably going to end the end of this year based on the
order book we have in hand and what we see for the rest of the year, we have a good shot at hitting $150
billion of backlog by year-end, $149 billion, $150 billion of backlog which, as I said, is a position of strength.
The DoD noted in their FY 2021 budget submission that they remain committed to implementing National
Defense Strategy. And we feel very well aligned with that policy. That includes air superiority, contested space,
air and missile defense. These are all areas in which we have a leadership position, we believe. And you
would think that even in a flat or a slightly declining budget environment, those priorities are likely going to
remain intact. So, to me, there's a couple variables at play. One is the threats that are out there. And then, two,
what are the DoD priorities? And given where those two areas seem to be headed, and if you take that with
our record backlog, we think we still have a chance to continue our growth trajectory. We're going to have to
keep an eye on it to see where these variables do play out, though, since this is an uncertain future. Just on a
couple specifics. The budget did include $3.2 billion for hypersonic programs which we feel we're very
positioned for. And you also probably saw that NASA was well supported with about $3 billion more than last
year for items like Orion and work on our future Mars missions. The budget finalization process, it's probably
going to see some timing impact because of activity combating the virus. I mean that should be no surprise.
Congress, they are beginning to weigh in with one bill that has been introduced proposing over $40 billion of
additional budget over the FY 2021 request and a different group of House of Representatives also asked for
a reduction from last year's budget. So, we'll see where that plays out. We're hopeful that the legislation that
was passed last year will stand and we can get to a bipartisan authorization appropriation bill like we did last
year. That would be very good news. The timing of course is the million-dollar question with the upcoming
election which is going to add some complexity, and of course this pandemic issue. And if we get pushed into
a continuing resolution, I wouldn't expect much impact to us in the near term because of the total DoD FY
2021 budget request. It's frankly not all that much different than what the FY 2020 appropriations ended up
being. And I'd say even though we're still growing, we can't take our eye off cost control. That's important.
That's been a focus item of ours. We've been focused on that from a cost savings perspective for both labor
and technological efficiencies. We're keeping our team focused on affordability and it's for frankly for our
customers and our shareholders. And frankly this COVID event has just amplified that focus. So, as I
mentioned earlier, a lot of folks working from home, telework, telecommute, virtual work, whatever you want to
call it but, we're thinking through, sorting through our office configuration, our square footage and it's likely we'll
look at our footprint and continue to look for ways to consolidate that.

Myles Walton

Q

Analyst
UBS Securities LLC

Yeah. Thanks, Ken. And maybe ask the question – the second part of the question a little bit as well. So, I don't
think there's a risk in the near end period of time. But, again, if we do enter a more fiscally constrained
environment for the second half of the decade or 2023 through 2026, how much opportunity is there for
Lockheed, to your point, focus more on the costs which you'd have to do in the last downturn? And again, your
margin profile, you're obviously investing twice as much in R&D as a percent of sales as you did at that point.
Just are the levers more or less the same, is the playbook the same, as the company played out in the last
downturn, or is there something that's structurally different?

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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I think the playbook is the same for the things you described, Myles, where we would be focused on
consolidation, becoming more efficient, more productive. But I think let's talk domestically, the United States.
We do think we have programs that even in a downturn are mission-critical programs for our customer set like
F-35, CH-53K, the two big helicopter competitions, FARA and FLRAA. We think our missile defense portfolio
is still very appealing to our customer set for their replenishment needs. I mentioned space. Even if there is a
downturn with space, we think we have enough of an intriguing portfolio there to keep that going. And then
back when the last downturn occurred, I'm not sure what the exact number was, roughly 15%, 17% of our sales
were international. They're now closer to 30%, 28% roughly going to 30%. So, back to will there be declines
internationally as well, probably, but I also think it depends on what the threats are, what the international
customers' priorities are. And I'll just mention two products that we have; one is F-16. From a production
standpoint, we have done a remarkable job of resurrecting that program. We have three customers under our
belt. We're going to shortly have two more, hopefully, late this quarter, early next quarter, too, will get
announced that will be orders of roughly 90 more additional aircraft. And then the other one I'll talk about is
missile defense, so the United States is doing the replenishment. There is a strong demand for HELLFIREs,
and GMLRS, JASSM, PAC-3, et cetera, that we do not see diminishing in the future.

Myles Walton

Q

Analyst
UBS Securities LLC

That's great. And you kind of led into it on the international, but maybe to just riff on the F-35, can you talk
about the international by spending mix there and if anything has tempered or picked up from the international
buy on the F-35 account ?

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Our view based on what we're seeing is the international interest remains strong, even with the virus and for
that matter, you've got to throw in oil prices and it all goes back to the comments earlier I made on the threats.
There's a lot of strong international interest for the F-35. You saw Poland just completed and expedited
procurement process for 32 aircraft and they signed a letter of offer and acceptance, an LOA with the United
States government. Two years ago, Belgium added 34 airplanes. The Japanese had just increased – from
47, they increased to 105 – 42 to 105 to get to 147, second largest customer that we have. We're in the final
stages of the Canada competition, which we feel pretty good about. We're bullish about that. And Switzerland,
Spain and Finland all have competitions planned among other countries. So, we do think there's strong
demand there. And just to remind everybody, if you look at our block buy lot 12 through 14, and then the next
lot 15 through 17, almost 50% of the airplanes that are going to be ordered are international customers, so
strong demand there. And I give the team credit for driving the price down to below $80 million an aircraft for
the A variant. And we're on a path by the middle of this decade to get the sustainment cost, the cost per flight
hour down to $25,000 and get availability up to 80% which it should be very intriguing to the international
customer set.

Myles Walton

Q

Analyst
UBS Securities LLC

Is that $25,000 per flight hour getting there going to help you convince the Air Force on the multi-year proposal
that you've kind of independently put in front of them or are the two things decoupled in a more meaningful
way?

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Are you referring to the PBL, the Performance-Based Logistics?

Myles Walton

Q

Analyst
UBS Securities LLC

Yeah, exactly.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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Yeah, okay. Yes, so what we have seen in the past is – and this is not a criticism of our customer, this is just
how the procurement process has evolved. We're doing these annual spare buys. We're doing these annual
base stand ups. We're doing annual budgets across the board for the F-35 sustainment program. And our
concern was that, though we think we could get to the 80% capability and the $25,000 per flight hour, it's being
done in an extremely inefficient way. And what we offered up is a concept called Performance-Based
Logistics which we're doing today. And I'd say successfully for our Navy customer and for Lockheed Martin is
on our MH-60 program. So a similar concept where we, industry, will sign up to a service-level agreement to
get to those specific metrics that I described earlier. We would take all the risks from an investment
standpoint. We would take the risk of hitting that target per flight hour, $25,000, and the risk of having
availability of aircraft at 80%. And if we do hit those goals, we want to be adequately compensated for it. If we
don't hit those goals, then, we should be from a profit standpoint penalized for that. So, there is interest from
our customer set. We're hopeful that we'll start having a conversation to shape an RFP for us to offer up an
RFP so we can get going on this.

Myles Walton

Q

Analyst
UBS Securities LLC

Makes sense. And then maybe to transition a little bit on cash flow, your $7.6 billion, you obviously had a great
first quarter to get out of the gate. It sounds like you are maybe ready to increase that if not for the virus
impact. Walk us through some of the headwinds that would still exist for you as you stretch through the rest of
the year and kind of your level of confidence on both that cash flow number as well as deployment directions.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

You got it. Yeah. You're correct. Our current guide for cash at $7.6 billion for this year we talked about on the
call how we feel really good about that target. I don't think there's any question Myles if it wasn't for COVID we
would have taken our number up, our outlook up. You mentioned that we had a strong first quarter of cash
generation. It's likely was going to be better than we thought. We're just taking a pause because of COVID.
Let's talk long term because I know everyone likes to hear just more than 2020. We haven't changed our
expectations for 2021 or 2022. We're feeling good 2021 right now at $7.7 billion. We still see a line of sight
for that. And in 2022, we see $7.8 billion and we'll I'm sure we're going to talk about the tax change that will
occur out in 2022, that's going to alter how we expense our R&D cost and have to amortize them over five
years. If that happens and it occurs it's implemented as written, we will not hit the $7.8 billion, but we could talk
about that certainly for a second. If you think about this year the DoD has changed progress payments from
80% to 90%. That has helped us immensely. We're doing everything we can to push as much of that down as
a prepayment to our supply chain. We did $450 million. We committed to doing that. We did it. We did $150
million cash from operations prior to us receiving any of that benefit. And Myles, it's likely we're going to
continue doing that throughout the rest of the year and we'll push down payables to our small business
suppliers and our distressed suppliers throughout the year including year-end. So, from a tailwind standpoint
– so you've got a headwind this year. Your headwind this year is the payroll tax deferral that's for $460 million.
We have to pay $230 million of that back in 2021 and another $230 million of that in 2022. The other
headwind that we see is in pensions, as I described in the first – year-end call last year. We're assuming a 7%
growth in our pension assets. Right now, a snapshot in time, that is not happening. As of last Friday, it was
basically breakeven which is good news because it was significantly worse than that a couple months ago.
And if it stayed there at the end of the year, we probably have another $300 million headwind next year on
pensions. Our plan was to do a little less than $1 billion. This would be an additional $300 million and then
we'd have another headwind in 2021 of about round numbers call it $250 million that would hit us. The
tailwinds, we seem to be in a good groove of working capital improvement. So there's opportunity there for
us. And another tailwind would be is if this progress payment rate change continues, there would be benefit to
us. So, again, we would work to take care of our suppliers. So I think we still feel good about cash flow this
year of $7.6 billion, cash flow next year of $7.7 billion, and cash flow of $7.8 billion in 2022 putting aside the
R&D tax implications even with these headwinds that I described.

Myles Walton

Q

Analyst
UBS Securities LLC

Thanks for that Ken. And so, on the progress payment rule change from 80% to 90%. How permanent are you
assuming that to be or does it become a head – is it assumed in your headwinds calculation for 2021 and
2022?

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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So this year, we'll collect in Sep to date cost, 80% to 90% which is sizable for us. And then on an ongoing
basis, for 2020, we're assuming any new contract that we get that has progress payments will be at the 90%
rate. But just to put things in perspective, think about our portfolio, 60% is fixed price – 62% fixed price, 38%
cost-plus. Of course, cost-plus is not on a progress payment. And the lion's share of our fixed price contracts
are on a performance-based contract payment scheme. So, we do have a sizable amount of progress
payment contracts, but it is not – it is the smallest of the three groupings. So we're still assuming that that
happens by year-end. But what will start happening, Myles, is we'll start liquidating, hitting milestones where
we would have collected that money anyway. So that headwind, as we go into next year, will start winding
down as we start delivering on those milestones.

Myles Walton

Q

Analyst
UBS Securities LLC

Okay, got it. Yeah. And the feedback I get from your suppliers are by far, you've been the fastest to deliver
cash flow down to them. So I know from a supply chain perspective, you're kind of getting top marks on that
respect if it's worth...

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Good to hear.

Myles Walton

Q

Analyst
UBS Securities LLC

...feedback to you.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Thanks for the feedback.

Myles Walton

Q

Analyst
UBS Securities LLC

And then at that conference, I think it was Goldman, you talked about the headwind in 2022 from the R&D tax
treatment being higher than you're previously anticipating. And that $2 billion, this morning, RTX actually
echoed that comment that it could be $2 billion sort of headwind to them and they're similar in size and ilk. So
that backs up your assessment as well. But maybe the bigger question is what's the pathway to contain it to
just IRAD or to maybe shorten the amortization period or just kind of when do you think there'd be some
resolution there.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Sure. Yeah. So the $2 billion assumption for Lockheed Martin is it's not just IRAD. It's looking into our research
and development contracts that we have assumed in this analysis that would be applicable to the tax change
to amortize over the five years and that's how we got to the $2 billion. I actually did read the tax law. It is vague.
But my tax attorneys, internal and external, have told me that one strong interpretation would be the one that
we're making and it sounds like UTX is making as well which would be, for us, the $2 billion impact. Right
now, we're working with our government affairs organization to talk to the right constituents in Congress, the
tax authorities, just to talk about this, to talk about this would be harmful to industry. This certainly would be
harmful for Lockheed Martin. It effectively for the first year would take our cash from operations down $2
billion, $1.6 billion a year after that, $1.2 billion, et cetera, et cetera until it evened itself out. We're trying to
shape it. So you're right. So you amortize just our IRAD which is roughly $1.3 billion over five years which
rough numbers is 200 and – whatever it is, $270 million sort of rough numbers. I'm not that good – if that were
the case, I'm not that good to say we can cover that in 2022 and beyond. So if that were to happen, I think that
would be a major win for industry, a major win because it would allow us to make more investments going
forward, employ more people and generate more cash for our investments and for our shareholders from a
cash deployment standpoint. We're speculating here, Myles, but we don't think anyone's really seriously going
to address this until, A, COVID-19 is over and, B, there is an election and either a new, an incumbent
president or a new administration.
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Myles Walton

Q

Analyst
UBS Securities LLC

Okay. That makes sense. And to transition to MFC for a second, that's obviously been a big growth driver
over the last couple of years and seems like it remains quite strong. Can you give us a sense as to your outyear visibility to maintain these levels and higher? And in particular, I guess on the missile defense side was
that and PAC-3 being some of the bigger drivers in unit.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Sure. Yeah. Missiles and Fire Control fastest growing business for us and highest margin business which is
not bad. One aspect and we kind of touched on this before of their growth is the expanding production line. It's
for frankly almost all their missile products. So HELLFIRE is going to go from 7,000 up to 11,000. PAC-3 is
going from 250 to 500, and we're also expanding GMLRS and JASSM. It's a combination, as I mentioned on
an earlier question, our domestic customers is replenishing their stockpiles as well as orders from
international customers. We've been investing in these facilities, buildings, they're long-term assets. We've
been encouraged by our customers to make these investments. In fact I'd say it's probably more than an
encouragement. They're there with us walk step, showing us their coordinated forecast of what that entails in
the future for domestic and international. We opened two labs in Orlando over the past year or so. We
expanded our footprint in Troy, Alabama for a missile production facility that's for JASSM and LRASM. The
customer has been very supportive of our expansions and in most cases they frankly – they've been also
investing alongside of us in special tooling for example as they're driving that demand. This is roughly going to
be over a three year time period with 2020 being year two for most cases. And in some cases, it's the first
year of expansion. So while our capacity will eventually grow to support the larger sales outlook, we do think
we have the right expectation going forward. And we just received a $6 billion order for the PAC-3 program.
The majority, roughly 70% of it was for FMS countries. So we haven't seen any material impacts there yet. In
fact, back to the capacity increases on PAC-3 from 250 to 500, we could go higher than the 500 in the short
term. We're just taking a pause on that because we're not clear that the demand is there beyond the 500 in
the long term but we'll see. And last week the State Department approved a sizable Patriot system sale to
Kuwait. Our portion is for the PAC-3 missile of course. It's worth approximately $800 million for us. It's for 84
interceptors. So we knew this was coming but it was good to get behind us. So, we're feeling good long term,
medium term, long term of where...

Myles Walton

Q

Analyst
UBS Securities LLC

Okay.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

...Missiles and Fire Control is going from a growth perspective.

Myles Walton

Q

Analyst
UBS Securities LLC

And Ken this was once a high teens margin business and now it's down around 14% and it's still like you said
the highest margin across the enterprise. I'm curious are there other scenarios where the margins get back up
towards the high teens or higher than mid-teens?

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.
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A

Yeah. I think getting there is going to be hard. So, the trade-off is continue investing, continue winning
development programs and grow the top line and still have very, very respectable margins. So, I think our
margins right now at least from a plan standpoint, we're going to call the – I think they're stable. I think where
they are today is where they're going to be in the future. You may see some upside if we – back to the cost
take out conversation we had earlier in the short term with that $144 million of backlog. The fixed price portion
of that specifically from Missiles and Fire Control, are there some opportunities from a risk retirement
standpoint or margin expansion, there might be. But as I mentioned, we've been successful at Missiles and
Fire Control for winning some key development program, and we've been balanced in this part of the portfolio
with our production programs. That's been our focus. One element that may cause some pressure but I'd say
it's a good thing and that's if we continue to win more development programs because there's top line growth
there and if we're successful performing, they'll turn into production programs that'll turn into mid-teen single –
double-digit margins. So, we're pleased where the portfolio is.

Myles Walton

Q

Analyst
UBS Securities LLC

And we're coming to the top of the hour. So, just one more. One of the business areas, Space and in
particular, you teed off there was an extra $3 billion put into the NASA budget, but maybe you can touch on,
hypersonic flows disproportionately through this segment. NASA flows obviously through this segment that is
classified. And so, your backlog in the business has obviously grown quite a bit and the sales haven't quite
grown quite as proportional because it's a long cycle business. But maybe you can give us some color on the
length of visibility for growth in this segment that you see.

Kenneth R. Possenriede

A

Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Yeah. Yeah, you're right. Space has received a lot of attention of late. And I think one of the reasons is the
National Defense Strategy and the National Security Strategy, both highlighted space as an area of special
emphasis which is a good thing. Our backlog actually did increase last year by about $6 billion in space. They
had a great order book last year. That's more than 25% over the end of 2018. Our AWE customer gave us a
three-year authorization and to your point, we did see some strong growth in classified and in hypersonic. So,
back to what you stated earlier Myles, hypersonics is growing strongly in Space, Missiles and Fire Control,
and to some extent, Aeronautics. But the lion's share, the highest percentage of volume and growth is in the
Space area. We think Space is very well positioned given the National Defense and Security Strategies that I
mentioned. But also when you add in the emphasis of deep space exploration to Mars and the new lunar
mission to NASA, we think there's good things to happen there for us. So the question is can we continue to
grow like they have? We're pleased with their growth rate last year. We're touting mid-single-digit growth this
year. Not sure they could stay at that pace, we'll have to see. As you mentioned, it's a long cycle business. The
last time we took a snapshot of the outyears, they weren't quite there yet. But we're going to start kicking off a
long-range plan process soon and we'll see where they're going, especially with that increased backlog that
we talked about. So we're pleased with the portfolio, a lot going on here and a bright future ahead for them.

Myles Walton
Analyst
UBS Securities LLC

All right. Well, great. Thanks so much, Ken. Good discussion. And thanks for joining us the on call.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Thank you, Myles. Everyone, stay healthy and safe.

Myles Walton
Analyst
UBS Securities LLC

Take care. Bye-bye.

Kenneth R. Possenriede
Chief Financial Officer & Executive Vice President
Lockheed Martin Corp.

Bye.
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MANAGEMENT DISCUSSION SECTION
Operator
Ladies and gentlemen, thank you for standing by and welcome to the Q3 Earnings Call. At this time, all
participants are in a listen-only mode. After the speakers' presentation, there will be a question-and-answer
session. And please note that this conference is being recorded. And I would now like to hand the call over to
Mr. Richard Galanti, CFO. Please go ahead, sir.

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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Thank you, Joseph, and good afternoon to everyone. I'll start by stating these discussions will include forwardlooking statements within the meaning of the Private Securities Litigation Reform Act of 1995. These
statements involve risks and uncertainties that may cause actual events, results and/or performance to differ
materially from those indicated by such statements. The risks and uncertainties include but are not limited to
those outlined in today's call as well as other risks identified from time to time in the company's public
statements and reports filed with the SEC. Forward-looking statements speak only as of the date they are
made and the company does not undertake to update these statements except as required by law. In today's
press release, we reported operating results for the third quarter of fiscal 2020, the 12 weeks ended May 10.
Reported net income for the quarter came in at $838 million or $1.89 per diluted share. This compared to
$906 million or $2.05 per diluted share last year in the third quarter. Now, this year's third quarter was
negatively impacted by direct expenses of $283 million pre-tax or $0.47 per diluted share from incremental
wage, safety and sanitation costs related to COVID-19. And last year's third quarter number of $2.05 included
the benefit from a non-recurring tax item of $73 million or $0.16 per diluted share. Net sales for the quarter
increased 7.3% to $36.45 billion, up from $33.96 billion last year in the third quarter. On a same-store
comparable sales basis for the third quarter, for the 12 weeks on a reported basis, the US was at 5.9%.
Excluding gas deflation and FX impact, the 5.9% would have been for the 12 weeks at 8.0%. Canada, on a
reported basis was minus 2.5%, Ex-gas deflation and FX, plus 3.0%. Other International came in on a
reported basis at 6.2% and again ex-gas deflation and FX, plus 12.2%. All told, the total company came in
with a reported 4.8% and again ex-gas deflation and FX, the 4.8% would have been 7.8%. I might also note
that e-commerce on a reported basis was 64.5% comp and ex-gas deflation or ex-FX, 66.1%. Now, foreign
currencies relative to the US dollar negatively impacted sales by approximately 110 basis points and gasoline
price deflation negatively impacted sales by approximately 190 basis points, for the total company, therefore,
the 300 basis points. Additionally, gasoline volumes or gallons were down about 20% year-over-year in the
quarter as a result of less driving due to the pandemic. These adjusted figures – the impact of gasoline
gallons is not in the adjusted figures as I just described above. In terms of traffic, our shopping frequency
decreased in the quarter worldwide by 4.1% and in the US by 2.0%. Our average transaction ticket was up
9.3% during the third quarter and the 9.3% does include the negative impacts from gas deflation and FX.
Now, our third quarter comp sales figures did reflect also that a few of our businesses, notably optical, hearing
aids and photo, were closed for much of Q3 and a good portion of our food court item offerings were
eliminated also for much of Q3, as well, we eliminated the food court seating during this time. Re-openings of
these began – the ones that were closed began on April 30, 10 days prior to the third quarter-end, with about
20% of the locations back operating by Q3-end. In the past two to three weeks – nearly all will be back in
operation by mid-June. In terms of the food courts, which have been opened, but again a much more limited
menu, we've added some but not all the items back as of now. In all, an estimated hit to the reported sales
numbers that we gave you earlier in Q3 by 1 percentage point to 2 percentage points by those items being
closed or restricted. Next, on the income statement, membership fee income reported came in at $815 million
or 2.24%, up 5% or $39 million from $776 million or 2.9% last year in Q3. Ex-FX weakness, the $39 million
increase and 5% increase would have been up $47 million or 6%. During the quarter, we had two new
openings, a total of four year-to-date. In terms of renewal rates, at Q3-end, our US and Canada renewal rate
came in at 91.0%, a tick-up from where we were at Q2-end, and the worldwide rate came in at 88.4%, the
same as it was a fiscal quarter ago. Keep in mind that any impact on renewal rates from COVID positive or
negative are reflected over the next several months. In terms of the number of members at Q3-end, member
households and cardholders, in terms of households, we ended the third quarter with 55.8 million households,
up from 55.3 million 12 weeks earlier. And total cardholders came in at 101.8 million, up from 100.9 million 12
weeks earlier. At Q3-end, paid executive memberships came in at 21.8 million, an increase of 135,000 over
the last 12 weeks. Going down to the gross margin line, our reported gross margin was higher year-over-year
by 54 basis points on a reported basis coming in at 11.53%, up from 10.99%. Now, the 54 basis points, exgas deflation, would have been plus 33 basis points. As I usually do, I'll ask you to write down a few numbers
in two columns and then we'll go through the explanation. In terms of reported in Q3 2020 year-over-year, the
core merchandise was up 51 basis points on a reported basis and without gas deflation, up 33 basis points.
Ancillary businesses was, on a reported basis, plus 26 basis points; ex-gas deflation, plus 21 basis points.
The 2% reward, minus 6 basis points and minus 4 basis points. Other, minus 17 basis points and minus 17
basis points. And you add up those two columns, total reported again up 54 basis points on a reported basis
and up 33 basis points. The gross margin was up 33 basis points ex-gas deflation. Now, the core
merchandise component of gross margin, again, higher by 51 basis points or 33 basis points ex-deflation.
Keep in mind that in the quarter, we had a decent sales shift from ancillary and other businesses to core
businesses, which resulted in a higher contribution of our total gross margin dollars coming from the core.
Looking at the core merchandise categories in relation to only their own sales or what we call core-on-core,
margins year-over-year were lower by 17 basis points, 5 basis points, by the way, of which was losses related
to our new poultry complex. This is something I've pointed out in the last two quarters and will probably do so
next quarter as well. In total, pretty similar, in fact, year-over-year impact in Q2. So while higher penetration of
our total sales came from the core this year, it was in a slightly lower gross margin percentage year-over-year.
This is mostly attributed to sales mix, both between and within merchandise categories. Our fresh foods gross
margin percentage was up again despite any first year headwinds from the ramp-up costs associated with
the poultry complex. The strength in fresh was a result of high sales, driving down our spoilage as well as labor
cost as a percent of sales being able to leverage those at a greater-than-normal rate. Softlines, food and
sundries and hardlines, all had lower margin percentage year-over-year in the quarter. One example, NonFoods, which is both hardlines and softlines, Non-Foods was impacted by a shift in sales towards lowermargin departments, particularly things like majors and big ticket electronics. Ancillary and other business
gross margin in the two columns, higher by 26 basis points, again 21 higher basis points ex-gas deflation.
This result was primarily due to strength in gas and e-comm gross margin dollars year-over-year, partially
offset by a lower penetration of ancillary sales, due to lower gas prices and volumes and the closures of some
of those ancillary businesses that I talked about earlier. Several of those businesses have higher gross
margins. 2% reward was higher or was a hit to gross margin by 6 basis points on a reported basis and 4
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margins. 2% reward was higher or was a hit to gross margin by 6 basis points on a reported basis and 4
basis points, ex-deflation, implying that a slightly higher percentage of our sales were eligible for the
Executive member reward. And the other line item, 17 basis points to the negative. 12 basis points of the 17
basis points is attributable to the COVID costs and the 12 basis points, that's about $44 million of the $283
million number that was mentioned in the press release. These are the costs for incremental wages, safety
and sanitation costs allocated to our cost departments and merchandise fulfillment operations. So to say, it's
to margin. The other 5 basis points or $19.7 million came from accruing reserve for certain third-party gift
cards and ticket programs. This latter $19.7 million was not included in the $283 million total amount that we
called out as direct incremental expenses from COVID. Moving to SG&A, our reported SG&A percentage
year-over-year was higher by 59 basis points, coming in at a 10.51% of sales, up from 9.92%. Ex-gas
deflation, the minus 59 basis points would have been minus 40 basis points or higher by 40 basis points. If
you could again, please jot down the following SG&A components and then we'll go through that. Core
operations reported was plus 9 basis points or lower by 9 basis points, a benefit of 9 basis points, ex-gas
deflation, plus 24 basis points or a benefit of 24 basis points; central, zero basis points and plus 2 basis
points; stock compensation, plus 3 basis points and plus 3 basis points; other, minus 71 basis points and
minus 69 basis points. And you add up those two columns, you get to the reported SG&A increase of 59
basis points and ex-gas deflation, higher by 40 basis points. Now, again, the core operations component,
lower by 9 basis points and ex-gas deflation, lower by 24 basis points. SG&A in the core operations, that's
excluding the COVID-related expenses that I'll talk about in a minute, they were, needless to say, leveraged
with strong core merchandise sales. Central was essentially flat and a slight improvement relative to – with –
including – ex-gas deflation. Stock comp, no surprises there, a slight benefit to SG&A of 3 basis points. And
again, the other component, the 71 basis points or 69 basis points ex-gas deflation, of the 71 basis points, 66
basis points of the 71 basis points is attributable to the incremental costs of COVID-19 or $239 million of that
$283 million total amount that was in the press release. Again, these are the costs for incremental wages and
safety and sanitation-related direct expenses. The balance of the 71 basis point figure was 5 basis points or
$18.5 million. This came from the costs associated with the acquisition and integration-related expenses of
our recent acquisition of Innovel, that last-mile delivery and installation operation for big and bulky that we
acquired a few months back. Next on the income statement is preopening expense. Preopening expense was
lower by $6 million, coming in at $8 million in the quarter versus $14 million a year ago. Again, we had two
openings this year. Last year in the quarter, we had three, although chunks of each of these numbers relate to
pending openings in Q4 as well. All told, reported operating income in the third quarter of 2020 increased by
5.1%, coming in at $1.179 billion this year compared to $1.122 billion a year ago. Now and this 5% increase
is notwithstanding the incremental cost that we talked about – that I just talked about, the $283 million, as well
as the $19.7 million and the $18.5 million that I just mentioned as well. Those are all taken in the third quarter.
Below the operating income line, interest expense was higher year-over-year by $2 million, coming in at $37
million this year in the quarter versus $35 million a year ago. Recall that we completed a $4 billion debt
offering on April 20 during the third quarter. Following the completion of the debt offering, we called the
outstanding debt due May of 2021, that was a $1 billion tranche, and additional $5 million (sic) [$500 million]
tranche that was due in February of 2022. Both of these tranches we've paid off this morning after a 30-day
call notice. There will be a pre-tax expense of $36 million related to the early retirement or make-whole of this
debt, which will hit our Q4 results on the interest income and other line in our P&L. Next on the income
statement, interest income and other for the quarter, it was lower by $15 million year-over-year, mostly
attributable to lower interest income and mostly attributed to lower interest rates within that. Overall, reported
pre-tax income in Q3 fiscal 2020 was up 3.6%, coming in at $1.163 billion versus $1.123 billion last year. And
again, the $1.163 billion is after taking the impacts of those charges that I've previously mentioned. In terms of
income taxes, our tax rate in Q3 this year was 26.7%. Last year was 18.5% tax rate. Again, last year, it
included a benefit of a nonrecurring tax item of $73 million. A few other items of note in terms of warehouse
expansion, as I mentioned, we opened two units in the third quarter. That puts us at actually five units total
through the first three quarters. We expect in Q4 to open 10, including 2 relos, so a net of 8. So it looks like
our net total this year will be somewhere around 13. There has been a few that have been impacted by
COVID-19 in terms of construction delays and have been pushed into the first part of fiscal 2021, which starts
in early September. As of Q3 end, total warehouse square footage stood at 115 million square feet. In terms
of capital expenditures, the third quarter fiscal 2020 total spend was approximately $626 million and our
estimated CapEx for all of fiscal 2020 is currently in the $2.7 billion to $2.9 billion range, a slight decline from
what we had guesstimated and estimated a quarter ago. And, again, I think that has to do with some of the
delays in construction since this COVID issue. In terms of e-commerce, as I mentioned earlier, overall, our ecommerce sales on a reported basis increased 64.5% and 66.1% ex-FX. I should note that within that 66.1%
, like many retailers out there, we saw an increasing level of strength in e-commerce sales over the last few
months. If I look at the three, four week periods that comprised our 12-week third quarter, roughly that 64.5%
reported number in the first four weeks was in the 25% range and the next four weeks in the 50% increase
range and the last four weeks in the 90% range, but totaling that 64.5% on a reported basis. A few of the
stronger departments: health and beauty aids, office, majors, housewares and small electrics. Total online
grocery grew at an incredible rate during the third quarter, as I'm sure it did at many places. The comp
numbers just mentioned again follow – that's the 64% number. They follow our historical convention where we
exclude our third-party or same-day grocery program since that comes into the warehouse to be picked up by
the third-party and delivered to our member. If we were to include that third-party in our e-commerce number,
that mid-60% comp number would be slightly over 100%. So we've seen big strength in driving the business
that way. Overall, our e-comm sites have worked pretty smoothly during the quarter despite dramatic volume
increases. And as well we're able to improve on delivery times throughout the quarter as we adjusted to the
ramped up order volumes. Now turning to the coronavirus and all the issues and impacts surrounding it. From
a sales perspective, as discussed last quarter and indicated by our monthly sales results that we do, we
started Q3 strong. I think it started actually in the fourth week of February then to the first two and a half weeks
of March with very strong sales as people were stocking up prior to implementation – the concern about
availability of certain key products, as well as the implementation of various stay-at-home orders. The middle
of the quarter was weaker as many of the geographies in which we operate had issued mandates limiting
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of the quarter was weaker as many of the geographies in which we operate had issued mandates limiting
movement. As well, we had implemented our own restrictions during these times. Recently our sales have
started to recover somewhat as states have begun to relax restrictions. Within the merchandise categories,
foods, fresh and other essentials have been very strong, despite out of stocks on some items throughout the
quarter such as toilet paper, paper towels, cleaning supplies, et cetera, meats and proteins toward the end of
the quarter, hand sanitizers and the like. Office and majors were also strong during the quarter, driven by workfrom-home initiatives, while most other discretionary categories were a little weaker during the quarter such
as jewelry, luggage, third-party gift cards. They were generally weak. Other weak categories, which include
things like sporting goods, lawn and garden, patio and apparel, while they were weak, they've rebounded
somewhat towards the end of the quarter. From a supply chain perspective, I'll give you a 40,000 foot view of
that. On the non-food side as it relates to imports from China, most of the factories are now up and running.
Other major country suppliers, India for textiles and domestics; Mexico, primarily for things like TV assembly, a
few weeks behind China in terms of getting back to normal but each week is showing improvement. On the
foods and sundry sides, paper goods still on allocation and item limits on certain items in certain regions,
sporadic limits on canned food items like tuna and chicken. The toughest areas again are still hand sanitizers,
disinfecting wipes and Lysol sprays and the like. Items like milk and butter are generally okay, and we've also
– we have eliminated like – certain frozen proteins like chicken and beef items. In terms of fresh, on the
protein side, the merchandise is there but challenging from a production and processing side. Currently for us,
pork is the least affected, but somewhat affected. But what we've done for the last couple, three weeks, I
believe, on fresh beef, chicken and pork items, those protein items, we limit three fresh items in total. We also
have limits of one per SKU on certain frozen items, like 10 pounds of hamburger patties or chicken breasts or
the like. In terms of seafood and produce, that's all good. And again, talking to our buyers in these categories,
they're generally – again, probably with the exception of the hand sanitizer because of just, it's not just people
who are hoarding it, a great increase in use and demand of those items continued. But we expect continued
improvement generally each week. And lastly, Costco Travel. It was, needless to say, significantly impacted
during the quarter due to reduced demand as well as cancellations of previous booked trips. Members are
now starting to actually book travel again, although generally further out than we have historically seen. And, of
course, we book those results when the trips or activities occur. Our warehouses have overall remained open,
although we did operate at reduced hours at most of our US locations for several weeks during the quarter.
Regular hours resumed May 4, with an additional hour on weekday mornings for seniors and persons with
disabilities. Warehouses are still following social distancing and sanitizing guidelines. Additionally, as
discussed, some of our warehouse businesses, like hearing aid, optical and photo and, to a partial extent, the
food courts were closed or mitigated during the majority of the quarter. Also, effective May 4, we now require
all members and employees in the warehouses to wear masks. During the quarter, included in that – again,
that big $283 million number, we spent about $32 million on masks, gloves and incremental cleaning and
cleaning supplies and things like plexiglass partitions, you name it, all related to COVID. But that's in that
$283 million number. Some of the initiatives related to the $283 million in cost will extend into Q4. We would
expect the incremental expenses related to – these types of expenses related to COVID to exceed $100
million in Q4, but be quite a bit lower than the $283 million that we had in Q3. We'll have to just wait and see,
though. Finally, in terms of upcoming releases, we will announce our May sales results for the four weeks
ending this Sunday, May 31, next Wednesday, June 3, after market close. With that, I will open it up for Q&A
and turn it back to Joseph. Thank you.

QUESTION AND ANSWER SECTION
Operator
Thank you, sir. We have our first question from Simeon Gutman from Morgan Stanley. Your line is open.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Hey, Richard. I know we have to wait until we get the May results, but I don't know how much you can preview
us, just given how dynamic the environment is in terms of the mix of product that's being sold, traffic to
warehouse. Because the environment now you're starting to see other states and stores open. Curious if
there's anything you can call out as a preview for May.

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

I really can't call anything as a preview. Some of the comments I made in this document as it relates to
towards the end of the quarter, we saw certain things pick up. The fact that we went back recently to full hours,
we're all better, both us, our employees and our members are better getting through the warehouse. So
seasonally, I think some of the items that were online have picked up that we talked about, and – but we'll wait
and see next week.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. And then my follow up on memberships, I think you said ex-FX, they were up 6%, if I caught that.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yeah.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Can you parse out US in the quarter relative to that 6%, if that is the right number? And then anything that
surprised you with regard to the pace of new members growth, the actual amount, or anything geographic?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Generally, no. But what we talked about way back when – the end of Q2 and the beginning of this quarter, we
saw some pickup when there was a lot of – when we had these crazy strong numbers and people were
coming in to buy all those essentials in short supply – high demand and short supply items. We saw some
additional sign-ups, but not meaningful relative to our whole company in those weeks towards the end of
February and the first half of March. Other than that, I think the fact that the traffic is down a little bit, but the
average ticket is up. You've got some members that are coming in and bulking up a little more. And then you
have some members that are not coming in as often. So that hits you a little bit. But overall, we think that we're
in pretty good stead.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. Can I just sneak in one more? I just want to ask on...

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yeah, one other comment is that we have also seen a switch from walk-in sign-ups to online sign-ups. And
that's good. When you sign-up online, I know you're also required to have auto bill, which is a positive for
renewal rates long term.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Yeah. And then the last one is on e-commerce – the assortment, the SKU assortment. Any like strategic
thinking that we should have a bigger assortment than you do? I think you were always adding. But is there a
rethink as far as the total number of SKUs?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

I don't think necessarily, the only total increase is where we've gone to some additional suppliers on some
very limited items. So we've expanded our supplier network in some limited cases. Beyond that, it's more of a
shift. It's started with, if you will, some of the big and bulky items. And this started well before COVID, like
white goods. And that's continuing. And, certainly, the strength that we've had online, whether it's reported
online through our two-day grocery or through e-commerce or certain third-party providers like Instacart and
Shipt and others, all that stuff has driven some of the business from the warehouse online. And, again, I think if
I go back 6, 8, 10 weeks ago, whatever the normal time to get something was, particularly like two-day
grocery was well more than two days, we're back to two days. Same day, our third-party suppliers had
challenges. They ramped up into 200,000-plus new employees in a matter of weeks. That too has gotten a lot
better in the last few weeks. So I hesitate to use the word strategic. We certainly know that big and bulky can
be done very effectively online with a few displays in the warehouse as well. But have that delivered and
installed through online, and that will continue. It probably has been expanded a little bit because of this,
people at home, things like exercise equipment, big electronics and things.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. Thanks, Richard.

Operator
We have our next question from Chris Horvers from JPMorgan. Your line is open.

Christopher Michael Horvers

Q

Analyst
JPMorgan Securities LLC

Thanks. Good evening. So a couple of questions on the margin front, can you talk about break down the
ancillary margin a little bit in terms of what you saw in terms of the benefit of gas versus the headwinds that
you would see from mixing down in those other categories? And as you look ahead, given where you see gas
prices are at this point, would you expect that benefit of gas if prices held to be higher in the current quarter?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, there was a perfect good storm in the last quarter as it relates to margins on gas. And I think there's not
even our information but there's public information on strength in retailers that sell gasoline in terms of gross
margin. We certainly benefited from that. A little offset to that was a reduced number of gallons, but
nonetheless, it was particularly strong. And I think that's evidenced in the matrix. You have higher margins on
some of those other ancillary businesses like optical and hearing aid. While small in size, there's a higher
margin because we have to account for the additional cost of optometrists and hearing aid technicians and
the like. And so those types of things, gas being the biggest piece of it towards the other stuff, but it all adds
up to, it was net-net good for us in the quarter.

Christopher Michael Horvers

Q

Analyst
JPMorgan Securities LLC

And so was there any – did you have any impact in terms of like the apparel category? Did you have to take
any markdowns? And as you look ahead, how are you thinking about the potential risk of that category
impacting? Or are you seeing some rebound in that category and don't expect that to be a headwind in the
next quarter?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

Fortunately, we haven't seen a lot of markdowns. I mean – apparel for us is a pretty – there's a big component
of it that is seasonal. And when this thing first started, we were able to talk to suppliers and work deals where
in some cases certain things hadn't been made yet or they had the raw materials, but they hadn't finished the
product. So let's pay for part of the finished – for the raw materials but hold off until next season. We've held
on. One of the reasons we went and borrowed money was looking at the worst case, which in our view has not
happened, but what if we had to hold some big volumes of seasonal stuff? We were going to – whatever
commitments we had, we were going to respect. But I think a combination of working with our vendors as well
as sales have rebounded in those areas a little more than expected. It's not that people are coming in and
going down every aisle. Some are just going and getting their essentials and heading out of Dodge. But at the
end of the day, I think as the weather has turned, we've been a little bit more – felt a little more good about
things. Who knows what tomorrow brings, though?

Christopher Michael Horvers

Q

Analyst
JPMorgan Securities LLC

Okay. And then just the last question also on gross margin. Did you mention that e-commerce was actually a
benefit? Most retailers we've seen have a substantial headwind as e-commerce growth accelerated. But it
didn't seem to occur here because – so could you elaborate on that?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, first of all, it's – like I think everybody for us, it's certainly a lower margin business as we try to build it over
time. Where the gross margin – it's really the gross margin dollars are stronger because of the huge sales
volume. We are spending more money on it, and so probably – I don't have it in front of me, but as a percent
of profits, as a percent of sales, I'm sure it's down a little bit. And that's expected. But the total gross margin
dollars are up, simply because of the sheer strength of it.

Christopher Michael Horvers

Q

Analyst
JPMorgan Securities LLC

Understood. Thanks very much.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yeah.

Operator
We have our next question from Michael Lasser from UBS. Your line is open.

Michael Lasser

Q

Analyst
UBS Securities LLC

Good evening, and thanks for the opportunity to my question. Richard, are you reaching an upper bound of
your membership potential in the US with a view that if a pandemic is not going to motivate a regular
consumer to sign-up for a membership that it may be hard for them to sign-up under any scenario?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Well, we certainly don't believe that. There's going to be two or three new normals over the next two or three
years and probably not a real new normal and then with its own set of difficulties besides that. Yeah, we're
asked the question constantly. When I talk about this giant 10 plus fold increase in same day grocery delivery,
that's certainly because people – there's a group of people that don't want to go out. There's others that want
to come in, but they come in less frequently and buy more each time. There's going to be some new normals.
Our guess is, is that whatever it's gotten to is not going to necessarily – may back down a little bit at some
point. Still be higher than it was the day before all this? Sure. But who knows? That's everything that we talk
about every day around here. And I think, over time, there's been a lot of questions. And we're happy with our
renewal rates, and we're all going to have to get past this. One of the things we and some others of what I'll
call the big essential retailers, we've all been fortunate that we've been opened. And when you talk to people
anecdotally, they feel frankly more comfortable coming into a Costco, which is bigger, more wide open, with
certainly the six feet apart that we're all doing, with the mask requirements. There are a few people who don't
like it, but there's most people do. So I think all the things that we're doing including the visible things that you
see in store. And then, look, at the end of the day, it's a value proposition. Our average gross margin is in the
very, very low double digits, 11% or 12%, implying whatever, a 13% or so markup. Traditional retail grocers
are in the mid to high 20s, and other big boxes are above that and regular retail is way above that. So
ultimately, it's got to be a combination of all those things. We've got to figure out ways to get you in, and I think
we've felt so far – at least successfully, sometimes begrudgingly but successfully figuring out how to get you
stuff online as well. And it'll be a combination, but we'll have to see over time.

Michael Lasser

Q

Analyst
UBS Securities LLC

And my follow-up question, speaking of online, given the success that you've enjoyed as of late, coupled with
the acquisition you made a couple of months ago and the overall increase in online penetration that we've
witnessed across retail in the last few months, is there an inclination within Costco to push harder to market
your online channel more, to expand your offerings to consumers? Or because of the desire to still push
consumers into the store that you will maintain your posture?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, I think by necessity, we have responded. And maybe for those of you – sometimes, I'm not suggesting
you, Michael, but that feel that we've been a little stubborn or not wanting to do some of this stuff, we still want
you to come in. You're going to buy more stuff when you come in, period. And we think we can do both. I mean,
we recognized, and I think white goods was the best example way before COVID. Four years ago in the US,
we did $50 million in white good sales. Three years later, we did $600 million on our way to $1 billion, which is
getting there faster simply because of COVID right now. Certainly, the acquisition of Innovel helps a lot of
higher ticket big and bulky items, many of which people don't want to put in their – back of their suburban and
truck and take home. So I think we'll have to see over time. We feel we've also been pretty good. Again,
COVID has changed things a little bit right now, of doing marketing and having email promotions that are in
warehouse. And, again, time will tell over time. And we'll figure it out together

Michael Lasser

Q

Analyst
UBS Securities LLC

Understood. Thank you very much, and good luck moving forward. I appreciate it, Richard.

Operator
We have our next question from Chuck Grom from Gordon Haskett. Your line is open.

John Parke

Q

Analyst
Gordon Haskett Research Advisors

Hey. Good afternoon, Richard. This is actually John Parke on for Chuck. Can you talk a little bit more about
what you're seeing from the gas gallons perspective towards end of the quarter, crossover to those visiting the
club and have some of those metrics changed as certain areas have opened back up and are starting to
normalize?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Yeah, look. Just driving to work you know there is less gas gallons being bought. I think it has picked up a little,
as just hearing from the news and things. I know in the state of Washington, they have each day a percentage
of cars traveling on different interstates is improving a little bit. Part of it is, is some of the stay at home stuff
and part of it is the weather has gotten nicer and people want to get out of Dodge. It has to impact us a little.
One of our frequency catalysts that we've always talked about are fresh foods, executive member, and gas.
And so to the extent that gas has come down a little bit, that hurts you a little bit. Offsetting that has been the
fact that, one, the average ticket in the store was way up, which helps offset the lower traffic. And, again, who
knows what tomorrow brings. We're encouraged of how we got through so far. We've seen some things pick
up a little bit in the last several weeks in terms of categories or as weather turns. Certainly, some of the
openings I think should help us. But, again, we'll let you know. Hello?

Operator
Is Chuck Grom still on the line, sir? We have our next question from John Heinbockel from Guggenheim. Your
line is open.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Hey, Richard. When you think about the Innovel, what's the biggest impact that's going to have from a
customer perspective? And maybe it's just coincidence. It looks like, looking at some of the mailers, you've
been pushing big and bulky a little more here. That's not – I think that's not tied to Innovel, that's just what you
would have done anyway.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

I think it's kind of what we would have done anyway. It certainly is because we now have the confidence that
we can provide a better service at, frankly, a lower total price. Innovel was one of our suppliers that has always
done a good job, as have some others. But – and as we build more volume on it and get more density, that
too will allow us to lower the cost and lower the cost to our members. Certainly, with that, and what we've seen
again, I think if you had asked us four months ago, hey we're going to have this big COVID thing and this is
what's going to happen. We certainly weren't – didn't know that we would sell more big and bulky items. What
we're finding is, is because people are at home, notwithstanding some of the economic things of layoffs and
furloughs, people were buying things for the house. We saw that again more recently with – not to big and
bulky, but lawn and garden. If you had asked us two months ago how is lawn and garden going to look? And
we'd say it's going to not be very good because of all the economic issues. So I think at the end of the day, we
are marketing additionally right now because we have the confidence that we can – we've seen the delivery
times on certain big and bulky items improved dramatically on small groups of items as we onboard some of
those items. It's a year plus process.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

And on the savings book, thought process there, it looks like the assortment sort of getting back to normal,
right, from a food and sundry standpoint. When is that fully back to normal? And do you go back to mailings or
stay digital-only for now?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

We will go back to mailings in June.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

And the assortment normalizes in June as well?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

Yeah, for the most part, yes.

John E. Heinbockel

Q

Analyst
Guggenheim Securities LLC

Okay. Thank you.

Operator
We have our next question from Karen Short from Barclays. Your line is open.

Karen Short

Q

Analyst
Barclays Capital, Inc.

Hey. Thanks very much. A couple questions on, I guess, e-comm in general. Wondering first within the
membership growth, is – any color you could provide on growth in online sign-ups versus walk-in? And then I
want to just ask a little bit more about e-comm generally. I mean, I know you've kind of – obviously, you're
blessed and cursed with very high velocity units, and you've had to do the distancing, which has impacted
traffic. But would that kind of cause you to rethink potentially a much more robust click-and-collect model? And
then I just had one other follow-on.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, first of all, in terms of online sign-ups, a member that – again, there are some members that aren't
coming in and coming in less frequently, to the extent they didn't come in the first part of this month, and this is
normally in – when they would come in, and when they went through the checkout, it would notify them that
they're up for renewal. They're now getting their email, which they would have gotten had they not renewed.
And so, that's pushing some of it that way. Certainly, anecdotally, there've been plenty of people that have
signed up and become members simply because of the one-day fresh or the two-day dry grocery. And we're
seeing – so we're seeing a big push. I think it's too early to tell what happens in the future. I think more of it will
go online, just like everything else in life and we'll do that. In terms of click-and-collect, we have very limited
click-and-collect right now. And it's in some of those high-value jewelry, small electronics. We did add
pharmacy to it and that's not only click-and-collect, that's click-and-deliver through – we're expanding. We're
not everywhere yet with the benefit of Instacart. Tires, we're doing that where you could go online, order it and
schedule it, schedule your tire installation.

Operator

A

Photo.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Photo. So, we are doing more things. But if you're asking the question to buy online and pickup in store in
general, we're not looking at doing that on a regular product basis. We do delivery instead, again, through
third parties in a big way as well as our two-day.

Karen Short

Q

Analyst
Barclays Capital, Inc.

Okay. And then, I mean I know it kind of seems like a lifetime from now, but when we look towards the fall, as it
relates to merchandising like back-to-school, Halloween, I guess the question is – two – well, two, how much
flexibility do you have to pivot to the extent that there really isn't much of a Halloween or a back-to-school? And
then, the second question is just bigger picture. Everybody loves to go to Costco for the sampling. So I'm just
curious how you're thinking about that going forward. Is that something that we'll not likely ever see again? Is
there anything that you're discussing in terms of how you could reintroduce that safely? Anything there?

Richard A. Galanti
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A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

So, Karen, I missed the second part of the question. In terms of how do we feel our ability to have pivoted and
– look, if you go back two or three months – three months ago, we were cutting orders – reducing orders,
recognizing there's going to be plenty of merchandise out there in these categories. Certainly, for things like
Christmas, I think we reduced the selection of a few things. And so, a little more regular items than out-there
items and now we're pivoting to try to get a few of those items, which are available. So, frankly, I think, in some
ways, it has been easier for us, because we have so many fewer SKUs and we're willing to try a few new
things. And now, I didn't get the second part of your question. Sorry.

Karen Short

Q

Analyst
Barclays Capital, Inc.

The other part of it was just, people love going to Costco for sampling, food sampling. That's big part of the
experience. So how are you thinking about that, just bigger picture, when we get to a new kind of abnormal?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

We're going to start doing some things in mid-June on a slow rollout basis in sampling. I can't tell you
anymore, but it's, needless to say, not going to be where you go and just pick up an open sample with your
fingers. But, yeah, the sampling and – both food and non-food items are popular. And road shows as well, I
think you'll see a little bit more excitement on the road show side. So things that we can do to get people
excited about coming in.

Karen Short

Q

Analyst
Barclays Capital, Inc.

Okay. Great. Thanks.

Operator
We have our next question from Greg Badishkanian from Wolfe Research. Your line is open.

Spencer Hanus

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Good afternoon. This is actually Spencer Hanus on for Greg. Just turning to e-commerce again, can you give
us any color on their repeat rates that you're seeing from the new customers that it looks like you're adding to
the platform? And then, have you been able to take advantage of some of the lower online advertising costs
that are in the marketplace today?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

On the second question, the latter question, I don't know. I'm not up to speed on that in terms of lower prices. I
would assume – that's what I've read in the paper in general. So I would assume we have some of that ability,
recognizing we don't spend a lot to start with. And the first question was what? Repeat business.

Spencer Hanus

Q

Analyst
Citigroup Global Markets Inc. (Broker)

What's the frequency rate?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yeah. You know what? That's another one that I don't know off the top of my head. Sorry.
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A

Spencer Hanus

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Great. And then, just if you could turn to small business customers, can you talk about what you're seeing
there? How did the sales go throughout the quarter for that segment of your customer base?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, look, I mean food service-related small business is down everywhere. It has been helped a little bit by
some – we're less about serving the big restaurant chains, but the mom and pop restaurants. And so, the
take-outs in your neighborhood, the Japanese, the Chinese, the Thai, those types of things, they're doing
some business. Arguably, what business we're losing on some of those things we're gaining, because you're
eating at home. So, overall, I think just in looking at fresh foods and the food items of what we call food and
sundries, it's been way up, particularly in fresh foods and somewhat in the rest. So I think overall we've been
blessed. Now, the question beyond that is what happens when everything opens up? I think the new normal is
still going to take some time. You see on the news that even in states where it has been opened, there's not
everybody running to sit down and then there's restrictions on how many people can be in a certain place at a
given time. So, again, having fresh foods has been certainly something that has been very positive for us.

Spencer Hanus

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Great. Thank you.

Operator
We have our next question from Kelly Bania from BMO Capital. Your line is open.

Kelly A. Bania

Q

Analyst
BMO Capital Markets (United States)

Hi. Good evening. Thanks for taking my question. Richard, I think you mentioned executive penetration, if I
heard it correctly, was up 135,000, which seemed to be just a little bit of a slowdown. I'm wondering if it was
just impacted by the environment and if you have to do anything to change your process in terms of convincing
members to upgrade there.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yeah. It fluctuates all over the board. Certainly, it shows improvement when we add a country like we've done
in Japan and Korea in the last couple years. It certainly is down from its peak a few years back. Probably, the
biggest things are that getting back to traffic. Traffic is down a little bit. The other thing is one of the things we
do in store a lot is something we internally call e-blocks or electronic blocks. So, based on when your
membership is scanned, based on your historical purchases, it makes all the sense in the world for you to
upgrade to an executive member. We've chosen for the last couple few months not to do e-blocks, because
it's one-on-one direct contact with the member while they're waiting in line at the register. And so, we've
probably my guess would be a little higher. And then, we haven't opened a lot of warehouses year-to-date. So
we'll get back to normal on these things, but it does not raise a concern for us at all at this point.

Kelly A. Bania

Q

Analyst
BMO Capital Markets (United States)

Okay. And just as a follow-up, in terms of renewal rates, I think you mentioned any impact from COVID there
will be in the next few months. Maybe can you just give us any color on what we should expect to see? I was
thinking maybe there could be a positive impact to renewal rates from this environment, but any color you can
share would be helpful.
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Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, we do what's called, we've always done it this way, a fully captured rate for renewal rates. So let's say
you signed up originally in January. And so, sometime in December, you get your renewal notice and let's say
we ultimately get to that 91% renewal rate in US and Canada, by the end of January, you and all the people
that signed up in January, maybe by the end of January, I'm making these numbers up here, you're at 75%.
And by the end of February, you're at 82%. And at the end of March, you're at 85%. And it takes – you might
even get the last 0.5% or 1% of that renewal rate six months out, because it's – if somebody does a snowbird
or somebody that just doesn't come in that often. There's always going to be that. In addition, whenever you
have a group of new members, irrespective of whether it's online and in-store store or in a new country, you
have a lower renewal rate in that first respective year. And then, it builds each year over as year three
becomes the combination of somebody renewing for the second time at a higher percentage than those that
signed up originally in year two and were renewing for the first time in year three. So, we don't know which
direction. We know that – we wanted to say that, because we don't know where it's going to go. But the
renewal rate, right now, is mostly related to stuff that happened four, five and six months ago and seven
months ago.

Kelly A. Bania

Q

Analyst
BMO Capital Markets (United States)

Thank you.

Operator
We have our next question from Paul Lejuez from Citi. Your line is open.

Paul Lejuez

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey. Thanks. Richard, can you remind us of the economics of an online order in terms of basket size and
what's in that basket? Then, separately, curious if there are any categories within the box that you would say
you are a bit high from an inventory perspective. Thanks.

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, first of all, from online, there's regular online, which includes a lot of the big ticket items. So I don't have
the number in front of me, but if in-store, during regular times, the average front-end transaction was in the
$160 range, $140 range – I'm sorry, $140 range. Online, which include a lot of big ticket items, was probably
$300 to $400 range. As we've added – yeah, as we've added two-day grocery, that number's come down.
Certainly, while we don't, again, include e-comm, the same-day grocery, that the likes of Instacart and others
come in and do, that's going to be lower as well. So all these things are in flux right now.

Paul Lejuez

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Got you. And then, on the inventory side?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

Again, I'm happy to report it's less than we – we braced for the worst case a few months ago or a couple
months ago when we decided to raise some extra capital. Might we have to take things like seasonal apparel
and seasonal lawn and garden and luggage, we do have some luggage to sell you, but it's a small category.
But at the end of the day, all those things are less than we thought. So, yeah, there will be a small amount of
items, I mean, probably in the few hundred to several hundred million dollars that we'll hold for a season or up
to a year. But these are not things that are going out of style. Even in items like apparel, which again, I think we
did – our buyers did a very good job of mitigating that impact initially with the suppliers and also it's come
back a little better than we thought. Not all the way back by any stretch, but better than we thought. And in
addition, we're not exactly high fashion where things are going out of style, a lot of the things that we have,
whether it's some furniture items or apparel, our senior merchant in the room is not pleased with that
comment. But, yeah, we're basic. We're fashion basic. We're not sure about that .

Paul Lejuez

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Got you. Got you. And then, just, Richard, what percent of members shopped the club in 3Q versus last year?
And did this quarter mark a peak in that metric?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

I've never looked at it. I mean it's a good question. We'll have that for next time. Certainly, it's a lower
percentage this quarter simply because of new members or people that have decided – I mean I have friends
that have chosen not to go physically anywhere. And they're having things delivered and they love the sameday fresh. So my guess is it's come down a little. Why don't we have two more questions?

Paul Lejuez

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Thanks. Good luck.

Operator
We have our next question from Greg Melich from Evercore. Your line is open.

Greg Melich

Q

Analyst
Evercore Partners (Securities)

Thank you. Look, Richard, it sure sounds like e-commerce is probably 8% of the business in the quarter. And
if I'm interpreting it correctly, should we think of it as that would have grown to over 10% if you include the
Instacart as part of e-commerce?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Yes.

Greg Melich

Q

Analyst
Evercore Partners (Securities)

Okay. And then, second is on inflation. You talked about obviously deflation in gas and what that did to the top
line. Has there been any inflation, especially given some of the shortages in proteins, et cetera that's worth
noting as an offset?

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.
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A

Yeah. Overall – ex-gas, overall, it's very small and actually gas, because it's a lot more sales volume than it is
inventory level. But on certain limited items, we've seen extreme examples were like eggs for a period of time,
some of the protein items like meat. But I would guess that it's impacting us a little less than others in some of
those categories because of some of our supplier relationships and strengths. But it depends on – and it's
coming back now. It's coming down. So, overall, it's I would say very little difference that we've seen.

Greg Melich

Q

Analyst
Evercore Partners (Securities)

Got it. And then, on Innovel, just a follow-up on that. How much of Innovel's business was distributing other
people's things? And where does that revenue show up? And how are you thinking about either growing or
reallocating that capacity?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, keep in mind, Innovel is a business built over decades to serve Sears, its owner. And Sears, of course,
has come down dramatically over the last few years. And while I can't disclose all of the numbers that I'm
aware of, that component that was actually still servicing their needs had come down. And they're also –
they've gone through their own reorganization as a retail company. And with that, I think they lost the business
along the way. So there's an infrastructure in place with great capacity. And so we view this as an ability to do
great things with.

Greg Melich

Q

Analyst
Evercore Partners (Securities)

Could you describe that capacity a little bit? Like number of employees or footage or...?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

I think employees were 1,550, 1,500. There're about 100 – there's I think 11 large facilities, call it the roughly
800,000 to 1.2 million square foot facilities. And then, about 105 smaller facilities, which could be as small as
8,000 or 10,000 feet or as big as 50,000 or 60,000 and spread out and generally serving I think 85% or 90%
of the US. And, again, there's a lot of ability to – it has a lot of capacity. And we were doing – we've worked
with them for five-plus years, I believe, but like anyone else working with them, we're doing a small piece of
our business, because we didn't know what was happening to the business as the parent was going through
its own restructuring.

Greg Melich

Q

Analyst
Evercore Partners (Securities)

Got it. Thanks. Well, good luck

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Thank you. Last question?

Operator
We have our last question from Rupesh Parikh from Oppenheimer. Your line is open.

Erica Eiler
Analyst
Oppenheimer Securities
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Q

Good afternoon. This is actually Erica Eiler on for Rupesh. Thanks for fitting us in and taking our question. So I
wanted to touch on the store capacity restrictions that you've put in place. You talked a little bit about the
impact from some of the ancillary businesses being closed had on your sales. Are you able to quantify for us
what you think the impact may have been to sales from the store capacity limitations and restrictions that you
put in place? And as things start to open back up in certain markets, are there any changes in these
restrictions you put in place? And can we expect to see these restrictions weigh upon sales for a bit longer?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, the only thing that I pointed out earlier was that those businesses like optical, hearing aid, reduced food
court, those things were somewhere in the middle between 1 percentage point and 2 percentage points
impact in Q3. Aside from that, when we went from generally closing Monday through Friday at 8:30 and we
went to, I think, 6, but we also added an hour in the morning for elderly and expanded that from two days to
three days to now all five week days. We have not tried to quantify that. I can tell you that when we've had
some very busy locations historically and said let's add an hour in the morning or an hour late at night, what we
found is we tend to just spread the business. So I think the same thing here. There's not a lot of big impact
other than our qualitative view was that there's a lot more impact from shelter-in-place and stay-at-home and
come and get what you need and leave than there is from anything else. And again as that – I was
encouraged by some of the things I've seen with a couple of the other retail apparel stores that have just
started to open and are showing good numbers, because people are coming back. So I think that is
encouraging, but I don't think it was a big impact to us either way. By the way, yes, there was – you'll notice in
our numbers, Canada was weaker than the US. In Canada, in Québec, there is actually – there is currently
standing limitations of Sunday closes, which is new over the last few months. And there has also, I think, been
a little bit more stricter generally up there – either stricter or people listening better – to stay-at-home issues.
And so, in a country where we're the only game in town in terms of warehouse clubs, we have seen weaker
traffic and therefore, slightly weaker numbers than the US.

Erica Eiler

Q

Analyst
Oppenheimer Securities

Okay. Well, I guess that's a good segue into my next question. So I was just curious on international side. If
there is any more color you can provide on what you're seeing internationally with regards to coronavirus
impacts. Are there any notable differences in terms of behavior or any other call-outs versus the US?

Richard A. Galanti

A

Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Well, I think, again, putting on my blinders for a minute, I mean, Taiwan and China are the most encouraging.
China, we have one location, of course, that has been open for less than a year. So we don't have a year-overyear comparison. Taiwan is quite strong. Japan is quite strong, maybe a few weeks behind that. We see
Australia coming back. So overall, that gives us encouraging news for the US and Canada, but part of that
answer is so what until we see it.

Erica Eiler

Q

Analyst
Oppenheimer Securities

Okay. Great. Thank you so much.

Richard A. Galanti
Executive Vice President, Chief Financial Officer & Director
Costco Wholesale Corp.

Okay. Well, thank you, everyone. Me and my guys here are around to answer questions. Have a good day.
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Hi, good afternoon. Welcome back to Bernstein's 36th Annual Strategic Decisions Conference. My name is
David Vernon, I am the airlines and transport analyst for Bernstein. We are privileged to have the American
Airlines team with us today. Doug Parker, Chairman and CEO; Derek Kerr, CFO; as well as Don Casey and
Vasu Raja are joining us today for the Q&A. So Doug is going to start us off with a little bit of prepared
remarks kind of coming into it, then we'll kind of go into Q&A. I would like to remind investors participating in
the conference that to the left of your screen you should see a button for something called Pigeonhole. That is
a way to go ahead and either promote or demote some of the questions that we have on our Q&A roster as
well as to add questions that you might want to pose to the team. We will go through those to the extent that
we can in the hour that we have. I'd also like to ask you to participate in the Procensus survey at the end of the
session. That will give you a sense of real-time how other investor are also thinking about American and it will
give you a way to level set your thoughts versus other interested market participants. So with that, I would like
to thank Dan Cravens, who is also on the team there for American, for setting us up and American Airlines for
joining us. And I will hand the mic over to you, Doug.
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William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.

Great. Thanks, David, and thanks for having us. This conference is always a great event and one that we look
forward to. We look forward to doing it next year in person again, but thanks everybody for your interest and
being here virtually with us. We, I think like most airlines, just recently announced earnings just a few weeks
ago, so not a tremendous amount of change since then. But I just wanted to briefly touch on how we're
responding to this crisis, what we as the industry are doing, and we at American are doing to respond to the
crisis. It's a challenge bigger than anything we've ever faced, and this virus obviously has had an impact on the
globe, but probably no industry as much as the airline industry. In face of this adversity, we're really proud of
what our team's doing. They're just doing a phenomenal job of taking care of customers. And we're really
proud of what they're doing every day and will continue to do in the future. In light of this environment, we at
American have acted quickly to take care of our team members and our customers and to reduce our costs
and to improve our liquidity position. And I'll touch briefly on all of those, and then obviously we'll take any
questions you want to have on it. We began by enhancing our cleaning procedures. We now require a mask
for our customers and all customer-facing team members. We've also temporary relaxed our seating policies
and adjusted our airport procedures. And then just today announced that we will work to give pre-notification
to customers to the extent their flights are filling up more than others if that makes them uncomfortable. The net
result of all this is making sure that people feel comfortable flying. More and more people are feeling more
comfortable each day, but we need to get to a point where all Americans are comfortable flying as they should
be. We're confident that what we're doing right now is working. We've seen that with the huge decline in active
virus cases within our own team, particularly within our flight attendants. So these measures do work, but we
need to get to a point where our customers recognize that as well. We're looking to reduce cost and right-size
the airline for the current environment. We plan to reduce our 2020 operating and capital expenditures by
more than $12 billion versus where they would've been otherwise. Most notably, we've cut our system capacity
by approximately 80% in April and May and 70% in June, and we've accelerated the retirement of four
separate aircraft types: the Embraer 190, the Boeing 757, the Boeing 767, and our Airbus A330-300 aircraft,
along with a number of older regional airplanes. Those are all accelerated assignments which will allow us to
be much more efficient as we move forward. That was all announced at the earnings call, since then we've
announced – and that we announced was going to be over 100 aircraft fewer than we anticipated flying in
2021. Since that time, we announced that we're going to take A330-200s, which are younger aircraft. But
we're going to take those 15 aircraft and keep them in storage certainly for the foreseeable future. So that's
another 15 airplane we don't expect to be flying next summer, as well as certain of our older 737 NG aircraft –
next-generation aircraft. So as we look forward and as the demand environment continues to improve, but
certainly don't have any view that it's going to get back to 2019 levels anytime in 2021, we're looking to make
sure we're right-sized and we'll continue to do so. These take out both operating complexity and they also
bring forward cost savings, but also give us some optionality to officially bring back aircraft with those 330s
and 767s – 737s, I'm sorry, when demand does return. In addition to that work, we suspended all. We've done
a lot of work on all of other costs as we should, suspended non-essential hiring, paused pay increases,
reduced executive and board comp, deferred marketing, event and training expenses and implemented
voluntary leave and early retirement programs to reduce all our labor costs. Now, we're taking a collaborative
approach with our team and union partners and we've had great success so far. And nearly 40,000 of our
team members have opted for an early retirement or reduced work schedule or a partially paid leave.
Importantly, we don't have any large non-aircraft debt maturities for more than two years. We had outside of a
$1 billion, 364 delayed draw term loan facility we arranged just in March. As to capital commitments, we
pulled $700 million out of our non-aircraft CapEx plan for next two years and we're taking a hard look at our
aircraft capital and we'll work with our aircraft partners to only take aircraft with financing in place as we move
forward. So, look, what we share on our earnings call still holds true. We continue to expect – in the second
quarter with approximately $11 billion in liquidity. That includes the assistance that we are receiving through
the payroll support program with CARES Act as well as an anticipation of receiving $4.75 billion in a loan
from the Treasury Department that we are still working on. We're having productive conversations with the
Treasury Department and they've been very nice to work with so far. So we anticipate we will have that done
before the end of quarter. But with that done, we still expect to end the quarter with $11 billion in liquidity, which
we think is a sufficient amount of liquidity, and importantly, with a significant amount of unencumbered assets
after having done that to allow us to continue to raise more liquidity after. As to cash burn, we announced at
the time of the call that for the second quarter, we expected to average $70 million a day in cash burn for the
second quarter. And we're expecting that number to decline to approximately $50 million per day by the month
of June. We're right on track for all that. That's still our anticipation as of today. On the revenue side, some
update from the earnings call. Over the last couple weeks, we definitely have seen some improved demand
environment. I'd be really careful whenever we talk about this, because we are still flying only 20% of our
schedule, but on that much reduced schedule, we are definitely seeing more demand than we've seen in prior
months. The month of April, for example, we flew with a 15%, not 50%, 15% load factor in the month of April.
This past Memorial Day weekend, we flew with assisted load factor of 56%. So we're certainly seeing
improved demand on a much reduced schedule. So, anyway, when we were flying 20% of our schedule, even
at 50% load factors, we're down 90% of our revenue still. So these are early returns, but they are encouraging.
This is much better than it was a few weeks ago and it looks better as we look out into June. So we recognize
we're a long way off from a full recovery, but we certainly believe the worst is behind us and we're on the
uptick. We have a lot of difficult work ahead, but our team is fully engaged and focused on getting through this
period of uncertainty. We're confident that through the dedication of our team and the actions we've taken that
American will emerge from this crisis in a strong competitive position and that's what we intend to do. So
those are my remarks. Dave, we're happy to answer any questions you or others may have.
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QUESTION AND ANSWER SECTION
J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Great. I will probably try to focus the early part of the discussion on sort of survivability, right, and then later
discussion maybe on what the day after might look like for you guys. But I do think there're some important
questions around how flexible the cost structure could be kind of post this second quarter $50 million a day
exit burn rate. As you're thinking about sort of looking as of the end of the year, steady improvement in
demand, can you give us any added insight into where you might be able to get that burn rate down, assuming
not a fast recovery, but a relatively slow recovery?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Derek, you want to do that?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah. Yeah. I think, David, as we look at it, if there's – since you don't know what the recovery is going to be or
what the revenue is going to be as you look out. We talked about a minimal recovery in April, May and June –
or actually in May and June to get to that $50 million that we've talked about from a June perspective. If we go
in, we got a lot of work going on, on the cost structure. The third quarter, obviously, with the CARES Act, there
won't be any – you won't do anything with the cost structure from a people perspective, right. That's everybody
will be on from that perspective. So if we just take a no revenue environment and a $50 million cash burn, we
can get that into the $45 million, $40 million range just by itself. Okay? So that's the way I'm focused on it is to
make sure that from our costs, how can – where can we get our cost with zero revenues, right, and how low
can I get with zero revenues. Now, there's going to be recovery on that. And in a slow recovery, how much
revenue are we going to have in the third and fourth quarter and each month of those in the third and fourth
quarters to get us to have that cash burn be in the $10 million to $20 million range or $20 million range, right?
And I do believe from what we see and from what a recovery is and what we think from an ASM perspective,
we can get it down to that level in the back half of the year, but that's all dependent on recovery. So the real
focus is how do we get our costs down, how do we get them into that level with zero revenue and how low can
we get it with zero revenue? And that's what the team is working on and making sure that that's the process
we go through from a cost perspective to stop everything we don't need to do, slow every bit of CapEx that we
have out there, not take any aircraft deliveries that don't have any financing arms , so cash doesn't go out the
door. And so we're trying to drive that $50 million with no revenue down as low as we can. And you can't get
that down to $20 million, because of the fixed costs that we have as a company, but can I get it in the $45
million, $40 million range? That's the goal that we're trying to shoot for to make sure with a no revenue
environment, that's where we're at and then the revenue on top of that is gravy that gets us into the – lowering
that cash burn into the $20 million range or hopefully down even lower than that, as the revenue recovery
comes back.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And I want to ask this in a way that's respectful, because you're managing a down business and having those
hard decisions on things like workforce. Is it fair to say that, as the CARE Act expires, you guys are working
on ways to right-size that fixed component of the cost that maybe you can't work with under your view of the
CARE Act restrictions on and off their pros ?

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.
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A

No. Of course, we have to. So, what that number ends up being, none of us knows for certain right now. But
what we do know is until October 1, we're being compensated for all of our teams. So, as a result, we are
required to keep all of our team on board. That goes away, those payments go away as of October 1 and
restriction goes away, we will need to make sure that we right-size our company accordingly and we will do
that. We're going to work really hard to make sure that we do that in a way that takes care of our team as best
we can. So we're going to try to do that in a way that hopefully we wouldn't even have to furlough anyone. I
know that sounds like a stretch. It's a goal. It's not a commitment to the team. It's a goal for our team, because
– and given what we've seen in things like the early out and leaves that we've seen already where we have
40,000 people taking those today, I'm not sure we can't do that. But know this, for our investors, we know that
we need to get the airline in right cost structure in line with the capacity and that means our team as well. So,
we're going to work to figure out how we do that in a way that gets us cost out does – we're going to try and do
it in a way that same side, if we can, we'll do with deferrals .

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah. And, David, there's two points in time that we're really looking at, right. You have an October point in
time. That is we will fly lower capacity than we will next summer. So you got to look at two points in time. One
is where we're going to be in October, where we're going to be in next summer and how do we get to that. But
we're going to do everything, as Doug said, to get where we need to be in the fall to right-size it from a
management perspective, right-size it from a worker perspective to make sure that we get that level where it
needs to be in October by doing all the right things and then how do we build it back up to and be flexible
enough for whatever that growth needs to be in 2021 and have a plan for that coming back at that point in time
or keeping – if the demand does not come back, the fact is that you don't bring all those workers back unless
you need to. So both of those are being worked on and both of those estimations are being worked on as we
work with Vasu's team for a schedule not only in what the schedule is going to be in the fall, October,
November, December or what's the schedule going to be next summer, that is helped by taking out the
aircraft, right. So we've taken out 157 aircraft. We've taken out fleet types. That will really help us from that
perspective and tie us into where we're going to be next summer to make sure that we right-size from a
people perspective the entire organization.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. And then, maybe just to talk a little bit about the balance sheet in the context of all this, right, coming into
the crisis, Doug and Derek, you guys had taken a different financing and food strategy, I think, with in a more
levered position. And since the crisis you guys have taken a fairly different tack towards raising capital, where
some of your peers may have been quick to the short-term market or to the secured markets, even some
raising equity, you guys are taking a slightly different tack. Can you talk from your perspective about what
makes your situation with the balance sheet and approach to raising liquidity different than maybe peers in the
industry and why you're doing it – why you're taking the steps that you're taking in terms of prioritizing, for
example, the CARE loan over finding a way to add leverage to the unencumbered assets that you do have?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Sure. I'll do that. Again, rather than – I don't know that – I can't contrast asking them why they're doing why we
think it makes sense. We didn't – first off, I don't think we're that dramatically different in terms of how we all
went into this. First off, we did it. We closed an unsecured deal just before all this in sometime in February at
3.75%, $500 million unsecured deal in February that we've closed on with Derek's good leadership. Then, as
the virus spread to the United States, in March, we, like I think most others in the industry, wouldn't use the
swap gates arouse 364-day delayed draw $1 billion facility we put in place. So that's the $1 billion that I said
we have still amortized . So we did that next. And since that time, we have indeed focused our attention on the
CARES Act proceeds.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

We started at a higher liquidity position.

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.
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A

Yeah, yeah, fair enough. And we did – we ended the year with more liquidity or ended the quarter with more
liquidity than others. Because of our higher debt loads, we always carry more cash than others. So as we look
to what made sense for American given all that, we went to the CARES Act, which I – again, I think is going to
the next most efficient proceeds. First was the PSP banks of course, which we all avail ourselves of, but that
was $5.8 billion for American.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yes.

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

So the question really is what do you do next? We find ourselves with something in the order of $10 million of
unencumbered assets, excluding the value of the AAdvantage program and a commitment from the Treasury
Department to loan us $4.75 billion at LIBOR plus 350 .

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah.

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

So that seems like the next best place to go with the assets we have and to figure out having done that, do so
with a goal of raising that $4.75 billion and still having significant unencumbered assets left rather than trying
to – anyway not suggesting the others did something different, then they were wrong. But from our
perspective, it didn't seem to make sense to go use some of those assets and not have them available to
have in the conversation with Treasury, rather the fact that I say, this is the next best opportunity certainly from
an industry perspective and in size. So that's where we are. That's going well. Like I said, we expect to close
that some time certainly in June and having done so, expect to have significant unencumbered assets behind
it to go do other things well. So I like what we've done. I'm sure others like what they've done, but I don't think
there's anything particularly different about American versus others. It's just sequencing.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. I guess as you think about the values of unencumbered assets and the loan-to-value that you can get, I
mean, are you concerned at all that, that given where your debt is trading in the public markets that you may
not be able to get as favorable terms against those unencumbered assets or are you optimistic that maybe if
you were to go and try to tap into those six, nine months from now that the demand environment is a little
better and you're just going to get a better deal on whatever debt you do raise?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. Another part of the sequencing – it's a fair point. I think, our perspective is whatever the market
reception is to those assets, it will be improved once the government loan – proceeds are in as much as we
have extreme confidence that that $4.75 billion is coming in, there's still – until it's done, I'm sure there's some
question amongst them as to where it is. So we think that confidence will help the debt markets with whatever
comes behind.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC
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Q

Okay. The other thing that I wanted to kind of approach head-on with you if we can, if we look at where the
credit default markets are or look at your debt and the probabilities of defaults and pretty seems like every
other day there's an article highlighting that American is levered and there's going to head to bankruptcy. How
are you and the team is thinking about bankruptcy as a tool to manage this debt crisis? Is this something that
is even on the table? Like what is the market sort of reading into the situation that is not correct from your
point?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Well, let me – I'll just start with this. The bankruptcy as a tool things is what's resonating in my head. Like, I
heard people say that. And I'll just tell you this, I've been doing this for a bunch of airlines for a number of years
now, whatever it is. 30-something-years in the business and 18 years as a CEO, one of the things I'm most
proud of is that I've never worked for a bankrupt airline, which – anyway that's – in the airline business, that's
actually a real accomplishment as you know. So, look – and the reason that is, because I don't think people
should view bankruptcy as a financial tool. I think it's a failure. I think our job is to preserve shareholder value
and that's what we're going to do. That's how – that's what we've done from the time we've all been working
and that's what we're going to do in this case. We don't look at that as an option. That's failure. So, anyway,
that's what I think. And what I think about our industry in that regard by the way, I mean there's – I will say this,
what's different about this crisis versus some other crises is that, in the past, we'd find ourselves where it
really did matter if maybe somebody went away. That would be helpful to the cause in the less rational
business that existed in the 1990s and the 2000s, running faster than the other guy mattered, because their
capacity would go away and your revenues would go up. That's not the case here. There's no one trying to
push anybody else out of business, because it's a demand problem, not a capacity problem. It's all about
demand. We need demand to come back, so – at any rate. So that's the one way I characterize this as
different, it's all about demand. But I come back to, irrespective of what it is, bankruptcy is failure, not going to
do that. What I think is going to happen as a result of this, for what it's worth, is while everybody's – while some
like to play the game of GE who might be in trouble, I don't – I think we're all going to be fine. I think we're all
going to go raise enough liquidity to get ourselves through this. We'll all come out with more debt than we had
before and to work on that over time, but I don't think you're going to see any airlines go by the wayside as a
result of this crisis, because again, it's a demand crisis and one that will be resolved by all of us doing what
we need to survive long enough to have until demand returns. What I do think though is the effects is going to
be as though a large airline went away. I mean what I think you're going to see is in the summer of 2021, the
collective US airline business 10% to 20% smaller than it was in 2019, which is a really big airline. So we're
turning to positive. And so anyway, along we were saying , we're in this for the long-haul. I think we're all going
to in for the long-haul, flying the same number of airplanes. And therefore, we got to figure out a way to have
2021 revenues – I mean, sorry, 2019 revenues in 2021. I think we're all building our airlines in a way that
doesn't anticipate having 2019 revenues in 2021.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

So I'm sure you guys have been through the gauntlet a little bit at other investor conferences and talking to your
shareholders. As you look across the past month or two, it's worth of engagement that you had with investors.
What would you say the two or three most overlooked points of the American story that point to your ability to
survive this crisis?

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.
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A

Okay. I'll give you short term and long term. In the short term, I think most – definitely the questions you were
just asking, which are perfectly fair, I mean, when you approve it , but just the ability of the company to raise
liquidity I think is underestimated. But fair enough, we will prove it. We do get some investors asking us to
whether or not we're actually going to get the $4.75 billion loan, which again, we certainly believe is the case.
And then having done so, will you be able to raise financing behind that? We believe that's the case. So,
again, I'm not asking you know that we need to prove that, but that certainly feels that the market's questioning
that more than certainly we believe will be our ability to go raise capital in the future. So that's one big one.
The longer term, there's a number of things. I guess I get more out there, which just feels like you know – and
we can probably do that better through a series of different questions. But what I know is this, the common
issue – we're going to come out of this with an airline that is – that does have a much more rationalized fleet.
The fact that we – we were flying all the aircraft. We were flying because we needed them, because they were
all generating returns. This is allowing us to accelerate a retirement program that's going to nicely make our
airline more efficient. That's a big deal, I think, we're going to go through. And we all, American included, but I
know American, are using this to find ways to get ourselves even more efficient and we're not going to go add
back inefficiencies that used to exist. In terms of American ourselves, I think we are, I know that we are – that
we are a good – better built from what it feels like the recovery is going to be that is more domestic, less
international, certainly versus our two other larger peers. We have something like 70% of our flying is
domestic or short-haul international. That's been more than others and that's certainly and I think any of us
would agree that will come back before the long-haul international. All those things come together and again
things we need to go and prove, but we feel good about the long term. We know we can get through the near
term. But as we get to the long term, we feel good about where the airline is going to be positioned, certainly
vis-à-vis others and get ourselves in a position where even an airline – even to the extent we have revenues
well below 2019 revenues and 2021, we can get the airline in a position where it could be profitable in 2021,
even at much revenues than we had in 2019.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And then, just like one or two more on the liquidity stuff and then we'll start talking about the more, I guess,
optimistic or happy part of it when things are .

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

This is happy.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

It's got to be like a trip to the dentist. So when you think about the unencumbered assets that you do have, it
does look to us like at moderate rate of recovery, bridging to next summer, you might actually, post the
CARES loan, still need to raise additional capital. Can you talk at all about what kind of loan-to-value you
might expect on those assets and how the AAdvantage program could play into potential sources of liquidity
in the future?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. I'm going to ask you to wait on that one if you don't mind and because again, there will be much easier
answer once we have the government loan behind us, because again – and I don't want to prejudge that
process. So – but I will tell you what we've been saying and say today with as much confidence as ever that
we are confident that we'll be able to raise the $4.75 billion and still have significant ability to raise capital
beyond that. Exactly how much I know you want to know, we could do that better when we're done with this
process and we know exactly what collateral has been used and what of this is still available.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Just one significant digit. That's all worth.

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.
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A

But I mean, David, just in a couple numbers, right, I mean we talked about the AAdvantage program, we
talked about having over $10 billion, even the 364-day term loan has about $4.4 billion against that one,
against that loan, which you're going to have to repay and it's underutilized. So, if you add that $4.4 billion to
the $10 billion, you've somewhere between $14 billion to $15 billion of unencumbered assets to use. And
even if we get a 33% loan-to-value on that, that's another $5 billion that you could go out and do against that
from that collateral. So there's a significant opportunity to go do those things and other markets that other
people that you touched on before with equity and converts and all those kind of things that if we need to go
do that, we can go to those markets, which would have a significant amount there. And the other thing you
haven't even touched on or we haven't touched on is talking to our credit card companies, Citi and Barclays
and others, that are our great partners of ours and want to stay great partners of ours and the ability to work
with those guys to do something, even adds to that possible liquidity pile that we could do after the
government loan is done.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And would that be something along the lines of like a pre-sale of miles or would you think about a coinvestment in that part of the business?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Either one of the two, could be any of the kind.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. I know you're not going to unveil your strategic plan to me. So I won't keep asking the same question. If
we think about the demand sort of recovery story and, Doug, you touched on this a little bit, how do you see
the shape of that demand recovery, domestic versus international business versus leisure and how might that
impact the way the network comes back into existence?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. And I'll let Vasu and Don chime in after this, but I'll just give you a couple of data points. I told you about
the load factors being up versus April. The other thing – well, anyway, the short answer is it's leisure right now.
The leisure is coming back sooner, but we need – and what will make the difference when business starts to
come back, but I can also give you some data on that, which is encouraging on the trend, discouraging on the
absolute numbers, but encouraging on the trend. So we survey a large number of our corporate clients on a
regular basis that agreed to participate in the survey. So we can see where trends are going. Seven weeks
ago, the number of those clients who said they had no restrictions on travel for their team was 8%. Today, it's –
last weeks or six weeks later, it's 18%. So that number of unrestrict – companies with no restrictions on their
team has more than doubled. The more depressing number is the number of companies who banned travel
for their team. That number was 66% seven weeks ago, which is like I said a depressing number, but it's 47%
now. And equally – a somewhat depressing number, but it's going in the right direction. That's – when we get
to where half of the companies in the United States aren't banning their people from flying, then you'll start –
then we will start to see, I think, a more robust recovery. But that's where we sit right now. That's the
environment we're working in. So anyway that's my attempt to answer your question. But I'll tell you, right now,
it's definitely leisure leading, but we need business to really make it a recovery. Business isn't there yet, but
business is getting there gradually. And again, I don't want to sound too bullish on things none of us know, but
what I do believe is once business starts to return, that's not going to be that gradual. Once business starts
return, business will return. It may be every business returns, they don't fly as much as they used to for quite
some time. But once companies get comfortable and taking – and not having bans on flying, that – it won't be
long before all of them have eliminated those restrictions. So that I think will be really important and important
thing to watch. It's the numbers I gave you gotten gradually better each week by the way, there was no step
function there. It's just gradually coming back. So, I don't know, Vasu, Don, what are you guys...

Vasu Raja
Senior Vice President - Strategy
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A

Clearly, domestic is coming back sooner, right. Short-haul international is going to be next, followed by longhaul international. If you go and look at our network coming into this, we were the largest US carrier in the
domestic business. We're also the largest US carrier in the short-haul international business. So I think we
feel like our assets are really in the right spot and our capacity recoveries .

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

Yeah. The only thing I'll add to what they said is – you asked a question about how does it shape our long-term
thinking about the network. And what we're trying to do is build the airline to be very classical, which is no easy
task in an airline that has really long planning horizons. All airlines do, right, 18 to 24 months to get an
airplane, 12 to 15 months to build the crews to fly the airplane and certain amount of time to even source the
infrastructure to house the airplane. So, what we are endeavoring to do is, first of all, be really conservative in
how we think about long-term demand, especially in long-haul, which, given the comments you just heard, is
already showing really kind of protracted weakness headed out into 2021. And so by being concerned of how
we think about demand, we're hurrying to the side of taking more capacity out and taking out the expenses
that go with that. But building the levers such that if indeed demand comes back, we can respond to that pretty
aggressively and really play to our strengths, which is the huge connectivity of our domestic and short-haul
system.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And then, I guess, as you think about this process of the data points getting better, how are you and the team
thinking about safe traveler protocols or what are you hearing from customers about safe traveler protocols
having an impact and sort of maybe accelerate that demand recovery? I mean is it realistic in any way to think
that the prohibition on middle seat sales could last into a better demand environment? Or are we looking at a
time in the future where we're going to have to submit a temperature record to buy a ticket? Like, how should
we be thinking about the safe traveler protocols and how the industry is going to maybe help facilitate the
demand recovery?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. Well, again, first off, incredibly important, yes, of course, and American and all airlines. And people have
to feel safe when they travel. We know that. We know they are safe, but we need to make sure people
understand everything we're doing to ensure that indeed that's the case. It starts with cleanliness. We at
American – and again this isn't something we compete on as an industry. We all are doing amazing jobs and
are making huge increases in the amount of cleaning that's done on airplanes before customers arrive. So the
aircraft are clean as customers arrive. What we also – has always been the case, but I don't think people
understand well enough is how well circulated the air is, how clean the air is. It's replaced every 20 to 30
seconds on an airplane with altitude air and it's – every two or three minutes, like I said, at altitude air and it
goes through these HEPA filters which are kind of hospital type standard filters of air. So the air is clean. The
airplane is clean. We know that the traditional social distancing that we've all come used to, six feet of space,
is a hard thing for us to deliver on aircraft. We're doing a number of things including restricting loads to make
sure that there's the opportunity to provide social distancing. But the main thing we can do in this environment
is what we all do when you can't guarantee social distancing is to wear facial coverings. Our flight attendants
wear facial coverings, our customers are required to wear facial coverings in the flight. And we also make
sure that we don't have interaction between people in flight. So we don't take carts down the aisle and things
like that as we used to. All these things worked, by the way. Again, the evidence that we know for certain is
that the active coronavirus cases of our flight attendants in American are down something on the order of 90%
from where they were as a peak before we were doing all these things in early March. So it does work. But,
again, we need to work in this industry to make sure that our customers understand all these things and that
indeed it is safe. Until we do, we're going to have a huge amount of the population that's not willing to fly, and
that's not acceptable. So we're working it as an industry through A4A. We have a lot of our partners working to
help us to do that as well; manufacturers like GE and Boeing, who agree with everything I've just said. But
know that we need to get some more medical data out there for others. So we will keep working to ensure
that's the case. But that's the – anyway, that said, it's a layered approach that we go about to make sure that at
the end of the day customers know that they will be safe flying.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC
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Q

And, I guess, if you think about coming out of the crisis and assuming demand starts to recover a little bit,
you're at that level of next year summer flying that you think you're going to be at. The airline is going to look
very different, right? You're going to have a smaller number of production platforms. I'd imagine some of the
older pilots will have retired. Is there a way you can help us think about how efficient the post-COVID
American is going to be relative to the pre-COVID American because of some of this simplification?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. I'll try. And, again, it's – anyway, yes, one, we'll be more efficient. We will in addition to having what you
just mentioned, which is having downsized the airline and making sure we don't have excess assets and
resources including team members, we'll work to do that in a way that, for example, it's pilots, it would be
better if we could do that through early outs than through reducing at the bottom those who are paid less; or as
people retire, not replacing them immediately with those at higher rates. So there will be some efficiencies
that way. Most of the efficiencies though will come from, one, that what we talked about in terms of having the
much more efficient fleets. Retiring fleet types makes a big difference and being more efficient with the team,
not just having, if we're 20% smaller, having 20% fewer people. We can do better than that. We certainly know
that within the management and we will do that – that we can use this. And when we're able to use this crisis
to figure out things that we can do more efficiently, we simply won't add back some things that we have in the
past. But we also know we could do that – we're finding we could do that in other parts of the operation. And
without getting into all of those, this is providing a nice time for us to go do that work and to go kind of things
that we've been thinking about at some point we need to get to over time. As we've eliminated so much, we're
going to work to make sure we don't add it back. So all those things add up, we think, to a real reduction in the
cost structure certainly in the same size we were in the past. And hopefully at a lower cost keeps the CASM
somewhat in line with where it used to be...

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Yeah.

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

...even though the capacity is going to be 10%, 20% lower.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah. I think, David, a couple of – I mean just one number on taking out these aircraft and pulling that down.
Our projected maintenance cost next year is down over $700 million just from the fact that those aircraft are
going away and they would've required overhauls and engines and a lot of stuff, just that alone. The other thing
that we've done is from a capital perspective we've re-looked at all the capital plan and everything that we're
going to invest in has to be paid back pretty quickly, paid back from an efficiency standpoint and driving cost
efficiencies is where we're going to go on a lot of that stuff. The only real big projects we've left in there is
putting the aircraft together, the 737, the A321 that we've talked about where we make commonality on those
aircraft. That will not only help our airports, that will help cost structure because we're putting a few more seats
on those aircraft. But the bins are going to be new. Everything is going to be new. That's kind of the only thing
that will – and that will help us be more efficient as we go forward. So it's a re-look at not only all of the cost
structure and what we have is to look at the capital structure to understand what we do from a capital
perspective and how do we drive efficiencies through capital versus just nice to have projects and capital
projects that don't drive efficiencies.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Yeah. I think, just for what it's worth, what investors are trying to dimension really is sort of like the run rate
costs per hour...

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.
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A

Yeah.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

...or whatever to try to take away the volume out of it. I know maintenance is going to be down a lot next year
because you're flying fewer aircraft. But is there a way to think about that run rate level of OpEx efficiency gain
that could come out of this? Because I've got to imagine that a simpler array of aircraft is just going to get you
much better crew and...

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

...and much better staffing, much better just labor productivity on that?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah. And I would just say, David, it's a hard thing to do today because that's what we're working through.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Yeah.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

These decisions, like Doug just said, of taking the 332s out was made like two weeks ago, right? And that
really does help from a – all 330s are gone now, right? So that helps the efficiency from a parts, from a
engineering perspective – the entire organization. So what we're doing is working through that process today
with the finance group and going through project by project, line item by line item, to drive those efficiencies
out. So more to come on it. Hopefully, by the fourth quarter, we should have those answers and where we need
to be by next year.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Great. And then, I guess, as you think about CapEx levels, right, you were coming off of the completion of the
very large fleet buy-in the couple of years. How should we be thinking about CapEx, both fleet and non-aircraft
CapEx, over the next couple of years as demand recovers and assuming the survival of the industry ?

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.
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A

Yeah. And non-aircraft CapEx, we did take non-aircraft down from $1.7 billion to $1.2 billion this year and
down from $1.2 billion to $1 billion next year. And the reason it's still up a little bit is just due to the project I
talked about with the fleet modification because that's a huge NPV project that we want done, and we're
actually speeding it up a little bit to have it done by next year. So that one we want to keep in place and get
done. From an aircraft perspective, we're at about $2 billion this year and $1 billion next year. But we are relooking at all of that. We want to make sure that every aircraft that comes in has financing on that. Now, we're
pretty good through 2020. 2021, some of those aircraft don't have financing on it. So we need to work with
Boeing and Airbus to make sure that that is the case that we go forward and make sure that they're fully
financed and we're not putting a lot of cash out for those aircraft. If we go forward to 2022 to 2024, I think the
run rate from a non-aircraft CapEx is going to be $1 billion to $1.2 billion. There may be a little bit pent-up
demand because of the fact that we're going to keep it down for the next two years. And from an aircraft
perspective, we run those years in the $1.5 billion to $2 billion range because we don't have a lot of aircraft
coming in 2022, 2023, 2024. Now, that could change if we shift aircraft or do something like that. But we'll
keep our CapEx even for the next year, it's about $2.1 billion in 2021, and then it's only $3.2 billion, $2.7
billion, $3.2 billion. So it's in that $2.5 billion to $3 billion range combined that we believe we can run from a
CapEx perspective over those few years, but it'd be significantly down the next two years.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And is there any sort of change in the way you're thinking about ownership versus lease coming out of this?
Obviously, you're going to be tasked with trying to get that debt reduction going and...

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah, not really. I mean, I think the perspective, because when you look at what our – when we cut down our
debt number, leases are now put in that number. You take your 9 times leases are in there. We really look at
that to be what is the most efficient financing out there, is it WTCs, is it sale leasebacks, is it bank debt? We
really look at most efficient financing. Sale leasebacks for the last six months have been hugely beneficial. So
we went down the sale leaseback route. That market has changed a little bit today. Would we go to WTCs?
The difference with the MAXs today you can't do a WTC on the MAXs until that gets back up in the air. So we
just we just really look at all of the options and try to do the best financing possible as we go forward. And in
the world we've been in, we've been able to finance aircraft in the 3% to 4% range. We felt like any of those
options have been beneficial and more beneficial than using our cash to do that. And that's how we ended up
where we're at today.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And, I guess, just from a network standpoint and spending that capital and also using the planes that you've
got in reserve and maybe in storage in the next couple years, should we be expecting American to kind of
regrow into it pre-COVID footprint or are you looking at things that you would have done differently within the
way the network is structured over the course of the next couple years?

Vasu Raja

A

Senior Vice President - Strategy

Well, look, that's a great question, David. And a lot of it's going to be shaped by customer demand and how it
comes back and where it comes back. Look, we do believe as Don and Doug and even Derek have
mentioned that the core strength of American Airlines is our domestic and short-haul network. It has been for a
long time. We've been able to sustain a RASM premium through years. And so, the first order of business is
to ensure that that is intact. That's our base with which to continue to grow margins from. But what happens
globally with demand remains to be seen and it create opportunities that don't exist today. And in other cases,
things that had otherwise worked may need to change. And it's early to tell and really give you a solid answer
to your question.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC
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Q

Okay. Well, I think one of the things that investors are working through or trying to get smart on is how this
demand recovery takes place, right? Is this a situation where if you would think about a prior cycle where
demand starts to grow and it's a loose fall? Or is it really that you guys each had your territories and maybe
staying out of your – I don't want to kind of put it in a competitive light, but like how worried do you get that
during this demand recovery some other airlines just decides to, I don't know, build a hub in Charlotte?

Vasu Raja

A

Senior Vice President - Strategy

Well, look, is we've seen this time and time again through any number of airline downturns that big hubs win.
And big hubs provide so much utility to customers at such low marginal costs that to keep those things big is
really to keep your value to customers intact and also to be able to create a basis for growing margins.
Certainly, what I'd like to use, for example, is take any city in America, take – earlier I used the example of
Nashville, Tennessee, there may be 2,000 people that go from Nashville to somewhere. Even if that number
falls, let's say there's 1,000 people that go from Nashville to somewhere, half of them go to New York and
Florida. For the other half, it's a long tail of 200 markets that they go to and without a hub there's really no
good way to go and serve that market. And indeed most of our market is very inelastic and will continue to be
inelastic. And so, operating big hubs enables you to go and create utility to the customer. And the bigger your
hubs are, the more successful you are in doing that. We are absolutely benefited by the fact that two of the
three biggest hubs on earth are ours, which is Dallas-Fort Worth and Charlotte. And there's one thing which
we can say without question is that coming out of this, DFW and Charlotte will remain two of the three biggest
hubs on earth. And indeed that's critical to us for serving customers, let alone what happens in the competitive
marketplace. That's key to our recovery in any which way in which we look at it. So having big hubs is going to
be as important as ever, no matter what might happen with demand. We're fortunate that we have such big
ones. And so, much of the airline will be built around that going forward.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. And then I want to touch on one other issue here that I think is also pretty important. When you think
about the state of labor relations at American, obviously, working with the workforce to manage what costs
you can, pre-expiration of CARES and then after is going to be critical. You guys are coming off of a period
where the tensions were maybe running a little bit high with the maintenance group. What's the state of the
state today and how do you feel about your ability to work proactively to make the types of changes and make
the types of hard decisions that you need to make to keep American in good shape coming out of this crisis?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. Thanks. I think one of the silver linings of this crisis is it's got us working so closely with our labor unions,
because we're all in this together. And we, as a team, have for a while been working very hard to change
some of the history that's been in place at American over time rightly or wrongly and make the decisions that
show that we really do care about and support the team. Those have had a positive impact, but they're making
a big difference now because we go talk to the team about this and how we hope to manage through it. I
mean all you can do at this time is be sure you're letting people know everything you know as you know it,
which we're trying to do; letting them know what you don't know, which we're trying to do mostly about what
demand's going to look like in the future; and then letting them know, given that uncertainty, we're all going to
need to be working through together. So we'll continue to do that. Right now, the relationships are as good as
they've ever been. We hope to keep it that way, because we need to, because we all need to work through
this together.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

And coming into the crisis, I think one of the biggest issues on everybody's mind was a new pilot deal and the
impact of sort of a stepped up level of profiteering . I mean is it realistic to think that the pilot contract
negotiations are going to be happening through this thing or is this going to be something that's going to be
pushed off for the time being just as you get the airline to right-size?

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.
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A

Yeah. At this point, we're – for as far as I know, there are actually some big negotiations going on, but I don't
think either us nor APA are spending our time worried right now about getting that contract done any time in
the near-term as I assume is the case. The other airlines that have open contracts right now are amendable
contracts. So anyway we'll get to that at the right time. This is not the right time to be trying to close
negotiations for long-term contracts. It is just too uncertain.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. And then, I guess, as you think about kind of moving beyond the pandemic, how do you think your
priorities are going to shift from either a cost or investment level going forward? Like, is there things that you
identified through this crisis that are things that you want to do differently or capabilities that you'd want to kind
of build into the network? How do you think about managing the business post-COVID?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. Look, in the medium-term – again, I touched on some of those – we will indeed go through and get
some efficiencies, which has facilitated and indeed required. But the short answer to your question how we
manage differently is as we emerge from this, we're going to be managing for cash flow because we need to
manage for cash flow in order pay down the debt that we will have incurred because of all these losses. So
that's where the focus will be, not that it wasn't fully there before, but it will be singularly focused on doing that
as we emerge because that's what we we're going to need to do there.

J. David Scott Vernon

Q

Analyst
Sanford C. Bernstein & Co. LLC

Okay. And then, I guess, as you think about the longer-term sort of capital structure for the airline, is there a
change in the way you're thinking about the amount of leverage you want to have on the business longer-term?
Are we going to be coming out of this and really paying down the leverage or like how should we – or how are
you guys thinking about that?

William Douglas Parker

A

Chairman & Chief Executive Officer
American Airlines Group, Inc.

Yeah. Well, again, I think we're thinking about every one of these businesses. We're all going to be more
levered than we were before, and there's no doubt about that. These are huge losses that we're all going to
largely fund by incurring more debt. So we're all going to come out of this more levered and, therefore, you're
going to see I think everyone of us looking to de-lever as quickly as we can. As American being more levered
than others, we were already working on a de-levering plan. It becomes as much important. So anyway, I think,
absolutely. I don't know where we all end up. Does that – do we end up in – once we get back to where we
were, do you keep going on the de-levering or not? I don't know. That'll be a high-class problem to deal with at
some point a few years from now. Right now, I think, we definitely are going to come out of this a lot more
levered. And as a result, we'll all be working to get back to where we were.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC

All right. Well, we're coming up to the end of our sort of a lot of time here on the presentation side. I want to
thank you and the team for joining us. Is there anything you'd like to leave us with or leave investors with as a
message about sort of the opportunities for American, American here before we wrap up?

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.
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Sure. I'll give a global thing. And then I left out a little nugget that Don wanted me to share that I had forgotten,
so I'll do that too. But, look, globally, on the global message, the message is, like I said, we know where we
are in the situation. We understand investor concern. We are confident that we will do all the things we talked
about to ensure that our shareholders are taken care of and their debtholders taken care of, and then our
team is taken care of. And we know what those issues are and we have the team in place to do it and we
have an attitude to do it, and you'll see the actions from us to do it. So we appreciate the interest. The little
nugget that I left out, and again it's – I don't – now that I'm closing with, it's not that big a deal. But I meant to
have no introductory comments because it's one of these airline fun facts on the green shoots. We about twoand-a-half weeks ago went from this receipts actually went positive. That is the refunds that we got that we
had issue were – have been greater than the receipts. About two-and-a-half weeks ago, we crossed that line.
The interesting piece is we look at that or Don looks at any way on advance purchase buckets. And what
we've seen is where we were growing those receipts or things outside of 90 days or a little bit inside of six,
seven days, people either needed to travel quickly or were stimulated to travel because of fares inside that, or
people are willing to make reservations three months out. We're now positive in every single one of these fare
classifications. And the 14 to 31 was really was the hardest one. What that says to us is people are now
sitting down and making plans not being stimulated by a fare to go tomorrow, but saying I'm going to travel
two, three weeks from now. That's encouraging. That hasn't been the case up until, and we've now had eight
days in a row of every single fare, every one of those advanced purchase buckets having been positive. Now
again, in the old days, they're always positive and they're allowed to be positive, but that's another indication
that feels just like things are – they're definitely getting better. We're still down 90% from about where they
were. But it feels much better across the board. And that as well as some other things we think we all need to
be looking at to figure out when things really do return. So, again, thanks for your interest. We'll keep plugging
away.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC

Well, that's a great note to end it on. Thank you, guys, very much again for your time. Thanks, Dan, for setting
everything up. Investors, please participate in the Procensus' poll and we will be in touch next time.

William Douglas Parker
Chairman & Chief Executive Officer
American Airlines Group, Inc.

Thanks, David.

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Thanks, David.

J. David Scott Vernon
Analyst
Sanford C. Bernstein & Co. LLC

Thank you.
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MANAGEMENT DISCUSSION SECTION
Operator
Ladies and gentlemen, thank you for standing by and welcome to the Northfield Bancorp Annual Meeting. At
this time, all participants are in a listen-only mode. Please be advised that today's conference is being
recorded. It is now my pleasure to turn the call over to Mr. John Alexander, Chairman of Northfield. Sir, the floor
is yours.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)
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Thank you very much. Good morning. I'm John Alexander, Chairman of Northfield Bancorp. Yeah, it's my
pleasure on behalf of the directors, officers and employees to extend a warm welcome to you and express our
appreciation for your virtual attendance at today's meeting. As we socially distance, it's nice to see your faces
this morning. The challenges presented by the COVID-19 throughout the world, the US and, in particular, the
Northeast are well-known to all of us. We appreciate your understanding and accommodation as we work to
keep everyone safe by conducting this meeting virtually. Although there are many challenges ahead, I'm
confident that working together, we will come through this stronger than ever. For purposes of this meeting, a
copy of the Rules of Conduct are available at the bottom of this web page, along with Northfield Bancorp's
2020 Proxy Statement and 2019 Annual Report, which were previously made available to stockholders of
record at the close of business on March 30, 2020. These documents also are available on our website at
enorthfield.com under the Investor Relations tab. If you have logged into this meeting as a stockholder with
your voting control number, you may vote on the proposals that are included in the Proxy Statement now and
until the closing of the polls. Voting is accomplished by clicking the vote button on the web page portal
following the instructions. The polls will close after all proposals have been discussed. I would ask you to note
that if you have already voted and do not wish to change your vote, it is not necessary to vote again.
Additionally, if you logged into this meeting as a stockholder with your voting control number, you may submit
questions by typing your question in the box titled Ask a Question and clicking submit. I encourage you to
include your name and contact information with the question. If a question isn't related to the business of the
meeting, we may not address it at this meeting, but we'll provide a response directly to the stockholder asking
the question when possible. Before we begin the formal business of today's meeting, I would like to recognize
Northfield's Board of Directors: Annette Catino, Gil Chapman, John Connors – Mr. Connors also serves as
our Lead Independent Director – Tim Harrison, Karen Kessler, Frank Patafio, Pat Ryan and Paul Stahlin.
Special recognition goes to Board Member Pat Scura who will be retiring at the end of today's Annual
Meeting. Pat has been an invaluable member of the Northfield team having served on the Board of Directors
for more than 14 years. Pat has made significant contributions to our success by sharing his industry
knowledge and, more specifically, to his leadership over the years of our Audit and Compensation
Committees. Personally and on behalf of your fellow directors, thank you, Pat, for your friendship, for having
been such an important part of our success. Also participating in today's meetings are members of
Northfield's Executive team: Steve Klein, President and Chief Executive Officer- Mr. Klein also is a Director of
the company – Dave Fasanella, Executive Vice President, Chief Lending Officer; Tara French, Executive Vice
President and Chief Administrative Officer; Bill Jacobs, Executive Vice President and Chief Financial Officer;
Robin Lefkowitz, Executive Vice President Business Development and Branch Operations; and Michael
Widmer, EVP Operations. There are others participating in today's meeting that I wish to recognize. Eileen
Bergin, Corporate Secretary of Northfield Bancorp, Inc.; Peter Deskovich, a representative of Broadridge
Corporate Solutions, Inc., our stock transfer agent, who has been appointed as Inspector of Election for
today's meeting. Trisha Hutchinson and Christine Shaye partners; and Owen Amster, Senior Manager with
KPMG LLP, Northfield's Independent registered public accounting firm; and Ned Quinn and Scott Brown ,
partners with the law firm of Luse Gorman. Luse Gorman serves as our SEC Counsel. The purpose of today's
meeting is to consider and act on three proposals. The first proposal is the election of three directors and they
are John W. Alexander, Annette Catino, and John P. Connors Jr. The second proposal is an advisory nonbinding resolution to approve executive compensation describing the Proxy Statement. And the third proposal
is the ratification of the appointment of our independent registered public accounting firm for the year ended
December 31, 2020. Mr. Bergin, has the notice of this meeting has been sent to all stockholders entitled to
vote at this meeting?

Eileen Bergin
Corporate Secretary & Senior Vice President
Northfield Bancorp, Inc. (New Jersey)

Yes, Mr. Chairman. I have here an affidavit sworn to by me and duly acknowledged stating that notice has
been delivered to each stockholder as required under the bylaws. In addition, resolutions were adopted by the
Board of Directors of Northfield Bancorp providing for the virtual location of the meeting. The board also fixed
March 30, 2020 as the record date for determining stockholders entitled to notice of and to vote at this annual
meeting.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

Thank you, Ms. Bergin. Please file a copy of the notice, the affidavit as to the meeting of notice and the
excerpts from the board meeting setting the date and time of the 2020 Annual Meeting of Stockholders with
the minutes of this meeting. Mr. Deskovich, would you please present your report of the attendance to this
meeting, so that we may determine whether a quorum is present.

Peter Deskovich
Corporate Liaison
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Mr. Chairman, there were 49,188,236 shares entitled to vote as of the March 30, 2020 record date. The Proxy
Committee of the Board of Directors is acting as proxy and representative of the holders of record of
38,088,309 shares of the common stock of the company.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

Thank you, Mr. Deskovich. Based on the reports of the Corporate Secretary and Inspector of Election, I find
that proxy notice has been given and that a majority of the outstanding shares entitled to vote are represented
in person or by proxy; and therefore, a quorum is present. Accordingly, this meeting has been properly
convened. As I previously stated, if you have already voted and do not wish to change your vote, it is not
necessary to vote again. And as a reminder, if you'd like to vote and have logged into this meeting as a
stockholder with your voting control number, you may vote by clicking the vote button on the web page portal
and follow the instructions. The polls will close after all proposals have been discussed. The proxy solicited by
the Proxy Committee of the Board of Directors can be tallied at one time even though they contain three
matters for consideration. Similarly, the ballots that anyone seeks to cast electronically today can be handled
in the same manner. Accordingly, I intend to introduce each matter separately. After the three proposals have
been presented for consideration, we will close the polls and tally the results. Ms. Bergin, were there any
stockholder nominations or proposals for business to this meeting properly filed with US Corporate
Secretary?

Eileen Bergin
Corporate Secretary & Senior Vice President
Northfield Bancorp, Inc. (New Jersey)

No, Mr. Chairman.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

Since no stockholder nominations or proposals were filed with the Corporate Secretary in advance of the
meeting as provided in the bylaws, the business of this meeting is limited to the three matters stated in the
proxy statement. As a reminder, if a stockholder would like to ask a question on any of the proposals to be
voted on at today's meeting and have logged into this meeting as a stockholder with your voting control
number, you may ask a question at any time by typing your question in the Ask a Question box on the web
portal and clicking the submit button. The first matter we will consider today is the election of three directors.
The Board of Directors has nominated John W. Alexander, Annette Catino, John P. Connors Jr. to serve as
Directors for terms of three years, until their successors are elected and qualified. All nominees are presently
Directors in Northfield Bancorp, Inc. and its wholly-owned subsidiary, Northfield Bank. Additionally, information
concerning the principal occupations of the nominees, their service with Northfield Bancorp and Northfield
Bank, and other matters that may be of interest are contained in the Proxy Statement. The second matter to
be considered in this meeting is an advisory non-binding resolution to approve the executive compensation
described in the Proxy Statement. The following resolution is proposed. Resolved, that the compensation
paid to the company's named executive officers as discussed in the Proxy Statement pursuant to Item 402 of
the Securities and Exchange Commission Regulation S-K, including the compensation discussion and
analysis, compensation tables, and narrative discussion, is hereby approved. The third and final matter to be
considered at this meeting is the ratification of the appointment of KPMG LLP as the independent registered
public accounting firm for the year ended December 31, 2020. The following resolution is proposed.
Resolved, that the appointment of KPMG LLP as the independent registered public accounting firm of
Northfield Bancorp, Inc. for the year ended December 31, 2020, having been presented to and considered at
this meeting, are ratified in all respects. Ms. Bergin, are there any questions of stockholders related to the
proposals as presented?

Eileen Bergin
Corporate Secretary & Senior Vice President
Northfield Bancorp, Inc. (New Jersey)

No, Mr. Chairman.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)
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Thank you, Ms. Bergin. Mr. Deskovich, if you would please close the polls for voting at 10:10, while the proxies
are being tallied, Mr. Jacobs, our Chief Financial Officer, will provide a brief review of the financial results for
2019 and the first quarter of 2020. Mr. Jacobs?

William R. Jacobs
Executive Vice President & Chief Financial Officer
Northfield Bancorp, Inc. (New Jersey)

Thank you, Mr. Alexander. Prior to my overview of the financial results of 2019 and the first quarter of 2020, I
will provide our disclosure on forward-looking statements. This presentation and other items discussed during
the Annual Meeting may constitute forward-looking statements. These statements are subject to risks and
uncertainties, including those described in our filings with the Securities and Exchange Commission. We
have no duty to update and do not undertake to update any such forward-looking statements. Our financial
results have proven success in our business strategy. Earnings per share increased over 72%, comparing
2019 to 2015. Increased earnings per share has allowed us to increase our annual dividend by more than
54% since 2015. The first quarter of 2020 include an additional provision for loan losses of approximately
$6.2 million or $0.10 per share related to COVID-19. We continue to monitor our loan portfolio or work with
borrowers who have been affected by the COVID-19 pandemic. Deposit growth is key to funding our assets.
Our deposits have an annual compound growth rate of over 13% since 2015. Focus has been on increasing
our non-interest and lower-interest bearing NOW accounts, which now represent over 28% of our deposits. In
March of 2019, we began to contain – to solicit retail and small business checking accounts. Through March
of 2020, we opened over 5,700 accounts with $91.2 million in balances. Loan growth is key to increasing
earnings per share. Our loans have an annual compound growth rate of over 9% since 2015. Currently, our
portfolio is approximately 68.4% of multi-family loans with an average loan to value of 54%. Our strategy of
diversifying to more commercial industrial and owner occupied commercial real estate loans has been
tempered by competition, specifically pricing in terms of the loans and the effect of COVID-19 pandemic,
which shifted our focus to PPP loans to help small businesses we serve. As we continue to grow our loan
portfolio, we also continue to underwrite quality assets. As you can see from this slide, we have outperformed
our peers in both non-performing assets and total assets and average charge off since 2015. These are
some of the performance indicators where smaller is better. This slide depicts the utilization of our capital
from over 17.5% at the end of 2015 to approximately 41% at the end of the first quarter 2020. We continue to
evaluate the most effective uses of capital considering internal growth, purchase of assets, increases in
dividends, share repurchases or whole bank transactions. At this time, I'd like to turn the presentation over to
Steven Klein, our President and CEO.

Steven M. Klein
President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)
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Thank you very much, Bill, and good morning, everyone. I like to first take a moment and recognize the hard
work and dedication of all the first responders, healthcare professionals and other essential workers that
leave their homes and families every day to take care of all of us. I would also like to recognize that 350-plus
members of the Northfield team for all they have done to conquer the challenges presented by COVID-19,
while continuing to provide essential banking services to the communities we serve. From day one, the
wellness of our employees and customers has been our first priority. In addition to modifying our operating
hours and procedures and enhancing our clean protocols to promote wellness, we also established a
personal time off wellness bank of up to 80 hours of paid time-off to address employee and family related
matters surrounding COVID-19. This 80 hours is in addition to an employee's normal and customary paid
time-off. The paid time-off bank helps to ensure that our employees can take care of themselves and their
family members without unnecessary financial concerns. Utilizing our secure virtual network, we were able to
transition approximately 80% of our back office personnel to remote working sites with no diminution of
efficiency or effectiveness. For our customer facing team members in our branches, in addition to managing
lobby foot traffic through appointments, encouraging social distancing and requiring face masks, we've
divided our work groups into two teams with one team working in the branches for 14 days and one team
working remotely for 14 days. This allows us to better protect our employees and customers, as well as
providing resiliency of our branch workforce. It's these measures and a host of others that helps us to provide
service certainty to our customers and the communities we serve. From the perspective of customer
assistance, we've provided debt relief for up to 90 days to requesting consumers and businesses, as well as
waving a number of deposit and loan related charges. We've also implemented a $50 gift card promotion to
all of our employees, encouraging them to use the gift card at a local small business near them. In addition,
Northfield is participating in the Paycheck Protection Program that is focused on making SBA guaranteed
loans to small businesses. These loans carry an interest rate of 1% per annum had no cost to the borrower
and up to 100% of the loan can be forgiven if the loan proceeds are used for certain payroll costs and other
designated costs over a period of time following the loan disbursement. I'm proud to say through May 7, 2020,
Northfield has originated over 750 Paycheck Protection loans, benefiting businesses with a combined
employee count of over 10,000 individuals living and working in our communities. Everybody feels the stress
that has occurred with COVID-19, whether financial, physical or emotional. We are staying in close contact
with our customers to not only provide them with necessary financial assistance but to also understand and
assist them in managing risks to their businesses. We're talking to our large loan customers at least monthly
and we continue to focus on managing and monitoring our loan portfolio concentrations. Our conservative
lending disciplines and lower risk profile has resulted in Northfield having just under 10% of its loan portfolio in
the aggregate to groups most affected by COVID-19 including retail, office buildings, accommodations and
restaurants. As we move forward, we are building on our experiences and successes of the last several
months and we are developing detailed action plans to ensure our employees and customers remain safe,
our operations continue to build on resiliencies we have implemented, as well as ensuring our people and
processes can continue to adapt to a host of dynamic factors. I've included a pictorial of our five key strategic
objectives. These objectives are each a critical puzzle piece to our strategic plan to deploy our strong capital
base while maintaining and growing earnings per share. As Bill noted in his report, we've made significant
progress in 2019 and the first quarter of 2020 in growing loans and core deposits. As this has been driven by
our continued investment in technology and the customer experience, as well as making significant
investments in our training programs including in sales and service as well as expanding our communication
programs with our employees, our customers and our communities through strong branding and promotion.
While challenges, risks and uncertainties will continue into the future and may very well increase, Northfield's
total return since our IPO in November 2007 continues to outpace both the SNL Bank Index and the SNL Thrift
Index. And I'm confident that your company, which it has done since 1887, will continue to be the locally grown
choice for community banking to both consumers and businesses. Thank you.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

Thank you, Mr. Klein. We will now respond to questions submitted on the presentations with Mr. Klein and Mr.
Jacobs that were included in the portal by stockholders and their voting control number. I would just start down
this list and I will ask the members. I think, Steve, probably you'll be able to answer most of these.

QUESTION AND ANSWER SECTION
John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Just to repeat the question, the first question was just asking about how were shareholders made aware that
we were doing the Victory acquisition. Steve, you want to address that please.
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Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

Yes, I will. The approach we took with the Victory acquisition was very similar to what we've done in the past in
other acquisitions and it was done with a combination of a press release and also an investor slide deck.
Both of those items were posted to our Internet site www.enorthfield.com under Investor Relations and they
were also filed with the SEC.

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Okay. Thank you very much. Another question is that one of the stockholders is concerned. They're using the
Apple stock app and they are finding very little information about Northfield in that app. I just took a moment
and opened my Apple app and I also opened the Microsoft market app and there clearly is a difference in the
information content that is there. On the Microsoft app, you will see the press releases, notices of this meeting
and things that are – for whatever reason, Apple is not choosing to provide through their app. What I would
offer is that we will take a look at that and maybe reach out to the folks who populate that app and see if
there's something we can do to improve that content, make it more appropriate for our stockholders.

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Next question asked. Are there future acquisitions? I would just say from my own perspective that we are
always looking for opportunities to improve Northfield, expand our business, improve shareholder value. So it
is difficult to say there is clearly – it's something within the pipeline. We probably couldn't talk about it in any
way, but clearly, we look at opportunities as they become available in the marketplace. Steve, anything you'd
like to add on that?

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

No, I think that's exactly right, John. We – I believe in almost every disclosure we make to our shareholders is
we do talk about the fact that we are routinely looking at investment in acquisition opportunities and that would
continue into the future.

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Okay. The next question asked and probably on a lot of people's mind is the dividend safe. Before I turn this
over to Steve, I would just make a comment that you always had the issue of regulatory interference. So the
regulators can always weigh in at some point; and where we might think something is appropriate, they could
obviously override it. So but maybe I'll let Steve and/or Bill just talk about where we are at the moment.

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

Yeah. I'll start that conversation. Capital management is something that the Board of Directors focuses on
routinely. As Bill had showed in his chart in his discussions, we continued to have significant levels of capital,
which in my view, is a very good thing especially when you're in uncertain times like this. And also it allows you
– to the last question – to be more actively involved in investment or acquisition opportunities. We do look at
the capital level at the bank. We look at the level of earnings at the bank and we have routinely dividend up
about 60% of the earnings of the bank on a quarterly basis. Right now, at the holding company level, we have
about four quarters of future dividends that's exclusive of the dividend we're paying today.

William R. Jacobs
Executive Vice President & Chief Financial Officer
Northfield Bancorp, Inc. (New Jersey)

Correct. Right.
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A

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

So we have – after today's payment of the dividend, we will have four quarters up at the holding company; and
as of right now, it's our intention to continue that historical practice. But as John had said and as investors and
stockholders may have read in the news, the stock repurchases and dividends have been of discussion of
late. But we're going to continue – we continue to believe the dividend is a significant component of
shareholder return and approximately 50% of our shareholders are individuals in our communities and that
dividend is very important to them. And to the extent we can continue to do that, I believe that would be our
choice.

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

The next question ask whether the Board is committed to maintaining and possibly growing the cash
dividend. We just addressed the issue of maintaining. I think we have a history of growing the dividend as
earnings have grown. The Victory Bank acquisition, we believe, is going to be accretive to earnings, which
should put us in a position hopefully to reassess on whether we can continue to have a dividend increase. But
clearly, as earnings increase, it's important. significant shareholders, the dividend is important to all of our
stockholders. So, yes, we are committed to growing that dividend to the extent we can do it. The last question
that we have posted at the moment. Could you give an update on the economic conditions? What is the
demand for commercial loans and consumer loans. Is there any visibility on loan delinquency trends? Steve or
Bill.

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

I'll start with that. I think the short answer right now is there's not a lot of visibility out there. We typically see
significant paydowns of the loan portfolio on a routine basis. It's just the way it's structured with five-year to
seven-year re-pricing loans. You typically will see upwards of 15% or more of the portfolio refinance every
year. I would say, right now, our general perspective on the marketplace is that loan growth has slowed. And
from Northfield's perspective, we are focused right now on protecting the portfolio we have and the customer
base we have; and we do evaluate opportunities outside of our customer base when we believe it's
warranted. From a commercial C&I perspective right now, that probably is the most relevant to having no clear
sight of where things are going in the short-term. As a management team, we believe by the end of the third
quarter, so the third quarter earnings season, I think there'll be a lot more clarity about how quickly the
economy, especially in the Northeast, recovers from COVID-19 and how people react to it and come back to
the marketplace.

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Steve, while you're up, there's also a question about the dollar amount of loans that we generated under the
Paycheck Protection Program.

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

Yes. Let me...

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Total amount of loans generated

Steven M. Klein
President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

Yeah. We have that disclosed in the 10-Q. It's slightly over $100 million.
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A

Eileen Bergin

A

Corporate Secretary & Senior Vice President
Northfield Bancorp, Inc. (New Jersey)

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

No. Just what was the – it was about $100 million...

John Wade Alexander

A

Chairman
Northfield Bancorp, Inc. (New Jersey)

Right over $100 million.

Steven M. Klein

A

President, Chief Executive Officer & Director
Northfield Bancorp, Inc. (New Jersey)

Just over $100 million, John, as of our 10-Q release. Although we haven't disclosed the number, we continue
to generate PPP loans on a daily basis. We are accepting them from all our customers. But as you can
expect in what many have read in the newspapers the volume of daily originations has decreased significantly
as compared to what we'll call Phase 1 of PPP before those original $349 billion in funds ran out, and also
have considerably from the beginning of Phase 2 of the Paycheck Protection Program.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

Okay. At the moment, I do not see any other questions. So with that, I would thank you for your interest and for
the questions presented. I think they're all very relevant. With that, I would ask Mr. Deskovich. Would you now
present your report on the vote?

Peter Deskovich
Corporate Liaison

Mr. Chairman, as it relates to the three proposals presented at today's Annual Meeting of Stockholders,
proposal one, the election of Directors John W. Alexander, Annette Catino and John P. Connors Jr.; proposal
two, the approval of an advisory non-binding resolution to approve the executive compensation described in
the Proxy Statement; and proposal three, the ratification of the appointment of KPMG LLP as the independent
registered public accounting firm for the year ended December 31, 2020. I am pleased to report that each of
the proposals received an affirmative vote of more than 90% of the shares present and entitled to vote at
today's meeting.

John Wade Alexander
Chairman
Northfield Bancorp, Inc. (New Jersey)

From the report of the Inspector of Election, it is noted that all of the directors nominated by the board have
been duly elected. The advisory non-binding resolution to approve the executive compensation described in
the Proxy Statement has been approved. And the appointment of KPMG LLP as the independent registered
public accounting firm for year ended December 31, 2020 has been ratified. The report of the Inspector of
Election is accepted, subject to final review and verification by Mr. Deskovich. Ms. Bergin, if you would please
safeguard the ballots, proxies, votes, certificate and final report of the Inspector of Election upon receipt, and
maintain them among the records of the company. This concludes the Northfield Bancorp, Inc., 2020 Annual
Meeting of Stockholders. Thank you for your participation and commitment to our company. We do hope to
see you live next year. Thank you very much. Have a great day.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day, ladies and gentlemen, and welcome to the Urban Outfitters, Inc.'s First Quarter Fiscal 2021
Earnings Call. At this time, all participants are in a listen-only mode. Later, we will conduct a question-andanswer session and instructions will follow at that time. As a reminder, this conference call is being recorded. I
would now like to introduce Oona McCullough, Director of Investor Relations. Ms. McCullough, you may begin.

Oona McCullough
Director-Investor Relations
Urban Outfitters, Inc.

Good afternoon and welcome to the URBN first quarter fiscal 2021 conference call. Earlier this afternoon, the
company issued a press release outlining the preliminary financial and operating results for the three-month
period ending April 30, 2020. The following discussions may include forward-looking statements. It's
important to note at this time, the global COVID-19 pandemic has had and continues to have a significant
material impact on URBN's business. Given an extremely high level of uncertainty about the duration and
extent of the virus' near and long-term impact to the global retail environment, content discussed on today's
call could change materially at any time. Accordingly, future results could differ materially from historical
practices and results or current descriptions, estimates and suggestions. Additional information concerning
factors that could cause actual results to differ materially from projected results is contained in the company's
filings with the Securities and Exchange Commission. On today's call, you will hear from Chief Executive
Officer, Richard Hayne; and Chief Financial Officer, Frank Conforti. Following that, we'll be pleased to
address your questions. For more detailed commentary on our quarterly performance and the text of today's
conference call, please refer to our Investor Relations website at www.urbn.com. I will now turn the call over to
Dick.

Richard A. Hayne
Chairman & Chief Executive Officer
Urban Outfitters, Inc.
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Thank you, Oona, and good afternoon, everyone. Well, the world certainly has changed since we last spoke,
COVID-19 is deeply impacting everyone and everything, including URBN. Our company entered fiscal 2021
with strong positive momentum across all three brands and product category. Apparel sales were especially
brisk. For February, URBN recorded a total Retail segment comp of plus 11%. Thanks to our highly talented
design and merchant teams, our spring/summer assortments were terrific. So we thought we were on our way
to delivering outstanding Q1 results. But the virus began spreading from Central China across the globe in
early March. As virus cases accelerated, URBN store traffic and sales weakened, first in Milan, then Seattle,
then New York. We grew concerned about the safety of our staff and customers. So, on March 14, we made
the painful decision to close all stores to the public. With no store sales and our Wholesale division facing
dozens of order cancellations, our outstanding quarter quickly became an exercise in crisis management. As
noted, our first concern was for the safety of our associates. Besides closing the stores, we also directed all
associates who could to work from home, encourage them to maintain recommended distancing and
adopted rigorous cleaning regimens at our offices, stores and distribution centers. I'm pleased to report these
and other measures greatly reduced the spread of infection within our community. As a result, the healthrelated impact of the virus on URBN associates has been minor, but the economic impact on them and the
company has been significant. Fortunately, our already vibrant digital business remained operational
throughout the quarter and registered healthy double-digit sales globally, paced by Europe where digital sales
jumped by more than 30%. By month, April's comp was best and May is now trending even better. Many brave
employees worked steadily to keep the surge in our digital business running smoothly. I especially appreciate
the efforts of our fulfillment center workers and those fulfilling orders from our store, you have served our
customers and our company well, thank you. After ensuring our associates' safety, we began reworking
demand and inventory model. Our assumptions in mid-March were that most stores would be permitted to
reopen in May and, once open, customer traffic and sales would be meager at first then rebound slowly over
many months. Both assumptions have been right so far. With reduced demand models in place, our merchant,
planning and production teams work to ensure that demand and product on order were aligned. This proved
to be incredibly complex because governments in countries where we source product all announced
mandatory factory closures at various times throughout the quarter. It was difficult to guess which factories in
which countries would be permitted to operate and ship on a timely basis. Through all the confusion and
uncertainty of the past nine weeks, our teams have displayed an amazing degree of adaptability, resilience
and dedication. As a result, our total Retail segment inventories were down 18% at quarter's end and our
inventories are reasonably clean because we were able to fill more than 2 million digital shipments from our
stores during the quarter. I salute and thank our team for a job well done. In addition to controlling inventories,
we also focused on controlling expenses and managing cash flow. To accomplish this, we did the following:
furloughed a substantial number of store, wholesale and home office associates; froze all new hiring except in
our fulfillment and call centers; suspended all merit raises and bonuses for FY 2021; drew down $220 million
on our line of credit; reduced planned capital spending by over $140 million by delaying or cancelling new
projects; reduced all non-payroll expenses, including creative, marketing and travel, to name a few; extended
payment terms to vendors for both merchandise and non-merchandise by 30 days; aggressively reduced
investments in our two growth initiatives – Nuuly and expansion in China; and finally, reduced senior
leadership compensation for the duration of the furlough period. In addition, all outside directors volunteered
to forgo their cash compensation for the remainder of FY 2021. We believe the actions outlined above will
allow us to maintain a strong cash position as we reopen stores and navigate through the COVID storm. As
we look to the second quarter, we are focused on two key areas. The first is continuing to protect the health
and well-being of our associates and customers. We are committed to reopening our stores and offices
quickly but responsibly. From a health and safety perspective, we are following recommendations issued by
the CDC as well as state and local regulator. All associates are required to wear masks and maintain
recommended distancing. Stores will operate with reduced hours and reduced occupancy level, and they will
be cleaned daily using CDC issued protocol. Hand sanitizers are available to customers and associates. Our
home office employees will continue to work remotely where practical but those that do return will wear masks
and work at a greater distance from their coworkers. Many meetings, especially large ones, will continue to be
held via Zoom. Our second focus is driving revenues by reopening stores and maintaining strong digital
growth. As of today, we have over 40% of our stores open, 252 in North America and 27 in Europe. We hope
to have almost 100 more stores open by the first week in June. Initial customer traffic and sales levels in newly
reopened stores have been tepid, but have improved each week. We believe a return to near pre-virus levels
will take many quarters and a medical vaccine or cure. Since the sales ramp-up is slow and most stores will
be open for only part of the quarter, total comp store sales in Q2 could be down more than 60%. Digital,
however, is quite a different story. We are fortunate our brands had well-developed digital capabilities prior to
the pandemic. Online traffic and conversion have exploded in the past six weeks, with a 63% jump in new
online customers. This has produced robust double-digit increases in sessions and demand. We have seen
different results by category and by brand. Home product and casual apparel like activewear, lounge, renewal
and knit tops are over-performing while dressier apparel and special occasion products are underperforming.
Since the Urban brand has a higher penetration of the former category, its digital comp increase is the highest
of the three brands. Our merchants have responded to these consumer preferences and are quickly shifting
orders into trending categories and looks. We believe strong double-digit online demand could continue
throughout the second quarter. In summary, no fashion retailer is immune to the effects of COVID-19, but I
believe we have reacted quickly and taken the necessary steps to mitigate those effects and ensure that
URBN emerges in a strong position when the environment normalizes. We have a solid balance sheet, benefit
from a high penetration of digital sales and well-developed digital capability, are slowly reopening our store
fleet, have a portfolio of unique brands, each with a strong emotional connection with their customer and, most
importantly, we have a tremendous team of highly talented, creative and dedicated employees. Now let me
say a few words about our efforts to help support the local medical community during this crisis. Over the past
few weeks, URBN has been able to support our local hospitals and medical facilities through philanthropic
donations of more than 300,000 surgical masks and 0.5 million hospital gowns and from our Food and
Beverage group, over 1,000 meals delivered to healthcare workers on the frontline. These and many other
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Beverage group, over 1,000 meals delivered to healthcare workers on the frontline. These and many other
smaller efforts by our team is our way of saying thank you to the medical community that risks all to save so
many. In closing, every quarter I thank all brands and shared service leaders, their teams and all associates
worldwide for their hard work and dedication. But this quarter is special. Each of you has gone above and
beyond normal expectations. You and your teams have accomplished more than I thought possible in a short
amount of time under tremendous pressure and uncertainty while also having to learn new ways of working.
So, thank you all. Thanks also to our many partners around the world and to our shareholders for their
continued support. That concludes my prepared remarks. I now turn the call over to Frank Conforti, our Chief
Financial Officer. Frank?

Frank J. Conforti
Chief Financial Officer
Urban Outfitters, Inc.

Thank you, Dick. Wow, what a difference a few months can make. As Dick mentioned, we started the quarter
with exceptional performance and we're excited at the opportunity to get on this call and report a strong start
to the year. Then as the coronavirus began to spread in March and as the quarter unfolded, we've ended up
answering questions on our financial stability instead. I think I have run more financial scenarios in the past
several weeks than I can remember doing so in the first 20-plus years of my career. With that said, I'm happy
to report that our business has performed better than most of those scenarios, and we have ended the first
quarter in strong financial position due to the exceptional and expedient efforts by all of our teams. I would like
to take a few minutes and talk through our first quarter cash flow and what our second quarter could potentially
look like if the environment continues to unfold as it has over the past several weeks. Please keep in mind,
there is nothing but uncertainty in the near future right now, and every single day truly feels like a new
beginning. So, these are only our current thoughts as of today and certainly can change at moment's notice.
First, let's walk through the first quarter cash flow and our cash position. We entered the first quarter with over
$530 million in cash and marketable securities with zero debt. During the first quarter, we used $32 million for
working capital purposes, $44 million was spent on capital projects and $7 million on share repurchases. The
share repurchases were completed prior to the known spread of the coronavirus pandemic in the United
States, which forced the company to close its stores for an extended period of time. In total, we used $83
million of cash. Additionally, during the quarter, we borrowed $220 million on our $350 million asset-backed
line of credit facility, leaving us with over $667 million of cash and marketable securities at quarter's end. As
Dick mentioned earlier, during the quarter, we quickly put in several measures to protect our company's future
and financial flexibility going forward. We have reduced our current year planned capital spend of $260 million
by over $140 million through cancelled or delayed projects. We rapidly reacted to changing consumer
demand and reduced inventory receipts leaving our Retail segment inventory down 18% at quarter-end. We
reduced our SG&A expense plans through a hiring freeze, board and executive pay reductions, suspension of
raises and bonuses, employee furloughs as well as reductions in non-payroll expenses in areas such as
creative and marketing. As a result of our disciplined inventory and expense management, we believe our
cash uses in the second quarter could be less than the first quarter. Our cash receipts for the second quarter
could remain consistent with the first quarter. In order for this to happen, our digital business would need to
continue to perform at a high level and stores would need to continue to open, remain open and slowly
improve their sales productivity. Please note that stores are opening at significantly lower comp levels and
very slowly improving over time. In summary, based on a healthy digital business, stores reopening and slowly
improving in their sales productivity for the remainder of fiscal 2021, tight inventory and expense management
and our strong cash position with no debt coming into the COVID-19 pandemic, we are confident we have
sufficient balance sheet strength and liquidity to support URBN through fiscal 2021 and give us the opportunity
to resume our focus on strategic growth initiatives the following year. Additionally, please note that while we
have drawn down $220 million on our $350 million asset-backed line of credit facility, we do have several
options for additional borrowing capacity available to us, if we thought it was necessary and appropriate.
Lastly, I want to second Dick's thank you to all of our teams. Their leadership and swift actions in the quarter
have preserved the strength, stability and future of URBN. I cannot thank each of you enough. As a reminder,
the foregoing does not constitute a forecast, but is simply a reflection of our current views. The company
disclaims any obligation to update forward-looking statements. Thank you for your time. We will now turn the
call over for your questions.

QUESTION AND ANSWER SECTION
Operator
Our first question comes from the line of Kimberly Greenberger with Morgan Stanley. Your line is open.

Kimberly C. Greenberger
Analyst
Morgan Stanley & Co. LLC

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Q

Okay. Great. Thank you so much and thank you for the thorough run-through, especially on the cash flow. My
question was about the second quarter comp store sales, which I think you said could be down over 60%. Is
this stores only and is that separate from digital? And if you could just comment a little more on digital? You
said double-digit growth in Q1. If you could get any more specific, I think that would be helpful. And would you
expect ongoing double-digit growth in digital in the second quarter? Thanks so much.

Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Hi, Kimberly. This is Dick. Let me talk about the stores at the beginning. We do see the stores, when they did
come back, traffic was down initially around 80% and now has come back to about 60%. When it was down
80%, I'd remind you that we were probably the only store on a block or in a mall open. So I don't think that that
was indicative. Right now, in North America, our stores are running down about 65% in traffic and about 50%
in sales. In Europe, we're seeing a little bit better reaction where traffic is down about 50% and store sales
are down about 30%. Now that, obviously, changes day-to-day, but that's the general range. And we do see it
creeping up. And when I say creeping, it's slow, but we do expect it to continue to creep up. And for the entire
second quarter, I think we're looking for store sales to be down anywhere between 25% and 30% overall and
we expect that to continue to go up into the third quarter and in the back half of the year, probably be down
around 20%. That's stores. Digital. As I said on my prepared remarks, our digital business is very strong right
now. We're seeing comps in May of up 30-plus percent in North America and in Europe where it's over 100%.
And so, we're very pleased with that. But I think our biggest surprise and what we are most pleased about is
how many new customers we're seeing. And new customer count is up over 60%. And so, we feel very
confident that the direct business will continue into the second half of the year because we have so many new
customers.

Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Kimberly, this is Frank. Just to clarify, I think the down 60% on stores takes into consideration the staggered
opening of stores throughout the quarter. And honestly, I can tell you that's a very difficult number to pinpoint
right now. As states sort of continue to change their plans on a daily basis, our plan continues to change as
well. As Dick mentioned, once stores are open for a few days, we have sort of seen them revert into that down
50-ish type range. But again, that number being down 60% for the quarter reflects the staggered opening of
the stores during the quarter.

Operator
Your next question comes from Lorraine Hutchinson with Bank of America. Your line is open.

Lorraine Corrine Hutchinson

Q

Analyst
BofA Securities, Inc.

Thanks. Good afternoon. I wanted to talk for a moment about gross margin and specifically merchandise
margin. Now that you've taken the inventory reserve and you have your inventory in better shape, would you
expect the merchandise margin to stabilize beginning in the second quarter or is that more of a back half
thing? And then just piggybacking on that, if you could talk a little bit about how receipts are looking for the
second half? Thank you.

Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Hi, Lorraine. This is Frank. I will take that one. Obviously, there's nothing but uncertainty. And Dick and I were
sort of joking as to how many times we were going to say that on the call tonight. There's nothing but
uncertainty as we look forward to the second quarter. But that being said, I think there's certainly opportunity
for improvement in merchandise margins, as it relates to IMU. We did take some product liability charges in
the first quarter, which impacted gross profit margin, and that was really around certain cancellations with very
specific factories and suppliers that we've worked with for years and wanted to ensure the ability to work with
going forward. They're key suppliers of ours. As it relates to merch markdowns, I would tell you that, right now,
we have taken a meaningful inventory obsolescence reserve to sort of protect against the future need for
additional markdowns and the risk in inventory. But I just don't know necessarily what the promotional
environment is going to look like, as stores come online and other retailers are looking to hold on to as much
of their business as we can. I can tell you that our businesses, largely speaking, have performed better than
we had anticipated they would from a markdown perspective. So I think a lot of this is going to be indicated
based on where the market lands. Thank you.
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Operator
Your next question comes from Paul Lejuez with Citi Research. Your line is open.

Paul Lejuez

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey, guys. Thanks. Dick, curious if the current situation makes you rethink at all about investing in Nuuly or the
restaurant business over the next several years. And also, I'm curious, how the current situation makes you
think about the ultimate store count. What is the appropriate store count for each of your banners within the
US? Thanks.

Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

All right, Paul, thank you very much. As it relates to Nuuly, I think we all feel very strongly about both rental and
resale, and we think there's a lot of opportunity and they are sort of direct cousins. And we think there's a lot of
opportunity in both of those areas. And so, we're excited about Nuuly and its prospects going forward and
anticipate funding that on an ongoing basis. The restaurant business, we have to wait and see. The restaurant
business is crazy right now, particularly here in Pennsylvania, where all of our restaurants are. They're talking
about having a restriction of 30% of the occupancy. Well, there is absolutely no way that anybody can make
money with 30% of their customers. So I don't know how long that will last. And I don't have any idea when the
restaurants in either Pennsylvania or New York are going to reopen. So, that's a to-be-determined. As it
applies to store counts, and I think that this is a very important area, we believe strongly that the stores are an
important component of our omni-channel strategy. And that strategy gives a lot of choice and flexibility to the
customer, and that's always what we're trying to do – please the customer. So we want to continue having a
fleet of retail stores. But I have to say that in order to do that, all the channels, including the stores, have to be
profitable. And that implies occupancy costs that reflect the traffic that is at hand. And so, we are currently in
negotiations and discussions with our landlords and developers as to what those lease terms will be and said
what will be our occupancy costs. So I think the answer to your question is that we're not afraid to close stores
and we always have closed stores that are unprofitable. And we will do so again. But we're also open to
opening more stores and really the decision comes down to the relationship between store traffic and
occupancy costs. So, as we negotiate with our landlords, some of the new leases we're seeing have very, very
favorable terms. And even if traffic were to not come back to the pre-COVID levels, they would still be
profitable. And so, we believe that they're a very viable part of our business and want to maintain it. In those
cases where landlords aren't reasonable and are still thinking that it's 1995 and they can command any rent
that they wish, well, they can get it from someone else, not us. So, that's where we are.

Operator
Your next question comes from Kate Fitzsimons with RBC Capital Markets. Your line is open.

Kate Fitzsimons

Q

Analyst
RBC Capital Markets LLC

Yes. Hi. Thank you very much for taking my question. Frank, just real quick on SG&A. With the commentary
that 2Q comp could be down more than 60%, is there any view on how we should consider SG&A dollars in
the quarter? And just how to think about SG&A dollars trending into the back half as we start to see some of
the stores reopening that would be helpful. Thank you.

Frank J. Conforti
Chief Financial Officer
Urban Outfitters, Inc.
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A

Yeah. Kate, this is Frank. Thank you for your question. And just to reiterate, the store comp number was just on
stores, not necessarily on Retail segment. It is certainly very possible that the second quarter looks very
similar to the first as it relates to total top line. With that being said, as it relates to SG&A, I think it's important
to keep in mind that, one, I think we did a great job of reducing SG&A in a very short period of time, reducing
8% versus last year and even more so versus our 9% planned increase, which was what our budget was
coming in. With that being said, most of our actions that we put in place were put in in the second half of the
quarter and, quite frankly, most of them were put in the last month of the quarter. So, this means the impact
and benefit could be greater in the second quarter. And if the quarter was to progress with digital remaining
strong, stores continuing to open and all stores opening by the end of the quarter, it is possible that our SG&A
would be down versus last year at a rate nicely larger than the 8% reduction that we saw in the first quarter
versus the prior year.

Operator
Your next question comes from Matthew Boss with JPMorgan. Your line is open.

Matthew R. Boss

Q

Analyst
JPMorgan Securities LLC

Great. Thanks. Dick, on the inventory front, you mentioned a reasonably clean position today. What's the level
of overall apparel in the channel, I guess, as best as you can size it up today? And what level of promotional
activity should we brace for as we think about back-to-school and holiday?

Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Yeah. I'm going to let Frank handle the first part of that.

Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Thanks, Dick. So, Matt, what I would tell you is we're not going to give out sort of inventory by category, but I
truly want to commend the brands and our sourcing organization for an incredible job in honestly managing
what was nearly impossible circumstances right now, as it relates to managing inventory, predicting demand
and managing with a very, very difficult supply chain. Our total company inventory be down 18% right now with
Retail segment down 18% and Wholesale segment down 16% I think is pretty impressive. We believe it is
possible for inventory to be negative and in, quite frankly, a similar position for the second quarter. But as you
know and we've essentially put around everything right now, there's a lot of uncertainty around the top line and
supply chain, but we do think that that is a possibility. I also want to say just relative to the promotional
environment, as I touched on earlier, that we did record a $43 million inventory obsolescence reserve. And
that was between the Retail and Wholesale segments. And that was based on some of those increased age
buckets that were out there as well as around the increased uncertainty around consumer demand and this is
obviously significantly higher than any normal inventory charge that we would have taken.

Operator
Your next question comes from Janet Kloppenburg with JJK Research. Your line is open.

Janet J. Kloppenburg

Q

Analyst
JJK Research

Good evening, everyone, and thanks for all the detail. Dick, there's a lot of talk about how the consumer will
change as a result of the pandemic that their shopping behavior and consumption will change dramatically
with a lot more people working from home and getting used to digital shopping. And I'm wondering if you
could just comment on your outlook for how that may impact your business and how that may shift the
positioning of the merchandising and marketing for the three brands. And Frank, it sounds like the gross
margin will not be down anywhere near as much in the second quarter versus first quarter. I know you'll have
pressure because of the digital penetration, but maybe you could give us some brackets around that. Thanks
so much.

Richard A. Hayne
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A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Okay, Janet. I don't think there's any question about what the consumer is going to change or has changed.
And if you're asking me to project if they will come back to their habits pre-COVID, I think that they certainly
won't until and unless there's either a cure for COVID or there's some other way that they lose their fear of the
disease. And that will take many months. So I would say for the remainder of – at least through the holiday
season, the remainder of this fiscal year, I would expect consumers to still be practicing social distancing and
all the other terms that you hear every day on all the media. So I think that is a big change. I think there will be
much more working from home. And I also think that, to some degree, even if there were a vaccine or a cure,
people have started to like, in some cases, working remotely through Zoom. And so, I think there will be a little
bit more of that. But I do think that once that fear is gone, I do believe that people will want to socialize again. I
think that's sort of built into our genetic structure. People are going to want to go back out to have dinner.
People want to go to sporting events. How about things like graduation? Yeah, they're going to want to do all
those things that they did before. And I think that when you look at fashion, I've typically talked to you about
things like macro fashion and micro fashion. But the way I'm thinking about it now is more about the function of
fashion and how the functionality drives what people are looking for. And currently, many of the functions that
drive apparel, particularly apparel purchases, many of those functions are no longer either – well, many of
them are barred all together. And so there's not a lot of reason for people to buy the fashion when they can't
use it for the function. When the functions come back, I assume the demand for those types of fashion will
come back. Until that time, they won't. I cannot predict when it will come back.

Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Janet, this is Frank. Let me walk through sort of gross profit margin in the quarter and what that means for the
second quarter as well, as I am sure it's on a lot of people's mind. To start with the biggest driver of our gross
profit margin decline, it was store occupancy deleverage. So, as Dick mentioned, we're in very active and
engaging conversations with our landlords. As of quarter-end, we had not reached any updated agreements
and therefore are required to account for occupancy expense at historical rates until any new deals are
achieved. With stores closed for half the quarter, you can imagine this resulted in significant deleverage.
Additionally, we recorded a $14 million preliminary impairment charge related to our store assets. And
altogether, this accounted for over 800 basis points in store occupancy deleverage in the quarter. As Dick has
discussed, obviously, it is more important than ever for us to align our store traffic patterns with occupancy
expense right now with our landlords. The next biggest driver was inventory obsolescence, which I think I've
mentioned a few times. So we did record a $43 million inventory obsolescence charge in the quarter. Third
was delivery expense. And the biggest driver here honestly is just the increase in penetration of the digital
channel, which provides for a benefit in occupancy leverage under normal circumstances and obviously didn't
do so this quarter. In addition to just the increase in penetration of the digital channel, delivery expense also
deleveraged due to lower average order value due to the increased promotions in the quarter as well as an
increase in split shipments due to increase in volume of packages that was delivered from store inventories.
We worked really hard to maintain pick, pack and ship in the quarter in order to try and get as much inventory
out of stores as we could, which increased split shipments, but we think will provide to be a benefit to
inventory and removing some of the markdowns necessary going forward as we do open up stores. The last
main driver, which is what I believe Lorraine asked about, which was merchandise markdowns – merchandise
margins, I should say, which includes markdowns and IMU. Markdowns were higher, obviously, in the quarter
due to increased promotions and markdowns in order to keep inventory moving and IMU was lower due to
certain product liabilities that we took on cancelled orders within the quarter. If all else honestly remain equal,
we currently do not believe we would need to record an inventory obsolescence charge of the magnitude of
what we did this quarter. In addition to that, we currently do not believe that we would need to incur product
liabilities as we did in the first quarter. And hopefully, we can come to some reasonable agreements with
many of our landlords, all of which creates for opportunity for improved margin in the second quarter versus
what you've seen in the first.

Operator
Your next question comes from Adrienne Yih with Barclays. Your line is open.

Adrienne Yih

Q

Analyst
Barclays Capital, Inc.

Good afternoon, everyone. I'm glad everybody is doing well. I guess, Dick, other than the sanitization
measures in the stores, you're always good with us about sort of the view into the future. What are the biggest
changes that you envision happening at the store level? Will they be less individualistic? You typically run a
pretty decentralized store model, more showroom like. How do you view the stores three years from now?
And then, Frank, where in the P&L do you see permanency in reduction of fixed expenses? I know you talked
about rent. Can rent go variable to some larger extent? And then how much less store payroll do you need?
Thank you very much.
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Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Adrienne, I think I'll differentiate between what we plan to do and what I see happening in the market. What I
see happening in the market is an awful lot of retail space becoming basically off-price centers as opposed to
what they have been in the past, which are full price. I think that we're seeing much more the full price happen
at the direct-to-consumer level. And when you ask yourself, well, why is someone going to go to a store unless
you're a young and it's a social thing, the reason might be price. So, I think that that's going to be a driver.
What I see us doing as a result, as we open more new stores, I would say that we will probably be downsizing
a bit. But other than that, I think the way we're viewing our stores is we want them to stay pretty much the same
in terms of the look of it, the feel of it and the experience of it. So, I don't know if we're completely out of phase
with the rest of the market, but that's how I see it working.

Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Adrienne, as it relates to sort of fixed versus variable and the landlord negotiations, I certainly don't want to
comment on any specific negotiations and where they're landing. I think we are looking for all opportunities in
order to align our expense ratios with traffic, and we would love for that to be variable in nature and we'll see
exactly where they land as conversations continue to unfold. As it relates to store payroll, I can't commend the
store leadership teams and home office teams enough here. I can tell you with the utmost confidence that I
think we have the ability, the leadership, the systems and the process in place to continually align our store
payroll in providing what has always been known an incredible experience in our stores along with where
sales demand is and that's today and going forward. And I think our teams have done an amazing job in doing
so and getting stores opened and planning for what demand can look like in the future.

Operator
Your next question comes from Mark Altschwager with Baird. Your line is open.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Good evening. Thanks for taking my question. Following up on the rent and landlord discussion, I'm
wondering, can you give us a sense of what percent of your store fleet has leases that are up for renewal over
the next couple of years. You talked about how rent structures need to change in order for store-level
economics to make sense going forward. I guess, I'm just wondering how long that might take to get the
majority of your fleet to a place that you think is aligned with the new normal in terms of digital versus physical
penetration?

Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Okay. Mark, about 50% of our stores' leases are expiring in the next four years. And I think only a very, very
few are longer than eight years. So, we think we have a reasonably good ability to negotiate the ones that are
coming up for renewal. The ones that are less current or have an extended period, I think we have to just rely
on the fact that the landlords have to know that if they want to continue to have the same level of rent, eight
years from now, we're not going to be there. So, we'll see what happens.

Operator
Your next question comes from Simeon Siegel with BMO Capital Markets. Your line is open.

Simeon Avram Siegel

Q

Analyst
BMO Capital Markets (United States)

Thanks guys. Hope you're doing well enough through all this. Frank, can you talk about the negative gross
profit in Wholesale? Just any color on explaining the degree of obsolescence, higher discounts there? And
then just given the pre and I guess during COVID trends, anyway, does it change anything in terms of how you
guys are approaching Wholesale? And then just lastly, any help outlining where the receivables exposure for
Wholesale are right now? Thank you.
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Frank J. Conforti

A

Chief Financial Officer
Urban Outfitters, Inc.

Sorry, Simeon. I think I missed a little bit of that. What I can tell you relative to Wholesale's gross profit margin
in the quarter, obviously, all of our partners business was significantly impacted as well as ours. And many of
our partners have significant stores as a part of their operations, which pressure our top line as well as the
inventory obsolescence charge that we took across URBN. Almost half of that was taken in Wholesale within
the quarter, and that does fall into gross profit margin.

Operator
Our final question will come from Marni Shapiro with Retail Tracker. Your line is open.

Marni Shapiro

Q

Managing Director
The Retail Tracker LLC

Hi, everybody. Glad to hear that you're all staying safe. It's actually nice to be on these calls and here's some
birds chirping and kids in the background. Can you talk a little bit, Dick, about how we should think about the
timing of back-to-school? You have a young customer in Urban, it's your strongest business. College sounds
like it's happening tentatively. So, I guess, how are you thinking about that you have some things that are pretty
traditional promotionally like on denim. Is this being pushed a little bit later? And along those same lines,
you've had very strong social media engagement. Has that ramped up and even gotten stronger as the weeks
and months progressed with this younger shopper?

Richard A. Hayne

A

Chairman & Chief Executive Officer
Urban Outfitters, Inc.

Marni, I'll take a little bit of that and then hand it over to Trish because she's the expert on Urban. I think that
what I've heard from a lot of schools is there's a wide range and tremendous – and here we go again, using
the word uncertainty about school openings. I've heard of schools saying they're going to open in early August
and close early for holiday. I've heard other schools say they're not going to open at all. So, it's very, very
difficult to say. My sense of it, if I had to bet on it, I would bet that schools will open and I would bet that they're
going to open basically when they always have opened in either late August or early September. How are we
going to prepare for that? I don't think it's going to be a heck of a lot different. We're scrambling to make sure
that the inventory we need is there. As I went over earlier in my prepared commentary, the supply chain has
been a nightmare. Airfreight out of Asia is not only difficult to get, but it's incredibly expensive. So, we're
having to boat most of the things. So I think that we'll be a little bit late to our preferred inventory levels for
back-to-school, but I don't think that's necessarily going to kill us. Trish, do you want to say a few words about
it?

Trish Donnelly

A

Chief Executive Officer-Urban Outfitters Group
Urban Outfitters, Inc.

Yeah. I think you're spot on with this scrambling for the right inventory, and that's really what we're working on.
And with such a wide range of openings, if you were to ask me a couple of weeks ago, we would say, yes,
we're pushing back-to-school out a month. Today, we're saying, no, we're not pushing back-to-school out a
month. So, it changes with the news and with the uncertainty as everything else. In terms of social
engagement, yeah, Marni, we've seen a tremendous increase in customer engagement across most of our
social channels. So, that's been really exciting to see, and I need to commend the marketing and the merchant
teams' working closer together to make that happen. But the pivots were quick, content is amazing, and I think
they've done such an exceptional job, particularly on that network.

Richard A. Hayne
Chairman & Chief Executive Officer
Urban Outfitters, Inc.

All right. I think that that ends the questions. I thank you very much. And I very much look forward to talking to
you in a few months. Thank you.

Operator
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This concludes today's conference call. You may now disconnect.
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Hey, everybody. This is Hunter Keay at Wolfe Research. Thanks for joining. I appreciate everybody kind of
making these quick transitions from one webcast to the other. I'm here with the American Airlines guys: Robert
Isom, Derek Kerr – whose back there? Is that Don? Vasu?

Robert D. Isom
President
American Airlines Group, Inc.

Yes, Don and Vasu.

Hunter K. Keay
Analyst
Wolfe Trahan & Co.
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Okay. Great. Awesome. I didn't know you guys were going to be here, that's wonderful. We have a huge
interest, there's a lot of people still dialing in. I'm going to get right into it. I'm going to turn this over to you guys.
You have until – you got 30 minutes, so 28 minutes now, and then I'm going to get into the Q&A and we look
forward to hearing from you and hope we have a good discussion. So, I'll turn it over to you guys. Thank you.

Robert D. Isom
President
American Airlines Group, Inc.

Hey. Thanks, Hunter. It's good to be here today and good to see you. It's been, what, middle of March that we
last talked?

Hunter K. Keay
Analyst
Wolfe Trahan & Co.

Something like that.

Robert D. Isom
President
American Airlines Group, Inc.

Yeah. Yeah, it seems like forever ago, but really not. So, anyway, appreciate the opportunity to be here virtually.
As you know, we have – we just provided an update just two weeks ago on our first quarter earnings call. Not
a heck of a lot has changed over the last two weeks. So, I just want to briefly recap how American is
responding to the crisis that we and the entire industry are facing. Never before have we encountered such a
significant challenge. And in the face of unprecedented adversity, the American Airlines team has done a
phenomenal job taking care of customers and each other and I'm incredibly proud of what our team is doing
every day. In light of the current environment, we have acted quickly to take care of our team and customers,
reduce our costs, and improve our liquidity position. We've enhanced our cleaning procedures and we've
recently started requiring masks for our customer-facing team members and customers alike. We've
temporarily relaxed our seating policies and adjusted airport procedures to encourage distancing. We're
confident these measures are working as evidenced by the significant decline in active COVID cases that
we've seen with our own in-flight teams. We're reducing our costs and rightsizing the airline for the current
environment. As we discussed on our earnings call, we plan to reduce our 2020 operating and capital
expenditures by more than $12 billion. Most notably, we cut system capacity by 80% in April and May; and
then 70% in June. And we accelerated the retirement of four aircraft types, our Embraer 190s, Boeing 757s,
Boeing 767s, and Airbus A330-300s, along with a number of our older regional aircraft. And since our
earnings call, we've announced as well that we are putting even more aircraft into long-term storage, including
our A330-200s and certain older 737s. These fleet changes remove operating complexity and bring forward
significant cost savings and efficiencies. And additionally, we suspended non-essential hiring; paused pay
increases; reduced executive and board compensation; deferred marketing, event, and then training
expenses; and implemented voluntary leave and early retirement programs to reduce labor cost. Taking a
collaborative approach with our team, have great success with close to 40,000 team members opting for
early retirement or reduced work schedule or partially paid leave. As we discussed on our earnings call, we
continue to expect the end of the second quarter – to end the second quarter with approximately $11 billion in
liquidity, which includes the assistance from the Payroll Support Program, as well as the $4.75 billion loan that
we recently applied for. While I don't want to get into specifics, we continue to have very productive
conversations with the Treasury Department and its advisors. Treasury has been nothing but fantastic to work
with through these unprecedented times, and we remain very confident that we will move forward with this loan
in a prudent and efficient manner. We continue to expect that our average estimated cash burn rate during the
second quarter to be approximately $70 million per day, which we define as cash receipts plus
disbursements, including debt and principal and interest. Importantly, that rate is expected to decline to
approximately $50 million per day for the month of June as our cost initiatives gain traction. Aside from
regular debt amortization payments, we don't have any large non-aircraft debt maturities for more than two
years outside of the $1 billion 364-day delayed draw term loan facility we arranged in March. We still have a
lot of difficult work ahead of us. But we're squarely focused on getting through this period of uncertainty. We're
very confident though that, through the dedication of our team and the actions that we have taken and that we
will take, we will emerge from this crisis in a strong and incredibly competitive position. So, Hunter, with that,
I'll turn it over to you and my friends here – Derek, Don, Vasu – can help out in any detail that you want to get
into.
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QUESTION AND ANSWER SECTION
Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Well. Look, I really appreciate you guys taking the time to be here. I know this is not an easy time for the
industry, and you've got a lot of calls on your time. So, thank you very much guys.

Robert D. Isom

A

President
American Airlines Group, Inc.

Yeah.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Although, you're not 6-feet apart, just to let you know.

Robert D. Isom

A

President
American Airlines Group, Inc.

Pretty much so. Derek and I are both over 6 feet, so...

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

That's fine. The scale is all messed up. Okay, so...

Robert D. Isom

A

President
American Airlines Group, Inc.

Yeah.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Well, if business travel is impaired for a long time – I hate to use the word permanent – but let's just say for a
very long time, particularly long-haul international, how does American position itself or size itself to make
more money or to make money off of a predominantly leisure mix?

Robert D. Isom

A

President
American Airlines Group, Inc.

Okay. So, just to start with, we're pretty well situated in term of our assets to take advantage of a domestic
rebound and we do anticipate that it will be domestic-focused when it does come back, we anticipate that it's
more leisure than business. But our hub assets create incredible connecting opportunities, that's where our
strength is. And we anticipate that it will be a longer period of time for international to come back. So we're
going to have to be sure that we adjust our network accordingly. And so, from that perspective, we are taking
both short-term and long-term actions. Right now, we're really trying to identify where the market will be next
summer and later this fall. You'll see us I think continue to really look at international to make further reductions.
On the domestic front, we're happy to go into more detail on that, but we have a network today that is ideally
suited to help the country get back on its feet, and we're seeing some modest improvements. It's a long way to
go, but modest improvements in terms of loads on our flights today.

Hunter K. Keay
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Q

Analyst
Wolfe Trahan & Co.

I saw you put a 787 on Philly to DFW, I think it was last week, and the schedule was weird and I'm not
suggesting that that's not part of a broader puzzle. Obviously, it is. But broadly speaking, thematically, it sort of
got me thinking what about the idea of using more wide bodies in the domestic market? You can facilitate
distance between passengers, you can minimize your seat costs because certainly these low-cost carriers
are going to be hungry for their own volume. And you have the opportunity to basically eliminate any potential
for any spill should there, of course, be any, which there won't be. But the idea of using these wide-body
assets in the domestic market, particularly in a low fuel cost environment, tell me why that's not a good idea for
you guys.

Robert D. Isom

A

President
American Airlines Group, Inc.

Vasu?

Vasu Raja

A

Senior Vice President-Strategy

Yeah. Actually, it's kind of the converse of that, Hunter. I think you'll see a lot less wide bodies in domestic, in
part because the trip costs are so high, right? And with such high trip costs on that airplane and then, like you
say, in an environment where there's less demand to be able to fill those things, they become very expensive
and very, very cash intensive very, very fast. But as far as business is concerned, I think there's other things
that we can go and do in the interim to do it which is more economical for the airline, but still satisfies the
customer. So, that's something which is more spurious. And indeed the 787 which you saw last week was
also already in the process of being turned into a A321 this week. That was only there positioned for our longhaul network, but now actually is shrinking increasingly. So, we're not probably going to go to a world where
we have more wides domestically, it's probably less.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

So, in that sense, what's your narrow-body/wide-body mix at American Airlines three to five years from now? I
mean, is there a scenario you only have maybe 100 wide-body aircraft in total and you're using the A321XLR
to reach places in Europe and even South America, and you only have just this basically small handful of widebody aircraft? And forget the coronavirus demand, I mean just the returns on a wide-body aircraft are
generally lower anyway. Is there a scenario where you might just really avoid wide bodies permanently going
forward because of the pure operating cost and the ?

Robert D. Isom

A

President
American Airlines Group, Inc.

So, Hunter, let me start on that. The first thing that we've focused on is really getting fleet simplification. And
so, even when we met back in March, and we've been certainly talking about this over the years, we've had a
desire to reduce the complexity in our operation. We had fleet subtypes and different operating partners, at
one time I think it accounted for 100 different variants in terms of plane types and operators and seating
configurations. We've done a remarkable job of getting that number down to 10?

Vasu Raja

A

Senior Vice President-Strategy

10 to 15, yeah.

Robert D. Isom
President
American Airlines Group, Inc.
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A

10 to 15 different sub-fleet types. And we intend to take advantage of that. So, from a wide body perspective,
we're down to 78s and 777s. We have an order book that is very flexible, in that those 78s that are coming in,
they can serve as potential growth or they can take out additional 777s over the long run as that fleet ages out.
So, a lot of it's going to have to do with where the market – how the marketplace develops, but we like where
we're situated in terms of our hubs, as I said before. DFW being as large as it is or it will be, I think creates an
ideal opportunity for launching traffic both to Atlantic, South America, as well as Asia. And then, from a East
Coast perspective, we're a little bit lighter served. As you mentioned, we have the XLRs coming in that can
play a big role. So we're going – we intend to take advantage of all those fronts, but it's going to really, I think,
matter how well we develop our hubs domestically. Vasu?

Vasu Raja

A

Senior Vice President-Strategy

Yeah, look. Hi. The only thing I would add is, you're on to something – and that so much of our planning is
around building flexibility into the airline which may sound really obvious, but in the history of airlines, they
haven't been the most flexible organizations that can react nimbly to demand. And in that, that is something
where our huge concentration domestically are big. Domestic connectivity was actually an asset for us. So, to
your point, yes, that – we're preparing for a range of scenarios, one in which international has a very long and
muted come back, in which case either the XLR can be used to go and fly international or maybe the XLR can
fly domestic and long-haul segments across the Americas. But also, if indeed international comes back fast,
we have a levers including the 78s, as Robert mentioned, or even the A330-200s or more utilization on the
777s which can go and meet that demand. So, we're trying to build for a range of possible outcomes and
design the infrastructure of the business where we can respond to it quickly.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah, and we don't have any wide-body CapEx past next year, Hunter. So, I mean any growth in wide body is
exactly what you said, is those XLRs that is coming in 2024, 2025 but we don't have any plans. Once we pull
down all the wide bodies in this – with the 76s and the A330s we don't have any plans over the next three or
four years to grow that wide body fleet any bigger than the 78s that are coming in.

Robert D. Isom

A

President
American Airlines Group, Inc.

And Hunter, as you know, we plan to continue to work with our joint business partners. And whether that's BA
and IAG, Madrid and London Heathrow, or JAL through Haneda and Narita, or Qantas now. We have a lot of
opportunity to make sure that we're using assets across carriers in the best possible fashion.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. Here's a question that just came in, we have a bunch of questions from the audience. Thank you for
these. Keep them coming. How should we think about the value of the AAdvantage program as it relates to an
additional source of cash, how much money could be raised from the program if it's pledged as collateral for
additional debt? And is the AAdvantage program being considered as collateral for the US government
secured debt?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah. I think the AAdvantage program is considered as collateral for the government debt. So, we have been
working with the government. We have an appraised value of that program that's in the – in anywhere from
$18 billion to $30 billion depending on the way you want to look at it, so it's a significant asset that's been
appraised. We are working with the government today. We have not finalized anything, but that plan would be
to use that asset as collateral for that loan and to have the capabilities to do other things with that. And not to
preclude us from doing prepaid miles if we needed to or other forms of liquidity from those, from Citi and
Barclays, our partners who have been with us this whole way and they are willing to help us as we move
forward. So, that is where we are. That's where we're going. The deal is not done yet with the government.
We're still working with them. But I fully expect it to be, as we have announced and said, that we're going to be
at $11 billion at the end of the second quarter with that government loan, I fully believe it will be done and
complete by that time and we're working really well with Treasury, they're working well with us and believe it will
be done by that time.
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Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

How does that actually work, lending against this program? I mean everyone agrees that the program is very
valuable. But I think what the debate is, the program is not worth anything outside of the airline. A Heathrow
slot is worth something if American goes away, 737 MAX is worth something if American goes away. If
American goes away, what do you have with the loyalty program other than just a list of names? So, how do
you...

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

That's very valuable. That's massively valuable and it's – and even in a – I mean, number one, American is not
going away. So you can take that one off the list. And in an environment, if you get down to some other path,
this program survives, it survives in anything that you do. It's the biggest asset we have in the company. We
have slots, gates, and routes we've leased against. We have aircraft that we've leased against, as you said.
This is just another asset that we have that we've leased against with an appraised value that's out there
today. So, we haven't figured out the total structure and where we go, that's why we're working with the
government, that's why it's not complete yet. So we're working through that process. We're working
collaboratively with the PJT team and the Cleary team to work through that, and the government is onboard
with that. So we will have a structure, we will have it complete by the end of June, and we'll be ready to roll by
that time.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. Thanks, Derek. And then I've gotten – this question came in four different ways. So, I'll just ask the most
simple one. Have you consider doing a secondary offering? Another derivative to that question is, why haven't
you done a secondary offering? So, you can just answer that question in any way you want, but that's – I'm
getting that like four or five times.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

No. I think, Hunter, I mean, we said it on the call, and our number one priority is to get the government loan
done. I think that is the most efficient financing that we have an opportunity to do today which is, as we've
talked about, in terms of there, the rate, the LIBOR plus 350 basis points there, it's the most efficient financing
that's out there today. We have other opportunities that we could do today that I think become better after the
government loan gets done. So, there is some uncertainty out there that we won't get this done and that we
won't come to an agreement and that this is going to be difficult like the ATSB loan and other things that we
had, we don't believe that. So, it's important for us to provide the confidence to the Street. It's important for us
to get that deal done, put that in the bank, and then move forward. It's a prepayable loan, so if there are other
opportunities that allow us to raise money to pay that off quicker, then we can do that. So we have other
opportunities. We have things that we can do, whether it's another secured debt, we'll have significant amount
of encumbered assets when we're done with this. We do have to refinance the 364-day term loan which is
over-collateralized in my view at this point in time. So, I think the right answer for us is to go forward, get the
government loan done, and follow that up with other types of things that other people have done, whether that's
secured debt, whether that's a secondary, whether that's AAdvantage miles, whatever those type of things are
become, I believe, better opportunities once we get the government loan done. And so, that's the track we're
taking. It might be a little different than others are doing. But I believe that's the right track for us as we move
forward to get us to where we need to be at the end of the second quarter, and then possibly follow that up
with other transactions as we see what the environment is going forward.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. And, Derek, I – we all know that you have a $2 billion minimum cash covenant. But what's a practically
minimum acceptable cash level for you when you think about working capital and interest expense and things
like that, what's the minimum comfortable cash level for you?

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.
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A

Oh. That depends on what the outlook is going forward. I mean, it really does. I think we don't hit any trigger till
$2 billion, we would never take it down to that $2 billion, as you know, as we've had a minimum cash number
at $7 billion which has enabled us to be at a higher cash position when we went into this. So the right move is
we went into this. So, is that number $4 billion, that number $3 billion, it all depends on what the trajectory is
going forward. In a low trajectory, you wouldn't want to take it past a certain point. If things are turning the other
direction, then you're fine going down to those numbers and bring it back up. So, we don't have a number that
says, hey, we won't go past X. It all depends on what the trajectory of the recovery is and what we're seeing as
we move forward.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. And then, just one little quick one while I'm talking to you, Derek, on cash.

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Yeah

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Are you still looking at a $500 million minimum cash pension fund requirement next year? Is that still a good
number to keep there in place?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

That's a good number. Yes.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. Thank you. And then, I don't know if this is a question for – it says Robert but – or Vasu, but what is
Alison Taylor – Alison Taylor is the head of, effectively, corporate sales. Well, what is she telling you right now
that she's hearing from her corporate buyers? Is there a disconnect between corporate – the individual's
willingness or appetite or desire to travel but there's a bottleneck at the corporate level that's going to be
harder to break through? How does she expect that spool up for this potential difference between a
willingness to take business trips and an ability to take business trips?

Robert D. Isom

A

President
American Airlines Group, Inc.

Yeah. And Don can help elaborate on this too.

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

Yeah.

Robert D. Isom

A

President
American Airlines Group, Inc.

But look, Alison is conducting calls with corporates, with TMCs, with everybody multiple times a day, and what
we hear is that people want to get back out and start traveling from a business perspective. Their ability right
now with a lot of corporates that have travel bans in places is made difficult. But we do see signs that things
are starting to open up that even things like charters are on the table.
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Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

Yeah, and I'll just add that corporates are going to be the last part to the essential business travel, right, so
we're going to see the unmanaged business travel back sooner, and we're actually already starting to see that
in the numbers. So we were very negative early on in terms of . We just had lots of cancellations in that actually
quite positive, and that has not been given with the large corporates. The large corporates really aren't doing
a lot of traveling, and that's being done by unmanaged business. So we're starting to see the unmanaged
business come back, and we expect as we kind of head to the fall, we'll see a relaxing of some of the
corporate restrictions.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. And how does the debt balance that you have right now impact your decision to cut capacity, just given
the fact that there's just a raw amount of cash that you have to generate to service this debt. How is that
factoring into your ability to cut in the worst-case scenario?

Derek J. Kerr

A

Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

So, I don't think it's impacting our capacity. I mean, what Vasu's doing is, he's going to do it – he's looking at,
from a cash perspective, what's going to be positive, where are we going to be. What we have to do is we
have to rightsize the airline from a cost perspective to make sure that what we fly next year is cash positive,
okay? So, we're doing everything we can. We are going to look at all of the staffing in the fall, all of the staffing
next year, everything that we do from a cost perspective is under review at this point in time. All CapEx is
under review at this point in time. So, we are going to go through and rightsize this airline from a cost
perspective to make sure that whatever we fly next year and what we think from a revenue environment is –
will make us a profitable airline next year. That's imperative, that's what we have to do, that's the steps we're
all taking from a finance perspective. So would we like to come out of this with less debt? Yeah. But we still
are going to, over the next few years, still we have a – we don't have any – as Robert said, we have $1 billion,
the 364 day that we have to do. We have a $750 million unsecured two years from now. The rest of it is just
aircraft debt that we pay off over time that will continue to reduce that debt over the next five years by a
significant amount from where we're at. Now, it's at a higher portion than where we're at to get through this
unprecedented time. But it's still – the track is still to go down that path. What we have to do is we have to get
this company rightsized from a cost perspective in order to have that free cash flow come back like we
thought we would've had in 2019 – in 2020 actually, where we're at to go down that path that we had set
forward from a – reducing our debt and reducing our debt profile. All of the cash will go to – all of the excess
cash will go to debt repayments, everything will go to that over the next five years. So, what's the imperative
that we have to do is get this company cash positive as soon as possible, driving our cash out per day as low
as we can and rightsizing the cost and the capital of this company, so that we can fly the schedule that Vasu
thinks is right going into next year. And that's what the process we're going to do over the next six months.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Great. Thank you, Derek. Couple of questions. There's still lot more questions, I'm not going to be able to get
to all of these, guys. Thank you for asking them. Is the second government loan imperative to paying off
coming EETC debt? And then related to that question, how do you roll the EETC debt with used plane values
falling?

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.
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A

No, we're not going to roll EETC debt at this point in time. We're just going to pay it off as we see coming due.
The government debt is required for us to get through this scenario where there is no revenue coming in the
door, that's what the government debt is about. So, we're working through that $4.75 billion term loan to get
that done to have our liquidity at $11 billion at the end of the second quarter, to get liquidity as high as we can
while there's uncertainty on what the revenue environment is going to be. So that's the purpose of the loan. I
think that's the purpose of everybody who is raising liquidity at this point in time. On the second part of the
question, we have no plans to go refinance in our – as we look forward to refinance those would be
unencumbered, those aircraft would come unencumbered. We might be able to do other things with them, but
it's not like we're going to go out and do EETCs on those aircraft that come out, but we could. All that does is
take our unencumbered assets from $11 billion and increases them as we pay those off for us to do anything
if we need to in the future.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Okay. Thank you. And then, Don, I'm asking this question to every airline, so just bear with me. A simple one
word answer will suffice. US domestic load factor in 2019 for the aggregate industry was 85%. If I set the overunder of 75% at an industry level for 2021, not an American Airlines question, for the industry, will you take the
over or the under?

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

For the whole year?

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Yeah, whole year.

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

What I will tell you right now, in April, we had a 15% load factor, all right? And so, far I'm up to-date in May,
we're at 35%. And the trends as we look out in May to June remain .

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

For 2021, Don, 2021 to be clear.

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

2021?

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Yeah, 2021.

Donald B. Casey

A

Senior Vice President-Revenue Management
American Airlines, Inc.

...it all depends where the ends up in 2021. We'll have to see where the seats change .

Robert D. Isom
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A

President
American Airlines Group, Inc.

And, Hunter, just for – look, as Vasu has said, we're going to be incredibly flexible in terms of our capacity and
our network next year. So, you'll see us trying to get back to where we can actually – you'll manage and price
and then sell it to customer the ancillaries that they've been accustomed to in the past. We know there's a lot
of changes out there. But operating in a low load factor environment is not the goal of this airline.

Hunter K. Keay

Q

Analyst
Wolfe Trahan & Co.

Yeah. Right. Okay. All right. Well, I have to get – I have to – I don't even know where to start, we have 50 more
questions. Here's one, here's a quick one, will Flagship Lounges open before Admirals Clubs? There's a
question for you. This is going to be the last one.

Robert D. Isom

A

President
American Airlines Group, Inc.

So – yeah, just let me help out with that. Look, Flagship Lounges were all designed around our business and
first-class product that really isn't being purchased right now. So, in terms of Flagship Lounges, those are
going to be closed until we see any type of demand that warrants opening them back up.

Hunter K. Keay
Analyst
Wolfe Trahan & Co.

Okay. Well, it's 11:45. Guys, I really appreciate you taking the time. Like I said, it's not an easy time for you
guys or for anybody, for that matter, and I really appreciate you doing it. So, good luck with everything and we'll
be in touch.

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Thanks, Hunter.

Robert D. Isom
President
American Airlines Group, Inc.

Thanks, Hunter.

Derek J. Kerr
Executive Vice President & Chief Financial Officer
American Airlines Group, Inc.

Appreciate it.

Hunter K. Keay
Analyst
Wolfe Trahan & Co.

Thanks so much.
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Greetings and welcome to Reynolds Group First Quarter 2020 Results conference call. At this time, all
participants are in a listen-only mode. A question-and-answer session will follow the formal presentation.
Instructions will be given at that time. Please note this conference is being recorded. It is now my pleasure to
introduce your host for this call, Tom Degnan. Thank you. You may begin.

Thomas James Degnan
Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Thank you, Rob. Good morning, everyone, and welcome. Today's call is a first for us, every member of our
team is dialing in from remote locations. So I hope it all goes smoothly. I will start with an overview of our
efforts to deal with the COVID-19 outbreak and then I'll briefly cover a couple of changes to the group which
occurred in Q1. I will then pass the call to the three CEOs: John McGrath, from Pactiv Food Service and Food
Merchandising; John Rooney, CEO of Evergreen will be next; and he will pass the call to Mike King of Graham
Packaging. When Mike is done he will then pass the call on to Allen Hugli who will cover financial highlights.
The CEOs will cover their efforts to continue to safely manufacture and distribute their products and then they'll
give more detail on the quarter. The virus will be covered by me and the CEOs. We shared our thinking and
then executed our business continuity plans. As a result, you'll hear some of the same things from each of us.
Therefore at the risk of being redundant, I hope you will get a better picture. Our most important objective here
is the safety of our 21,000 plus employees. After safety, we want to take care of our customers. One type of
activity that has seen ramped up efforts is raw materials supply. We must have critical supplies on hand to
meet our customers' demand. This has meant holding in some cases more inventory than normal for critical
supplies or single sourced supplies. We're also holding in some cases more finished goods inventory. And
this is at the request of customers. Closely tied to this is paying attention to our truck and rail transport
suppliers. In our plants, we're focusing on maximizing the production capacity of the products that have high
demand and reducing the capacity of the products that have shown significantly reduced demand. We
developed strategies to deal with absenteeism and downtime due to deep cleaning. In terms of costs, each
business has initiated hiring and travel freezes. Spending on advertising, marketing, professional fees and so
on, is considered to be limited to essential spending. We are reducing capital spending, the must-do projects
are being done, but some of the planned projects that can be delayed will wait. Now on to other matters. In
February 2020, we distributed the Reynolds Consumer Products business just before its IPO. Reynolds
Consumer Products is now shown as discontinued operation. Following the distribution of Reynolds and the
sale of Closure Systems late last year, management has revised how it reviews operations. What was
previously disclosed as Pactiv has been now disaggregated and will be reported as Foodservice and Food
Merchandising. All segments will continue to report to John McGrath. In the quarter, we paid down $3.1 billion
in debt. Now to Q1 results, revenue in Q1 2020 at $1.69 billion was 6% below 2019's first quarter revenue of
$1.79 billion. EBITDA for 2020 Q1 of $264 million was essentially flat with 2019's $262 million. And now, I'll
pass the call on to John McGrath.

John T. McGrath
President & Chief Executive Officer-Pactiv
Pactiv LLC
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Thanks, Tom. Today, I would like to start by extending my deepest gratitude to all of our employees who have
worked incredibly hard to keep Pactiv running throughout the COVID-19 pandemic. More than ever, I'm proud
to work alongside the people who make up this organization. Our number one priority has always been to
keep our employees safe, and this has been and continues to be the foundation of all the decisions we make.
The highest measures of safety are in force as we work to serve the many families relying upon our products
to safely transport food and beverages in these challenging and unprecedented times. My deepest
condolences and thoughts go out to those who are affected by the coronavirus and their loved ones. I want to
also extend sincere gratitude to medical staff and frontline workers, including those in essential businesses
like ours who are working tirelessly to save lives and support the economy. I will now take a moment to
discuss what we have done from an operational standpoint in response to the virus. We have implemented
rigorous deep cleaning processes in all of our facilities; processes have been changed to enable physical
distancing. Our safety and operations teams analyzed and reduced potential touch points wherever possible,
including door handles, time clocks, and more. We are providing protective gear to all of our employees. We
implemented frequent handwashing and sanitizing protocols, as well as implementing temperature checks
and verbal screenings with incoming workers. In the event that employees have experienced COVID-19
symptoms, we are providing up to 14 days of paid sick leave, including for those who are self-isolating as a
result of being in close contact with a COVID-19 patient. Our hourly absentee policies have been amended to
accommodate childcare and other family needs, and we're covering all COVID-19 testing fees, as well as
waiving co-pays for telemedicine and healthcare visits. All of our employees who are able have shifted to
working remotely, and we continue to provide support for them during the transition. We are also protecting
our customers by quarantining any product we believe was produced and handled by an associate that test
positive for COVID-19. Our employee assistance program has a wide variety of resources to help employees
and their families navigate the changes they are experiencing as a result of COVID-19, including a new work
environment, handling uncertainty, dealing with stress and anxiety, grieving, financial concerns, and more. Use
of this program is entirely confidential. But some of our employees who have attended the real time webinars
say that they found the programs to be helpful during this difficult time. Our cross-functional business continuity
planning team continues to proactively respond to the changing environment on a daily basis and assess risk
levels, provide communications, and recommend policy changes. As local, state, and federal
recommendations continue to evolve, we are implementing any new safety measures that is not already in
place. We are fortunate that the products produced at our facilities are considered essential in supporting
people getting their food to their home via the supermarket or restaurant take-out delivery and then our 11,000
employees are able to keep their jobs and paychecks. It is important that we are doing what we can to help
give back to our local communities who have supported us. We have donated food containers to many food
banks and kitchens throughout the United States, as they prepare food for those less fortunate and first
responders. We have donated plastic sheets to a variety of companies that make face shields and are now
making the shields ourselves. We are also in the process of using existing underutilized equipment to make
N95 type masks. We will get through this together. Now let's turn to the results. As Tom alluded to, beginning
this quarter, the legacy Pactiv business will report results in two segments: Foodservice and Food
Merchandising. Foodservice includes chain restaurants, such as McDonald's and distributors such as Sysco
that sell to independent restaurants. Food Merchandising includes chain supermarkets such as Kroger,
distributors such as Bunzl that sell to independent supermarkets, and food processors such as Tyson.
Included in this segment will be our Mexico business, our sales to Reynolds Consumer Products, as well as
our film, sheet, and export businesses. Let's start with Foodservice. In Q1 2020, Foodservice revenue
decreased by 10% to $473 million. This decrease was driven by lower sales volume due to market
contraction from the impact of the COVID-19 pandemic. We also passed through raw material cost
decreases to our contracted customers, as well as adjusting our non-contracted customer pricing downward
to comprehend the lower material costs. Last 12 months' revenue decreased by 3% to $2.109 billion due to
many of the same reasons already stated. In Q1 2020, our adjusted EBITDA decreased 18% to $65 million.
Excluding the impact of the change in lease accounting, adjusted EBITDA decreased by 21%. This decrease
was primarily driven by the lower sales volume due to COVID-19. Additionally, lower pricing to comprehend
lower raw materials for both our contracted and non-contracted businesses, as well as higher employeerelated costs contributed to the decline. Of the $15 million EBITDA decline in the quarter, $13 million was in
the month of March. Last 12 months' adjusted EBITDA increased to $348 million. Excluding the impact of the
change in lease accounting, last 12 months' adjusted EBITDA decreased by 1%. We expect our Foodservice
business to continue to be impacted throughout the duration of COVID-19 shelter-in-place orders. Most
significantly impacted will be our hot and cold drink cup business as people stay home versus commuting to
work, mirroring the softness in the quick service restaurant channel. Out take-out and delivery container
business should improve as people continue to stay away from dine-in restaurants. Our sales to lodging,
tourism, recreation, leisure, schools, and universities and business and industry will all be down, partially
offset by healthcare. With the decline in cup sales, we have repurposed the idled assets and are making
products geared to take-out and food delivery. Now, let's turn to Food Merchandising. In Q1 2020, Food
Merchandising revenue increased by 1% to $344 million. This increase was driven by more consumers
getting their food from supermarkets versus restaurants due to COVID-19. We provide packaging by the
perimeter of the supermarket, fresh meat, dairy, produce, deli, and bakery, as well as the center of the store in
frozen and shelf-stable foods. These increases were partially offset by lower demand from some large
customers who had increased inventory levels in Q4 2019, as well as lower pricing due to pass-through of
lower material costs. Last 12 months' revenue decreased by 2% to $1.392 billion. Adjusted EBITDA
increased 4% to $58 million. Excluding the change in lease accounting, adjusted EBITDA was flat. The results
in the quarter were driven by lower raw materials, net of lower cost pass-through to the customers, offset by
higher manufacturing costs and higher employee related costs. Last 12 months' adjusted EBITDA increased
by 4% to $243 million. When excluding the lease accounting change, last 12 months EBITDA decreased by
1%. Our Food Merchandising segment should benefit from COVID-19 as supermarket sales increase.
Packaging for meat, eggs, produce, and deli prepared foods will benefit while in-store bakery packaging will
decline as graduations and other seasonal celebrations will not occur. The potential upsides we'll see in our
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decline as graduations and other seasonal celebrations will not occur. The potential upsides we'll see in our
Food Merchandising business will not offset the declines we will see in our Foodservice segment. We
therefore expect to be significantly off the prior year in Q2 with recovery towards the end of the quarter and
into Q3. I don't know what the new normal will be but people have to eat and food has to be packaged and we
make food packaging. The volume of food consumed will not change, just the way it is consumed. Our ability
to continue to repurpose equipment and adjust to evolving needs will ensure we are well positioned to
capitalize on the new normal. I'll be followed by John Rooney who will discuss Evergreen results.

John Rooney
Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

Thanks, John. Evergreen's 1Q 2020 revenue of $397 million was flat as compared to prior quarter. The
primary drivers were about $10 million in price decreases, primarily in our paper business and an equal offset
of about $10 million in volume increases, primarily in our North American packaging business. Our LTM
revenue of $1.605 billion was likewise flat. For EBITDA, excluding lease accounting, our 1Q 2020 EBITDA of
$48 million is $2 million or 4% better than prior year. There were three primary drivers that in summation
nearly offset each other. One of three is favorable input costs of $26 million, unfavorable operations of $12
million, and lastly as mentioned in the revenue section, unfavorable pricing of about $10 million, primarily in
our paper business. Excluding lease accounting, our LTM EBITDA is $40 million unfavorable, primarily driven
by unfavorable operational performance in our two paper mills worth $38 million. We've begun to move the
needle favorably in papermill productivity, meaning running well when equipment is available able to run and at
times we're running extremely well, but we need sustained improvement and reliability. In terms of comments
around COVID-19, I'd like to first make comments about employees and operations and then lastly about our
customers. In employees and operations, we have remained fully operational during the COVID-19 pandemic
and there has been no adverse impact to customers. To-date across our approximate 4,000 employees, we
have 10 employees who had tested positive with COVID-19, which is 0.25% of our employee population. Of
the 10 employees, zero had been hospitalized, five had been released by the medical physicians and have
returned to work, and the remaining five are recovering at home. Our employees have done a wonderful job
practicing recommended Centers for Disease Control or CDC preventive measures. Our precautionary
practices include facilities all employees and visitors are subject to body temperature measurements and
completion of a COVID-19 risk assessment questionnaire. Anyone not near entry criteria is not permitted into
our facilities. Additionally, all personnel must wear face mask 100% of the time while in our facilities. We've
been very purposeful in our business continuity plans, processes, targeted communications, and reminders to
follow CDC recommended guidelines, including social distancing, frequent and scheduled cleaning and
disinfections throughout work areas and frequent handwashing. We had a COVID-19 steering committee led
by me that meets on a scheduled basis every other day and more frequently as events come up. Additionally,
we have a series of COVID-19 subcommittees that work across all aspects of the situations, including
communication, positive reinforcement, and adapting of improved processes and preventive practices. We
have a detailed response plan to methodically address all types of COVID-19 employee circumstances. This
provides clarity and uniformity in our approach. All facilities have business continuity plans proactively and
purposely to manage actions during operations and customers if/when conditions change. Some of our
facilities and the proactive working relationship with new representatives has been very good. The union
district director has said he uses Evergreen as a model when talking with other employers regarding
preventive measures. Lastly in this section we have not experienced any supply shortages from our vendors,
including no shortage of personnel protective equipment and no shortages of mass. In fact, we were able to
donate some masks to local medical providers. In terms of customers, we continue to stay in close
communication with our customers. And as mentioned, we have had zero interruption in supply to our
customers and we've had zero interruption in supply from our vendors. In terms of demand, some of our
product lines have seen increases and other product lines have experienced decreases in demand. For
example, plant-based dairy substitutes and specialty dairy in the retail channel are up while school milk and
printing paper demand are down. If current trends continue throughout 2020, we anticipate the net impact of
COVID-19 to be roughly an adverse 5% to our otherwise planned EBITDA. Again, this is provided current
trend continue throughout the balance of the year. That concludes my comments. I'd like to pass it over to Mike
King.

Michael King
President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.
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Thank you, John. I'm going to speak to you about the results for Graham Packaging first and then I will jump
into the COVID-19 activity within Graham Packaging, how it's impacting our business. For the first quarter of
2020, our revenue of $478 million is $35 million or 7% lower than the same period in 2019. That decline in
revenue was primarily driven by the decline in pricing due to lower resin costs which we passed through to our
customers and contractual price movements. There are some other smaller impacts to the decline coming
from lower sales volume, unfavorable foreign currency and then some strategic businesses which we've
exited. For the last 12 months, our revenue decreased by 8% to $1.889 billion. Shifting to EBITDA, for the first
quarter of 2020, our adjusted EBITDA of $92 million excluding the change in lease accounting impacts is $5
million or 6% better than the first quarter of 2019. Including the impact of changes to lease accounting, our
adjusted EBITDA is $100 million and is $5 million or 5% better than the same period in 2019. The increase in
EBITDA was primarily driven by lower operational costs and lower material input costs, partially offset by the
decline in pricing due to our contractual price arrangements. For the last 12 months, our adjusted EBITDA has
increased by 8% to $375 million. When you exclude the impact of lease account or the changes to our lease
accounting, the LTM adjusted EBITDA has increased by 1% to $343 million. I'm going to shift now to speak to
you about how the COVID-19 pandemic is impacting our business, and what we've done similar to the other
businesses, to mitigate these risks, and speak to you about what's going on around the different segments of
Graham Packaging. In order to provide an overview of how this pandemic's impacted Graham Packaging, I'd
like to cover with you the status of our operations, our supply chain, and then again what we've done to protect
our teams, our customers, and what we anticipate we will have, what we'll experience in the foreseeable
future. To start, we are fully operational at this time. While we've had 25 positive cases in the quarter across
our worldwide plant network, we've experienced limited and short-term plant shutdowns in order to thoroughly
clean and disinfect the work areas and return to production in short period and – most of the time in short
periods of time with no impact to our customers. All of our plant personnel are required to wear face masks at
all times which are available and provided by the company. We continuously communicate and reinforce best
practices in terms of social distancing. We're requiring employees to take their temperature 15-minutes prior
to their shift. We require frequent handwashing and any other PPE necessary to do their jobs. As I stated
we've had no shortage of supplies to our customers. And very early on took proactive steps to secure
additional critical supplies and materials to ensure there would be no shortage that would impact our
production and delivery of our central products. We communicate frequently and consistently with our
customers. We have a dedicated team monitoring our supply chain and logistics to ensure no interruption of
supply. We have also supported many customers with bottles and technical help to aid in the support of hand
sanitizer production for a number of critical care non-traditional channels, aiding in getting materials on the
user's hands quickly. We've also made donations of masks to various local first responders and medical
personnel, as we have the utmost respect and gratitude for these people and what they are doing to fight this
pandemic. While we have seen some increased cost as it relates to COVID pay for our workforce, the
essential PPE and similar items, thus far we've been able to mitigate those cost increase with proactive cost
reduction initiatives, as outlined by Tom to keep us financially whole. In terms of the markets we serve, we've
experienced some increased demand in markets where you would expect to see, such as food, beverage,
household cleaning products as people are staying and eating at home, kids are out of school, and there's an
increased level of sanitation and cleansing. That being said, we're also experiencing an offsetting decline in
the automotive markets, as people drive less and stores have cleared the shelf space for more essential
products rather than oil and chemical products. We began to see some impact of these volume declines.
They started to occur in early March through now and they were there through the month of April. We expect
this to be a continuation and we in the short term see this in the forecast as well. Looking forward, the food,
beverage and household markets are beginning to what we'll call stabilize and level off to what we've seen as
somewhat normal volume and demand while we still continue to see automotive trends rebound anywhere
from 60% to 70% off of our normal levels for the next few months. This obviously has a negative impact on our
operations as we've had to scale down in various ways to mitigate the financial impact of our lower volumes in
automotive. To close this out, we are full steam ahead in operations and we will continue to adapt as we look
to get our people back to work. Those who have been working remotely since March, we will continue to work
and adhere to government regulatory guidelines, working safely from home. With a continued decline in
automotive volumes, we will see some negative financial impacts in the short term, particularly as our other
markets level off. We are taking proactive steps to contain the impact of these changes while being fiscally
responsible to not put our future at risk as well. With that, I'll hand the call over to Allen Hugli. Thank you.

Allen Philip Hugli
Chief Financial Officer
Reynolds Group Holdings Ltd.
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Thanks, Mike. So as Tom has touched on, there have been a few changes in the period under review, and I
shall try and give a quick summary of how these are reflected in the group's financial statements. The
Consumer business was distributed in February. The results for that business up to the date of distribution are
reported as a discontinued operation in the P&L, in both the current three-month period and in the 2019
comparatives. Similarly, the majority of our Closures business, which was sold in December of 2019 was also
presented at the discontinued operation in the 2019 quarter. During the quarter-end review, what we
previously reported as a Pactiv segment has been disaggregated and we now separately report Foodservice
and Food Merchandising. Our comparative numbers have been recast to reflect this change. Moving onto the
numbers, reported revenue for the group for the quarter was approximately $1.7 billion, down 5% from last
year. This was mainly due to lower selling prices, primarily as a result of passing through lower input costs and
some volume declines. On an LTM basis, revenue is $7 billion. Adjusted EBITDA from continuing operations
for the quarter was essentially flat, up 1%. Pro forma adjusted EBITDA for the LTM period is $1.16 billion. A
full reconciliation of adjusted EBITDA is attached as an appendix to this presentation. Capital expenditure in
the quarter was $113 million. During the quarter, we continued to focus on reducing our cost base and
meeting customer requirements. Given recent market changes, all discretionary CapEx has been reviewed
and reprioritized. My expectation is that the full-year spend for continuing businesses would be down on last
year. We will continue to reduce this spend, as market conditions evolve. During the quarter, the group repaid
approximately $3.2 billion of debt. We currently have approximately $1.5 billion of cash on hand. I'll now hand
it back to Tom.

Thomas James Degnan
Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Thank you, Allen. And Rob, we can now take some Q&A please.

QUESTION AND ANSWER SECTION
Operator
Thank you. At this time, we'll be conducting a question-and-answer session. Our first question comes from
Sam McGovern with Credit Suisse. Please proceed with your question.

Samuel Thomas McGovern

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hey guys. Good morning. Hope all is well and everyone is safe. I was hoping you guys could talk a little bit
about sort of the cadence of demand over the last number of weeks. How have you guys seen volumes
decline in the Foodservice business and how have you seen volumes improve in some of the other
businesses? And have you seen any changes in any of the states that have subsequently reopened?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

So why don't we just go each one of you three guys starting with John McGrath and then we'll go to John
Rooney and then Mike King.

John T. McGrath
President & Chief Executive Officer-Pactiv
Pactiv LLC
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A

Sure. So our Foodservice business, we are – beginning probably mid-March through present, we've seen our
demand for products decrease as I alluded to specifically cups. So these will be paper hot and cold cups and
plastic cold cups. And if you think about when most of those products get consumed, it's people driving to
work, people going out from work to lunch. So as that activity has pretty much closed down, we're way off in
our cup business. However, for the month of May, so April was significantly down. We are coming back in May
and as we're starting to see some of states reopen, we are seeing the volume come back. So we would
believe that April would be our trough and that we would continue to increase in the Foodservice business
going forward. We have seen an uptick in Foodservice in the demand for carry-out containers both plastic and
paper, as people who still want to eat restaurant food or getting takeout and delivery. But the offset, the uptick
in carry-out containers doesn't come close to offsetting the downside in cups. So we've taken many of our
large cup assets or cup thermoformers, or the lines that produce our cups and we've converted them to run
containers where we continue to see the demand uptick.

Samuel Thomas McGovern

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Got it. And then in terms of what you guys are thinking as sort of a new separated business, how do you
think about the proper amount of leverage on the pro forma business. The same amount of leverage that you
were targeting for the total group appropriate, is it lower leverage, or are you more comfortable with higher
leverage? How do you think about that? And then what are your plans for the cash that is sitting on the balance
sheet?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

So Sam, you only got John McGrath's view on your first questions and the other two guys can speak if you'd
like. In terms of the last questions, I think Allen Hugli will address those.

Samuel Thomas McGovern

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Yeah. That would be great. I apologize. I didn't realize I missed the other two. Sorry, yeah.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

That's okay. So John Rooney, do you want to go ahead...?

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

Hi. Yeah, sure. So for Evergreen, in terms of the volume question, I'm going to respond to it in terms of
quarters, swings the first quarter and then second quarter. In total for our first quarter, our volume was actually
up but only a tiny bit less than 1%. And the story within that though is the different parts of our business, some
are up a bit and some are down. The biggest swing we had in the quarter was the international packaging
was down 10% and COVID-19 had hit there first. But that has begun to rebound and it's still down but it's
down less. And I think it will be back to normal in about June. So first quarter 2020 versus first Q 2019, we're
up a bit just less than 1%, with some minor pluses and minuses within it. Thus far for 2Q 2020 versus 2Q 2019
in total, across all our various product lines, we're down 7% in total and again there are some puts and takes
in there within our packaging business both domestically and internationally is down a bit but within that some
pieces are up and some are down like school milk was down but retail was up. In totality, the biggest swing
we had within our paper business down on a percentage basis, but it's a smaller percent of our overall
portfolio as compared to packaging. So that's it from me. And unless you got a question, I'm going to pass to
the Mike King for Graham. Mike?

Michael King
President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.
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A

Thanks, John. Yeah, thank you. So for Graham Packaging, I'm also going to talk in terms of Q versus Q. So
Q1, our volumes were up slightly similar to what John Rooney just stated for Evergreen, so we were up slightly
at 1% and that was primarily driven too as a result of the buying in our food and our beverage business. That
did offset a bit of softening in the automotive markets as I discussed earlier. When you look into Q2 2020, we
are seeing as I mentioned a normalization in our food, in our beverage markets, in some cases, we're seeing
a decline specifically in our isotonics and our auto volumes. So parts of our beverage business and parts of
our auto business while rebounded softly are well below normal trends for the spring. And so we're seeing
anywhere from 85% to 90% of what we would expect to be our normal run rates for May and June. So we're
anticipating kind of about 85% to 90% of the volume for Q2 that we would normally have expected across the
business, primarily driven by auto being down and the buying on the beverage business not been as strong as
it was in Q1

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Okay. Allen, do you want to address the leverage question?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

Sure. Okay so I think our leverage target – we're staying where we were before, 4.5 times I think it's the
number that we are comfortable with. That remains the target. With respect to the use of cash in the short
term, we're going to continue to carry the cash until we get more clarity on what's going on in the world. Longer
term, we've got no short-term maturities but we do have the floating rate notes that are due middle of next
year. That's approximately $750 million. So I think that's probably a good use for them there.

Samuel Thomas McGovern

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Got it. Thanks so much. I'll pass it along.

Operator
Our next question comes from Roger Spitz , a private investor. Please proceed with your question.

Operator

Q

Thanks very much. On Evergreen, you gave 2020 EBITDA impact from COVID-19, if things kept going on as
they have been of down 5%, if I heard that correctly. If you gave that guidance, would it be possible to give
similar guidance for each of Foodservice, Food Merchandise, and Graham Packaging.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Well, Sam (sic) [Roger] I think we are reluctant because we don't know what's going to happen but I think we'll
ask Mike and John McGrath to try and give you something to take but again we don't really know. So why don't
you go first, Mike?

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

Yeah, thank you. So if things stayed where they were and we'd use Q2 as an indicator, we could be down 3%
or 4% overall volume and units for the year. So how that impacts the business obviously and how we react
would drive the financial impact, and we look to mitigate that. We have no indicator that, that softness will
continue but nobody does, nobody really know. So that's kind of how we're looking at our forecast.

John T. McGrath
President & Chief Executive Officer-Pactiv
Pactiv LLC
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A

Yeah. And I guess from a Pactiv standpoint very hard to predict. If things were to stay the way they are, it could
be 15% down but already in May we're starting to see some really good things happening as the shelter-inplace orders get lifted and people return back to normal so. So, again call it 15% if nothing at all were to
change but things are changing, things are evolving. But just very hard to speculate at this point.

Operator

Q

Thank you for that. Can you provide at some point if you don't have it at hand, the sales and EBITDA
historically for the new Foodservice and Food Merchandising for the quarters of Q2, Q3, Q4 2019 and
perhaps a few years of annuals, you may not have it at hand but maybe you can provide it to us at some
point?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Sure. I think Allen and I spoke about that and I think he's going to be posting something when he's got it
correct.

Operator

Q

That's great. And can you give an update now that the IPO was completed on your March 31 RP capacity,
perhaps both break it out or combine the cumulative credit plus any available basket carve-outs that you
have?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Allen?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

The cumulative credit is approximately $1.8 billion, just a bit over. And I'm not sure which other baskets you'd
be talking about. There's a general basket, there's a variety of baskets. But the cumulative credit is the $1.8
billion.

Operator

Q

$1.8 billion is the total including baskets. Got it. And lastly, do you have pro forma Q2 2019 sales and
EBITDA? I suspect we can get very close, but it sounds like there's been some slight potential movements, I
don't know if you have that at hand?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

Why don't we post it if that's acceptable to you? I've got a rough number in front of me, probably couple of
million dollars out. Can we post that, please?

Operator

Q

Sure. Absolutely. Thank you very much.

Operator
Our next question comes from James Finnerty with Citigroup. Please proceed with your question.

James P. Finnerty
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Q

Analyst
Citigroup Global Markets Inc. (Broker)

Good morning. Thanks for taking my question. So, on the comments you made on the cash balance and the
floating rate notes, should we assume then that on a total debt basis you're looking to take total debt down
over the near term?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Allen?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

I think at some point. I don't know what you would define as near term but when we get clarity on the world,
then obviously we don't need to have $1.5 billion of cash in what used to be a normal world.

James P. Finnerty

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. And then on the Graham Packaging, just to make sure I understood it. The context of 85% to 90%, that's
for 2Q and that's for the entire segment, right? Is that the way to think about it?

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

That's right. That's in that net unit figure for Q2.

James P. Finnerty

Q

Analyst
Citigroup Global Markets Inc. (Broker)

That's volumes, okay. And then on Roger's question, to make sure I understood the answer, the 3% to 4%, if it
continues, was that in terms of volumes or in terms of EBITDA?

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

That was in terms of EBITDA.

James P. Finnerty

Q

Analyst
Citigroup Global Markets Inc. (Broker)

EBITDA and then the 15% as well. Okay, great. Thank you.

Operator
Our next question comes from Mack Fuller with GSO Capital Partners. Please proceed with your question.

Mack Fuller

Q

Analyst
GSO Capital Partners LP

All right. Thanks. A lot of my questions were answered, just a couple of others. If I'm reading your release
correctly, raw materials in aggregate it looks like it was a benefit. First, can you confirm that and is the outlook
that it will continue to be a benefit. I'm not sure how the timing works with your capacities.
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Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Well, I think we can – again, each of the CEOs can talk about the quarter, but I always feel in terms of going
forward, I mean, who knows. So I'm uncomfortable really with saying what the expectations are, say, for resin
for the rest of the year but you guys want to take a shot at it. John McGrath, you can start.

John T. McGrath

A

President & Chief Executive Officer-Pactiv
Pactiv LLC

Yes. So raw materials have dropped. We have not seen the benefit yet. As our volumes are lower, we have not
seen that the lower cost flow through our P&L. We also do some hedging. We hedged the lag period on
polystyrene, polypropylene, and PEP. So we do though anticipate seeing a benefit in the second half of the
year if things stay the way they are.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

John Rooney?

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

For Evergreen, input costs thus far as compared to prior year have been a friend but last year we got
whacked extremely heavily due to input costs for fiber, most specifically wood. It was one-in-a-lifetime event
and that has bounced back as expected. So wood has been normalized and that's a huge swing for us.
There's some other smaller favorables but the story is positively wood has moved back to normal. And that's it
for us.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Okay. And Mike?

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

Yeah. For Graham Packaging we did see a benefit in Q1 approximately $8 million, driven by lower resin.
There are some offsets to that due to lag because resin prices have dropped, we do pass resin through the
customers. So there is a lag there. As far as the rest of the year goes, it's tough to say in this environment
what resins are going to do, so it's really tough to say that, that benefit would continue or not.

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Got it. And then just I think I got the big picture with regard to Graham in terms of autos, it sounds like that – if I
heard your correctly, the decline in auto is going to offset what you've seen in food and bev, especially as
that's moderating. Just for my record, how big is auto as part of the volume mix?

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

Yeah. So automotive is about – in terms of volumes, Chris you may want to help me on that one. I can tell, in
terms of revenues it's about a quarter of our business and in terms of mix, it's one of our most profitable
sectors. So, a unit in automotive you should think about is a greater impact to the business unfavorably than it
would be any of the other segment.
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Mack Fuller

Q

Analyst
GSO Capital Partners LP

Got it.

Michael King

A

President & Chief Executive Officer-Graham Packaging
Reynolds Group Holdings Ltd.

So, our beverage business, well, I may just want to clarify something you said. Q1, we were fairly flat to slightly
up 1% given the increase in food and beverage. We were down nearly 30% in Q1 in automotive, as low as
50% in one month. And that softness while it remains in that 70% to 75% of normal demand, we do not
anticipate the same kind of offset in Q2. All the other businesses are kind of normalizing, so there is no offset.

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Okay. And similarly on the Evergreen side, it sounds like Evergreen printing papers is a lot smaller, just for my
record how big is that as part of your mix?

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

What's the question you're asking, how big paper is as a percent of our total?

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Yeah. Evergreen?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

So he's asking if you think about your carton and your board, cup stock all those things...

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Yeah.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

...then you've got your coated groundwood and uncoated free sheet, those two elements, what kind of
percentage are those?

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

So I'll give you general answer, but it's less than 30% of our business and I'd have to dig through to find the
percentage itself, but to give you a flavor, it's less than 30%. It's going to be probably more than 20% in terms
of revenue but that's it.

Mack Fuller
Analyst
GSO Capital Partners LP
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Q

That's all paper, right, including board...

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

Yes.

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Okay, all right. Thank you.

John Rooney

A

Chief Executive Officer-Evergreen Packaging LLC
Evergreen Packaging

I'm not including board in that, no.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

No, that's the uncoated free sheet and coated groundwood...

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Got it.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

...which is magazine and envelope paper.

Mack Fuller

Q

Analyst
GSO Capital Partners LP

Okay. Thank you. Great. That's all I have. Thanks.

Operator
Our next question comes from Brian Lalli with Barclays Bank. Please proceed with your question.

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

Hey, guys. Good morning.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Good morning.

Brian J. Lalli
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Q

Analyst
Barclays Capital, Inc.

Just a couple for me. You had mentioned a few different times around looking at your capital spending plans.
Is there a number that you were thinking about and is now lower by X dollars like what's maybe the right thing
to make sure we have in our models correctly?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

So Allen, I don't have the number in my head. Do you know what the expectation is for the year, Allen? Hello?

Operator
Allen, if you're muted, please unmute yourself.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Well let me take a shot and just let you know...

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

Okay. Thanks.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

The number is not really that important. The stuff that we're putting off are the kinds of intelligent factory efforts,
the costs for the professional services to go in, and these are all efforts to standardize your manufacturing
processes and lower your costs and raise your quality. They're not absolutely required to get done
immediately and they're expensive. So what we've decided to do is push them off a bit. I think we can
probably ask Allen to post a estimated capital number for 2020. But anything that is safety related is
mandated, for environmental reasons, stay in business type stuff, and the really fast payback projects we're
still going ahead and spending.

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

Yeah, of course, that's great. Yeah, I appreciate, obviously a lot of companies, as we're going through this, are
pulling back a bit to help insulate the cash balance, so I was curious of what that...

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Correct.

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

...what that number would be. So if yeah, if you can post it, that would be awesome. I guess the second one
would be – or I know you mentioned particularly around taxes, some deferrals related to the CARES Act. Are
there any other items that are going to benefit you guys from a cash flow standpoint, deferral standpoint, but
again maybe ultimately flowing into cash from the CARES Act and then from all the different things that the
government's doing to help support employees and companies through this, if there's a way to quantify some
of this?
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Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

So Allen, have you come back?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

I'm back. Yes, I have, sorry. I'm back.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Yes. Can you answer that?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

Yes, I can. So yes we are having some pieces of the payroll tax are being deferred in the year. Now that's just
a deferral. So we will have to pay that money but it's about $44 million, I think from memory, this year will be
deferred into next year. The other big item though is income tax. So the CARES Act has allowed us to deduct
more interest both for 2020 and 2019. So we have applied for a refund of call it $45 million, as it relates to
2019 year. I don't know when we'll get that. We should be getting it in the next six weeks is my understanding
but we have applied for that refund, and we will be paying less provisional payments for the 2020 tax year.
Those are the two main items or the three main items.

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

Got it.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

And Allen, in terms of the CapEx for this year, can you post a number, an estimate?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

We put a number of $475 million into the quarterly report. I'm not sure you've already touched on this, Tom.
And that's just being reviewed regularly but $475 million is what we put into the document.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Yeah, so what Allen's referring to is at the beginning of the year everybody has a wish list but the projects get
approved, project by project in the course of the year or not approved. So that maybe a target number but it
could come in less or something pops up that we really feel we need to do that wasn't in that list of projects, it
might be something more.

Brian J. Lalli
Analyst
Barclays Capital, Inc.
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Q

Got it, okay. I understand and I apologize if I missed the $475 million in the quarterly report. And I guess
maybe just the last one, in summation of all this, I guess, Tom around. The expectation given the uncertainty
and I appreciate that it's hard to forecast everything but is the hope still that you guys can be free cash flow
positive for the year given all the moving pieces. Again, I know it's difficult but you're starting to see some
positive signs – what would maybe be the hope from a free cash flow standpoint? Thanks for the color, guys.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Well, I mean, that's certainly a goal but see I'm not – I've heard comments of seeing some positive things.
We're way, way early in this piece. We are so dependent on restaurant trade and things like that. Who knows
when that sector is going to open what the social distancing impact on those facilities will be. And one of the
real unknowns is with everybody eating so many meals at home, how much of that is going to stick and how
much will be people going back to restaurants in a more traditional frequency. And all that's completely
unknown. So I would be just taking a shot in the dark and I have no idea whether I'd be accurate.

Brian J. Lalli

Q

Analyst
Barclays Capital, Inc.

No, I understand. That's great. Thanks so much. I appreciate the comments.

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Sure

Operator
We have reached the end of the question and answer session. Whoops, excuse me, someone jumped into
the queue. Our next question comes from Travis Edwards with Goldman Sachs. Please proceed with your
question.

Travis Edwards

Q

Analyst
Goldman Sachs & Co.

Hey. Thanks for sneaking me in here. And I just have two quick question and maybe appreciate the details a
little bit limited, but I was just wondering as a follow-up sort of for your restaurant exposure. Do you have an
estimate for your consolidated business on what your exposure is to, I guess, you call it on-premise
consumption versus off-premise consumption?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

John, can you take a shot at that or is that something we know that well?

John T. McGrath

A

President & Chief Executive Officer-Pactiv
Pactiv LLC

Yeah. So Mike Ragen might have to help me out on this, so you're looking for on-premise, if I just look at our
Foodservice segment and exclude that from Food Merchandising, which is supermarkets, so just within our
Foodservice segment, how much is on-premise versus quick service or drive-through or carryout? Is that the
question?

Travis Edwards
Analyst
Goldman Sachs & Co.

Yeah. Sure. That's appropriate.
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Q

John T. McGrath

A

President & Chief Executive Officer-Pactiv
Pactiv LLC

Yes, so look any dine-in restaurant, for the most part, they're not using a lot of disposables except when
somebody is done with their meal and they want a to go-box if they can't finish what they're eating, so we do a
big business with dine-in restaurants there, or some of the fast casual like a Panera Bread kind of restaurant,
they still use disposable even though it's a dine-in environment. So, I would say the split in Foodservice is
probably maybe 70% off-premise or drive-through or carry-out and 30% dine-in, but that's just restaurants. The
other piece that you need to comprehend is what I'll call the non-commercial foodservice, so things like
stadiums. If there's not going to be any major league baseball fans, we're not selling a lot of plastic cups,
people aren't drinking a lot of beer at the stadium. Same with Disney. Disney is a big customer. If Disney shut
down for a period of time, we don't get any disposables there. But as more and more people unfortunately go
into hospitals then we benefit. So our split commercial versus noncommercial is probably – oh, it's probably
70-30 commercial versus the noncommercial. So that 30%, the noncommercial which is again the stadiums
and the theme parks and that kind of stuff, hotels and it all depends on really when that comes back. When life
gets back to normal and people start doing things they used to do that business will in turn pick up. But again
– of just the restaurants, it's probably 30% it would be our business at dine-in.

Travis Edwards

Q

Analyst
Goldman Sachs & Co.

Got it. That's really helpful. Appreciate you walking through that. Last question would just be with the business
evolving now that RCP is divested, Closures is gone, just thinking about capital allocation, what is sort of an
appropriate level of cash just through the cycle would be appropriate to keep it on the balance sheet? I know
you have $1.5 billion now. Obviously you don't need that much but as you're thinking about just kind of
minimum cash needs on the balance sheet, where do you guys come out?

Thomas James Degnan

A

Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Allen, you want to handle that?

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

Sure. I think we can run the business with a couple of hundred million dollars quite comfortably. I don't...

Travis Edwards

Q

Analyst
Goldman Sachs & Co.

Got it. Thank you very much.

Allen Philip Hugli

A

Chief Financial Officer
Reynolds Group Holdings Ltd.

...think you'll ever see us just running with a couple hundred million dollars, so.

Travis Edwards

Q

Analyst
Goldman Sachs & Co.

Sure. Awesome. Thank you. Appreciate the time. Good luck. Thank you.

Operator
We have reached the end of the question-and-answer session. At this time, I'd like to turn the call back over to
Tom Degnan for closing comments.
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Thomas James Degnan
Chief Executive Officer & Director
Reynolds Group Holdings Ltd.

Okay. Well, thank you, Rob and thank you everybody for calling in. And I hope everybody stays healthy.
Goodbye.

Operator
This concludes today's conference. You may disconnect your lines at this time. And we thank you for your
participation.
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Operator
Hello and welcome to the Annual Meeting of Stockholders of B&G Foods. Please note that today's meeting is
being recorded. During the meeting we'll have a question-and-answer session. You can submit questions or
comments at any time by clicking on the message icon. It is now my pleasure to turn today's meeting over to
Ken Romanzi, President, Chief Executive Officer, and the Director of B&G Foods. Mr. Romanzi, the floor is
yours.

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.
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Thank you. Good morning. On behalf of the Directors and Officers of B&G Foods, I'd like to welcome you to
our Annual Meeting of Stockholders. We appreciate your attendance, your interest, and, most importantly,
your support of B&G Foods. Due to the public health and safety concerns related to the COVID-19 pandemic
and recommendations and orders from federal and New Jersey authorities, we're holding this Annual Meeting
of Stockholders in an audio-only virtual format. I will act as chairman of this meeting, and at this time I would
like to call this Annual Meeting of Stockholders to order. I would first like to introduce each of the other current
directors of the company who are in attendance on the call today. Steve Sherrill, the Chairman of the Board;
DeAnn Brunts; Chuck Marcy; Rob Mills; Dennis Mullen; Cheryl Palmer; Al Poe; and Dave Wenner. Each of us
is also standing for reelection. I would now like to introduce the following members of B&G Foods' executive
leadership team: Erich Fritz, Executive Vice President and Chief Supply Chain Officer; Jordan Greenberg,
Executive Vice President and Chief Commercial Officer; Eric Hart, Executive Vice President of Human
Resources and Chief Human Resources Officer; Scott Lerner, Executive Vice President, General Counsel,
Secretary, and Chief Compliance Officer; Ellen Schum, Executive Vice President and Chief Customer Officer;
Bruce Wacha, Executive Vice President of Finance and Chief Financial Officer. Scott Lerner will act as the
Secretary of this meeting. Also, in attendance are Arshad Chaudhry, Allan Colaco, Corey Temple, and Ellen
Changia of KPMG, the company's independent registered public accounting firm. The stated items of
business to these meetings are: number one, the election of nine directors to serve until the 2021 Annual
Meeting of Stockholders; two, an advisory vote on executive compensation commonly referred to as say on
pay vote; and three, the ratification of the appointment of KPMG as our independent registered public
accounting firm. In order to have an orderly meeting after the proposals are presented, I will ask if there are
any questions or comments. I ask that you restrict your remarks to the proposals that are before us.
Stockholders may submit questions by clicking on the message icon at the top of the screen on the meeting
center site. Time has been allotted later in the meeting for any appropriate questions you may have
concerning the company. Please review and adhere to the rules of conduct that are posted on the meeting
center site. We will now proceed with the voting on the proposals. If you have voted your shares in advance of
the meeting by one of the methods described in the proxy materials for the meeting, there's no need to vote
those shares during the meeting. If you have not already voted your shares in advance of the meeting, you'll be
able to vote your shares electronically during the meeting by clicking on the Cast Your Vote link on the meeting
center site. Your vote must be cast before the polls are closed. If your shares are held in the name of a broker,
bank, or other nominee, you will not be able to vote your shares electronically during the meeting today unless
you have obtained a proxy executed in your favor from the institution that holds your shares and have
previously submitted the proxy to Computershare in accordance with the procedures described in the Notice
of Change of Annual Meeting Location press release we issued on April 24 and posted on our Investor
Relations site. The polls will be closed at the end of the general discussion and my CEO report to
stockholders. Again, please be assured that there will be an opportunity later in the meeting to stockholders to
ask general questions regarding the company. We will now begin the formal business of this meeting. Mr.
Lerner, will you please present the notice of meeting.

Scott E. Lerner
EVP, General Counsel, Secretary & Chief Compliance Officer
B&G Foods, Inc.

I present to this meeting an affidavit of Computershare, the transfer agent for the company's common stock,
which states that the notice of annual meeting was announced on April 2, 2020 to all holders of record of the
company's common stock as of the close of business on March 20, 2020. The notice of meeting and the
affidavit will be filed with the records of the company. The report of the inspector of election certifies that they
are in attendance at the annual meeting or by proxy stockholders entitled to cast at least the majority of the
votes, which all stockholders are entitled to cast.

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.
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Thank you, Mr. Secretary. In view of that report, I declare that our quorum is present and the meeting is duly
constituted. We are now ready to proceed with the transaction of business. The Board of Directors has
appointed Kerri Shenkin of Computershare to act as inspector of election for this meeting. The inspector is in
attendance and has taken her oath of office, which I direct to be filed with the minutes of this meeting. The
inspector has the list of stockholders of the company indicating the name, address, and number of shares
held by each holder of the company's common stock as of the record date certified by the company's transfer
agent. This list is available for inspection during this meeting by any stockholder on the meeting center site.
The secretary will file a copy of the list of stockholders with the records of the company. We will now have the
presentation of the three proposals before the meeting. Each of the proposals is described in the Proxy
Statement previously made available to you. Stockholders who have questions specifically relating to the
three proposals may submit them now. And after I finished summarizing the proposals, we will answer those
questions. Proposal number one is the election of nine directors to serve until the 2021 Annual Meeting of
Stockholders. The company has an advance notice bylaw provision. Accordingly, all nominations are closed.
As set forth in the Proxy Statement, the board of directors has previously nominated for reelection each of the
current members of the board. Proposal number two concerns an advisory vote on executive compensation
commonly referred to as a say on pay vote. And proposal number three concerns the ratification of the
selection of KPMG as the company's independent registered public accounting firm for the year ending
January 2, 2021.

Scott E. Lerner
EVP, General Counsel, Secretary & Chief Compliance Officer
B&G Foods, Inc.

As we have received no questions, we will proceed to the opening of the polls. Mr. Romanzi?

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.
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I declare the polls now open for voting on all proposals. If you have voted your shares in advance of the
meeting by one of the methods described in the proxy materials before the meeting, there is no need to vote
those shares during the meeting. If you have not already voted your shares or wish to change your vote, you
may do so now by clicking on the Cast Your Vote link on the meeting center site. While the stockholders are
voting, I will now present the Chief Executive Officer report to the stockholders. Before I begin my remarks, I
would like to remind everyone that part of the discussion today includes forward-looking statements, are not
guarantees of future performance, and therefore undue reliance should not be placed upon them. I refer all of
you to our recent filings with the SEC for a more detailed discussion of the risks that could impact our future
operating results and financial condition. The company undertakes no obligation to publicly update or revise
any forward-looking statement whether as a result of new information, future events, or otherwise. I will also
refer to the non-GAAP financial measure, adjusted EBITDA. Reconciliations of this financial measure, to the
most directly comparable GAAP financial measures, are provided in the earnings press release that we
issued for fiscal 2019 and the first quarter of 2020, both of which may be found in the Investor Relations
section of our website, bgfoods.com. Having dispensed with that, thank you, all, for joining us this morning.
We very much appreciate your interest and continued investment in B&G Foods. I pray this finds you and your
loved ones safe, healthy, and weathering these very difficult times. I will focus today's report on the impact
COVID-19 has had on our business during the first quarter of 2020 and our expectations for the remainder of
the year. But first I would like to briefly discuss and recap 2019. I'm pleased to report that our 2019 financial
results were solid and consistent with our short-term and long-term plans, which are based upon our goal of a
stable-based business with pricing and cost savings initiatives to offset inflation, complemented by net sales
and earnings growth through new product innovation and accretive acquisitions. We saw 2019 as the start of
a new era for B&G Foods. Some of our notable 2019 highlights include the realignment of our executive
leadership team, including new executive vice president and chief customer officer, chief commercial officer,
and chief supply chain officer; the successful implementation of our new enterprise resource planning system;
the continued rollout of our Green Giant brand vision to be the plant-based veggie brand of the future by
delivering on its mission to get people to eat more vegetables with continued growth of category reinventing
innovation; the successful acquisition of Clabber Girl Corporation and fully integrating the Clabber Girl
business into our sales, distribution, and manufacturing network; the completion of a $1 billion debt
refinancing, the largest on our company's history at an attractive interest rates; and we returned $123.7 million
of cash to our stockholders in the form of dividends and an additional $34.7 million in the form of share
repurchases. Our 2019 results demonstrate that we can get back to growth through accretive acquisitions and
deliver what we say we're going to deliver. While we understand investor concern over our stock price and
debt leverage, we are committed to continuing to make progress in 2020 towards improved, sustainable
performance and generating excess cash flow to help us reduce leverage. Heading into 2020, our long-term
strategies remain the same. We'll drive modest organic growth through key brands including Green Giant,
Ortega, Mrs. Dash, and McCann's amongst others while maintaining a large portfolio of stable brands and
then managing our remaining brands for cash flow; improving margins through cost savings initiatives and
trade spending optimization; continuing to make accretive acquisitions of complementary businesses; and
building a winning workplace by investing in our people, processes, and systems. Suddenly however we find
ourselves in unprecedented and extremely volatile and uncertain times driven by the COVID-19 pandemic.
But through it all we at B&G Foods have maintained a steadfast commitment to our core values and strategic
imperatives to ensure the long-term success of our company and to make B&G Foods a more valuable
company. During this crisis every decision we make is guided by our following priorities: first and foremost,
protecting the health and safety of our employees; two, assuring our usual high level of quality, integrity of all of
our products; three, meeting unprecedented customer and consumer demand; four, helping our communities;
and five, making the right decisions and investments to ensure the long-term financial health and success of
B&G Foods when we emerge from this pandemic. Consistent with our core values, the health and safety of
our employees and the quality and safety of our products are our highest priorities. At B&G Foods, we have
implemented a wide range of precautionary measures at our manufacturing facilities and other work locations
in response to the pandemic. Precautionary measures that B&G had taken to protect our employees,
customers, suppliers, and other business partners, and to maintain our ability to supply food products include
the following among many others: the establishment of a COVID-19 task force consisting of executive officers
and members of senior management; screening of all employees including temperature checks before
entering manufacturing facilities; enhanced sanitation procedures at all manufacturing and other work
locations; social distancing at all manufacturing locations, including the required wearing of masks, the
installation of plexiglass, safety shield barriers at spots where line workers must work in close proximity; the
staggering of shift times and breaks; the restructuring of break rooms including separating lunch tables,
marking chairs for socially distant seating and the installation of plexiglass, safety shield barriers at each table
to maintain employee separation; quarantine for at least 14 days with pay of all employees who may have
been exposed to COVID-19 or who are exhibiting any symptoms of COVID-19; the notification of
manufacturing employees of any COVID-19 positive test at their manufacturing location; and the quarantining
for at least 14 days with pay any employee who may have had contact with the employee who tested positive;
manufacturing plant shutdowns for thorough sanitation upon any COVID-19 positive test with continued pay for
employees; and instituting a work-from-home policy for office workers from March 16 until at least June 5. We
believe the early and aggressive actions we have taken in our facilities has helped keep our employees safe
and productive with very few positive test results and no widespread infection. While employee safety is our
highest priority, we are also aggressively managing our production to ensure that we can meet the
unprecedented increase in demand from our customers. Our teams have been working tirelessly, producing
and delivering products to help maintain the nation's food supply with minimal disruption. Our manufacturing
employees have been brave and agile in responding to rapidly changing market dynamics and changing
consumer behaviors. Our frontline employees are true heroes during this pandemic. Thanks to the
tremendous efforts of all of our employees, our ability to serve our customers has not to-date been materially
affected. This would not be possible without the hard work and perseverance of our amazing team here at
B&G Foods and our valued customers who continue to serve local communities during this difficult time. We
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B&G Foods and our valued customers who continue to serve local communities during this difficult time. We
are incredibly proud of how our team has responded to this unfortunate crisis, and we have rewarded our
dedicated manufacturing employees by increasing wages for hourly employees by $2 per hour from March 30
through at least May 22 and provided supervisors and managers with bonuses of up to $500 during that time.
At B&G Foods we have always prided ourselves on the can do attitude of our employees and their willingness
to outwork the competition. All of these terrific efforts generated very positive results for the first quarter. While
the onset of the COVID-19 pandemic has been traumatic in its human and economic cost, the measures that
we have taken as a society to combat it, particularly with regards to social distancing and staying home, has
led to a significant increase in Americans and Canadians preparing and eating their meals at home. And we
expect this trend will continue at some level for an extended period of time. Our B&G portfolio constructed to
include a stable of over 50 brands with solid positions in the categories in which they compete. And while
some have questioned the health of center store and even frozen vegetable brands, these are the foundation
at B&G Foods and the trusted products that consumers have now turned to in the time of crisis. As you likely
saw in our earnings release last week, we reported net sales of $449.4 million for the first quarter of 2020, an
increase of more than $36 million or 8.9% compared to last year. We delivered adjusted EBITDA of $80.7
million for the quarter, an increase of nearly $5 million or 6.5% ahead of last year despite being negatively
impacted by foreign exchange to the tune of $1.9 million. We reported net cash provided by operating
activities of $57.6 million, an increase of nearly 15% compared to last year. After a bit of a slow start in
January and February, we quickly realized during the first half of March that we were in a very different
environment following the outbreak of COVID-19. At that point, we immediately shifted gears and began to
task our supply chain to ensure we keep our employees safe while, at the same time, ramping-up production
to ensure that we were doing the best that we could to satisfy what would become unprecedented demand for
our products. In fact, the last week of March was the strongest sales week in company history with more than
$65 million in net sales. We experienced strength in almost all of our brands, but especially Green Giant,
Ortega, Cream of Wheat, Clabber Girl, B&M, Bear Creek, Victoria, and Underwood. Contrary to some belief
that consumers were only pantry-loading for the long term, consumers have been consuming a large
percentage of the increased volume, driving continued strong performance throughout the month of April with
our net sales increasing more than $70 million or roughly 64% ahead of last year for the four weeks ending
April 25, 2020. While we do not expect to see the same level of outperformance in the entire second quarter
and longer term, our open orders through the middle of May show similar growth as April. This outside sales
performance was driven by strong retail consumption throughout the quarter. Consumption, as reported by
Nielsen services for all B&G Food brands increased 12% for the 13 weeks ending March 28, driven by a
strong five-week March of plus 44% and specifically the last two weeks of March of plus 87%. In fact, for the
week ending March 21, consumption of all B&G Food products more than doubled at 122% versus last year.
Several of our brands doubled or nearly doubled their year-ago consumption levels for the entire month of
March, including Green Giant and Le Sueur canned vegetables, Clabber Girl baking powder, B&M baked
beans, Underwood, Victoria, and McCann's. In total, B&G Foods' consumption trends have continued very
strong in April with the four weeks ending April 25 up nearly 41% versus last year. B&G Foods is largely a
North American retail-oriented business with a portfolio with distinct advantages in this current environment.
These strong consumption trends are testament to the popularity and consumer trust in our brands and their
utility as consumers prepare more meals at home. However, we have experienced softness in our foodservice
business, which represents approximately 13% of our net sales in 2019. We expect that our foodservice sales
will remain challenged as people continue to shelter in place and their away-from-home eating options remain
limited. Some of the businesses most impacted by the decrease in foodservice sales includes spices &
seasonings, B&G, Don Pepino, and Maple Grove Farms. While our overall business is trending very strong,
we recognized brand building and innovation remain critical pieces to our long-term success. And while the
innovation we planned to launch this year will be delayed somewhat due to retailer movement of reset timing
and the manufacturing focused on getting existing products to the shelf, we plan to set up investment against
our new products to ensure their success. Any loss in sales from delayed resets and other innovation delays
will be more than made up in the current consumption trends of our stable of core brands like Green Giant
canned and frozen vegetables, B&M, Bear Creek dry soup mixes, Polaner All Fruit, Victoria pasta sauces,
and Underwood. Our largest innovation is in Green Giant frozen vegetables where we will continue to launch
what we began in the fall of 2019 with Green Giant pizza with cauliflower crust, Green Giant Veggie Hash
Browns, Green Giant Cauliflower Gnocchi, and Green Giant Cauliflower Breadsticks, which were already in
an average of 40% ACV and performing very well. In addition, we're very excited about the Farmwise
acquisition as it is expected to add fuel to our Green Giant innovation pipeline as well as provide us a brand
name more appropriate for the natural channel. This fall we plan to leverage our acquisition of Farmwise by
introducing Green Giant Veggie Fries in innovative new varieties including zucchini garlic parmesan,
cauliflower ranch and bacon, and broccoli and cheese. Along with Green Giant Veggie Rings, our cauliflowerbased take on onion rings. These will come in varieties such as cauliflower french onion and cauliflower threecheese and bacon. Regarding the Farmwise brand, we plan to relaunch this brand in the natural channel, plus
a few current mainstream retail customers later this year as well. On the dry grocery side of the business, we
plan to continue the launch of a shelf-stable version of Green Giant Riced Veggies, a nutritious alternative to
traditional dry rice made from 100% plant-based legumes like lentils, sweet peas, and chickpeas. Retailer
acceptance of this innovation has been very promising. Not to be outdone, Ortega is moving ahead with its
introduction of Cauliflower Taco Shells and Cauliflower Tortillas, as well as a line of street taco sauces. These
new products have been very well-received by our customers with many of them saying it's the first real
innovation they've seen in this category in quite some time. Another area in which we will make additional
investment this year is in e-commerce. We estimate our e-commerce sales are less than 1% of our business.
And the orders has really taken off this past quarter, growing more than 100% on Amazon alone. We know we
need to catch up to many of our competitors in this space. By the end of 2020, we plan to make significant
progress in building our e-commerce capability by completing the foundational work needed on our digital
imaging, content, and product data, improving our product offerings with innovation and e-commerce-friendly
packaging, and improved data compliance. We will combine this with a greater investment in internal
resources including marketing, sales and supply chain personnel, along with increased investments to build
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resources including marketing, sales and supply chain personnel, along with increased investments to build
out our e-commerce shopper marketing program, including branded stores, banner ads, social media links,
and search engine optimization amongst other activities. Lastly, B&G Foods has long been a supporter of the
communities in which we live and work, and that is only accelerated during this time of crisis. In addition to our
strong partnership with the St. Jude's Children Hospital (sic) [St. Jude Children's Hospital] we have
established relationships with Feeding America and No Kid Hungry, and we're using our electronic billboards
in Times Square New York, along with our other social media channels, to help raise awareness for these very
important charitable causes. In summary, B&G Foods had so far successfully managed through these very
trying times by keeping focused on our highest priorities, executing the plan with which we enter the year, and
then quickly exercising the adaptability and determination for which our company is known to respond to an
unprecedented time in our country and our world. I'm extremely proud of our employees and I'm confident they
can continue their terrific performance going forward. Thank you, all, very much for coming today and for your
time and attention, and thank you for your continued support of B&G Foods. I'd pray for you and your families
to stay safe and healthy. This now concludes my prepared remarks. Now, we'll return to the business of the
meeting. Since everyone has now had the opportunity to vote, the polls are now closed. While the votes cast
and proxies are being counted, I now invite stockholders to ask any questions you may have about the
company.

Scott E. Lerner
EVP, General Counsel, Secretary & Chief Compliance Officer
B&G Foods, Inc.

As we have received no questions, the next item on the agenda is the report of the inspector. The inspector of
election has tabulated the votes with respect to the election of directors and has reported that director
nominees have each received greater than 92% of the votes cast at this meeting electronically or by proxy
and entitled to vote for the election of directors. And accordingly, they are elected as directors of the company.
In addition, the say on pay proposal received approximately 89% of the votes cast and the proposal to ratify
the appointment of KPMG has received approximately 96% of the votes cast. Accordingly, all of these
proposals are approved, so full details of the votes cast are contained in the written report of the inspector,
which may be examined by any stockholder and will be filed with the records of the company. In addition, as
required by SEC rules, the company will file a current report on Form K later this week to report the details of
the votes cast. Mr. Romanzi?

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.

Thank you, Mr. Lerner. I want to thank all of you for attending today's meeting, specifically during these very
difficult times. And for all of your interest you've shown in B&G Foods, we really appreciate it. There being
nothing further to come before the meeting, I declare this meeting adjourned. I hope that all of you and your
families remain safe and healthy. Thank you.

Operator
This concludes the meeting. You may now disconnect. Everyone, have a great day.
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MANAGEMENT DISCUSSION SECTION
Operator
Greetings, and welcome to the American Renal Associates First Quarter 2020 Earnings Conference Call.
And as a reminder, this conference is being recorded. It is now my pleasure to introduce your host, Darren
Lehrich, Senior Vice President for American Renal Associates. Thank you, sir. You may begin.

Darren Lehrich
Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.
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Thank you, operator. Good morning, everyone, and welcome to our first quarter 2020 earnings conference call
and webcast. We hope you're all safe and healthy. Joining for today's presentation are Joe Carlucci, our
Chairman and CEO; Mark Herbers, our Interim Chief Financial Officer; and Dr. Don Williamson, our COO.
Also joining on the call today are Syed Kamal, our President; and Jillian Bernard, our Controller. We are
participating today remotely from several different locations. I want to remind everyone that we may make
certain remarks today that constitute forward-looking statements within the meaning of the federal securities
laws. The company's actual results may differ materially from such statements due to a number of risks and
uncertainties, including those described in our most recent SEC filings. Any forward-looking statements made
in this call are effective only as of today. And the company undertakes no obligation to revise or update any
forward-looking statement for any reason. On today's call, we will refer to certain non-GAAP financial
measures. Reconciliations of these non-GAAP financial measures to the most comparable GAAP measures
are available as is important information concerning the use of non-GAAP measures generally in the earnings
press release and our current Investor Relations presentation deck, both of which are available within the
Investor Relations section of our website at americanrenal.com. I also want to remind you that our adjusted
EBITDA less NCI calculations do not include the cost of certain legal and other matters including costs related
to certain litigation in the SEC investigation. With that, I'm pleased to turn the call over to Joe Carlucci.

Joseph A. Carlucci
Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.
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Thank you, Darren, and good morning, everyone. The past few months have represented an unprecedented
time for our country and for our healthcare system. The COVID-19 pandemic has led to incredible disruptions
to our daily lives, our economy and it has impacted the health and well-being of hundreds of thousands of
Americans. During this time, our responsibility as a provider of life-sustaining dialysis services could not be
more important. And I'm proud of how our organization has risen to the occasion. ARA caregivers across 27
states and the District of Columbia are playing a critical role day-to-day to keep patients and staff healthy and
safe during this time. We have remained operational throughout our network of 247 dialysis clinics and have
been working collaboratively with dialysis company peers, hospitals and other healthcare providers to
manage a growing number of COVID-positive and presumptive-positive patients in both the inpatient and
outpatient dialysis settings. I'm grateful to our staff and physician partners for everything they are doing during
this public health crisis. I will begin my remarks with some thoughts about COVID and some high-level
observations regarding the first quarter then turn it over to Dr. Don Williamson for additional comments on
COVID from a clinical and operational perspective and up – and an update on our progress in home
therapies. And then, Mark Herbers will provide a detailed review of the quarter, our financial position and our
outlook. As it relates to COVID-19, the safety of our patients, staff and physician partners continues to be our
primary focus. And we have undertaken a number of steps to provide for their protection and enable our
continued operation in the face of the pandemic. We are following the Centers for Disease Control and
Prevention guidance and working closely with local and national health authorities to ensure we implement
appropriate infection control and clinical best practices in response to COVID-19. In addition, we have
created a dedicated COVID-19 task force to proactively implement business continuity plans and develop
measures to ensure the ongoing availability of our dialysis services while maintaining patient and staff safety. I
want to highlight a number of measures we have implemented: Restricting entry to our clinics to only patients,
staff and medical professionals; screening all individuals for symptoms and exposure to COVID-19 before
allowing access to our clinics; implementing a mask policy for every patient and staff member who enters our
clinics and requiring that masks be worn at all times in our clinics; increased purchases of use of personal
protective equipment for patients and staff and of cleaning and sanitization materials at our facilities to
maintain infection control protocols that meet CDC guidelines; securing COVID-19 testing for patients and
staff; implementing screening procedures for corporate office staff prior to entering our corporate offices,
requiring social distancing within workspaces and throughout our corporate office and restricting access to
our corporate offices to only ARA staff; engaging a physician infectious disease consultant to assist us in the
development of policies and procedures to protect our patients and staff; establishing dedicated COVID-19
treatments shifts at certain of our clinics where necessary to care for patients with confirmed or suspected
COVID-19; and modifying our sick leave policy to accommodate quarantine and isolation when warranted. In
addition to these safety measures, we implemented a hazard pay program to provide increased pay to our
clinic staff on the frontlines of the pandemic. We currently expect this program to be limited to the second
quarter, but we may extend it or shorten it as appropriate in light of developments with the pandemic. These
and other measures we have taken in response to COVID-19 have resulted in increased operating expenses,
including higher salary and wage expense from the hazard pay program, incremental hours and overtime
needed to work the dedicated treatment shifts for patients with confirmed or suspected COVID-19, increased
expenses from the high utilization and cost of personal protective equipment and additional cost to purchase
additional supplies and cleaning materials. In addition, we've also incurred corporate office costs related to
legal, consulting and cleaning costs as well as increased purchases of computer equipment and information
technology to provide additional infrastructure for staff who are working remotely. These added expenses
began to rise during the month of March and became more significant into April. We expect to incur many of
these additional operating expenses for the duration of the pandemic. And if the severity or geographic
coverage of the pandemic increases, these additional expenses could also increase. From a volume
perspective, patients suffering from end-stage renal disease generally have comorbidities that often placed
them at increased risk with COVID-19, resulting in increased hospitalizations, mistreatments and higher
mortality. Through March 31, 2020, we experienced an immaterial reduction in treatment volume as a result of
patients contracting COVID-19. But this impact increased subsequent to March 31, 2020 and could become
more significant in the event of a prolonged or increasingly severe pandemic. In response to the pressures we
are seeing from COVID-19 as well as our first quarter 2020 performance, which was below internal forecast,
we have begun implementing a series of actions during the second quarter, some of which are temporary that
will allow us to reduce corporate expenses. None of these corporate changes will impact our ability to deliver
life-sustaining dialysis services or are expected to directly impact clinic staff or our regional operations teams
that are providing onsite support to our clinics during these unprecedented times. We do not believe any of
these changes will have an impact on the quality of management support services we provide to our clinical
operations. In addition, we're also appreciative of Congress and the administration's recognition of the
burden this pandemic is having on our nation's healthcare system and providers like ARA who have remained
fully operational during this crisis to continue to provide life-sustaining care and prevent, prepare and respond
to COVID-19. The passage of the CARES Act in late March, in combination with other regulatory relief from
CMS, will help healthcare providers like ARA manage through this public health crisis. Some aspects of this
relief received by ARA include the following. Approximately $5 million of additional revenue due to the
CARES Act provision that eliminates the 2% sequestration cut from May 1 until December 31, 2020.
Approximately $27 million of CARES Act grant funds received during April 2020, although these funds are
subject to terms and conditions and we may not be able to utilize all of this money. The guidance from CMS
has been fluid on this topic and CMS extended the attestation period to give providers more time to evaluate.
We believe the intent of the grant fund was to reimburse providers for extraordinary expenses and lost
revenue related to the COVID pandemic. So our plan is to utilize these funds, consistent with that intent and to
reconcile their use fully in accordance with the terms and conditions. approximately $83 million of advanced
payments on future Medicare revenue received during April 2020 under the CMS Accelerated and Advance
Payment Program, an estimated $12 million to $13 million liquidity benefit over the next three quarters related
to the CARES Act provision that permits payment deferral of the employer portion of social security payroll
taxes and an estimated cash tax refund of approximately $5 million expected before December 31, 2020
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taxes and an estimated cash tax refund of approximately $5 million expected before December 31, 2020
related to specific tax code provisions of the CARES Act. Finally, before I move on to the quarter, let me take
a moment to welcome two new board members to ARA's board of directors. I'm pleased to share that we
recently announced that Jeremy Gelber, MD; and Christopher Hocevar joined the ARA's board. Jeremy has
significant experience as a healthcare investor, and he has led Centerbridge Partners' healthcare vertical
since 2018. He joins the ARA board in connection with Steve Silver's departure after many years of service.
We're all very grateful to Steve Silver for his many contributions and his friendship. And we believe the
addition of Jeremy reinforces Centerbridge's strong commitment to its investment in ARA. Chris Hocevar
joins the ARA board with significant health insurance industry experience, following a distinguished 16-year
career at Cigna. Now, onto the first quarter. At a very high level, we fell short of our internal plan by
approximately $5 million on an adjusted EBITDA less NCI basis. While treatment growth and expense
management was consistent with our plan, our revenue for treatment was below our expectations. We
continue to make strong progress in home therapies with double-digit first quarter home treatment growth.
Commercial treatment mix was up year-over-year, yet weaker collection trends explain the bulk of the impact
to our revenue performance. We are devoting additional resources and even greater focus to ensure that our
collections and realized revenue rate improve as we move beyond the first quarter. During the month of April,
our cash collections improved 4% year-over-year as compared to a relatively flat year-over-year performance
during the first three months of the year. And so, I believe our focus in this area should show some
improvement in Q2. Mark Herbers will cover the numbers in detail in a few moments. With that, I'm pleased to
turn the call over to Dr. Don Williamson, our Chief Operating Officer, to provide a clinical update. Don?

Don Williamson, M.D.
Executive Vice President & Chief Operating Officer
American Renal Associates Holdings, Inc.

Thank you, Joe. I am pleased to join everyone today to provide the first quarter 2020 clinical update. I'm going
to focus my comments on some operational insights into how we are managing patients with COVID-19, and
then I will share a brief update on our continued progress in home therapies. First, in terms of how we are
managing patients with COVID-19. Let me echo Joe's sentiments about how grateful we are to our staff and
physician partners for everything that they are doing to care for our patients. They are responding to this
pandemic heroically. In recent weeks, we have operationalized dedicated COVID-only treatment shifts in
many of our clinics to provide patients who are presumed positive or who have tested positive for COVID-19.
These shifts are more expensive to operate because they involve additional PPE, cleaning and disinfecting,
may require staff overtime and may disrupt patient and staff schedules resulting in decreased productivity and
higher staffing-to-patient ratios which in turn results in higher personnel calls for a period of time. In certain
markets, we are also working collaboratively through a participation agreement with other non-ARA providers
to manage these patients in a single dedicated COVID-19 unit. Currently, we have a minimal number of
COVID patients that are dialyzing at these non-ARA units. All of these efforts are designed to ease the
inpatient hospital burden to free up scarce acute care beds and manage patients in a lower cost outpatient
setting. Finally, we are hearing about many acutely-ill COVID-19 hospitalized patients developing acute
kidney injury, resulting in the need for dialysis. We have not seen a significant increase in volume related to
these patients as they move out of the acute care setting. But we are watching that trend closely. As the
pandemic eases, we will be evaluating ways to safely dialyze occasional COVID-19 patients in isolation
areas of our clinics without the need to establish as many COVID-only treatment shifts. Moving on to the
update on home therapies. I am pleased to report that our normalized home therapy treatment growth during
the first quarter was approximately 13%, consistent with the double-digit growth we experienced in the fourth
quarter of 2019. Our home treatment mix during the first quarter of 2020 reached 10.8%, up 90 basis points
year-over-year. We remain pleased with the additional focus within our entire organization on growing home
therapies. We are seeing the biggest gains in our peritoneal dialysis programs, and we put additional
emphasis within our clinic expansion plans to add PD and HHD training rooms and staff in many of our
markets. Finally, as we look into the future, we believe the COVID-19 pandemic could ultimately speed the
adoption of home modalities for certain of our patients, although we are not seeing that effect as of yet. That
concludes my remarks for the clinical section. So, let me now turn it over to Mark Herbers, our Interim Chief
Financial Officer.

Mark Herbers
Interim Chief Financial Officer
American Renal Associates Holdings, Inc.
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Thank you, Dr. Williamson, and good morning, everyone. I plan to cover three key topics this morning. First, I
will provide some additional details regarding our first quarter financial and operating trends. Second, I will
review our balance sheet position and cash flow performance for the first quarter, as well as our current
liquidity position. And third, I will review our 2020 outlook. First, let me cover the first quarter trends. First
quarter 2020 adjusted EBITDA was $17.8 million and adjusted EBITDA less NCI was $12.9 million as
compared to $19.2 million and $13.9 million, respectively, in the first quarter of 2019. Our volume
performance remained solid in the first quarter, normalized for clinic sales and treatment days. Total treatment
growth during the first quarter was 4.7%. Our first quarter normalized non-acquired treatment growth was
4.4%, and acquisitions contributed 0.3% to our total normalized treatment growth. First quarter treatment
volumes were consistent with our expectations, and we did not experience a material reduction in volumes as
a result of COVID-19. Subsequent to March 31, 2020, we experienced an increased negative impact to our
treatment volumes as a result of COVID-19. The impact could become more significant in the event of a
prolonged or increasingly severe pandemic. Our first quarter revenue was $193.2 million, up 0.7% from the
first quarter of 2019. Despite our solid treatment volume trends, revenue growth was impacted by lower-thanexpected revenue per treatment performance. Our first quarter 2020 revenue per treatment was $312 as
compared to $324 in the first quarter of 2019. Although our commercial treatment mix improved year-overyear to slightly over 12% as compared to 11.5% in the prior-year first quarter, three factors impacted our
revenue per treatment trend, including collections performance, lower contribution from calcimimetics and
continued growth in our network mix. Among these three factors, weaker than expected collections was the
biggest driver of the revenue per treatment performance in the first quarter versus our internal plan. To
address our collections performance, we have brought in additional outside resources and had action plans in
place to improve in this area and we are starting to see some early results. Turning to the expense side. First
quarter 2020 patient care costs per treatment are $249, representing a $2 per treatment improvement yearover-year. We experienced consistent labor productivity and normal wage increases during the first quarter.
The improvement primarily reflects lower ancillary costs including ESAs and calcimimetics. We began to
experience higher patient costs related to the COVID-19 pandemic throughout the month of March as a result
of increased stocking of PPE and other supply costs, as well as additional labor costs. Overall, the impact on
our patient care costs is expected to be more significant during the second quarter of 2020 due to much
higher PPE and supply cost usage, the implementation of our hazard pay program for clinic staff, additional
staffing and overtime costs associated with the COVID-only treatment shifts and negative impacts to labor
productivity due to scheduling disruptions stemming from the pandemic. Moving over to general and
administrative expense. First quarter 2020 adjusted G&A expense per treatment was $38, a $6 per treatment
improvement year-over-year. We implemented certain corporate expense saving initiatives during 2019. And
the effect of those initiatives continued to carry over into 2020 because many of the 2019 actions occurred
during the second and third quarters. As Joe indicated in his prepared remarks, we now have additional
corporate savings initiatives planned for 2020 to improve our operating efficiency as well as manage the
business during this period of uncertainty. The aforementioned adjusted G&A expense per treatment figure
excludes certain non-recurring amounts that are described in the supplemental business metric schedule in
our press release. Certain legal and other matters expense was $2.3 million during the first quarter of 2020 as
compared to $5.3 million in the prior-year quarter and down from $2.5 million during the fourth quarter of
2019. We continue to expect these costs primarily related to the restatement of certain prior-year financials
and other legal matters should decline going forward. I should also note that we are well underway in our
process to appoint a new independent auditor for our fiscal year 2020 audit. I will now move on to a review of
our balance sheet and cash flow. At March 31, 2020, we had consolidated cash of $62.4 million and
consolidated debt of $617.9 million, net of unamortized discounts and fees. As a precautionary measure to
strengthen our liquidity in light of the COVID-19 pandemic, in March, we drew down the full available capacity
under our $100 million revolving credit facility, bringing our first quarter draw to $35.5 million. That additional
cash is reflected on our balance sheet as of March 31. Adjusted for our pro rata ownership of clinic cash and
the pro rata portion of the clinic-level debt that we guaranteed, our adjusted owned net debt was $519.4
million at March 31, 2020, up $4.3 million from December 31, 2019 due primarily to the first quarter earnings
performance and seasonal factors that are typical of our first quarter, offset slightly by favorable working
capital management. As of March 31, 2020, we were in compliance with the consolidated net leverage ratio
covenant in our credit agreement. For the first quarter of 2020, cash provided by operating activities was
$13.7 million as compared to a $10 million use of cash during the first quarter of 2019. Adjusted cash
provided by operating activities less distributions to MCI was $2.9 million. First quarter 2020 capital
expenditures totaled $5.8 million as compared to $8.5 million during the prior-year quarter, primarily reflecting
a more moderate development pace of activity and careful prioritization of routine CapEx needs. During the
first quarter, we opened one de novo clinic. We continue to take steps to enhance our financial flexibility,
including the expense management initiatives discussed previously and anticipated asset sales during 2020
with held-for-sale assets totaling $49 million on our balance sheet. Furthermore, we have been able to secure
additional liquidity subsequent to March 31, 2020 related to various government relief programs, including
approximately $27 million of CARES Act grant funds received during April 2020, although these funds are
subject to terms and conditions and we may not be able to utilize all of this money. Approximately $83 million
of advance payments on future Medicare revenue received during April 2020 under the Accelerated and
Advance Payment Program. An estimated $12 million to $13 million liquidity benefit over the next three
quarters related to the CARES Act provision that permits payments deferral of the employer portion of social
security payroll taxes. 50% of the deferred amount is due December 31, 2021 and the remaining 50% is due
December 31, 2022. And lastly, an estimated cash tax refund of approximately $5 million expected before
December 31, 2020 related to specific tax code provisions of the CARES Act. Let me conclude my remarks
with a brief discussion related to our outlook. Given the COVID-19 pandemic, there are many new variables
now part of our operating environment who were not originally contemplated with our original 2020 guidance.
However, our dialysis clinics have remained fully operational. And the demand for the life-sustaining dialysis
services we provide continues to be durable. At the same time, our operating costs are higher as a result of
the pandemic. And the treatment volume losses we experience in the coming quarters could be influenced
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

the pandemic. And the treatment volume losses we experience in the coming quarters could be influenced
significantly by the duration and severity of the pandemic, which still remains fluid and out of our control. We
are responding to the first quarter revenue shortfall by redoubling our efforts to improve collection. We believe
there should be progress to report on related to our collections in future quarters given the additional
resources focused in this area. We have taken a series of actions to reduce corporate expenses as
discussed in Joe's prepared remarks. And there are a number of government relief programs that should help
offset higher expenses and lost revenue due to COVID as well as improve our liquidity. In relation to the
guidance range we established in March, we believe it's prudent to widen the 2020 adjusted EBITDA less NCI
range at the lower end to account for increased uncertainty in the environment and to reflect our first quarter
results. As such, we are providing guidance for 2020 adjusted EBITDA less NCI to be in the range of $87
million to $95 million. And I note the lower end of the range from the original range of $90 million to $95
million. Other specific detailed guidance items provided in March such as revenue per treatment and
normalized treatment volume growth are being withdrawn at this time due to the uncertainty in the environment
due primarily to COVID. I'd like to provide a qualitative view on the key variables that could impact our
guidance range as compared to the original guidance issued in March 2020. Those variables include a
positive impact from the CARES Act grant. At this time, we are unable to confirm how much of the
approximate $27 million grant money our clinics received will be able to be utilized under the CMS terms and
conditions, as there could be additional guidance. A positive impact from additional corporate expense
initiatives that have been activated or planned for subsequent to March 31 potential positive impact from
these initiatives, we expect them to approximate the first quarter shortfall in a roughly offsetting manner,
positive impact from the CARES Act sequestration impact of approximately $5 million to revenue and
approximately $3 million on an EBITDA less NCI basis. Negative impact from COVID, including loss of
revenue due to treatment volumes and additional operating expenses attributed to COVID. It is difficult to
quantify these amounts. However, we believe much of the grant fund should serve as an offset. Negative
impact from our first quarter results as compared to our internal expectations Finally, we see revenue per
treatment for the remainder of 2020 to have negative risks associated with higher unemployment and
potentially lower commercial mix, although those are more likely to be a longer-term impact. We believe
revenue per treatment trends could be offset slightly by our expectation for improved collection and the
previously mentioned sequestration impact. Finally, while we are reiterating our commitment to reduce
leverage by year-end 2020 as compared to December 31, 2019, the pace and impact of our de-levering will
depend on some of the factors we've outlined in our guidance as well as the timing of divestitures planned in
our assets held-for-sale group. With that, let me turn it back to Joe for closing remarks.

Joseph A. Carlucci
Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thank you, Mark. In closing, I want to thank our entire team and our physician partners for their contributions
and their unwavering dedication to providing excellent patient care. I am incredibly humbled by how much
sacrifice, compassion and poise our staff has demonstrated during these challenging times. I hope everybody
participating on the call stays healthy and safe, and thank you. And with that, operator, can you please open up
the Q&A session? Thanks, again, everybody.

QUESTION AND ANSWER SECTION
Operator
Thank you. Ladies and gentlemen, we will now be conducting the question-and-answer session. Our first
question comes from the line of Andrew Mok with Barclays. Please proceed with your question.

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Hi. Good morning. Hope everyone is well. Appreciate all the color in your prepared remarks. I was hoping you
could provide a bit more color on the developing COVID impact on 2Q volumes and operations. It sounds like
the impact has picked up, but it's hard to get a sense of the disruption level. Are you able to size the COVIDrelated costs incurred in April? And anything you can share on current volume trends would be helpful. Thanks.

Joseph A. Carlucci
Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.
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A

Yeah – no. Thanks for the questions. It's Joe. I'd like to turn that over to Darren. And then, maybe Dr.
Williamson can give additional color.

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Thanks. Good morning, Andrew. I think, as far as the second quarter volumes go so far, it's been immaterial in
terms of the impact. We certainly have seen increased expenses as the pandemic has unfolded. And we're
monitoring the volumes very closely, but don't have any numbers to put around that at this stage. In terms of the
costs, Dr. Williamson in his prepared remarks discussed a number of things that we're doing with these
COVID-positive shifts. We have hazard pay and a number of programs really to be able to respond to the
crisis and make sure that our clinic staffs are safe and taken care of with the right types of equipment. I think,
Andrew, in terms of the framework, as you think about the costs and how that factors into our guidance, really, I
think the best way to really frame that would be to think about it in three pieces. From a COVID standpoint, you
should assume all the impacts that we're seeing should essentially be offset by the government relief, so both
the grants and the sequestration. And we expect to be able to utilize some or all of that grant money in relation
to those expenses. Number two, from the standpoint of the first quarter, I think you should assume that our
corporate expense initiatives should essentially offset the shortfall and that was about $5 million for the first
quarter. So, that's an offset in terms of the expenses. And then, third, we did widen the range. And really, that's
just to reflect the potential for downside risk related to revenue per treatment. We do expect to see
improvements in our collections performance as Joe discussed. We are seeing that in the second quarter so
far. But we think that's a prudent step, given some of the other uncertainties in the environment.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thanks, Darren. Don, do you want to add?

Don Williamson, M.D.

A

Executive Vice President & Chief Operating Officer
American Renal Associates Holdings, Inc.

Yeah. Andrew, I'll just add that, during the initial stages of the outbreak, many of the COVID-positive patients
were dialyzed in the acute care hospitals and we are now seeing a trend for more of those patients to dialyze
in our outpatient setting. So, I think, as Darren said, the volume impact is just a little hard to size at this point.
But we are getting most of those patients dialyzing in the outpatient facilities at this point.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thank you, Don. Andrew, any other questions on that?

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Yes, A couple of follow-up. On the CARES aide and specifically as it relates to the $27 million in grant funds,
how do you plan on accounting for that? Will all $27 million that you received in April be recognized as
revenue in Q2? Just any clarity on the recognition of the CARES grant dollars in the income statement would
be helpful.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah. Before I pass that on to – it's Joe. Before I pass that on to Mark Herbers, essentially, the way we look at
the CARES grant monies are for reimbursement due to additional costs for PPE, overtime, hazard pay, et
cetera. And so, we think about them as reductions in expenses, not increases in revenues. But, Mark, I'd like
to turn it over to you for additional thoughts on that.

Mark Herbers
Interim Chief Financial Officer
American Renal Associates Holdings, Inc.
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A

Yes, I concur. As the nature of the grant funds as grant is an offset to existing expenses and lost revenues. So,
as we recognize those expenses and incur those lost revenues, we will be able to draw the CARES grant
funds and there will be a reduction of our expenses primarily and lost revenues would be an increase to our
income. But we do...

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Got it.

Mark Herbers

A

Interim Chief Financial Officer
American Renal Associates Holdings, Inc.

We expect the revenues to be fairly nominal.

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

So, it's a contra-expense account so to speak and it would only...

Mark Herbers

A

Interim Chief Financial Officer
American Renal Associates Holdings, Inc.

Correct.

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

...be recognized to the extent that you have explicit expenses that you can point to?

Mark Herbers

A

Interim Chief Financial Officer
American Renal Associates Holdings, Inc.

Right. Those are the conditions of the grant, yes.

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Got it. Okay. That's helpful. And then, on the revenue side, collections came in below expectations for the last
two quarters now. You mentioned that you're allocating additional resources to improve that. What specific
actions are you taking to improve collections here?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah, Mark Herbers can answer that, and maybe Darren can give additional color.

Mark Herbers

A

Interim Chief Financial Officer
American Renal Associates Holdings, Inc.

Sure. So, Andrew, we did experience slight deteriorations in our agings, and our DSO increased slightly but it
remains within our normal bounds. We're pursuing any and all collections available to us that primarily in the
older aging categories that for a number of internal reasons we were distracted from pursuing. But we are
now fully bent on pursuing all age receivables zero to the aging of the accounts.
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Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thanks, Mark. Darren, any thoughts?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Yeah. So, Andrew, I would just add to that I think our first quarter, as you know, is always the lowest quarter of
the year due to patient responsibilities. And on a year-over-year basis, the first quarter was lower by
approximately 4%. And it was below our original expectations, just a little more than that. So, the drivers, as
you heard, were collections, calcimimetics and network shift. But the collections were the biggest factor of
these three. If you think about the lower by 4%, most of that driven by the collections and the aging issues that
Mark just mentioned. We do not have any major recent contract renewals that impacted this result. And
overall, the commercial mix was up slightly from last year. The collections piece is driven by our actual cash
performance versus what's expected in this quarter. That was just simply below the trend. On the positive side,
we've got more resources and focus. We did see some improvement in the 4% area in April. And we're
optimistic that we'll continue to see improvement in that area. Andrew, thanks...

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Thank you, Darren.

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

...for the question. Maybe we can open it up to another questioner.

Operator
Thank you. Our next question comes from the line of Pito Chickering with Deutsche Bank. Please proceed
with your question.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Hey. Good morning, guys. Thanks for taking my questions. On the commercial revenue, a couple of questions
following this one. The number of treatments from commercial went up about 100 basis points and the
revenue from commercial also went up 200 basis points. And the in-network also increased a couple hundred
basis points to 84%. So, I assume that means that commercial pricing saw positive price increases across
the book. Is there any way you can quantify that? Or is this a positive mix issue of less exchanges and more
commercial?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Darren, do you want to take that one?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Sure. Yes. So, Pito, our commercial volume mix was up slightly. And if you're looking at the table in the q,
which I think you are, on a revenue basis, they're in whole numbers. So, I can take that offline and maybe help
you think through those numbers. But as far as the rate environment goes, we had a Medicare rate update.
We are seeing relative stability in terms of our like-for-like pricing with our in-network payers. And so, I think
that the real driver is just the collection piece, not pricing.
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Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Okay.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

And, Darren, it's Joe. Let me just add to that. As I mentioned in my prepared remarks, we had a favorable
trend in the month of April. And we believe that we've got the right resources on this challenge and that we'll
continue to focus in this area of improved collections, Pito.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

All right. So, on the cash questions, can you sort of walk us through I guess a little bit more? I'm a little bit
confused of what really changed in the first quarter. Are payers making the patients pay more money or in the
current network the payer is spending the funds directly to the patients forcing them to collect those. Can you
break out the payer mix on the collections? Was it collecting directly from patients or was it directly from
commercial? Can you remind us on what time period you guys reserve 100% of collections?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Darren, do you want to take a crack at that one? And then, maybe Mark can fill in.

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Yeah. So, Peter, we're not going to get into the specific payer categories and with the collections performance
was in any individual payer. I think just the issue as we've discussed and said a few times here is collections
in general and the agings of those collections. And so, I would leave it at that. And, Mark, I don't know if you
have anything else to add.

Mark Herbers

A

Interim Chief Financial Officer
American Renal Associates Holdings, Inc.

No. The first quarter is our most difficult quarter as all insurance plans reset the coinsurance and deductibles.
And as you're aware, more plans are moving towards higher patient responsibilities so...

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

I mean, what age do you guys reserve 100%? Can you give me at least that number?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Darren?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Yeah. I don't have the waterfall percentages in front of me, Pito. We have a standard approach as things age.
So, we can get that number for you offline, okay?
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Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

And I think Mark could assist you in that question as well, Pito.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. One more question here. We're obviously seeing large spikes of unemployment today. What are you
seeing sort of currently in terms of patients who are losing jobs? Are those going to COBRA funded by the
AKF? Are you going into exchanges or are they Medicare? Thanks so much.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

That's a great question, Pito. We're focused on helping through our patient insurance educators that allow
patients to make decisions on what's best for themselves and their families with regard to insurance and
COBRA. So, as – where we sit today, we've not seen any changes. But clearly, to the extent that
unemployment remains very, very high going forward, that could change. Again, I want to just mention that it's
important for patients to choose the best plans for themselves and their families and to the extent that they
lose their job and/or have COBRA benefits available to them.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

So in theory for dialysis patients, they have 29 months of coverage due to disability under COBRA, correct?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yes.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Right. Thanks so much. I'll jump back in the queue.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thanks, Pito.

Operator
Thank you. Our next question comes from John Walsh with Crescent Rock Capital . Please proceed with your
question.

Operator

Q

Hey, guys. The question I think has been answered, but just wanted to reconfirm. So, with respect to the
CARES Act grants, the $5 million of additional revenue basically is money good and that's sort of implicitly
assumed or included in your revised guide. But the $27 million, because there are some terms attached to
that with respect to the guide, you're basically assuming that that is going to offset the additional expenses
that you incur this year as a result of COVID, is that correct?

Joseph A. Carlucci
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A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah. This is Joe. That's correct. The 2% sequestration has been eliminated from May 1 until the end of the
year. So, that's an increase in our Medicare rate essentially. And moving over to the grant funds, those are, in
fact, funds to be used for increased COVID expenses and lost revenue. So, I think you have it correct. Darren,
do you want to add anything to that?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

No – yeah, I think that's right.

Operator

Q

Okay. Great. And my only other follow-up is in the $83 million of advance payments. Is there a sort of an
amortization schedule on that or do you just – you get the $83 million in the door and then as the
reimbursements would typically be paid back, that's effectively an advance payment that you burn off and you'll
just continue burning it off till you've met that $83 million in expenses that you would have otherwise been
billing sort of post treatment to Medicare. Is that how that works?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Well, it's a little bit different. It's an advance made to our company, which will be recouped in 210 days from
the date – I believe the date that it's received. So, that's how it works. And I don't know if that answers your
question or not, John .

Operator

Q

Yeah, I believe it does. Thank you.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Sure. My pleasure. Thank you.

Operator
Thank you. We do have a follow-up question coming from the line of Pito Chickering with Deutsche Bank.
Please proceed with your question.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Hey, guys. Thanks for taking my follow-ups. So, a couple of quick ones here. You talked about home
treatments are growing 10.8% of your total treatments. What percent of these treatments are PD? How fast
do you think that grows? And you see we're exiting 2020 on PD. And then more importantly, how do you view
home treatments impacting margins and free cash flows?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah. So, Darren, do you want to take the beginning of that with regard to margins. I think it would be
appropriate. And, Don, if you wouldn't mind taking the question about growth for PD.

Don Williamson, M.D.
Executive Vice President & Chief Operating Officer
American Renal Associates Holdings, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Sure.

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Sure. So, Pito, we don't get into the margin of a particular product line. So, we don't comment necessarily on
PD in general. I would say that the commercial mix tends to be a little bit higher in PD. So, that is one factor to
consider when you think about the overall margin profile. But from a growth perspective, I'll turn it to Dr.
Williamson to just talk about some of the progress that we're seeing and have really continued to see over the
last year in particular.

Don Williamson, M.D.

A

Executive Vice President & Chief Operating Officer
American Renal Associates Holdings, Inc.

Thanks, Darren. No, this is – we've seen a good growth in our home dialysis. It represented about 10.8% of
our treatment mix in Q1, and that was up from 10.6% in Q4. And that was up about 0.9% from Q1 of 2018. So,
the trajectory of our home treatment growth continues to be very strong. Full year growth in 2019 was 10%. Q1
of this year was 13%. And we would expect that trajectory to continue.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thanks, Don. And we're very focused, Pito, on home therapies as I think you probably know. And we've
employed many of our nephrologist partners that have experienced excellent growth and percentage of total
patients with home therapies to help build our best practice and improve our education for not only our staff,
but our physician partners and work together from that. It's a really a ground-up solution. And I'm pretty happy
with the growth thus far. Thanks, Don. Thanks, Pito.

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

And, Pito, most of that is – most of that just to follow up to – I think you asked about the PD versus the home
hemo. And I would just say that most of that mix is PD. Just wanted to get that there.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. One more follow-up on calcimimetics. Can you walk us through what the mix today is versus oral
calcimimetics and how we should be thinking about that changing throughout 2020? Thank so much.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

And, Darren, could you take that one please?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Sure, happy to. Yeah. I mean, we've – we're still seeing the majority of our physician partners are prescribing
the IV. I don't have a breakdown but it's most of the activity there and it's hard to really predict any changes as
it's a physician preference item. In terms of the calcimimetics overall, they were headwind in the first quarter
on revenue due to the lower ASPs for both the oral and the IV in the erosion in the ASP as you've seen from
the published TDAPA rates from CMS that continues. We'd expect lower contribution from calcimimetics as
we progress through the year. And overall, we'd expect the headwind on revenue per treatment to be
approximately $10 for the year. But it was slightly less than that in the first quarter.

Pito Chickering
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Q

Analyst
Deutsche Bank Securities, Inc.

Great. And then lastly a quick volume question to follow up actually on Andrew's question. Obviously, a lot of
moving parts for now. But can you quantify for us what the cost per treatment was in April versus first quarter
$249. Is that – do we add another $5 in there? Is that the right ballpark ? Thanks so much.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Darren, do you want to take that?

Darren Lehrich

A

Senior Vice President-Strategy & Investor Relations
American Renal Associates Holdings, Inc.

Yeah. I don't think we're going to quantify the expenses. But as the – because we haven't closed April, so I
think we'll provide an update in our second quarter. And as far as the COVID cost and lost revenue goes, we
fully expect this to be offset by the grant money.

Pito Chickering

Q

Analyst
Deutsche Bank Securities, Inc.

Great. Thanks so much.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Thank you.

Operator
Thank you. We have an additional follow-up coming from the line of Andrew Mok with Barclays. Please
proceed with your question.

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Hi. Thanks for the follow-up. Just a quick one on home dialysis. Have your patients expressed an elevated
interest to pursue home therapy in response to the pandemic? And have your home training programs
remained up and running during the crisis?

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah. Don can take that.

Don Williamson, M.D.

A

Executive Vice President & Chief Operating Officer
American Renal Associates Holdings, Inc.

Yeah. Andrew, I'll answer that for you. The answer is, yes, our home programs have continued to be up and
running. We've taken special precautions in the home programs as well to make sure that every patient and –
is screened when they come in the front door exactly like we do with the in-center facilities. And I do think that
it has stirred interest in our patients to pursue home. We – as I said in our prepared remarks, we haven't seen
that rise yet. But as you can imagine, patients who have to come into dialysis three times a week for lifesustaining dialysis, if they have an option to do that at home in this pandemic environment where patients are
quarantining, there is some potential advantage there. So, I think our patients are more interested. But once
again, we just haven't seen that come to fruition at this point.
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Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

But it makes sense, yeah, absolutely. Did that answer your question, Andrew?

Andrew Mok

Q

Analyst
Barclays Capital, Inc.

Got it. That's helpful. That's all for me. Thank you.

Joseph A. Carlucci

A

Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Okay. Thank you, Andrew. Any other questions?

Operator
Thank you. We have no additional questions at this time. So, I'd like to pass the floor back over to
management for any additional or closing comments.

Joseph A. Carlucci
Chairman, Chief Executive Officer & Co-Founder
American Renal Associates Holdings, Inc.

Yeah. Thank you. It's Joe Carlucci. I just want to end the session today by thanking all of our staff, especially all
of the caregivers at the front lines, our physician partners, Don Williamson heading up the COVID task force
here at the company along with Ross Betts – Dr. Ross Betts, and Dr. Geoff Walker and Shari Cousins, our
Senior Vice President. I usually don't name individuals. But these folks have worked tirelessly to take good
care of patients and keep our staff and our physician partners safe. So, thanks very much to everybody in the
organization, and thank you today for having interest in American Renal. So, that will conclude our remarks.
Have a great day.

Operator
Once again, ladies and gentlemen, this does conclude today's teleconference. We thank you for your
participation, and you may disconnect your lines at this time.
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MANAGEMENT DISCUSSION SECTION
Operator
Ladies and gentlemen, thank you for standing by. Welcome to Douglas Emmett's Quarterly Earnings Call.
Today's call is being recorded. At this time, all participants are in a listen-only mode. After management's
prepared remarks, you will receive instructions for participating in the question-and-answer session. I will now
turn the conference over to Stuart McElhinney, Vice President of Investor Relations for Douglas Emmett.
Please go ahead.

Stuart McElhinney
Vice President-Investor Relations
Douglas Emmett, Inc.

Thank you. Joining us today on the call are Jordan Kaplan, our President and CEO; Kevin Crummy, our CIO;
and Peter Seymour, our CFO. This call is being webcast live from our website and will be available for replay
during the next 90 days. You can also find our earnings package at the Investor Relations section of our
website. You can find reconciliations of non-GAAP financial measures discussed during today's call in the
earnings package. During the course of this call, we will make forward-looking statements. These forwardlooking statements are based on the beliefs of, assumptions made by and information currently available to
us. Our actual results will be affected by known and unknown risks, trends, uncertainties and factors that are
beyond our control or ability to predict. Although we believe that our assumptions are reasonable, they are not
guarantees of future performance, and some will prove to be incorrect. Therefore, our actual future results can
be expected to differ from our expectations, and those differences may be material. For a more detailed
description of some potential risks, please refer to our SEC filings, which can be found in the Investor
Relations section of our website. When we reach the question-and-answer portion, in consideration of others,
please limit yourself to one question and one follow-up. I will now turn the call over to Jordan.

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Good morning, everyone. I hope you are staying safe and healthy. I know we are all focused on the current
situation. Before addressing that, I want to briefly report on our first quarter results. We had another excellent
quarter. We grew our FFO by 8.5%, our AFFO by 16.4%, and our same-property cash NOI by 7.7%. The
straight-line value of our office leases signed during the quarter was 23% greater than the prior leases for the
same space, and we made good progress on our two multifamily development projects. Of course, that was
the first quarter. As is true everywhere, our tenants are now struggling with the impacts of the pandemic on
their business. In addition, the cities in which we operate have passed unusually punitive ordinances,
prohibiting evictions and allowing rent deferral for residential, retail and office tenants, regardless of financial
distress. By eliminating any fees or interest and providing long payback periods, tenants essentially have the
option of a free loan. Given the current uncertainties, in our earnings package, we provided you with our April
rent collections data in lieu of guidance. To date, those collections represent 87% of aggregate rent billed,
with residential at 95%, office at 90% and our small retail component at 22%. We don't know whether April will
prove to be a good predictor of the next few months or the remainder of the year. While we also do not know
how long the pandemic will last, over numerous cycles during the last 30 years, we have designed our
operating platform, capital structure and investment strategy to weather downturns. We entered this downturn
with strong cash flow and a very healthy balance sheet. At the end of Q1, we had $175 million of cash on
hand, an undrawn $400 million line of credit, no debt maturities before 2023, no financial covenants that could
force us to issue equity at the wrong time and 41% of our office portfolio is unencumbered. In the end, we own
many of the highest quality properties in the strongest, most desirable submarkets of Los Angeles. Our
diverse tenant base represents our nation's most competitive industries and limits our vulnerability to any
single tenant or industry. Our markets have no meaningful new supply, so we face no overhang from new
construction as we recover from this crisis. Now, I will turn the call over to Kevin.
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Kevin A. Crummy
Chief Investment Officer
Douglas Emmett, Inc.

Thanks, Jordan, and good morning, everyone. On the operational front, our buildings remain open, safe and
available for our tenants. We're focused on providing excellent service, while instituting stringent cleaning
protocols, safe distancing, face coverings in common areas and reduced elevator density. As you might
expect, we're seeing low attendance at our office properties, which will likely continue at least until the lifting of
the stay-at-home orders. During this time, we expect some savings from variable expenses to help offset
expected declines in parking revenue. As Jordan mentioned, the cities where we primarily operate, Los
Angeles, Beverly Hills and Santa Monica, have all enacted enforcement moratoriums to cover our residential,
retail and office tenants. The ordinances have some carve-outs for large tenants and generally prohibit
landlords not only from evicting tenants, but also from imposing any late fees or interest. Under the
ordinances, tenants are required to pay back the deferred rent within three to 12 months after the end of the
emergency. On the capital front, construction is continuing on our two large multifamily development projects,
although it may take a little longer under current conditions. In Honolulu, where we are developing 500
apartment units at our office conversion project, we have already pre-leased a number of units and expect to
deliver them over the next few months. For our Brentwood apartment tower, we currently expect delivery of the
first units to be pushed into 2022. For the moment, we have suspended work on new office repositioning
projects, and acquisitions in our markets seem to be on hold because buyers and sellers need to evaluate the
new conditions. With that said, we are well-positioned to take advantage of any opportunities that emerge. I
will now turn the call over to Stuart.

Stuart McElhinney
Vice President-Investor Relations
Douglas Emmett, Inc.

Thanks, Kevin. Good morning, everyone. In Q1, we signed 174 office leases, covering 702,000 square feet,
including 184,000 square feet of new leases. Leasing spreads for the first quarter were 22.6% for straight-line
rent roll up, 9.3% for cash roll up. As we discussed last quarter, we had a high number of expirations impact
Q1 and anticipated early dip in occupancy this year. The decline in occupancy for our total office portfolio to
90.8% was in line with our pre-COVID-19 expectations. By late March, the pace of new leasing in our office
portfolio slowed to a trickle, but we are starting to see some signs of life as tenants and brokers adjust to the
new normal. We have often talked about how we make the leasing experience in our small tenant office
portfolio mirror the ease and speed of that in our apartments. As a result, we were early adopters of virtual
touring technology and we are well-equipped to complete the entire leasing process remotely, from tour to
space planning, to electronic document execution. This experience should serve us well in the current
environment and going forward. On the multifamily side, our portfolio remained essentially fully leased at 98%.
Residential new leasing activity also slowed somewhat in late March, but not to the same extent as office. I'll
now turn the call over to Peter to discuss our results.

Peter Seymour
Chief Financial Officer
Douglas Emmett, Inc.

Thanks, Stuart. Good morning, everyone. We are pleased with our Q1 results. Compared to a year ago, in the
first quarter of 2020, we increased revenues by 12.1%. We increased FFO 8.5% to $112 million or $0.55 per
share. We increased AFFO 16.4% to $99 million. We increased our same-property cash NOI by 7.7%. And at
only 4.1% of revenues, our G&A for the first quarter remains well below that of our benchmark group. As
Jordan said, we don't know what will happen in May or in subsequent months. Many things could change even
before the stay-in-place orders begin to be lifted. Many of our small tenants have applied for federal
assistance, which can be forgiven if they pay their rent by June. The local governments that have authorized
rent deferrals are considering excluding office tenants, which would reduce or eliminate that headwind.
Leasing could start to recover as tenants come closer to the end of their existing leases. On the other hand,
we could see more tenants stop paying rent if the impact to their business grows. These uncertainties are
compounded by many other critical variables on which we have little information, how long the current stay-inplace orders remain, how they are phased out, how businesses react after they are phased out, and whether
there is a second pandemic wave in the fall. While in past recessions our tenants have shown low default
rates, we can't be sure what will happen this time. As a result, we have withdrawn our guidance for all of 2020.
I will now turn the call over to the operator so we can take your questions.

QUESTION AND ANSWER SECTION
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Operator
Thank you. Our first question comes from Jason Green at Evercore.

Jason Green

Q

Analyst
Evercore Partners (Securities)

Good afternoon. Just a question on the tenants who have not paid rent, do you have any insight as to how
many of those tenants are experiencing real financial distress versus how many are just opportunistically
seeking rent relief?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Considering – this is Jordan. And I'm sorry our voices sound, so don't have their normal rich timbre, but we
have five people in a 46-person conference room spread out in respect to social distancing, and we probably
would feel the microphone also needs to be 6 feet away. But anyway, when it comes to the office tenants, and
you know the office markets we're in and you know our credit underwriting, I think we feel pretty good about
our tenants' ability to pay. It's hard to go in. I mean, everyone is impacted by this. When it comes to our retail
tenants, we actually have some large retail tenants that probably can pay, but you can understand why they're
not. And as you saw, the residential came in around 95%.

Jason Green

Q

Analyst
Evercore Partners (Securities)

Got it. I guess just one more on capital allocation. You guys announced the approval of a share repurchase
program in the quarter, but didn't repurchase any shares when the stock hit the mid to low-$20 level. I guess
just what was the thinking behind not repurchasing shares when it got down to that level?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, we set up that program to make sure we had that flexibility. But at the same time, I don't know then or
even now whether we have the right kind of visibility to know what we're facing, whether it's months, years,
whatever, to know exactly what we want to do. So the first stage of what we've been doing has been kind of
organizing the company for starters to keep it protected and running right and run our buildings right and keep
our people employed, do all that stuff right. And then the second stage is to look for opportunities. And I think
we've done a good job of the first step and we're starting to evaluate the second step.

Operator
The next question comes from Craig Mailman at KeyBanc Capital Markets.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

Hey, good afternoon, guys. I know it's a little bit early in May here, but just curious what the early trends you
guys are seeing, if you're on the same pace you were in April, or if more people are maybe taking advantage
of the moratoriums that are in place?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Well, right now, we're tracking about the same as April. Although it's – in terms of business days, it's early to
know where we're really going to end up in May. And I think that we are seeing some tenants are starting to
get the PPP and I think we've also been pressuring some tenants saying what you're doing is not right. And
frankly, we've been talking to some of the cities and saying to them, you've put together programs that are
more punitive than any of the other gateway markets in the United States. It's almost kind of – you're almost
asking the tenants to not pay with the way you're providing a sort of free 12-month loan. So with all of those
things swirling around, juxtaposed with the fact that now it's – now we're in our second month of COVID and
stay-in-place, it's hard to know how we'll really end up.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

That's helpful. And then the big themes of work-from-home and easing of densification are kind of topics in the
office space. I'm just curious you guys tend to skew smaller, just your thoughts on kind of how dense your
tenants got versus maybe some of the larger tech firms? And whether this work-from-home could just cause
some of your smaller tenants to just say, you know what, I'll just do my work out of the house, if it's kind of a
small company. Just kind of curious as you guys have kind of looked through that, kind of thoughts here.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, okay, so the first part of your question, this is very hard, I mean, I don't frankly, we don't have a lot more
information than you guys do. But I will say that in terms of our market, generally, our market, I do not think that
our markets are built to the density that other gateway markets are built to, just right out of the gate. So we're
still building out most people space. Our space, for instance, and many others, is built to 200 feet-plus in
terms of the build out. And when you get to very small – we're at about 50,000 feet, but when you get to really
small tenants, those numbers are even larger. So I'm not sure for a lot of these small tenants that we've
evaluated our space. We have some areas we need to work on. I'm not sure that they're not in a relatively
good position to come back even with no changes to the build out of their space. But I think the densification
that has been rolling – that kind of rolled through the last decade, whether it be New York or Boston or the big
tech floors up in San Francisco, I'm sure that they're trying to figure out how to loosen that up. Now, you would
just – that, by itself, you go, wow, that could be a pretty good net positive for those markets. But I don't know if
what that means is that they just say, all right, we'll keep this space, but we're going to move another group to
another area, or I don't know what happens there. The second part of your question was whether our smaller
tenants are going to choose to just stay home and work. I think for most of our tenants, they've always been
able to do that, and they like having their offices, especially our whole play here is that we're a very short
commute from where they live. And I've literally been saying for decades, these guys should all move out of
their houses and move into their office space because what they're spending for these houses on an imputed
per foot basis, the office space is a bargain and a half. I think they like having their offices. I think they like
having somewhere to work. So I don't see the fact that people have been able to work from home causing
them to say, wow, now I'm just going to work from home. I've always felt like the fact – and when we talk to
people even now, I think most people are saying, I can't wait to not be home 24/7. I want to get out of all this. I
want to go back to work. And I know they have the concerns about the virus and things being clean and safe
and all the rest of it, but I think it's human nature to want to be able to not be in one place all the time. So I've
always felt like that's been going off for probably two decades now. What technology has done in terms of
people being able to work from home is to expand the workforce and people that couldn't come into an office
and work or couldn't – or for whatever they were doing, it was an efficiency thing, and it allowed the workforce
to be even larger and add more people to the workforce. I don't think the part of the workforce that comes in
office, works with their colleagues, use that as part of like the way their day runs, I don't think that changes.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

Great. Thanks.

Operator
The next question comes from Jamie Feldman, Bank of America.

Jamie Feldman
Analyst
BofA Securities, Inc.
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Q

Thank you. So, I guess just thinking about your liquidity position and I know you're cutting back on some
spending this year, can you kind of – can you still just walk us through how you're thinking about your spending
needs this year and then to the extent you see dislocation in the market, how you think about potentially
funding any investment opportunity, or do you feel like you're not even ready for that at this point?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, I'm not sure how long the list of investment opportunities is at the moment. We aren't seeing a lot come
out. And by not a lot, I'm not – I'm saying pretty much almost nothing. Probably the opportunities in front of us
on the capital markets side is three groups. It's refinancing, we are focused on that, because rates as they go
down, we just always aggressively chase some. And then you have – obviously, we've put the stock buyback
program in place, but I don't think we're ready to do that at the moment at least. And then you have the
construction, the third-party construction, and we have chosen to continue our two large projects. We backed
off on probably another $100 million of stuff that we can do during the year in terms of building repositionings,
lobby rehabs, et cetera, to make sure that our cash position was very strong.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

So I guess how do you think about like sources and uses this year with kind of your revised capital plan?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, I think our income will be sufficient to fund our uses. If you're asking me the simple question, do I think
we're sort of trapped in something where we're forced to be a net borrower, I don't think we are and I don't
project that even with the fact that we ended up 12% off in April or something like that continuing, I think we're
in pretty good shape.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. And I guess, similar with the distribution at the current level, cover everything?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, if you're asking me, does the distribution cover our income, I think we're in fine shape. I think, the
dividend, you're talking about the public company dividend, right?

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Yeah.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yeah. So, yeah, I think we're – no problem at all.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. All right. And then as you – can you just talk about what the co-working companies are doing in your
markets now? I mean, have they been – I know you don't have any, but like are they paying rent? Are they –
are you just hearing that they're crumbling? Just any color from the ground.
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Kevin A. Crummy

A

Chief Investment Officer
Douglas Emmett, Inc.

It's kind of care – this is Kevin, Jamie. It's kind of case by case. In speaking with my peers in the marketplace,
some of the larger co-working companies are paying and some of the other ones are asking for a little rent
relief right now while people aren't using their offices. But we don't have very much exposure in West LA, so
it's anecdotally throughout the market. And I know that the – we were just paying some landlords and not paid
some other landlords just like across the country.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. All right. Thanks guys.

Operator
The next question is from Emmanuel Korchman at Citi.

Emmanuel Korchman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey, everyone. If we think about the 90% collections in the office portfolio, is there any commonality, whether it
be by industry or by size or by some other characteristic of the 10% that haven't paid other than the fact that
the municipalities have given them the right not to?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Frankly, if you – and I've kind of been on the road on this with the various city councils in the cities we're
working in, there is a shocking relationship between not paying and the rules surrounding the moratorium in
the various cities that how well people pay or don't pay. So we – I don't want to call out any cities and I think
they're working to fix this situation for us. But in the cities where blanket and there's literally no cost and long
payback periods, meaningfully, statistically meaningfully worse collections than the cities that had more
restrictions, maybe you could still charge fees, but certainly the payback much shorter. So the benefit of kind
of having an angry landlord wasn't as much there than better pay rates. That's the one thing you can see in that
last group that really stands out.

Emmanuel Korchman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Thanks. And then in terms of your new leasing, it looks like the leasing costs were elevated. I don't know if that
had to do with mix and the base rents in that pool were higher, or if it just had to do with spaces, but could you
give us some color as to why those – the new leasing costs specifically seem higher than recent trends?

Peter Seymour

A

Chief Financial Officer
Douglas Emmett, Inc.

Yeah. I mean, look, I think – this is Peter. The overall rate ends up much lower, right? So we had much lower on
the renewal side. And then the new leasing, we did a small number of deals and a couple of them were at
slightly higher cost, but it doesn't look like it's indicative of any kind of trend. As a percentage of rent, the rent
that we're giving is – it's a combined blended rent. So when you take that – when you take new leasing just
over the new leasing rents, it's pretty much in line with what we've seen in the past.

Emmanuel Korchman
Analyst
Citigroup Global Markets Inc. (Broker)

Thanks everyone.
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Q

Operator
Our next question comes from Alexander Goldfarb of Piper Sandler.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Hey. Good morning, out there.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Hi, Alex.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Hey, you guys are pretty brave to all be in the same room together.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

It's such a huge conference room, it's almost absurd.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Now everyone is realizing that their homes are not big enough. So, two questions.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

I guess.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Two questions. First, can you just talk a little bit about Hawaii? It sounds like the state overall has been fine
COVID-wise and that hopefully it can start to reopen. But clearly, it's going to be a while before tourism
returns. So your products out there, the apartments, the office, what are you guys seeing and is your view that
tourism absolutely has to return before you can see benefits in your properties, or you think the local economy
is sufficient enough for you guys to continue the building conversions and pushing rents and all that good stuff?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.
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A

Well, I'll tell you, first of all, if there is a group that I think has worked hard and done a good job, what I've seen
happen in Hawaii, they've really jumped on it. They did well with COVID. I thought the city, city-state, county
leaders, whatever that group is, they're all kind of mashed together, did a really nice job. They have four local
banks there, they got – because we – for the stuff we do and why we use local banks, we got conversations
with them. They were really aggressive. Literally midnight, the first round of PPP, they made sure they got all
the local companies covered and got a good chunk of money out to all of them. You saw really good
engagement out of the mayor and others in terms of walking the line to what's open, not open construction. So
in terms of management, I really – maybe it's because they're all like a big family there, they all know each
other, but I give them a really high grade. So I'm hoping that – and they're super focused on recovery and
protecting their economy. Now, they for sure have the problem of being a very tourist-dependent economy,
they have construction. They have a huge chunk of military in there. They have other stuff, but tourism is a big
deal. Now, I know that they are working as hard as any hotel company or any airline to go how do we solve this
and how do we make people feel comfortable coming back when the time is right. On the other side of the
coin, when you talk about Douglas Emmett and our residential projects are going – our construction is going
there and our occupancy is fine and our pay rate is fine, all good. On our office projects there, interestingly, we
went into Hawaii originally now it was two decades ago with the thought that a run-up in tourism and facing
Asia would be very good for that economy and then now would flow through to the office product. And that was
what we do, office and residential, so that's what we did. Hawaii is where we learned that tourism, for sure, to
the plus side, as tourism kept running up, we did not see it roll through the office product. So we saw tourism,
when we went into Hawaii, I think the tourism was like $4 million to $5 million. And last year, probably $9
million, $10 million, right? So you would have said, wow, you called it right, but that did not drive much in terms
of the office product. I'm not sure that that decline will drive much in the way of the office product. But overall,
having a strong economy is going to be important. And I think more than any of the other places where we
operate, they are just collectively growing as a team to make sure that Hawaii doesn't suffer too much. So
we've been very happy about that.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Okay. And then the second question, Jordan, when you have the discussions with your local California
politicians and they do the eviction moratoriums, I'm sure in their wisdom, they also put in place a real estate
tax moratorium, so it offsets and doesn't put the landlord in the middle position. So when you raise that point –
well, because California is very logical and it understands how math works. So when you raise that point to the
politicians, do they understand that? I mean I know that Gavin was facing that, the payment a few weeks ago,
but do they understand the ramifications and your ability to directly, but landlords in general to withhold taxes if
they're not being paid because of government mandates?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, I didn't use quite the level of sarcasm that you used since I'm trying to get them to do something for me,
but I did point out that essentially, when these – the impact of these moratoriums, what it's been is exist, the
borrowing responsibility to us versus a tenant, and I don't know why that would be a fair shift. Now, to be fair to
their point, they are worried about mostly – so most of these ordinances were designed, first of all, by non-real
estate people that were – all they were thinking about was residential. And they literally, when you talk to them
they're like, oh, yeah, office. I don't think they were really targeting office. What they were targeting was
residential. And then when you talk about, they go, well, we don't want to treat our local retailers to go away
because it's part of the fabric and the culture of the area, right? We don't want a bunch of empty storefronts.
And I would say, across the board, when you sit and talk to them about that and you talk about it, like, look,
you're really trying to protect housing, no evictions on housing, you're really trying to protect your local retailers.
They have been very open-minded about making a change for the rest. The problem is they're just inundated
with problems, right, not to mention that their budgets are just destroyed now. So getting their attention, which
we've been able to get, and getting the city attorneys to change and redraft these emergency ordinances, it's
just a time-intensive process, and we're going through that with them. But they have not been – they haven't
been that tough on this thing. When we explained it to them and we said, look, I think you're trying to include –
I'll say, commercial, well, who are you saying we are covering or not, and I say, well, I think you're trying to
cover people who collect sales tax on a majority of their revenue, I don't think you're trying to cover hedge
funds in my office building. I'm like, oh, yeah, you're right, there is a difference between it. That's the first time
they even started splitting retail from office. A lot of these things only have commercial. It doesn't say retail or
office. So they're sort of accepting that. I think they're going to make the right changes in that, but it's taken –
just the time – I think of – when your things got put in place like the beginning of April and here we are a month
later, and we've gotten meetings with them, with the top – with the mayors, council members, and they're
working on it. So that's been very good.

Alexander Goldfarb
Analyst
Piper Jaffray, Inc.
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Q

Right. They understand that you can't be the middleman or a lender of last resort, like if you suffer implodes on
the top, obviously, it's going to – you shouldn't be expected to pay out at the bottom. They understand that,
right?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

They haven't understood that, because we're still paying all our city business taxes and fees. But as I said, I'm
not putting it to them like that because I want – we're trying to achieve this goal of getting commercial
released.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Got it. Okay. Listen, thank you, Jordan.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

All right. Thanks.

Operator
The next question is from John Kim at BMO.

Operator

Q

Hi guys. This is Frank Lee on with John. First question I have is do you have a sense of what percentage of
your multifamily rents are currently delinquent? And can you walk us through your plans on adjusting any of
this?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, yes, so that – unhappily, that 5% that didn't pay, and maybe this is just math, but I think it's a little more
than that, it seemed to be highly concentrated with tenants that pay to be in some of the nicest spaces in our
buildings on the beach with rents that are very high and certainly, they're renting that space because they have
a lot of net worth, and they wanted to be looking out at the beach and walking out on the sand. And so that –
when I was looking at that listing, and I actually just took the list and ranked it by rent, and I feel like if we – just
for collecting from the people that paid over, I think it was $4,000, you would collect like a ton of that money.
And if someone's paying $4,000 for their apartment, they probably can afford to pay. But those rules are set in
stone. Those people just have been told flat they don't have to pay. I've told the cities, they don't want to hear
about apartments by the way, but I've told them you realize that the tenants that feel they're the most financially
sophisticated seem to be the ones taking the most use of these ordinances, not your normal run of the mill
person, it's like, yeah, I don't want to have my rent pile up on me. I got to live here and they're just paying the
rent. So it's the ones that kind of feel like, yeah, no problem, I'll pick up the extra money and I'll pay it later. They
seem to be the ones that are making up a lot of that missed money, but that will play out.

Operator

Q

Yes. And then what's your expectation to recoup that 5% of kind of lost rent from those tenants?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Well, it's hard to predict now. We haven't even – we're trying to get the collection rate higher each month and
then we'll go back. And as I've said, we're pretty good at our underwriting when we lease space. We never –
in the last recession, we never had defaults. So you're talking about defaults here, not the city's allowing them
not to pay, but then later they pay, real defaults. I don't think our defaults ever really got over 2%. I don't think
they did. They might have gotten to 3%, but I don't think they got above 2%. Now, what happens to us in a
recession is we pick up vacancy and maybe rents go down, but we are really good on the default front. So if
you say default on those numbers, I would expect them to be low, but time to collect seems to be stretched.

Operator

Q

Okay. And then second question I have is, if I look at your top tenant list, did all the tenants pay April rent, I'm
just curious particularly on the lease with Equinox?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

You know what, we're not – we never really like talking about tenants and we don't really like calling out
individual tenants, and so we're not going to start today.

Operator

Q

Okay, thank you.

Operator
The next question comes from Dave Rodgers at Baird.

David B. Rodgers

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Yeah. Hey, guys. Just I guess with your smaller tenants and much faster roll, the shorter lease term that you
generally have versus office, I mean what are those discussions like today for the next kind of three to five
months? I mean typically, I think larger deals would be done, but I think you guys do it a little bit more just in
time. So can you give us a little bit of color on how those discussions are going and what you'd expect here in
the near-term on some of those near-term rolls?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yeah. I'll give you a little I know, maybe Stuart knows more. But smaller guys will usually feel like a lot of
pressure to get their stuff done about five months ahead of when their lease is coming up. So in terms of
having data for you on where the world is on renewals right now being a month into this, I can't say that we
have a lot of data on that because there's not many people wait for the last day that they had to renew, right?
So there's not a lot of data. Leasing is going, we're doing leases. Go ahead, you can fill in on this?

Stuart McElhinney

A

Vice President-Investor Relations
Douglas Emmett, Inc.

Yeah. No, I think that's fair. I think that a lot of people are just delaying their decisions at this point, but we're still
getting a decent amount of leasing done. It's definitely slowed way down, starting to pick up, I mean we're
seeing volume, we're seeing calls, all that stuff's coming back again after shutting down almost completely for
a while. And like I said in my remarks, we're pretty well set up with virtual tours and we're just trying to get the
brokers' community and the tenant community used to this world. And the brokers are definitely hungry to do
deals. They're not making money when they're not doing deals. So we're seeing it start to come back. I think,
like Jordan said, mostly we're seeing our tenants kind of delay their decisions for a little while, but most of our
tenants tend to go maybe six months before they're at the end of their lease is our average when they're
making their renewal decision.

David B. Rodgers
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Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

And then I guess maybe just on the rate side, Jordan, it wasn't long ago we were talking about pushing rate
and having tenants really pushing back and complaining and personal phone calls to you, et cetera. As you
kind of think about this next phase in terms of where rents are on leases and where you feel comfortable
pushing those or pulling those, how are those discussions going and what's the expectation near-term that you
think about?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

We haven't had any rate discussions. I have had no rate discussions. I don't think we – I mean, to what – no, I
don't think we've raised rates and I don't think we've lowered rates, and I think we're doing deals. I mean,
there's a measure of just like social sensitivity or something. I'd be a little nervous to raise rates. Even if the
market stays very tight, I'd probably have a little breather for a little while. There's just a lot of tension out there
in the world, so you don't – certainly you don't want to do anything that could ever be viewed as aggressive or
predatory or taking advantage, and I think we're going to be equally alert and aware. We operate in small –
obviously, LA is not a small community, but the various markets we're in, we're certainly in a period right now
where it's good to have more friends than just kind put of a wall around.

David B. Rodgers

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay. And then maybe a last one, if I just could, on the parking, you mentioned parking revenue. How much of
that could be at risk or isn't part of or baked into some of the leases on a number basis?

Peter Seymour

A

Chief Financial Officer
Douglas Emmett, Inc.

Yeah, it's Peter. I mean, we're probably at this point, but it's hard to say how it's going to go, we're probably
getting about half the parking income that we normally have. But as I said, that's on a very short time period
and really hard to see where it's headed in the next couple of months, and especially, as things start to reopen,
just don't know which way it's going to go.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, I think they're going to – when things reopen, I think they're going to drive; they're not going to take a bus.
I mean, they will want their parking spaces back. I suspect parking becomes a very short-term phenomenon of
people being told to stay home.

David B. Rodgers

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Yeah. I think that makes sense. All right. Thank you.

Operator
The next question comes from Rich Anderson at SMBC.

Richard Anderson

Q

Analyst
SMBC Nikko Securities America, Inc.

Hey, I'll take that question even further. I think there should be a parking REIT in the aftermath of all this
because everyone is going to be driving all around the country, in my opinion.

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.
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A

That might be right.

Richard Anderson

Q

Analyst
SMBC Nikko Securities America, Inc.

It hasn't come up yet, but not to pile on the regulatory silliness of California, but Prop 13, do you agree with
Victor and Hudson that that's on the back burner for now for at least a while?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

I don't think back burner is the right term. Look, it's going to be on the ballot.

Richard Anderson

Q

Analyst
SMBC Nikko Securities America, Inc.

Right, yeah.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

I think that it is – I think that we are doing a lot of work to fight it. I think it's a bad idea and I think – and it's
polling quite poorly. For me, it's not just going to be beating it. I mean, we want to really beat it so that we don't
have to face it again. I mean, it shows up at times from groups that are not really stakeholders in our markets,
to be perfectly frank, they are looking to raise money for their own purposes. And you don't see the state or
any of the rest of them saying we think this is a good idea. And so we want to make it clear of not just beating
it, but beating it enough so no one wants to waste their money or our money in the future to having to deal with
any debt, right. But I still feel if what Victor said was that he feels confident that we will beat it, I think that's
reasonable. I feel pretty confident that we'll beat it because it's polling so poorly. And Californians in general,
not just for that, which is much harder to justify, but even some things for schools and otherwise have just been
saying, enough is enough when it comes to taxes, they're just done. And that's unfortunate because we've put
some taxes on that were for very odd and special things during the heyday because maybe some special
purpose group talked people into it. And now, they're going to really need that money for their general state
budget. And so I think there's going to be some shifting there, but we'll see what happens.

Richard Anderson

Q

Analyst
SMBC Nikko Securities America, Inc.

Okay. Given that you're known for small tenants in terms of lease size and all that, do you feel like there's any
incremental vulnerabilities to your business just in terms of small companies and perhaps less financial
wherewithal in this environment that they may perhaps be more exposed to, God forbid, closing down
business or that kind of thing, or is that just not in the conversation right now?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.
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A

Well, I don't think the fact that they're small or large plays the role that you're indicating in the impact of the
economy on them, their capitalization or them closing down their business. Frankly, most of what I'm reading
it's large companies closing down their businesses, not a lot of these smaller ones that are throughout our
portfolio. I think that it's fair – I think it's – I think there they have an easier time controlling their expenses and
they actually – when you look at the capital backing them as it relates, percentage-wise and all other ways, to
their rent obligation or all of their costs in running their companies, I think it's actually more capital backing that
than some of these larger companies that we know are all over the country that have been running at literally
like losing money every year and borrowing to support that. So I don't think the economy – if you would have
gone back to the last recession that we'll call it the financial recession, the bank recession, that was hard on a
lot of our companies because, not because if they weren't in a good position, but sort of the banks stopped
lending and doing stuff with all those guys and that was just hard on them, it was hard for new formation. But
this doesn't seem to be that kind of recession. So I don't think they will be hit in that way. And I think that if you
just look at the industries that they're in, tech, entertainment, medical research and just a lot of them, I actually
think that money is going to come – more money into that, into those areas. So I'm not as worried with the
small tenants. And as I said, even the financial recession, the one that really like banks and liquidity squeeze
that happened in what, 2007, 2008, 2009, whatever you want, take it 2010, we never really experienced more
than 2% default. So from that perspective, I feel like we did probably better than a lot of places. And by the
way, our rent, because we go into these things without new supply overhang, we don't see the same decline in
rents. We have a chart that's on our website that shows that in the last recession, the lowest point of rents for
our company in the last recession was still 10% above the previous peak and that cannot be said for any of
the other gateway markets, except Washington DC, which in the last recession, did feel the impact, but in all
the other markets.

Richard Anderson

Q

Analyst
SMBC Nikko Securities America, Inc.

Okay, great. Thanks very much.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

All right.

Operator
The next question is from Peter Abramowitz at Jefferies.

Peter Abramowitz

Q

Analyst
Jefferies LLC

Thank you. I just want to ask you about the multifamily portfolio specifically. You've had two straight quarters of
negative same-store revenue growth. So just in comparison I guess to some of the apartment peers that are
in the 2% to 3% top line growth range, anything specific that's going on to your portfolio that might be a drag
there?

Peter Seymour

A

Chief Financial Officer
Douglas Emmett, Inc.

It's Peter. I don't think there's any specific trend. We've been running at really high, well over 99% for a whole
bunch of up quarters. And they're small numbers in the same-store, so it's super sensitive, 1%, I think, is in 19,
20 units. So a little blip and it draws that number down. But at 97.5% leased, it's still an incredibly high lease
rate. But early to say whether there's – what the long-term impacts of this whole pandemic are going to be, but
it's certainly going into the end of the quarter, we didn't see any specific trends.

Peter Abramowitz

Q

Analyst
Jefferies LLC

Got you. Is – the lease rate going down, say, a couple of hundred basis points in the quarter, was that at all
pandemic-related in March, the beginning, because I think the building with the fire was excluded from that, if I
read correctly?
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Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

We're not seeing any of that. No, we're not seeing that as a driving force.

Peter Abramowitz

Q

Analyst
Jefferies LLC

Okay. Thank you.

Operator
The next question comes from Daniel Ismail at Green Street Advisors.

Daniel Ismail

Q

Analyst

Great. Thank you. Just following up on a previous question on parking revenue, I don't think I heard a
percentage of revenues that comes from parking. Are you able to provide that?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

We don't break that out separately. I did say that it's – we've probably collected about half what we normally
do.

Daniel Ismail

Q

Analyst

Okay. But is that like low-single-digits, like sub-5%, or somewhere higher than that?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yeah, we don't break that out. Parking and other is a line item on our income statement. So take that line item
and cut it about in about half.

Daniel Ismail

Q

Analyst

All right. So the majority of that is in parking and not other sources of ancillary income?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yes. The majority of parking and other is parking.

Daniel Ismail

Q

Analyst

Okay. And then, Jordan, given those – you mentioned the restrictions on evictions, are you able to utilize
security deposits and letters of credits to make up some of the shortfall in non-payment?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.
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A

We really haven't been doing that. I think that if we can – I think we can write that last group if I get these
changes in the cities. And I mean, of course – look, there's nothing – we admitted something we just said
earlier on the call. We have not forgiven any rent, okay? We haven't forgiven any rent for anybody. So, this is
all – none of these collections are a function of, well, we may deal with them and we forgave some rent. So –
and I hope that when all is said and done, and I'm not going to say we're never going to forgive any rent, but if
we forgive rent, it will be in exchange for some other terms in a lease or some other improvement in a lease or
term or whatever the case may be. So I don't think pulling security deposits and starting to sort of unravel a
lease going kind of , I just don't think it's the right idea right now. We're just not there right now. I think if we get
these moratoriums worked out to be less penalizing, I think a lot of these people are just – I'll pay now. I think
it's the equivalent of – you don't owe your 2019 taxes until July. So now, how many people paid their taxes in
April because the federal government is hurting. I don't think very many, and that's what we're dealing with. It
doesn't make them bad or good. They're just – they got presented with something and they took it. So we
aren't prevented from doing what you said, but I don't think we're really doing it.

Daniel Ismail

Q

Analyst

All right. Thanks very much.

Operator
The next question comes from Tayo Okusanya at Mizuho.

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

Yes. Good afternoon, everyone. A couple of questions from me. The first one, the Barrington Plaza, the
apartment complex, could you tell us what the latest is with that in regards to refurbishing the apartments that
unfortunately did burn down and kind of what the status is with some of these pending class action lawsuits?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Let's see. So in terms of the litigation, I mean we're not going to discuss litigation, but as we've told you, we're
insured. And unfortunately in the world that we're in, people have a hard time not trying to take advantage of
disasters. Put that to the side, if you say what's happening with the building, we're deep in the process of
redoing the floors, getting the plans approved and working, I think, quite well with the city who – which the city
does not have a – we want to sprinkler the buildings. We wanted sprinkler after the first fire. And the city does
not have an ordinance that kind of shakes hands properly with the fair housing department that allows you to
go in and actually retrofit and sprinkler a high-rise residential building. And we've gone to them and said, look,
we know you want us to have them, we know we want to do it. And they have been really good about saying,
yeah, we're just going to try and figure out a way to get you there. And so I'm pretty confident now that we're
not only going to be redoing those floors, getting them done, but I think the city is really kind of in a great way
come on our team to say, we're going to make provisions or a way, even though it's not in our code at the
moment, where you're going to get to sprinkler these buildings, so that we're feeling good about that.

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

Got you. That's helpful. And then I just wanted to go back to Frank's question around tenants. He did ask about
Equinox. But I'm curious what you're hearing from Morgan Stanley, given some of the vocal comments the
CEO did make on their earnings call about needing less office space going forward because more of the
employees will be working from home?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Okay. And what's – a quick – I mean, I've already said – who made this comment?

Omotayo Tejumade Okusanya
Analyst
Mizuho Securities USA, Inc.
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Q

The CEO of Morgan Stanley.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Okay. And he thinks more people are going to be working from home?

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

Right. That's what he said on their earnings call that they would be looking at having – taking less office space
going forward because of that.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Okay. I mean, I don't know what those big investment banks will end up doing. They already – they're kind of
the prime group that's worked the hardest to get down to 150 feet per person, 140 feet per person. I mean,
we're there when we're in New York there visiting and we go out on to those big trading floors, and it's certainly
packed in at a level that we haven't seen before. I can't imagine that he is going to have so many people
working from home that he's going to achieve for the people working social distancing and actually also
reduce their space and create that kind of proper environment, but maybe he figured out how to do that, I don't
know. But I do think that for the people that are in that position, I don't think they have any choice but to keep
people working from home for a lot longer than other companies, because I don't think just practically
speaking, I don't know how they bring – I mean even going every other seat, I think they have a tough time
being 6 feet apart. So I mean that's going to be an outlet for them for a long time. If you say to me human
nature, I watched people, I watched technology come and everyone said, oh, technology, no one's coming into
the office. Actually, office space filled up more because individuals became more productive and more
people were coming into offices and working with computers there. And then people got to a point where they
said, all right, I think we're going to expand and expand the workforce and have people work from home and
let a lot of people work from home. And then even the technology companies said, you know what, we've just
found out – we're not in love with people working from home, we want teams together. And then you saw a
shift happen where they said, no, we're going to pack them into our space because we want people to even
casually run across each other so that they can have creative conversations and collaborate and all the rest.
So there was sort of a complete revolt towards working from home. And now, in the situation we're in, people
are saying, hey, what about working from home? I think when all is said and done, they're going to end up
figuring out that, first of all, when people are working in the office, they don't want to be in a position where
they're almost forced to be in a collaborative conversation all the time. They want their own space. And I also
think they're going to find out that that space needs to be more than 20 square feet, right? And I think that –
don't find out there, there are a lot of people that can work from home in an additive way to make them more
productive. But if you're saying human nature is that people are going to say, I prefer to work from home or
companies are going to now switch back and go, okay, we changed our mind again and now we now like
people working from home, I never saw that as a long-term trend and I still don't think it will be a long-term
trend.

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

That's helpful. One more if you could indulge me, just around the office parking other income line item in 1Q,
just kind of given some of the discussions, you talked about your parking trend. That line item was actually up
$3 million in 1Q 2020 versus 4Q 2019. Can you talk a little bit about that delta and what caused that big
increase?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

I don't know that answer. I see Peter starting to trying to look around at his papers...

Peter Seymour
Chief Financial Officer
Douglas Emmett, Inc.
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A

I think there were some true-ups there from prior quarters and then it's – quarter-to-quarter, you get variability
there, but there's nothing stand out.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Nothing stand out, we didn't prepare for the question.

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

All right. So that's just some accounting true-ups in 1Q 2020 on that, that's kind of it?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yeah. And the other factor is, you do have to remember we consolidated the – one of our JVs, right...

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

One of the JVs in November, yeah.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

...yeah, partway through the fourth quarter. So that will contribute.

Omotayo Tejumade Okusanya

Q

Analyst
Mizuho Securities USA, Inc.

Got it. Thank you. Have a good weekend.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

You too.

Operator
The next question is from Emmanuel Korchman at Citi.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey, it's Michael Bilerman.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Hey, Michael.

Michael Jason Bilerman
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Q

Analyst
Citigroup Global Markets Inc. (Broker)

Where did April occupancy end up at the end of the month?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Where did which occupancy?

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

April's occupancy, office?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

No. I don't think we're publishing month-to-month occupancy. And frankly, I don't know.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

I mean, was it – I mean, like, you had negative net absorption in the first quarter, which – because of your short
lease duration, you're running, call it, 120 basis points of expirations every month, right? And so – and you are
– Ken runs a leasing machine. I think you guys do like two to three leases a day historically, right, whether
they're renewals or new leases, just given the tenant size and the number of leases you have, the spaces. And
so I'm just trying to get a sense of what occurred during April so that we understand the sort of the cadence of
the occupancy declines as the shelter-in-place orders still are there, just in terms of how low – at what point
will that low point settle in?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yeah. I don't – well, what creates occupancy declines and literally, I do not know the exact answer to your
question. But if you look at what creates occupancy decline, I don't think any of that could have happened in
April. I don't think – obviously, it's impossible to default in our markets. I didn't hear about – if you're saying a
person's – right in that month of April, the person's lease came up and they moved out and we lost it, I don't
think barely anyone was moving. I don't think – no one was coming, no one was going, no one was doing
anything. I don't think even if we had the exact information of April, I don't think it would give you any indication
of a trend line until you see people kind of – the world start going again and people start making affirmative
decisions about things, because nobody's doing anything. I wouldn't be surprised that occupancy April 1 and
occupancy April 30 is the same number.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Could you...

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

But I don't think that's a trend, I just don't think anyone has been able to do anything for the last month.

Michael Jason Bilerman
Analyst
Citigroup Global Markets Inc. (Broker)
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Q

And I guess what happened to all the leases that expired, you probably had like 50 or 60 leases expire during
the month of April, were all those renewed yet?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, no, because that's what I was explaining earlier, at one of the earlier questions, what I said was these
guys – nobody goes and renews or doesn't renew on the month of expiration. I mean I said five months and
then Stuart corrected me to say it's actually, the average for these guys is six months, or not even the average,
the short end. So people – six months ago, those renewals happened. Now, you go, well, people that are six
months on from now, how come they're not feeling pressure to do their renewals? They probably are, but
they're not doing anything or they did their renewal.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Right. And what are you doing from just bringing your – in terms of reopening and bringing people back into
the office, I think about the larger landlords who have very large tenants are working hand-in-hand and
providing those services to be able to bring employees back into the office in a social-distanced way, right?
And they'll go up to – maybe get to 50%. I would assume with a much smaller tenant base where you're
dealing with an average lease – average tenant size of about 5,000 square feet, I guess, what do you need to
do in those spaces to get those people back in and the cost of doing that just from a sanitation and just
opening your building perspective?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

So within the suites, we're doing our cleaning, as we always have. And outside, in the common areas of the
buildings, we are putting together programs to bring people in, limit the number of people going through the
elevators, requiring mask, coming – we're putting all those programs together and starting to get ready to .
Actually, there's a meeting about – another meeting about it today. I think that – I don't think that we have – we
have similar problems, not the same problems as these huge markets with gigantic buildings, whether it be in
New York or Boston or San Francisco. I mean the timing of people arriving is a little more varied here and we
don't have those colossal crunches to the elevators. I mean, we have some other opportunities to lighten
things up and we're looking at all of them. And we're putting all those programs in to try and make people feel
safe about coming back to work. Now, if you say in the people – in offices, how many people – how many are
they bringing back, I mean that's a choice of the tenant, not us. All we are doing is creating good
accommodations and notifications and cleaning and all the rest of that stuff for people coming in through the
building and the lobbies and the elevators.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

How do you think sort of the Warner Center market fits into all of this and in a post-pandemic world, is better
or worse for it?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

I think the short-term post-pandemic world is bad for all businesses because the economy is slowing down.
And at the end of the day, the economy is the model that drives everything. And so, I don't think you could say
Warner Center separate from Santa Monica, separate from Beverly Hills, LA, New York, Boston, you name it. I
don't think anybody is going to escape these impacts. So everything would only be on a relevant basis. And I
don't know that Warner Center will be any more or less impacted than what we would expect out of the
industries that are driving the LA economy. But if you say is the LA economy going to be hit, Hawaii's
economy going to be hit, yeah, and all the others. I just think everyone is going to be hit.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Right. I just know it's been a challenge for a while just in terms of getting that occupancy up and I'm just trying
to think about how the industry trends and where it's located, how that evolves post all of this?
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Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Well, yeah, I mean, we're going to try and give up as little occupancy as we can. But, of course, nothing is free
because then that would translate into rate. But if you're, say, wow, I mean, you're going a blow and now this
hit, now what's next, okay. I know what's next is not going and blowing. I mean we've got to like put the hat on
and keeping the buildings full and let the economy recover.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Right. Just lastly on the deferrals, how long will those drag on? Is it entirely dependent on shelter-in-place or
are there other variables in those deferrals?

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Most of these cities have either said April and May or April, May and June. So they've like named the months
that have the deferrals. Now, if we're successful, we will get a good part of what we have in our portfolio free of
that. But every major market has a moratorium on evictions and then that moratorium comes with four different
components. And depending on what those components are, depends on how punitive or how much it's
encouraging a tenant whether they need it or not to take a free loan. And that is who's covered, whether late
fees or interest can be charged, whether significant documentation is needed and how many – whether
they've even said how many months past the crisis the deferral goes. And what we've seen in most of these
markets is they all have, we'll say, two of those components. Maybe they all have – maybe they have, okay,
everyone's covered and you can't charge late fees, but maybe then they say, but you have to provide very
good documentation. And if you don't, then you don't get the benefit of this. And by the way, once the
emergency is over, it's between you and the landlord because now the rent's due the next day, okay? So you
can choose two of the four things, and you probably have not created a bad situation where people are trying
to get a free loan. We're in markets where all four of those things exist, not very big need for documentation,
just impacted by COVID, very long payout periods. Everybody's covered and no fees. Okay. That's a recipe
for disaster and that's what we're facing. And we're trying to get that changed. So we'll see with the change
how long – if they change it and they go, oh, we didn't mean to include office, well, now, we don't have that
problem anymore.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. Stay safe, guys.

Jordan L. Kaplan

A

President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Thanks. Same to you. Okay.

Operator
At this time, we show no further questions. Would you like to make any closing remarks?

Jordan L. Kaplan
President, Chief Executive Officer & Director
Douglas Emmett, Inc.

Yes. Thank you all for joining us. And we hope that very soon in the future, we're able to meet you again in
person.

Operator
The conference is now concluded. Thank you for attending today's presentation. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Welcome to the Pebblebrook Hotel Trust First Quarter Earnings Call. As a reminder, all participants are in
listen-only mode and the conference is being recorded. After the presentation, there will be an opportunity to
ask questions. I would now like to turn the conference over to Mr. Raymond Martz, CFO. Please go ahead, sir.

Raymond D. Martz
Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust
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Thank you, Carl, and good morning, everyone. Welcome to our first quarter 2020 earnings call and webcast.
Joining me today is Jon Bortz, our Chairman, Chief Executive Officer. But before we start, a quick reminder
that many of our comments today are considered forward-looking statements under federal securities laws.
And these statements are subject to numerous risk and uncertainties as described in our 10-K for 2019 and
our other SEC filings, and future results could differ materially from those implied by our comments. Forwardlooking statements that we make today are effective only as of today, May 8, 2020, and we undertake no duty
to update them later. You can find our SEC reports and our earnings release, which contain reconciliations of
the non-GAAP financial measures we use, on our website at pebblebrookhotels.com. Well, the first quarter of
2020 has indeed been like no other in the history of the hotel industry. The thoughts of the entire Pebblebrook
team are with the families who have lost loved ones to this pandemic as well as the tremendous thanks and
appreciation for all the first responders and healthcare workers on the frontlines. The speed at which this
pandemic has impacted the world has been incredible causing cities and states across the United States to
effectively shut down through the imposition of sheltered home policies and mandating many businesses to
close or significantly curtail their operations. In addition, the federal government decided to close our borders
to international travelers and commerce and restrict all other nonessential travel. All of these factors led to a
situation where hotel demand rapidly dropped to virtually zero in a matter of just weeks, beginning in early
March. Our response has been swift and decisive as we reacted to this crisis which changed by the day. Our
three immediate strategic priorities were the first, protect the health and safety of our guests and hotel-level
workers; second, to preserve our financial liquidity during this crisis and third, to ensure we are well prepared
to take advantage of the opportunities that arise in the new hotel operating environment after the recovery
begins. The year started well as we are ahead of budget in January and February. Yeah, by late February, we
were implementing cost reduction programs, and by mid-March, we commenced temporarily suspending
operations at many of our hotels and resorts in response to mandated restrictions and closings required by
local and state government officials to help ensure the safety of our guests, workers and communities. As of
today, 46 of our 54 hotels and resorts have temporarily suspended operations. Our remaining eight hotels for
various reasons are open and operating with skeleton crews and limited services and amenities. As a result
of these actions, first quarter same-property RevPAR declined 25.5% compared to the prior year period with
same-property total revenues declining 23.1% to $255.8 million. Same-property hotel EBITDA declined
55.2% to $40.6 million. Of note, March room revenues declined 65.8%. Our ability to reduce hotel-level
expenses in March was challenging given how quickly and substantially the operating environment changed
which caused a rapid and dramatic increase in group and transient cancellations in the month. Nevertheless,
total hotel expenses before fixed costs were still reduced by 42.7% compared to last year. Our adjusted
EBITDA was $35.9 million and our adjusted FFO per share was $0.13. This reflects the impact of the decline
in hotel demand and subsequent suspensions of hotel operations. In addition, we incurred approximately $5
million of onetime charges relating to the furloughing of hotel-level employees which included future hotel
healthcare benefits and other payroll costs that were recorded in March per GAAP. We also recorded a $16
million noncash write-off for our long-term retention share awards that had just been issued in late February
prior to the pandemic, which our executive team and other officers volunteered to forfeit as part of our
corporate expense reduction measures. Imagine that is $16 million corporate write-off as a result of the
forfeiture of restricted shares which is a benefit for the company . We also generated gains from the sale in
early March of InterContinental Buckhead and Sofitel Washington DC hotels, a GAAP gain of $117 million and
a taxable gain of $160 million. The sale of these two properties represent the combination of two very
successful investments, and the timing of the sale was obviously very fortuitous, but also a consequence of
negotiating a strong and favorable contract. Since the closing of our corporate acquisition in November 2018,
we successfully completed sales totaling $1.66 billion of hotels at a 5.6% cap rate as part of our strategic
disposition plan. Shifting to our second priority in response to the COVID pandemic preserving the liquidity of
our business, we took numerous actions since the crisis became apparent. In addition to instituting drastic
expense reductions throughout our portfolio, we also quickly suspended operations at the vast majority of our
hotels and resorts which significantly reduced operating losses. This including furloughing the majority of our
hotel-level workers and reducing number of employees at our hotels to skeleton crews while also ensuring the
security and safety of our hotel associates and our properties. Our hotel asset managers also work closely
with our hotel teams in management companies to aggressively reduce our non-payroll expenses across the
portfolio. We thank our management teams for reacting so quickly and decisively in a challenging
environment. This, of course, mitigates our monthly cash burn during this crisis. As a result of these swift and
decisive actions, we reduced our monthly hotel-level operating expenses by more than 75% estimated
average monthly cash burn at our hotel level at approximately $15 million to $18 million or about 1,200 per key
per month. And we continue our efforts to further reduce this cash burn. At our corporate level, we estimate
monthly cash G&A at approximately $2 million which reflects a reduction in compensation for every executive
officer, member of the board of trustees and employee of Pebblebrook including Jon who volunteered to
forego his salary for the remainder of 2020. We also modified our annual cash bonus program bonuses
earned for 2020, if any, will be paid next year and paid in common shares instead of in cash. Also as
previously mentioned, our executive team and officers of the company agreed to voluntarily forfeit long-term
retention share awards that were issued in late February. Our combined reductions in corporate G&A totaled
approximately $8.5 million for the remainder of the year. As with our hotel-level cash burn, we'll continue to
look for further reductions in our corporate G&A expenses as appropriate. Finally, our interest expenses and
preferred dividend payments totaled approximately $8 million to $10 million per month. We reduced our
normal quarterly common dividend from $0.38 to $0.01 per share beginning with the first quarter dividend,
preserving $50 million per quarter in cash, totaling $150 million of savings for the year. Combined given our
comprehensive initiatives at the hotel and corporate level, we estimate our average monthly cash burn to be
approximately $25 million to $30 million which excludes any capital investments. As it relates to our capital
investments, we invested approximately $50.1 million into our hotels through the end of the first quarter. We
currently expect to invest an additional $75 million to $85 million over the balance of the year, mostly to
complete our ongoing major redevelopment projects. To further enhance our liquidity, we've elected to defer
more than $100 million of major redevelopment projects to 2021 and beyond. We will reevaluate these
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more than $100 million of major redevelopment projects to 2021 and beyond. We will reevaluate these
projects as we gain more clarity on the economic environment in our outlook. Turning to our balance sheet, as
of the end of March, we had $746.8 million of cash on hand. This increase from year end last year is primarily
a result of drawing down on the remaining availability on our $650 million unsecured credit facility in midMarch to increase our liquidity, as well as the $331 million of cash proceeds from the sale of InterCon
Buckhead and Sofitel DC in early March. We believe this provides us with sufficient liquidity over an extended
period. However, we will continue to evaluate other sources of liquidity including additional term loans,
property level financing, government loan programs or other debt financings. We will also assess additional
property sales. The transaction market is largely frozen currently as the debt markets and buyers and sellers
recalibrate values. We believe transactions will likely be on hold until at least the second half of this year and
will likely favor all cash buyers rather than those who need debt. Regarding our debt, as a reminder, all of our
debt is unsecured and we have zero debt maturities until November 2021. As of March 31, our net debt to
depreciated book value was just 34% which indicates that we entered this crisis with very low leverage and
demonstrates that we don't have a debt problem, but clearly, we have a revenue and EBITDA problem as a
result of the economic stop in response to governmental efforts to contain the pandemic. Looking at net debt
to depreciated book value represents a good proxy for leverage given the lack of demand and lack of
revenues in the current hotel operating environment. As it relates to our financial covenants under existing
unsecured credit facilities and unsecured notes, we are currently in compliance with all of our loan and note
agreements. However, given the substantial decline in hotel revenues, we anticipate the need for a waiver of
certain covenants beginning with the second quarter ending June 30. As a result, we're in discussions with our
bank group and noteholders, and we expect to finalize this waiver agreement soon and we'll update you
accordingly. Regarding our third priority, which is to ensure we are well-prepared for the new hotel operating
environment and to take advantage of the opportunities when the recovery begins, I'd like to turn the call over
to Jon to discuss our plans and what lies ahead for the hotel industry and Pebblebrook. Jon?

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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Thanks, Ray. These are without question unprecedented times. Along with many other industries, the hotel
industry has never before experienced an event that has effectively eliminated almost all segments of travel
and hotel demand around the world at the same time. And since this crisis is a result of a pandemic, it's
unclear how long the impact will last, how much damage it will cause to the economy both now and in the
future, and what impact it will have over the long term on travel, human behavior and the lodging business. As
a result of this uncertainty, as Ray indicated, it's best to focus our efforts on protecting the business under the
assumption that the negative impact will last for a significant period of time. So plan for the worst and hope for
and do everything we can to achieve the best. As we plan for the remainder of 2020, we start with the
knowledge that the recovery will be dictated by the virus and the world's ability to mitigate it. So predictions
are obviously difficult. Based upon what we understand, we believe it's reasonable to expect a significant
disruption to most of the demand segments for the better part of this year. But we currently expect that the
second quarter will be the worst quarter, with April being the worst month and the third and fourth quarters
providing a slow but positive improvement. Beyond that level of detail, no one can really know or predict how
this is going to play out. But again, the good news is it should get better from here. Leisure transient should be
the first to recover, then business transient, then small group, then larger group and citywides. We believe
group, particularly larger group, will be the hardest hit, and most of it is not likely to return anytime this year
without an effective health solution. We've counseled our property teams to assume that none of the group on
the books will materialize and they should plan and staff accordingly. It's uncertain when government
restrictions on gatherings will moderate, but most state and local governments have already indicated that
large gatherings are likely to require significant health advances before being allowed. And even if they are
allowed, it's unclear how willing individuals will be to congregate in large groups without substantial physical
distancing and other requirements like masks and testing. We also expect companies to be very cautious
with travel, likely limiting travel by their employees to truly essential travel only, thereby eliminating much of the
demand from business. So, we really can't count on the corporate transient business that was previously on
the books and may still perhaps be on the books to actually show up. Corporations were the first to impose
severe travel restrictions and we expect they will be the last to reduce or eliminate them. Outside of major
corporate travel, we would, however, expect a healthy recovery from some small businesses, service
providers, vendors, consultants and others, where travel is more critical to their businesses. In addition,
international travel is likely to be fairly minimal for the rest of the year, given not only governmental restrictions,
but anxiety on the part of travelers to not only get on a plane, but to go far from home in an uncertain world.
With domestic leisure travel as the one segment likely to return and, hopefully, in a material way, we expect
resorts to be the biggest beneficiaries, particularly, drive-to resorts. For Pebblebrook, drive-to resorts
represent about 20% of our historical EBITDA and leisure travel represents over 80% of the historical demand
at our resorts. As a result, we look at our hotels that have suspended operations. We expect our resorts to be
some of the first properties we reopen. In fact, we're looking at reopening our first resort late this month with
the others likely to follow over the next month or two, as states open up and demand returns. Fortunately, all of
our resorts are on large pieces of land with significant space for guests to spread out and feel safe, such as
Skamania Lodge outside of Portland, which sits on almost 200 acres, Chaminade Resort in Santa Cruz on
300 acres, Paradise Point on 44 acres in San Diego, and similar large pieces of property at San Diego
Mission Bay Resort, L'Auberge Del Mar, Southernmost Resort in Key West, LaPlaya Beach Resort and
LaPlaya Club in Naples, and the Marker Key West waterfront resort. While we expect leisure to lead the
recovery, we also expect its recovery to be relatively modest as well due to both health risks and economic
issues. Unfortunately, we shouldn't forget that many leisure demand generators are on hold right now, including
sporting events, festivals, concerts, marathons, entertainment parks and other similar attractions, and most
cities have closed all of their cultural and tourist facilities though we expect these to reopen over the next few
months. And older travelers can be expected to be more cautious about travel. Positively, some of these
leisure headwinds will be offset by Americans who will not go abroad for their vacations and instead vacation
here in the US. We expect to reopen our properties one at a time based upon demand and only when they
can be operated in a manner that at a minimum results in us losing less money than if they were to remain
closed. Because we expect demand to recover slowly, unfortunately, we will have no choice but to bring our
hotel associates back slowly as well. 2020 is likely to be challenging all the way through unless we have an
effective healthcare breakthrough. Hotel operations will certainly be different as we move forward post
lockdown. We'll have enhanced cleaning protocols to protect our hotel associates as well as guests with an
industry wide certification we're working on through the AHLA, with the cooperation of every major brand in
the US. The cost of these additional protocols is likely to be covered by reductions in services and amenities,
including the likely elimination of in-room housekeeping during a guest's stay. We should expect there will be
significantly more cross-training, job sharing and shifts work by managers, particularly, until occupancies
rebound to more normal levels. Food and Beverage, when it does return, is likely to be materially simplified
with more preparation and less cooking which will help reduce costs. There will be a number of positives
longer term, that we can expect, will come out of this crisis. Let's talk about future supply first. We should
expect new starts to quickly fall to a trickle because frankly who in their right mind, would provide financing for
a new hotel at this time, given the massive uncertainty that exists. We also think some of the hotels under
construction will stop permanently due to financing that backs out. As we know, construction has been
stopped or slowed in many markets for various reasons, but what we'll deliver in the next couple of years, will
deliver later and in smaller numbers than previously estimated. In addition, in markets that were challenging
even before the pandemic like New York and Chicago, we expect to see many hotels and rooms failed to
reopen, but perhaps many of them likely converted to affordable housing or homeless facilities as a higher
and better use. And we don't expect much in the way of new hotel starts for the next three to five years, given
how long it's likely to take for positive economics for hotels to return. Operations will likely become more
efficient as has, historically, occurred in prior black swan type events. Expect some services and amenities to
be reduced or eliminated with changes in areas such as restaurants, in-room dining and banquets and
catering. High touch will become low touch or even no touch. Technology will replace hours worked in some
cases. Expect more cross-training and job sharing. More fixed costs will become variable costs and we
expect real estate tax assessments to decline. And while tax rates are likely to increase, we still think it's likely
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expect real estate tax assessments to decline. And while tax rates are likely to increase, we still think it's likely
the combination results in declines for hotels, in particular, over the next few years. This crisis has also
instantly relieved labor pressures. In just one month, we've gone from an industry with a significant lack of
labor to an industry with an overabundance of labor. We should expect labor to become more flexible, wage
rate increases will abate, and unions should become more flexible on work rules and other matters. This
industry will need all the help they can get to reopen and recover. Leverage will surely shift to a better balance
between employers and employees, and we think it's likely there will be less financial pressure from new
requirements imposed on the industry from governments, particularly, local and state governments. For
Pebblebrook, we would expect our hotels to outperform their markets in the recovery years, similar to what
they did last year and early this year before the pandemic struck. Our hotels are in better condition on average
than our competitors in our markets. 40 out of 54 of our properties have undergone major renovations,
redevelopments or transformations in just the last five years, 9 in just the past few months, including those
being completed as we speak and 10 more in 2018. This will be a big advantage over the next few years.
Many of our private sector competitors are likely to lack the capital to maintain their hotels in years to come,
widening the advantage we already have. We expect hotel conditions will rule with the customer base, as they
have in prior recessions and in the early years of prior cyclical recoveries, following significantly harmful
events. We also expect our lifestyle hotels to outperform in the recovery because of their experiential focus for
customers looking for something that lowers the stress and anxiety that will now likely be associated with
travel. We also think they'll outperform because of their more personalized nature of the services we're able to
provide to our guests and because of the attractiveness of our typically smaller sized footprints and smaller
public areas, which should allow our customers to feel safer in our properties. Our smaller sized lifestyle
hotels, including our properties with major lifestyle brands like Luxury Collection and W, are generally more
attractive to transient customers particularly, leisure and they, historically, have needed less group to be
successful. Our independent lifestyle hotels are also able to operate more efficiently than major brand hotels
and they can move faster to adapt to new customer preferences. They're more flexible in their operations and
they support lower fixed and variable costs in a low occupancy environment which is what we expect for at
least the rest of this year. We also expect there to be significant opportunities over the next few years to
acquire properties in distress due to a likely prevalence of cash-strapped and over-levered owners and many
properties that go back to lenders. Our team has been through two prior crisis driven opportunistic periods,
including the creation of Pebblebrook in late 2009, following the tail end of the great recession. Following that
crisis, we were able to fairly quickly and aggressively, assemble a very unique portfolio of high quality hotels
and resorts at very attractive prices that also had substantial upside opportunities. Given our ability to operate
our properties more efficiently than the vast majority of buyers and our unique strength in redevelopments and
transformations, we believe we'll have a significant advantage as opportunities arise over the next few years.
To create long-term value for Pebblebrook and without taking away from our current efforts to protect the
company, we also continue to put time and effort into advancing our branding opportunities. This is an
opportunity, we believe, is unique to us because of the large number of independent lifestyle hotels that we
own and control. We expect to roll out our completed Unofficial Z Collection website later this quarter. This will
allow us for the first time to connect our soon to be seven Unofficial Z Collection hotels in the eyes of our
guests. This should provide some help to these properties in their recovery. We also continue to aggressively
pursue the creation of a broader independent lifestyle hotel and resort collection by seeding it with our 31
completely independent hotels and resorts. We will provide more updates as these efforts progress, but we're
convinced there's a long-term value creation opportunity here that should commence sometime this year.
Finally, it's safe to say we all find ourselves in uncharted territory with an almost complete lack of clarity about
the future. We're confident given our senior management teams' experience, successfully navigating prior
crises, including following 9/11 and a great recession that we have the reputation, foresight, creativity, work
ethic, track record and an incredible team combined with strong liquidity and a fantastic portfolio that not only
grind through the current challenge but thrive during the recovery and next up-cycle. We greatly appreciate
your confidence in us and we look forward to once again proving our ability to create value with our unique
portfolio, our experience, our team and our creative approach to the business. With that, we'd be happy to
move on to questions. Operator, you may proceed with the Q&A.

QUESTION AND ANSWER SECTION
Operator
Thank you. We will now begin the question-and-answer session. The first question comes from Rich
Hightower from Evercore. Please go ahead.

Richard Allen Hightower

Q

Analyst
Evercore Partners (Securities)

Hey. Good morning, guys.

Jon E. Bortz
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Hey, Rich.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Good morning, Rich.

Richard Allen Hightower

Q

Analyst
Evercore Partners (Securities)

Thank you for all of the commentary and the detail in there. I thought that was very helpful. So there's a lot of
angles to pursue here but I'll just kick it off with this. And so, Jon, you've made much, I think over the past
several years, in terms of the advantages of predominantly independent managed model versus the branded
hotels, and I guess, given that everybody is, sort of, starting from scratch at this point and the brands
themselves are acknowledging the need to fundamentally change the operating model in many of the ways
you've described. What do you think that relative advantage of an independent management focus will be over
a branded hotel coming out of this downturn. Any differences?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Well, I think, quite a few. I mentioned a few in the script. I mean I think there's more flexibility, there's more
ability to be creative in independent hotels. It's less expensive to operate an independent hotel than a brand
and while I know the brands will be working on lowering their expenses, I'm not sure that means lowering the
percentages against revenues that are charged. I would hope they would be looking hard at that and
understand the need for that but I'm not confident that they'll be able to do that given the fairly dramatic decline
in revenues that they will face and that they are facing as well. So I think independents, I mean, it's interesting,
first of all, it's pretty hard to view the world and say group is going to come back before transient and I think the
independent hotels are far better suited to attract a transient, they always have been, for many of the reasons I
mentioned. And also because they're smaller in size, I think, people will feel safer in smaller properties with
fewer people around, frankly, at the end of the day. So I think there's a lot more opportunities. I think the brands
will take time to rebuild their organizations. It's interesting, I mean, we have 19 different operators, I think six
are our major brands. The major brands have laid off huge numbers of people. Our independent properties, I
think to – for every operator, they've not laid anybody off, in terms of their corporate offices and their regional
people. So there's a lot more staffing, there's a lot more focus, interesting from the independent side. You
would think it would have been the other way around but that's not the case. And a lot of our operators, the
small operators also qualify for the PPP loans for their companies, whereas, obviously, the big companies do
not.

Richard Allen Hightower

Q

Analyst
Evercore Partners (Securities)

Okay. I appreciate that. And then maybe just with respect to the forthcoming covenant waiver on the credit
facility and unsecured debt, are there any special carve outs that you can negotiate for purposes of
acquisition. You mentioned potential distress and opportunities in that area for Pebblebrook, not today but
certainly over the next few years. So how do you kind of get around the mechanics there given some of the
limitations that would come with waivers?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. I mean, first of all, it comes from having 20-year in my case, in some cases 40-year relationship, with
most of the major banks in our line and in our term loans. And I think those banks have been involved in the
creation of Pebblebrook. They were involved in the transaction, in terms of the acquisition of LaSalle, and I
think – because of our reputation and our track record, I think, our bank group will be very supportive of our
opportunities to take advantage of the recovery, regrow the company and drive value for the shareholders. So
I think we're going to be aligned with the bank group and so that'll be part of the discussions that we have now,
but it also will be part of the discussions over the next year and, in fact, we've already started some of those
discussions with various members of our bank group.
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Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

And Rich, to be clear, we decided that our strategy is to get through earnings, but focus on our covenant
waivers now in May and June, because it's viewed as a better operating environment versus trying to put
something through in April which we could have, but we just stopped for the timing and perspective where we
thought the environment would be better now going forward. So, we have full confidence. We'll work through
those waivers. We have term sheets in the hand and working through that and we'll get the best deal for the
company that we can in the near-term.

Richard Allen Hightower

Q

Analyst
Evercore Partners (Securities)

Great. Thank you, guys.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Thanks, Rich.

Operator
The next question comes from Neil Malkin from Capital One Securities. Please go ahead.

Neil Malkin

Q

Analyst
Capital One Securities, Inc.

Hey, gentlemen. Thanks for all the color. Great color, as always. Appreciate your insight. First question, you
talked about, I think last call, doing a lot of pre-bookings or forward bookings on your websites, to kind of
gauge what demand would potentially look like or when it will come back? Based on what you've seen so far,
what does it look like at least for the leisure customer, I know it's kind of hard to discern business versus
leisure sometimes, but what does it look like or when do you start to see a pick-up and at least planned return
to hotels?

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Yes. So, it's a good question. The answer isn't a great one for the industry and I think this is sort of the
difference between looking at numbers and understanding what's going on in the world and what human
behavior is going to be in corporate policies and governmental policies. As we've seen, this all play out. Look,
this is the first time any of us have gone through a pandemic. And so, what little leisure bookings we're seeing
are very short-term. I mean we have one resort open. When they opened up Florida, we saw a meaningful
increase in bookings. Now, what is meaningful be, mean? It means we've gone from running on average 5%
or 7% occupancy in Naples at a beautiful resort on the beach to, I think, this week will be our biggest – this
weekend be our biggest weekend. Looks like we're going to run 30% with almost all of those bookings in the
week for the week. We are beginning to see a few bookings into June for that property but I mean we're
talking onesies and twosies. Through the rest of the portfolio, probably, our most number of bookings are in
Key West for June and beyond. The challenge is we don't know when they're going to open Key West. Right
now, it's restricted governmentally. They're not allowing anyone onto the Keys who doesn't live there or work
there, I guess, and with checkpoints on the one highway that comes into the Keys. We still have a quarter of a
million group rooms on the books for the second half of the year, Neil. I doubt much if any of that actually
materializes. We're seeing all of our groups cancel on a rolling basis. By and large, there's no hurry for them to
cancel. In fact, there's a disincentive to cancel ahead of time because if there's a force majeure event,
meaning a government restriction, they cannot meet then they don't have to pay any cancellation by and large.
They have a better contractual outcome, and if they cancel now in advance, when we don't know what the
restrictions are going to be later in the year. But we frankly – and this is again, I've mentioned this in my
comments, I mean, we can look at what's on the books and we can be really positive and say, hey, our group
bookings in the second half of the year are only down 12% from the year before or we can look at it logically
and pragmatically and say, yeah, but they're all cancelling and what corporation is going to change their policy
and allow people to go to groups or group meetings, we're just not optimistic that's going to happen certainly
in the near future, maybe by the end of the year, the last two months. It's possible but I got to tell you – I'll give
you an example. We do a lot of weddings through our portfolio because we have a lot of unique properties.
We have a lot of outdoor venues. We have a lot of good weather. All of the brides are moving their weddings
to next year because they don't look at having a wedding even if they can gather six feet apart with masks as
being the sort of romantic thing that they've always dreamed about. Now maybe some people will move
ahead because they want to get married, but – and it will be something to remember always. But I would tell
you the vast majority of brides are moving their weddings to next year and we're cramming in two years' worth
of weddings in what may be the back eight months of next year. So we're trying to differentiate between the
numbers, which I think are very misleading and the reality of what we think is likely going to happen based
upon all of these things we've already seen.

Neil Malkin

Q

Analyst
Capital One Securities, Inc.

Great. Thank you for that. Just as a follow up to one of the things you said about your reluctance to view group
that is still on the books for the back half of the year as legitimate. Someone else reported that they had seen
like 12% or more percent of the people who canceled in March in the second quarter already rebooked for the
back half of this year. I guess, how would you, I guess, rebut that or what's your view on that. Because it's a
little bit opposed to your view that groups are going to take longer to come back?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

So I mean look I hope we have – I hope they do come back, Neil. But we have to run our business on
pragmatism and we want to staff appropriately. We want to incur costs appropriately based upon what we
think is going to happen. And so we've had plenty of groups that have moved in our properties from March
and April and May and June to the back half of the year. First of all, the meeting planners don't have anything
else to do. Second of all, there's probably contractual benefit they don't incur a cancellation fee if they move to
later in the year. And we're accommodating them because why not we – that'd be great if they come at the
end of the day. But look, time will play out. I mean think about your own company what's Capital One going to
do? What have they done about group meetings? I mean, there are companies already who have said they're
not going to have a group meeting until the middle of next year. I think that's a little premature myself, but the
corporate ethos is to protect their employees. And you think about – when we've talked to corporate accounts
and we talked to you all who work for some of the biggest companies and the biggest travelers and the
biggest meters in the country, you don't even know when in the fall they're going to say it's okay to come back
to the office, let alone take a trip. And so we think most of this business becomes virtual or it gets rebooked
ultimately for next year. I hope we're wrong, Neil, I hope they all come, everything's wonderful, everybody
meets, nobody gets sick and everything is back to normal. I just don't believe it.

Neil Malkin
Analyst
Capital One Securities, Inc.

Yeah. I know.
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Q

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Don't believe it's likely.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Don't believe it's likely. Again, it could happen, none of us have been through this before but that's our best
guess.

Neil Malkin

Q

Analyst
Capital One Securities, Inc.

Yeah. All right. And then just last one from me, I know it's early still but could you give any general color on the
31 independent hotels that you guys have, excluding the Z Collection, you talked about, seeding that, could
you just spitball or talk high level on potential outcomes or monetization? But that would also still comply with
the REIT rules?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah, I can't and won't at this time, but I hope to be able to do that in the next quarter or two.

Neil Malkin

Q

Analyst
Capital One Securities, Inc.

Okay. Thank you guys very much for the color.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Thanks, Neil. Next question.

Operator
The next question comes from Smedes Rose from Citi. Please go ahead.

Smedes Rose

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hi, thanks. I wanted to just ask you, you mentioned on the labor side that I guess the cost per cleaning a room
likely go up, but that you probably don't have labor or you don't have cleaning services during a guest stay. Do
you think brands are considering that as well or were you talking more about for your independent properties?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

No, I think that's going to be the industry standard. We've talked to a bunch of the brands based upon the
conversations we've had already that is what they're planning.

Smedes Rose
Analyst
Citigroup Global Markets Inc. (Broker)

Okay. And then, my other question...
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Q

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

...if you think about it just for a second, Smedes, I mean, I don't think most customers want someone in their
room during their stay. And so, I mean, you've already seen Hilton, the program they came out with where
they're going to put a little seal on the room, that shows that the room has been cleaned up and no one's been
in there since. I think that actually is what the customer want for the most part, not everyone. But I think the vast
majority of people and I think it will never come back, not without an additional cost.

Smedes Rose

Q

Analyst
Citigroup Global Markets Inc. (Broker)

I guess I was wondering about it because I know there's been some – you used to kind of be able to get extra
points and sort of the green programs and there was kind of pushback, I think more from the organized labor
side on some of those programs. And I'm just wondering how that's going to play out. I know it's probably less
impactful for you, maybe versus some of the larger group hotels that have more organized labor but I guess
sort of – I mean do you think they're being thoughtful or not...

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

I think they'll have to be. They have been. I mean it's not been restricted by and large by the contracts other
than for a lengthier stay. But I think the important thing is that cleaning labor counts are probably going to be
very similar to ultimately be similar on a productivity basis, because there will be additional cleaning that's
required. So we'll be reallocating people from rooms to public areas, as an example, and probably a longer
period of time to some extent to clean rooms between guests versus what it's been historically because of the
additional protocol. So I don't know that it means fewer people but I do think it means people will be in
different places when it comes to cleaning.

Smedes Rose

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. Thank you. You also just mentioned it sounds like your resort properties probably opened on the sooner
side. Do you have a sense of timing around other properties in the portfolio yet of how they made this timing
around reopening?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

No, we really don't. We are taking reservations I would say through most of our portfolio beginning, I think, in
most cases, June, maybe a few cases not until July, outside of the resort properties and we'll see what the
demand is and the booking levels. I think our view is we're not going to open based upon anticipation
because we want to see the real demand. The last thing we want to do is open up and lose more money than
we're losing when we're closed and so it's going to need to be confirmed by real demand and we just don't
know when that's going to come back, particularly, in the major metropolitan markets.

Smedes Rose

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. Thank you.

Raymond D. Martz
Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Thanks Smedes.

Operator
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A

The next question comes from Ari Klein from BMO Capital Markets. Please go ahead.

Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

Thanks. Maybe just following up on that last question. How do you think about the costs of reopening hotels
and then you're balancing the risk of perhaps COVID coming back in the second half of the year even if the
demand is there potentially?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah, I mean we're – first we're not talking about a tsunami wave of demand coming back. We think demand
comes back pretty gradually and occupancies come back off at very low level. I mean our, sort of, breakeven
of not being worse on average is in the mid-to-upper single-digits of occupancy, some as high as the low to
mid-teens depending upon size and whether it's union or not of the property and some as low as mid-single
digits. And when we reopen, first, there's not going to be much difference in staffing between reopening and
being closed in those cases, we will bring back people at onesies and twosies. And again, we're going to be
careful. We're going to bring a salesperson back when there's enough demand for them to have things to do
all day long that are legitimate. And so, if there isn't that level of demand and we're not already overworking
the few people that we have then we're not going to bring them back. So, we're going to be very cautious
about it, Ari. And I think that's the way to avoid a second wave of the virus and some kind of reversion in
behavior.

Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

And then on the unofficial rebranding strategy, it seems like you're moving ahead with it. Was there any
thought to maybe postpone some of that given everything that's going on?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah, I mean, of course, we talk about it. We actually think there's a nice window coming up of an ability to get
a lot of press and visibility because the news in a lot of these travel magazines and journals is fairly limited.
And so the ability to get featured or have stories written and get exposure, we think, it's probably the highest
opportunity window that we're going to have.

Aryeh Klein

Q

Analyst
BMO Capital Markets (United States)

Got it. Thank you.

Operator
The next question comes from Shaun Kelley from Bank of America. Please go ahead.

Shaun C. Kelley
Analyst
BofA Securities, Inc.
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Q

Hi. Good morning, everyone. Jon, I think you gave some great sort of overviews about the kind of the strategy
and some of the things you guys are looking at here, including the movement on the Unofficial Z Collection.
And I'm curious, just maybe bigger picture, a lot of the business model for Pebblebrook and a lot of this goes
way back, I think, if we think about even the predecessor company, your time at LaSalle was predicated on
urban market outperformance and what you're able to do with some of these independent hotels in these
urban markets is pretty – it's always been very core to your strategy. And my question is like, as we think
about the implications of the virus here in some of the cities where operating conditions like New York had
already gotten very, very, very difficult prior to the virus. Do you rethink the urban mix at all of the portfolio, do
you start to lean at all more toward whether it's resorts or other areas where you might have more flexibility,
maybe to other markets or Sunbelt where some of the rules and labor restrictions aren't as high. Just help us
think about how the portfolio looks in the new norm, if you could make some of these bigger changes? We
appreciate it will take a lot of time but just how are you thinking about the portfolio three to five years from
today?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. It's a good question. I'd love to tell you we spent a ton of time thinking about this but we've been a little
bit more in defensive mode so far. But I think what we've already demonstrated over the last few years is, the
markets where it's been difficult to operate in, we either sold it out of those markets or we didn't buy into them,
two examples being New York which we've sold out now twice, once before and after the acquisition of
LaSalle. And then we never bought anything in Chicago but we got a couple of properties through the LaSalle
acquisition that we'll ultimately dispose of. And so I do think we will adapt and evolve with a lot of the capital
we've been putting into the portfolio in the last year and is happening this year is in the resort portfolio where
we do think there's significant opportunity, particularly, because we think resorts are evolving from being more
traditional, almost more passive lay on the beach, take a spa, play golf, to more active type of resorts like
what we've done up at Skamania in Portland. So I certainly think we'll be on the lookout for more resorts. I
think they come with more risk in other ways, Shaun, I mean, there's more fixed costs, there's more land at
these properties. You're living off of fewer segments. There's generally no citywides that you participate in and
there's generally very little corporate transient that you participate in. So you're living off leisure and you're
living off of group. And so in some ways, there is less risk, you could think of that coming out of this in resorts
and in some ways, it would continue to have more risk because of the fact that you have fewer segments
ultimately to rely on. But we'll be reevaluating that over time, I don't think we expect to give up on cities. I think
there is a lot of reasons why people like to go to major cities, in particular. But, look, it's something that we'll
be looking at very carefully and trying to understand how corporations react, how people react and ultimately,
we'll make changes in our capital allocation strategy as appropriate.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

Thanks for that. And then as a follow-up but on the some of the comments around the brand side a little bit.
Can you just give us your thoughts on how this operating environment, so let's look at kind of the movement
from April on impacts, kind of, how you're thinking about or how you think your portfolio is going to work
through some of the distribution channels, are you going to lean – were you going to lean a little bit more, do
you go to the OTA partners a little bit more just because that's where the leisure is or just how are you going to
think – how are – some of this – how is that channel shift going to play out both kind of in a normal cycle
because obviously it's that, but obviously in this one, it's going to be even more pronounced. So just where do
you lean and where it gives you the best bang for your buck right now?

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Yeah. I mean it's interesting, I mean we're going to go where the customer is and obviously the first customer
return is leisure. On the other hand, we do need to continue to book group for next year and this year, if
someone wants to group to book it, but it's got to be legitimate at the end of the day. But interestingly, Shaun, I
mean, there is a bit of a misconception sometimes that we're just non-branded portfolio, I mean half of our
EBITDA comes from major brands, the major brand companies, half of our EBITDA. And we do have a lot of
smaller properties, but we have some big properties too. We have two – we have an 800-room property, 750
room, big meeting property. We've got a couple of 450, 420 room properties that do a lot of group. We have a
resort that's 460 rooms that does a ton of group business. And so the nice thing is we get to see all sides of
every issue. And I think one of the things we commented on is we just think because leisure comes back first
that our resorts are the ones that are best able to take advantage of that. We do think leisure to urban
markets, unfortunately, is going to be slower to come back partly because that's where a lot of the hotspots
are and partly because until the amenity base is reopened. I'm not sure what – why would you go to San
Francisco, today, everything's closed. There's nothing to do as a tourist other than the look at the environment,
it's still pretty city. Some might argue, it's even prettier city today without the people. I don't know. But I do think
we'll see where the customers shopping and we'll follow them. And the nice thing is where we're
experimenting now with – on the digital side, I mean it's very inexpensive because there's not a lot of people
paying for marketing and ads on either any of the digital sites or Google or the OTAs or wherever. So we'll see
what's most effective and that's where our dollars and our efforts and focus will go.

Shaun C. Kelley

Q

Analyst
BofA Securities, Inc.

Thank you very much.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Thanks, Shaun.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Thanks, Shaun.

Operator
The next question comes from Bill Crow from Raymond James. Please go ahead.

Bill A. Crow

Q

Analyst
Raymond James & Associates, Inc.

Hey. Good morning. Jon, maybe we'll roleplay a little bit. I'll play the 50% of your EBITDA that comes from the
brands and you can represent the independent urban hotels. And the reason I say that is the big gating factor
here for travel over the intermediate term seems like it's going to be cleanliness. And if I'm a brand, then
you've already seen four or five or six of them roll out these formal programs with partners and brand names
and all this. It seems to me that when travel starts to pick up, they're going to go out and they're going to do TV
commercials and radio and all sorts of advertising to show that they are the cleanest, safest. And they have
the technology investment, the digital key bypassing the front desk. So, it's different than trying to come back
from 9/11. It's different than trying to come back from 2009. How are we not set up to see urban independent
hotels really struggle in this recovery?

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Because I don't think that will be the driving factor with the whole customer base. I mean if you think about a lot
of the folks who go to independent hotels particularly on the leisure side, it's younger people. Frankly, I'm not
sure most of those people feel like they're even at risk and they're still looking for unique experiences. And
they're traveling on a discretionary basis. So you might be talking about my generation which still
predominantly goes to brands anyway. I just don't think the brands drive – are going to drive disproportionately
the customer base who's even looking for cleanliness because it isn't just about cleanliness, it's about safety,
it's about exposure, it's about how many people are you going to be exposed to, how many people are going
to be in line, how uncomfortable do you feel at a big hotel. I mean we think our big hotels will open last, partly
because they're more group focused and partly because their transient customer is not likely to want to go to
a big hotel versus going to a little hotel. Now, look, this is our viewpoint. Again, we see – we have some of all,
we'll see what happens. It's a great marketing pitch. And this is what these guys do with these major
programs. But it doesn't convince everybody. We're not trying to get 100% of the customer base out there.
We're trying to get in our independent lifestyle hotels that little 3% to 5% of the population that wants to go to
those properties. And I would to you that that will be a greater percentage than normal of the people who are
choosing to travel over the next year.

Bill A. Crow

Q

Analyst
Raymond James & Associates, Inc.

Yeah. Okay. That makes sense. It's good response. What about the technology side of things? Jon, as you've
redone your hotels, reworked your hotels, and electronic keys bypassing the front desk, things like that, those
are the what the younger consumers I think are doing today, is that fair?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

It's interesting. I mean, again, we have major brands. I don't know that any of our properties have mobile key
yet. It's a program they were hoping to really roll out in size later this year. I think that's going to be deferred
because of lack of capital. I think in our case, we actually may roll it out through the whole portfolio this year. It's
something we're looking at right now and evaluating and getting bids on. It's not a major for us. It wouldn't be a
major investment and we don't think it's a major cost on an ongoing basis. But the interesting thing about it,
Bill, is you're still going to need to stop at the front desk because you've got to show ID. We have to verify that
the credit card that we have is you because there's so much fraud that goes on particularly in the mobile key
category. Oh, I think we do have one – at least one property, the Embassy, that has mobile key, and we did
have – and we have had credit issues, fraud issues with that. So I do think over time, that will become much
more prevalent, but I think it's going to take a while. I do think it's what customers will want. And I think what
we're doing right now as we've constructed a check-in process where it is no touch and its limited time.

Bill A. Crow

Q

Analyst
Raymond James & Associates, Inc.

Okay. All right, Jon. Appreciate your time.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

All right. Thanks, Bill.

Operator
The next question comes from Wes Golladay from RBC Capital Markets. Please go ahead.

Wes Golladay

Q

Analyst
RBC Capital Markets LLC

Hey. Good morning, guys. Can you touch upon how the cost structure is for your small independent hotels
versus your overall portfolio?

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Yeah. So do you mean cost structure now when they're suspended, what they were before, what we think...

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

What's that?

Wes Golladay

Q

Analyst
RBC Capital Markets LLC

Relative to $1,200 a month ?

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Yeah. And a lot of this also will vary on if you have a ground lease or those sort of charges. But we have some
of our...

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

yeah.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Yeah. So cost per room and the cash burn. But some of our independent hotels, non-brand affiliated, can
operate with $500 to $700 per room, per key. And then it ranges from...

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Per month.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

Per month. And then the larger hotels brand related can – some would be over $1,200 a room. So, there's a
wide variety, but certainly, our independent hotels have done a really good job, particularly some of the hotels
in the West Coast there and operating $500 to $600 a room. They're doing a good job adjusting the operating
expenses.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. I mean our brands on average if you look at it before fixed costs that they have nothing to do with, so
what would you be at the GOP line. I mean they would run anywhere from two to three times the cost as the
independent hotels on a per room per month basis.

Wes Golladay

Q

Analyst
RBC Capital Markets LLC

Okay. And then you mentioned about supply coming down in the next few years. Is that in relation to
competitive supply or just overall supply? And then would you expect a even bigger contraction in shadow
supply from the likes of Airbnb and such.
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Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. I mean all of the above. I mean I think we're going to see a lot of significant number of hotels around the
country that don't reopen may never reopen. A lot of properties that go back to lenders who in many cases
really don't even want to take them back. I think in urban markets because of the higher fixed costs and what
will continue to be probably a desire for higher taxes or a need for higher taxes in some of these cities, I think
you'll see – I mean we think there could be tens of thousands of rooms in New York that don't ever reopen as
hotels. And we think they'll be particularly older product in some of these markets including branded product in
some of these markets, particularly older branded product that may not reopen as hotel as a highest and best
use on a go forward basis.

Wes Golladay

Q

Analyst
RBC Capital Markets LLC

Okay. That's it for me. And good job on the sound choice.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Thanks, Wes.

Raymond D. Martz

A

Executive Vice President, Chief Financial Officer, Treasurer & Secretary
Pebblebrook Hotel Trust

You're welcome.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Got to keep a sense of humor.

Wes Golladay

Q

Analyst
RBC Capital Markets LLC

Yeah.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Hey, Mike.

Operator
So the next question comes from Michael Bellisario from Baird. Please go ahead.

Mike J. Bellisario

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hi. Good morning, everyone.

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Hey, Mike.
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A

Mike J. Bellisario

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Just one for me, kind of circling back to the opportunities that you mentioned that are going to come from the
crisis. The question is when do you switch from and then what are you keying off of to make that decision
eventually?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. I mean we're – as we indicated, we're already starting to plan and have discussions about the offensive
side. I think those will ratchet up over the next few months. I don't expect any activity. And frankly, I'm not sure
there will be any opportunity over the next three, four months, but I think we'd start to see the lenders build up
their REO departments which have shrunk to almost nothing, but after 10 years of an up cycle. And I think we'd
start to see properties come back in the next four to six months. And on that – I mean keep in mind, this is so
different than the other cycles where it took a lot longer and frankly not a lot of opportunity came out of the
special services. Here, the properties are losing money even before debt service and they have to get funded.
So the transfers in these cases are probably going to happen a lot quicker with a lot less fighting going on on
the part of the borrower because of an inability to actually fund losses even before the debt service numbers.
So we want to be prepared for that and that's where we'll be putting some time and effort over the next few
months.

Mike J. Bellisario

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

That's helpful. Thank you.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Thanks, Mike.

Operator
The next question comes from James Sullivan from BTIG. Please go ahead.

James Sullivan

Q

Analyst
BTIG LLC

Thank you. Good morning, guys. Jon, just another question on the brand commentary that you've been making
throughout this call. And historically, you've always looked at that contractual flexibility is providing – justifying a
lower cap rate when you're buying or selling a hotel. And arguably the sales that you guys have completed
over the last year-and-a-half kind of indicate that. Smaller independent hotels have seemingly sold at lower
cap rates. And so the ability to terminate management contracts, that flexibility certainly has a value. And I just
wonder as you think through the cycle that we're going through and about to go through over the coming
quarters here, the limitation not being able to cut costs in the environment we're in for the major branded
hotels argues for perhaps another variable that should be taken into account in terms of the cap rate when
people think about cap rates for hotels. And I'm just curious whether you think going forward this is likely to
become a factor.

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Yeah. I would say it's likely to become a factor from this perspective, Jim. I think there are – look, people aren't
going to say it, but I think there are folks who've seen what has happened to their costs, how much carry there
continues to be, how – some decisions have been made arguably for the benefit of the brand and not for the
benefit of the owner and are less thrilled with their brand relationship. And so along the lines of your question, I
do think they're going to be people looking at other opportunities including even more – in more cases trying
to move further away from brand managed versus franchised where they control the relationship with the
employee and not have a brand company control that relationship. So, I think you'll see that as well, Jim, in
addition to people re-evaluating particularly at smaller properties whether they want to continue with a brand
or not. I mean a lot of owners were already upset about the dilution in the customer base from the expansion in
the number of brands being developed in a lot of the major markets. And I think while that issue is probably
gone by the wayside for the next four or five years, it shall return. And so, I mean we'll see how it all plays out.
Again, we have all kinds. We have brand managed, we have brand franchised managed by franchisees and
we have independent and small brand. And we have seen the fact that it's more expensive to maintain these
branded properties in stasis here and in a recovery, it will be more expensive. And so, people will evaluate
that as they make their decisions on a go forward basis for their own businesses.

James Sullivan

Q

Analyst
BTIG LLC

Okay. Interesting comment. And then a quick question for me on the West Coast versus the East Coast. And
you had said in your prepared comments that the first two months of the year, you guys were kind of ahead of
plan doing relatively well, pleased with the response typically at the renovated assets. And here the – at the
end of the quarter, of course, the West Coast underperformed and had a bigger RevPAR decline. I'm just
curious to what extent in February – I think we had the ban on Chinese inbound travel early in that month or at
the end of January the actual date it went into effect. But I'm curious whether you perceived in any of those
markets a reduction in demand because of that. And I'm thinking here going forward as we think about
Chinese inbound travel perhaps being down for a longer period of time, whether that might have more of a
negative impact on the West Coast than the East Coast.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

I'm not sure whether – which market gets more impacted at this point by all of the things that happened, Jim,
related to international travel. I mean we stopped travel from Europe too and the outbreak in Europe has been
greater than the outbreak in China arguably, although obviously we don't have as much trust in those numbers.
I think the big question is this – the biggest city in the United States, New York, how are people going to
respond to that from a travel perspective both domestic and international. It's been the one hotspot. It's gotten
all so much of the publicity around infection and fatalities. And how long is it going to take for New York to
overcome that, that negative image? I mean there was a comment earlier, I think Bill asked about cleanliness.
I think it's more about safety which includes cleanliness. But I think it includes a lot of other variables. And how
are people going to feel safe in New York? And when will that change? And so I'd be more worried about
frankly New York and the East Coast which has had a big outbreak versus the West Coast which actually
pretty well controlled it outside of the nursing facilities in the Seattle. I mean the cases in San Francisco have
been very minimal. And even LA and San Diego have been on the much, much lower side when it comes to
cases and fatalities and publicity, negative publicity at the end of the day. And they generally have better
weather. So there are a lot of factors. I think the one you raise, I just think it's one of many. It's hard to come out
with a macro answer on one issue out of 20.

James Sullivan

Q

Analyst
BTIG LLC

And then, well, just kind of a follow-up. And so, when you look at the relative weakness in Seattle, San
Francisco and San Diego in the quarter – Seattle was obviously one of the first – I think was the first hotspot,
so maybe that was what drove that. But if you could just kind of summarize why you think they were at the
bottom of the performance level for the...

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust
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A

Yeah, because that San Francisco was the first market to declare a state of emergency. It's where the first
companies in the Bay Area said that they wanted – they were not allowing travel other than essential travel .
They were the first companies who said work from home. And I remember having conversations with people
about this specifically and they were saying, West Coast getting hit more because it's closer to China, won't
have as much of an impact on the East Coast. Look at it now. It was just a timing issue, Jim. And I think if we
look at our April numbers, it's zero everywhere, at least for our portfolio, urban or resort, even with the eight
hotels that we have open there. There is just no – there was no leisure. It all got eliminated, leisure business
group. And the only thing left was some crew, some military business, some emergency business, hospital
workers, that kind of stuff. That's all that's been left in the major markets and the major resort markets.

James Sullivan

Q

Analyst
BTIG LLC

Okay. Then a follow-up question for me. I know industry, lobbying groups or associations. To what extent are
there any ongoing discussions about government programs that might provide some support for the industry?
And do you think they will result in anything meaningful?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. I think we are continuing to have a very significant number of conversations with leadership in the
administration as well as in the House and the Senate. I think there's a very good understanding that hotels
were one of the first industries impacted, going to be one of the last industries to recover, that the structure
also causes issues. I mean frankly, we had to educate people that Hilton and Marriott and Hyatt don't own a lot
of hotels, that they're owned by small businesses and individuals and institutions. And so there's been a
process. And our focus was originally on helping the employees and then the businesses, and I think we'll
continue those efforts. In the future stimulus packages I think there's a recognition that travel overall is going to
need to be stimulated and that will take dollars. And then we'll see about whether there's any specific industry
support, we're certainly advocating for it. I think our industry's been hit even harder than the oil industry where
there are discussions going on about industry assistance. But look, I'd love to tell you I was optimistic there'll
be any specific industry assistance, but I don't know that it's – there's going to be much that comes for
businesses versus just helping the overall travel industry recover from a demand perspective.

James Sullivan

Q

Analyst
BTIG LLC

Okay. Great. Thanks.

Operator
The next question comes from Gregory Miller from SunTrust Robinson Humphrey. Please go ahead.

Gregory J. Miller

Q

Analyst
SunTrust Robinson Humphrey

Thank you. Good morning, gentlemen.

Gregory J. Miller

Q

Analyst
SunTrust Robinson Humphrey

I have a question on the – hey. I have a question on your capital investment and repositioning plans. I was into
a couple of recent hotel industry webinars that that you both had been on. And to my recollection, you
addressed the variety of operating, design and room amenity changes that you may need to consider in
today's COVID-19 dynamic. However, you're also in the middle of renovations that will be completed likely
before today's health concerns have ameliorated. In that context, how are you weighing moving forward on
parts of your renovations that you may perhaps had second thoughts given today's changing consumer
behavior trends and whether this means, for example, changing public area design and flow, figuring out what
to do with excess restaurant or lounge space or outlets that simply go away and other sizable CapEx
considerations?

Jon E. Bortz
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A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah. Good question, Greg. We've had a lot of those conversations and I think the conclusion we've come to
is we don't want to live in a world where you can't ever gather in a group. And so we're going to make a
presumption that there is a health solution that comes out in the next year to two years that will allow
individuals to return to some level of normalcy when it comes to meeting, drinking, socializing, entertaining, et
cetera. So we're not really changing our design focus and our focus on creating spaces that people want to
meet in, want to eat in or drink in and want to entertain in. What will change is that will change the setups of our
public areas for the next – for whatever the right amount of time is depending upon both the governmental
restrictions and really what people feel comfortable with. So we will likely be moving around furniture. We will
likely be removing some furniture. We will likely be removing some tables and chairs. But we can also
accomplish some of this through the way we see people. It's interesting, if you remove every seating area
where six people could congregate, and if you're a family of six, you can all sit together. So one, I think in many
cases people will self-enforce. But if the governments are requiring us to do that where every seat has to be
six feet away from any other seat, we'll obviously do that. But it won't change our design and our approaches
in our renovations and our redevelopments.

Gregory J. Miller

Q

Analyst
SunTrust Robinson Humphrey

Thanks. And my other question your recent leisure bookings that you discussed in markets such as Naples
and Key West. And I'm hoping that you could elaborate on this topic to the extent that you're willing to share.
Can you sense that those that are traveling or booking represent the kind of traditional leisure customer that
these hotels receives before the pandemic or it's the makeup of the leisure travel different versus same time
last year?

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Yeah, good question. We've been having a lot of those conversations, and so far, our conclusion is it is the
same traveler. And in fact, those three properties, which are higher rated properties, are achieving very high
rates right now in their bookings. So, I mean we're averaging $400 to $500 a night in Naples in arguably what
is already a shoulder season or just moving into a shoulder season. And our bookings in Key West from a
rate perspective have been exactly in line with where they were before the pandemic. So, so far, we haven't
seen a change in either the customer or their willingness to spend for the product that's being delivered even
with frankly lower services which all of these properties will have.

Gregory J. Miller

Q

Analyst
SunTrust Robinson Humphrey

Yeah. It's very comforting to hear that. And that's all for me, and to you and your teams.

Jon E. Bortz

A

Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Thanks, Greg. You too.

Operator
This concludes the question-and-answer session. I would now like to turn the conference back over to Mr. Jon
Bortz for any closing remarks.

Jon E. Bortz
Chairman, President & Chief Executive Officer
Pebblebrook Hotel Trust

Well, if there's anyone still there, hey, thanks for participating. Be careful out there, stay healthy and stay safe.
We wish everybody that for themselves and their families and their friends. And we look forward to updating
you with a formal earnings call in three months, and I'm sure there will be additional public communications
between now and then. Thank you.

Operator
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

This concludes today's conference call. You may disconnect your lines. Thank you for participating and have a
pleasant day.
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Ladies and gentlemen, thank you for standing by, and welcome to First Quarter 2020 Financial Results
Conference Call. At this time, all participants are in a listen-only mode. After the speakers' presentation, there
will be a question-and-answer session. I would now like to turn the conference over to your speaker for today,
Ms. Julie Cimino. Ma'am, you may begin your conference.

Julie Cimino
Account Executive

Thank you, operator. Good afternoon, everyone. This is Julie Cimino of LHA Investor Relations. On the call
today, President and CEO, Peter Holt, will review our first quarter and the impact of COVID-19 on the
business. CFO, Jake Singleton, will detail our financial results. Then Peter will close with a summary and open
the call for questions. Please note we are using a slide presentation that can be found on the Investor
Relations section of the company's website. Today, after the market closed, The Joint Corp. issued its
financial results for the quarter ended March 31, 2020. If you do not already have a copy of this press release,
it can be found on the Investor Relations section of the company's website. As provided on the slide 2, please
be advised today's discussion includes forward-looking statements, including statements concerning our
strategy, future operations, future financial position, and plans and objectives for management. Throughout
today's discussion, we will present some important factors relating to our business that could affect these
forward-looking statements. The forward-looking statements are made based on our current predictions,
expectations, estimates, and assumptions and are also subject to risks and uncertainties that may cause
actual results to differ materially from the statements we make today. Factors that could contribute to these
differences include, but are not limited to, the continuing impact of the COVID-19 outbreak on the economy
and our operations, including temporary clinic closures, shortened business hours and reduced patient
demand; our failure to develop or acquire company-owned or managed clinics as rapidly as we intend; our
failure to profitably operate company-owned or managed clinics; and the other factors described in risk
factors in our annual report on Form 10-K as filed with the SEC for the year ended December 31, 2019, as
updated for any material changes described in any subsequently filed quarterly reports on Form 10-Q, as they
may be revised or updated in our subsequent filings, including the one we anticipate filing on May 8. As a
result, we caution you against placing undue reliance on these forward-looking statements and encourage you
to review our filings with the SEC for a discussion of these factors and other risks that may affect our future
results or the market price of our stock. Finally, we're not obligating ourselves to revise our results or publicly
release any updates to these forward-looking statements in light of new information or future events.
Management uses EBITDA and adjusted EBITDA, which are non-GAAP financial measures. These are
presented because they are important measures used by management to assess financial performance.
Management believes they provide a more transparent view of the company's underlying operating
performance and operating trends than GAAP measures alone. Reconciliation of net income to EBITDA and
adjusted EBITDA is presented in the press release. The company defines EBITDA as net income or loss
before net interest, tax expense, depreciation and amortization expenses. The company defines adjusted
EBITDA as EBITDA before acquisition-related expenses, bargain purchase gain, net gain or loss on
disposition or impairment of stock-based compensation expenses. Turning to slide 3, it is my pleasure to turn
the call over to Peter Holt. Please go ahead, sir.

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)
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Thank you, Julie. I welcome everybody to our Q1 earnings call, and I'd like to begin by thanking the
extraordinary healthcare workers across this nation as they battle COVID-19. Nothing could be more
important than for each of us to do whatever we can to combat this pandemic and minimize its impact. As the
CEO of The Joint Chiropractic, I want to reiterate that our primary concern which guides all of our actions is
the health and well-being of our patients and those who serve our patients. As we stated last month, The Joint
is relying on guidance from national and local chiropractic associations and healthcare organizations to direct
our conduct. Most states directors view chiropractic care as an essential healthcare service that can be used
by patients with a wide array of health conditions. Therefore, we've been committed to remaining open
wherever and whenever possible. Additionally, we've implemented increased hygiene routines, monitoring
and operation protocols, which we have detailed in our company website. As we weather this unfolding crisis,
I'm so grateful for the compassion of our franchisees, doctors and support teams who are also on the front line
and have continued to provide chiropractic care to our patients. By staying open, we're able to remove some
of the burden from the traditional medical resources allowing our healthcare system to focus on treating those
affected by COVID-19, and the fact that so many of our patients continue to visit our clinics is a powerful
testimony to the view that our services are indeed essential to their healthcare. Today, I'll briefly review our first
quarter metrics and discuss how we've been managing our response to the coronavirus pandemic, the
support resources we offer our franchisees and our plans for the remainder of the year. Then Jake will discuss
our financial results in greater detail, after which I'll open the call for questions. The Joint continues to
revolutionize access to chiropractic care with convenient retail settings, concierge-style and membershipbased services, attractive pricing and hours without insurance or appointments. Our hybrid model of
company-owned or managed clinics as well as our franchise clinics have fueled our ability to expand in a
capital-light fashion. Already, we're the largest and most recognizable provider of chiropractic care in the
country, which in 2019 was estimated to be $15 billion and expanded, illustrating our opportunity for continued
growth. After four years of robust unit growth and a focus on improving operations and marketing, we entered
this crisis better prepared to manage these unprecedented circumstances. Strong momentum continued for
the first two-and-a-half months of the quarter and approximately 95% of our clinics remained open through
March 31. However, since then, we're seeing a significant impact from COVID-19, which will be discussed in
greater detail later in the call. For the first quarter of 2020 compared to the first quarter of 2019, we continued
to deliver solid growth. System-wide sales grew 24% and comp sales for clinics that have been open for at
least 13 full months were 15%. On March 30, 2020, we had $10.7 million in unrestricted cash, up from $8.5
million, reflecting the $2.2 million drawn from our recently established line of credit. Turning to slide 4, let's
review our portfolio. At March 31, 2020, we had 530 clinics in operation, up from 513 at December 31, 2019.
At quarter end, the clinic mix remains 88% franchised and 12% corporate. In February, we expanded the Los
Angeles regional cluster with a new greenfield clinic, bringing the total company-owned and managed clinics
to 61. During the quarter, we opened 16 franchise clinics, bringing the total to 469. Three of the clinics opened
in the Q1 2020, including one greenfield, earned the Go Elite status by achieving at least 400 new patients
and $30,000 in sales within the first two months of operation. Notably, five of the six corporate greenfields that
we've opened in 2019 and 2020, have achieved the Go Elite status, with one of our corporate greenfield
having the best grand opening performance of any clinic in the history of the company as measured by the first
two months of growth in the sales. Turning to slide 5, during the first quarter, we sold 24 new licenses –
franchised licenses compared to 30 licenses sold in Q1 2019. Traditionally, our franchise sales are highest in
the second quarter as our annual franchise disclosure document is updated and at the end of – updated at the
end of April and our franchisees often prefer to sign the whole agreement. In April 2019, we sold 30 franchise
licenses compared to 6 in April 2020. Albeit it's a significant decrease, we believe selling any licenses in this
current climate is remarkable and indicative of the positive long-term outlook of our business. Our regional
developers, or RDs, continued to fuel our growth and were responsible for 92% of the franchise sales in Q1
2020, and five of the six sales in April. To further underscore the appeal of our concept, in late March of this
year, we saw that the new RD rights for Nebraska, Iowa and South Dakota increasing our RD platform to 22.
This new RD has an extensive multiunit franchise background and currently owns over 30 Great Clips salons.
This territory carries a minimum 10-year development schedule of 18 units. Turning to slide 6, let's review how
COVID-19 is impacting The Joint, what actions we've taken and how we're prepared for managing the
uncertainty caused by the pandemic. To assist us in our decision making, we're carefully following guidelines
from trusted authorities such as the Centers for Disease Control and the World Health Organization and local
and state health authorities. Since the onset of the pandemic, The Joint has been working tirelessly to prepare
the company to meet the challenges in this dynamic situation. Some of these actions include that we've
increased the frequency of our communication to our franchisees and clinic teams, including weekly, all
network townhalls to help them navigate the rapidly changing environment and special addition webinars that
dive deep into important topics such as marketing in this time of uncertainty, navigating economic relief
options, managing HR issues, improving the patient experience and sales forecasting in light of the COVID19 environment. We instituted an internal hotline to our rapid response team and an FAQ website connecting
franchisees with all our published information and documentation related to COVID-19. We're addressing
patient safety concerns by educating them about the enhancements in our policies and our procedures
utilized in our clinics to align with the latest facts and best practices related to hygiene and sanitation, patient
screening, clinic operations and other critical protocols. We're adapting our content marketing plan to provide
patients with additional safety and support during the pandemic, including what to expect during the visit to
The Joint as well as numerous tips to maintain their health and wellness during this pandemic. And we're
strengthening the supply chain of PPE and cleaning supplies to our clinics, including a new partnership we
recently announced with Amazon Business to supply products approved by the CDC. To further support our
franchisees during this crisis, we've extended several temporary concessions to them. This includes waiving
the minimum royalty requirement for all franchisees for the remainder of 2020; the minimum local ad spend
requirement through the end of Q2; and the monthly tech fee for clinics closed 16 days or more in that month.
We'll continue to explore opportunities to bring additional relief and support wherever we can, wherever it
makes sense for the short- and long-term health of our franchisees. To assess the effectiveness of our
communications with our franchisees, in mid-April, we conducted a Quick Pulse survey that was executed by
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

communications with our franchisees, in mid-April, we conducted a Quick Pulse survey that was executed by
Franchise Business Review. The feedback was very positive. Among the highlights, 88% of the franchisees
stated that they were either very positive or mostly positive about their association with The Joint, and 90%
stated that they were either extremely confident or somewhat confident about the long-term future of the
business. The survey results validates our effort to-date and provided helpful insights that we're using to further
improve our support of our franchise community. In consideration of the impact of COVID-19, let's review our
current corporate strategies for technology, marketing and overall operations. Regarding technology, we are
suspending the launch of our new CRM system, Access. Successfully rolling out such a foundational platform
for our business requires the entire network's full engagement. Given this, it did not make sense for us to
proceed with such a critical project in the middle of the pandemic. We continue to view this as one of the most
important projects of our future and we look forward to picking up its development. For now, we estimate the
rollout will most likely be a 2021 event. Regarding marketing, we've shifted our messages to emphasize
chiropractic care as an essential healthcare service and to provide content that gives our patients' information
for maintaining their health and wellness during the pandemic. We've encouraged our franchisees to sustain
their advertising efforts and to continue nurturing their patient relationships in their communities. Most of our
large markets have continued their broadcast media buys on television and radio and we believe our strong
efforts to maintain our marketing outreach during COVID-19 will benefit our brand. We're taking actions to
preserve cash. We're negotiating with landlords and deferring capital expenditures. Developing new
greenfields and acquiring clinics are our most significant use of cash. Previously, we had targeted opening
between 16 and 20 corporate clinics in 2020. However, due to COVID-19, for the remainder of this year,
we've chosen to slow down the pace of our corporate clinic expansion. Now I'll review the state of our
business as of today. Unlike many retail systems that have been forced to close most or all of their operations,
we've been fortunate that the vast majority of our network remains open for treating our patients. At the end of
April, approximately 90% of our clinics were open, though 38% had modified their hours of operation. And
those patients who had been unable to visit a clinic, either because the clinic was closed or because they're in
self-quarantine, we've instituted a policy that allows them to temporarily freeze their memberships rather than
cancel at no cost to them. In April, in this COVID-19 environment, where the majority of the states have some
form of shelter-in-place directive, we maintained approximately 60% of our expected patient visits. This
reflects the importance of chiropractic care to our patients and validates our point of view that they see us as
an essential healthcare service. April gross sales were down over 30% compared to our pre-COVID-19
expectations. Member attrition has been fairly stable. While new patient conversion is up compared to
previous periods, we have experienced a significant drop in our new patient counts. The core of our patient
base remains engaged and appreciative that we're open. Going forward, our focus is on the development of a
marketing plan that will be launched once we emerge from the pandemic, aimed at our existing patient base
as well as new patient growth. And with that, Jake, I'll turn it over to you.

Jake Singleton
Chief Financial Officer
The Joint Corp. (United States)
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Thank you, Peter. Turning to slide 7, I will compare first quarter 2020 to first quarter 2019. System-wide sales
for all clinics, open for any amount of time, grew 24% to $60.6 million. System-wide comp sales for all clinics,
open 13 months or more, increased 15%. System-wide comp sales for mature clinics, open 48 months or
more, increased 10%. Please note these comp sales included clinics that were closed for a portion of March.
Buoyed by the strong first two-and-a-half months of the quarter, the growth rates are still remarkable. However,
going forward, we anticipate system-wide comp sales will fall as we manage the impact of COVID-19.
Revenue was $13.6 million, up $2.9 million or 28%. Company-owned or managed clinics contributed revenue
of $7.3 million, increasing 29% from the same period a year ago. Franchise operations contributed $6.4
million, up 26% compared to the same period last year. Increased revenue for both categories is due to the
greater number of clinics and continued organic growth. Cost of revenues was $1.5 million, increasing 23%
over the same period last year due to higher regional developer royalties and commissions, which reflects the
success of the RD strategy. Selling and marketing expenses were $2.1 million compared to $1.5 million.
General and administrative expenses were $8.7 million compared to $6.6 million. As previously discussed, a
significant increase in corporate clinics opened over the course of the year requires additional resources to
ensure our high operating standards. We posted net income of $815,000 or $0.06 per diluted share
compared to $953,000 or $0.07 per diluted share. Total adjusted EBITDA for the first quarter of 2020 was
$1.7 million compared to $1.6 million in the same quarter last year. Our strong efforts to maintain our
marketing outreach during COVID-19 will benefit our brand. Franchise clinic adjusted EBITDA increased 19%
to $2.8 million. Company-owned or manage clinic adjusted EBITDA was $1.4 million, up 8% compared to last
year, even with the expenses associated with the new clinics. Corporate expense adjusted EBITDA loss
increased from $2.1 million to $2.6 million due to accounting and legal fees. As Peter noted, we're conserving
cash by deferring capital expenditures, including slowing the pace of our corporate clinic expansion,
negotiating with landlords for rent deferrals or abatements and analyzing other opportunities to reduce costs.
During and after the quarter, we took measures to fortify our position and increase our financial flexibility. In
February, we entered into a nondilutive line of credit with JPMorgan Chase Bank. The senior secured credit
facility of $7.5 million, included a $5.5 million developmental line of credit and $2 million revolving credit line.
To prepare for the uncertainty related to COVID-19, in March, we drew the full $2 million from the revolving
credit line, and at March 31, 2020, our unrestricted cash totaled $10.7 million including the $2 million draw
compared to $8.5 million at December 31, 2019. The $5.5 million developmental line of credit can only be
accessed for development, not for general corporate purposes or working capital needs. The accordion
feature related to the revolving facility is uncommitted, and therefore we are unable to utilize it at this time. By
March 31, 2020, the company fully utilized the debt financing available to it. In April, meeting the CARES Act
PPP loan requirements, we applied for assistance and received $2.7 million through JPMorgan Chase. This
two-year loan has an interest rate of 0.98% per annum with initial principal and interest payments deferred for
six months. The goal of the program is to maintain jobs in the small business sector and we are using the
PPP loan proceeds to ensure we can retain our employees and fund the payroll. The Joint operates 61
clinics, and as a franchisor, supports 469 franchise small businesses across 34 states in this country.
Because of these PPP resources, we have been able to keep all of our corporate-owned or managed clinics
open. To-date, we have not furloughed or laid off any of our 150 full-time employees or nearly 250 part-time
employees. Based on our current interpretation of the regulations of the program and the ongoing uncertainty
of the impact on our business due to COVID-19, we believe we continue to meet the eligibility requirements of
the PPP loan. As announced in our press release disclosing the loan, as of April 14, 2020, after giving effect
to both loans, we had an unaudited unrestricted cash balance of $13.6 million. In March, we withdrew our
financial and clinic opening guidance. Until we have a better understanding of the impact of COVID-19, we will
not reiterate guidance. And with that, I'll turn the call back over to you, Peter.

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)

Thanks, Jake. Turning to slide 8, while no one can accurately predict how ultimately this will unfold, we do
know that people will continue to seek more noninvasive holistic ways in which to manage their pain and we'll
be ready to treat them. We're confident in the long-term viability and the value proposition of our business
model. In closing, I would like to, once again, express my deepest gratitude to all of The Joint Chiropractic
teams who've continued to serve in this unprecedented pandemic. Their dedication to our mission is awe
inspiring. To our franchise community, our RDs, our corporate team and The Joint colleagues across the
country, I thank you. We're in uncharted waters and we are truly making a difference in all the lives that we
touch. Julia, I am ready to open up the Q&A.

QUESTION AND ANSWER SECTION
Operator
Your first question comes from the line of Oliver Chen.
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Oliver Chen

Q

Analyst
Cowen and Company LLC

Hi. Thank you. Regarding your remarks on new patient counts, what are your thoughts about what's ahead?
And what you're monitoring as a catalyst for that improving and things that you may be able to control versus
ones that you cannot? And would also love your take on member attrition, which looks like it's been fairly
stable and your thoughts on managing that as well? And I have one follow-up. Thank you.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Hey, Oliver.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Hi.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Perfect. Good to hear your voice. Thank you for those questions. As we've talked about in the call is that
there's no question that the metric that we've had the greatest negative impact is our new patients, which
makes sense to me, that we have a core patient base that continue to come in to see us. And that if you're
questioning, whether you want to try chiropractic care for the first time, it makes sense to me that in this
pandemic you may hesitate before you do that. And so, that we are monitoring very closely the impact that's
having on our overall business and that we are preparing for a program to relaunch once we get further past
this pandemic to reeducate those consumers that they should be able to come in. We think, actually, with
chiropractic care, in light of this pandemic, with our doctors standing up and serving patients that we're in a
space more than ever before to truly be able to educate the consumer about the power and efficacy of
chiropractic care. On the attrition rate though and – or just how – where our level of members have dropped,
again, I would be a little surprised on how unaffected it was. It's almost – it's a little, maybe a few points or a
point higher than our traditional attrition rate. And so, again, I think that reflects those patients who are already
part of our system and using our services continued to do so. And they see this as a part of their essential
healthcare so that they are in fact coming in as we continued to be open to serve them. And so, that to me
was a little surprising but very gratifying to see that in our system.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Thank you. And my follow-up was, you've done a really proactive job managing liquidity. What were some of
the trade-offs you made in deferring the CapEx? And also, as we think about your SG&A, are there fixed
versus variable costs, how have you been managing some difficult choices? Thanks.

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Absolutely. Thanks, Oliver. You're right. We were in a pretty rapid period of growth. So we first looked at those
capital expenditures and the greenfield development or acquisition of franchise units. We had a lot of dollars
earmarked for that, that we're able to slow the pace and watch how this unfolds. We've gone down line-by-line
through the P&L, analyzing the rest of those variable expenses. As we mentioned, because of some of the
liquidity choices that we made, we've been fortunate to not have to make some difficult decisions yet. All of
the actions that we've taken so far are geared towards preserving liquidity at the moment, and we'll watch and
see how this unfolds. But there's such a great deal of uncertainty that we're being very mindful in going through
kind of line-by-line on that front.

Oliver Chen
Analyst
Cowen and Company LLC

Thank you. And best regards.
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Q

Operator
Your next question comes from the line of David Bain.

David Bain

Q

Analyst
ROTH Capital Partners LLC

Great. Thank you. And I hope you and your family are well. I guess, Peter, I understand that the ramp down in
CapEx in the current environment. But looking longer term, how does what's happening with COVID-19
change your strategic mindset or opportunity for additional accretive buybacks? I'm sure there's several
opportunities that have emerged in rents. I think you mentioned rents. Those are probably also lower in prime
locations. I mean, just given your cash position, given COVID-19, can you give us a broad based view on kind
of the corporate-owned strategy going forward? At what point visibility is there on your mind to take
advantage of what I think many of us think is a very proven business model?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

David, thank you very much, and a great question. And to answer the question in the broadest terms, what do I
think COVID-19 impact would have on our overall strategic vision or strategy. And I would say, none. I would
say that the soundness of this business concept, as you just mentioned, is still there, that our strategy of
having both a combination of corporate units with our franchise unit is sound. And I absolutely believe that we'll
continue down that direction. The challenge we face right now is that for anybody to predict what's going to
happen between now and whenever the end of this pandemic is or whatever we even call the end of the
pandemic, is uncertain. And that we all can look at different predictions, are we're going to get the big V, so
we've gone through this plunge and now we're going to go up on the other side and everything will be better, or
is it going to be a W, or is it going to be just horrible squiggly mark that lasts for 18 months. I don't know. And
so, as Jake just said is that one of the biggest levers that we have to preserve cash is in fact our greenfield
development and acquisition. Now that we do have the $5.5 million line of credit from JPMorgan that is
specifically for development, and that, yes, there could be certain opportunities that would make sense as we
look forward and continue to manage or to respond to the impact of the COVID-19 virus that could mean that
we do a couple of acquisitions here. You didn't hear us say that we will stop greenfield. We – listen, you all
know that if we're going to open between 15 and 20 greenfields in 2020, which is what we announced preCOVID-19, what that means is that, that is a lot of work that we have been doing for the last year in
preparation for that. And that that work is still out there, so that we are working with some of these nearly
opened clinics, nearly signed leases, existing leases that we're trying to build out. And so, we're being very,
very thoughtful about where we push those resources to move those deals forward in light of where we are.
And then each day, looking at where we are as this pandemic impacts our business.

David Bain

Q

Analyst
ROTH Capital Partners LLC

Right. Okay. Perfect. And I guess I get one more. I think this is a bunch of 2020 guidance, I know I'm trying to
choose, 2020 guidance is, obviously, prudent and I think we all appreciate you did it right away. I don't believe
you suspended the calendar 2023 metric guidance of 1,000 units. Based on your commentary just now, can I
assume that that, at this point at least, is still intact?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Yes it is.

David Bain

Q

Analyst
ROTH Capital Partners LLC

Awesome.

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)
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A

That we – absolutely, we have not backed away the idea of getting to a 1,000 units by 2023. I can reiterate.
We believe in the soundness of this business model. Even in the midst of this pandemic, you can see the
numbers that we're posting that we believe that while we may have a little to catch up because of what
happened in this year is that we're still at this point believing that we can reach that 1,000 unit goal by the end
of 2023.

David Bain

Q

Analyst
ROTH Capital Partners LLC

Awesome. Thanks, Peter. Thanks, Jake.

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Thanks, Dave.

Operator
Your next question comes from the line of Clarke Murphy.

Clarke Murphy

Q

Analyst
Craig-Hallum Capital Group LLC

Hey. Thanks for taking my questions, guys. I know you guys mentioned the slowing of corporate store growth
from the 16% to 20% range that you initially guided. I was looking to see, is there going to be a similar
decrease in franchise unit growth?

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Yeah. I think that's a logical leap of faith, Clarke, and it's good to talk to you. What we do have is, based on our
previous guidance, there was a lot of clinics that are in the work, so we do have a pretty robust pipeline right
now. I think the question is really, as everyone's kind of waiting to see how this unfolds. So I think we'll have
some pent-up demand. But there's no doubt that I think our overall numbers will be impacted.

Clarke Murphy

Q

Analyst
Craig-Hallum Capital Group LLC

Okay. Thank you. And then if you could just provide any additional color. I know you mentioned that all of your
corporate-owned clinics are still open. Do you have any visibility into how many franchise clinics are still
opening and kind of what the impact to patient visits at those clinics has been like?

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Absolutely. Yeah. The overall system was affected by about 90%. So if you take that 10%, that's between 50
and 60 franchise units that were affected. And again, we've had quite a few others that have modified their
hours to try to accommodate during this time. So that's the overall kind of impacted population.

Clarke Murphy

Q

Analyst
Craig-Hallum Capital Group LLC

Okay. Thank you.

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)
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A

Was there a second piece to that question?

Clarke Murphy

Q

Analyst
Craig-Hallum Capital Group LLC

Yeah. Just like – if you could talk about, what percentage of patient visits are still occurring at those clinics?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Yeah. I mentioned that when I was talking about April specific full month we've had with the full impact of the
COVID-19. And what I mentioned is that, overall, both including corporate and franchise clinics, the overall
expectation on the visits that we would have been expecting was – 60% was there. So, obviously, that was a
40% drop. And that really was across the network. We had specific markets that had a unique impact. So, for
example, the only state where that – because of the directives from the governor that we closed down fully for
at least a month was Colorado, where we had 28 clinics. At Colorado, the directive has been amended and
those clinics are opening up. But when we talk about that 60% is an overall average of all corporate and
franchise clinics. And what I would say is, when we look at all the different metrics we've mentioning, whether
we're talking about new patient growth or attrition is our – or even the conversion of those patients who are
coming in, is that they've been pretty consistent across the board in terms of both the corporate and the
franchise performance.

Clarke Murphy

Q

Analyst
Craig-Hallum Capital Group LLC

Okay. Great. Thanks, guys.

Operator
Your next question comes from the line of Frank Takkinen.

Frank Takkinen

Q

Analyst
Lake Street Capital Markets LLC

Hey, guys. Thanks for taking my question, a follow-up on Clarke's a little bit here on the 60% figure you were
speaking to. I thought that was pretty impressive that you were even able to hold on to 60% of your business.
So I was hoping you could talk a little bit more about some of the trends you saw across April, maybe
comparing the first half of April versus the second half of April, and maybe even potentially the first week of
May to see if you're starting to see any early signs of maybe a potential trough in some geographies.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Hey, Frank. Another great question. In that, what I would say is that, just also understand that 60% is visits and
that because 80% of the average clinics' member subscription is that that doesn't necessarily even reflect
what we'd say is what the gross sales impact was. And I think I mentioned in my clinic is that gross sales
against what we would have expected in April this year compared to April last year was down about 30%. So
you can see that there's still a lot of our patients, even though they may not be visiting us much but they haven't
necessarily dropped their membership. And so, you have that overall impact. And I've been talking to a lot of
other franchisors and both have been partially opened or doing just delivery and whatever their systems are.
And I would say, uniformly across the board, is that we all have been feeling kind of an uptick, I would say, in
the last part of April and into May. And so, that there is definitely – as we're measuring these metrics on a
daily basis, we're seeing kind of what feels like at least one trough that we're moving to the other side up.
Now, what that trend means over a 10-day period or a 2-week period or a few more days in May, is anybody's
guess. That it's very heartening to see. And that as we are preparing for, as I'd mentioned, the marketing
campaign, where we want to go out and come back to those patients who have frozen or canceled and
ensure that they come back to us and then do a further reach out to our new patients so we believe that can
come under the fold of chiropractic care in a new way. We're watching that very, very carefully to see just how
sustainable this is and what this means going forward.

Frank Takkinen
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Q

Analyst
Lake Street Capital Markets LLC

Got it. And then following up on that same area of thought, I was wondering if you're also seeing any
differences of patient stickiness when you're thinking about your clinics that have been open for maybe 48plus months versus your 13 to 48 months, and then your newest less than 12 months. Just trying to get a
gauge for stickiness across your different, more established clinics versus some of your more new clinics?

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Yeah. I think, the more established the clinic, the more established their active member base is, right? So
when you think about the phenomenon that we're most deeply impacted by our new patients, the clinics that
have a robust active member base that have those core customers, as their attrition levels continue, their
active member base will decline. But the overall remaining patient base is still strong, right? They had a
bigger base to start from. As you start to think about some of the younger clinics, they're still building that
active member base. So when you think about the impact to their new patients, it's going to create a longer
ramp for those younger clinics. And that's why it's so critical for us to try to develop these marketing programs.
One of the things that we're being really mindful of is that we want to make sure that we have the resources to
get back out there and target those opportunities when we have a little bit more clarity where this is going. So I
would say, as clinics are building those new patient bases, they're probably going to have a little bit of longer
runway.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

And can be a little more vulnerable.

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Absolutely.

Frank Takkinen

Q

Analyst
Lake Street Capital Markets LLC

Got it. And if I could just squeeze one last one in, I appreciate you taking all my questions. Just given the
fragmented nature of the overall market, could you talk to maybe the thought process around you guys'
financial strength as a larger network when you do come out of this and maybe curtail that into how you're
thinking about your marketing spend in the potential case that you could start to take some share from some
of the less financially strong competitors in this fragmented market?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Yeah. Now, that's a great question. And, obviously, I know all of us has been on all kinds of different webinars
and topics related to COVID-19 and the impact it's having on retail. And I think one of the uniform takeaways
from this COVID-19 impact is that the mom and pops of your industry, whether it's chiropractic or hair salons
or your frozen desserts are going to be the ones that suffer the most, have the least resources and are most
vulnerable to bankruptcy. And so, I've heard over and again is that these chains, these franchise systems have
the ability to do these webinars and collectively work together and pool resources so that you can maintain a
marketing presence in a local market. They're the ones that are absolutely going to be the ones that survive
and thrive. And I think that we are, in fact, going to see quite a number of bankruptcies, specifically in those
smaller mom-and-pop operations that just don't have the resources to tap into to weather this storm. And I
think that is absolutely reflective of chiropractic. And, interestingly, what that does for us is that we are – one of
our critical issues is to make sure that we have the highest quality doctors to fill our clinics and serve our
patients and as these challenges impact the chiropractic community, I don't know that it changes our
competitor landscape so much because we really don't have any major competitor at the moment. But I think
what it does do is give the opportunity for those doctors who are independent, who are finding more and more
of a challenge to maintain their practice, to be able to take a second look at The Joint and see us as
potentially a place to work and still stay in the chiropractor community.

Frank Takkinen
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Q

Analyst
Lake Street Capital Markets LLC

Got it. All makes sense. Thank you for taking all my questions, and keep up all the good work weathering the
storm. Thanks.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Thank you so much.

Operator
Your next question comes from the line of Jeff Van Sinderen.

Jeff Van Sinderen

Q

Analyst
B. Riley & Co. LLC

Good afternoon. I guess my first question is just thinking about this and a lot of people have been deferring
going out anywhere and some of them deferring getting chiropractic work done on them. I'm just wondering
how you're thinking about the potential for pent-up demand for those that have been suffering with pain during
COVID-19?

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Yeah. It's certainly a possibility, Jeff, and it's good to talk to you. Right now, we are an essential business.
We're out there providing that care, and we will be there when those patients are ready to come in and
receive their treatment. I think that's why it's important for us to be mindful of that marketing spend, right, so
that our presence is still out there, trying to preserve the resources so that our name is out there, that they
know that we're available to them. But we certainly have the clinics that are open and available. And you're,
right. I think there could be a pent-up demand. But, again, with the uncertainty, it's just hard to say.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

And one of the things we're doing from a – and giving a lot of advice to our franchise community and our own
corporate clinics is that, this is the time to stay fully engaged in the relationship with your patients, that whether
you're closed, whether you have more limited operating hours, whether you're open to normal hours, is that
now more than ever is that whether the patient feels uncomfortable to come in or whether they're coming in on
a regular basis, is that you want to be as fully engaged in that relationship as ever before. And we feel that
that's going to help us as we come out of this and really go back out there and reach out to our frozen patients
or our patients that cancelled because they were uncertain, that gives us that space to be able to come back
and let them know that we're there for them, and that this is the time to come back.

Jeff Van Sinderen

Q

Analyst
B. Riley & Co. LLC

Okay. And then you mentioned webinars, just wondered if maybe you can touch on a little bit more of how the
process of regional directors adding new franchisees is evolving if at all during the COVID-19 paradigm. And
then, maybe how we should think about the pace of adding new franchisees this year?

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)
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A

Sure. There is no question, as Jake had said earlier is that, whether we're talking about franchise sales or
franchise openings is that we definitely will have an impact on both those accounts. Our previous guidance,
when we talked about new franchise clinics in 2020, we had guided between 80 and 90. And, of course, we
pulled that back. And as Jake said, is that – and even with our own clinics is that, there is a – listen, this
pandemic is what, two months old, and the average time to build out a clinic, let's say, is somewhere between
six and nine months. So, obviously, there is a lot of signed leases there and businesses that are being built
and interest in buying new franchises. We talked about a RD sold at the end of March, when felt like all the
wheels were falling off in the US economy, that we sold six franchises in April alone. And so, that there is I
think a group of investors and supporters of The Joint from a franchisee perspective or an RD perspective,
who can see beyond this pandemic and truly see this as a viable business model that will be able to
transcend the challenges that we're facing today. We do expect that there will be an overall negative impact on
our franchise sales that we're seeing it. We just told you we had April sales were at 6 compared to 30 in last
year. I would have expected to equal or exceed that number if we were in a normal environment, that we know
that as this unfolds, that in some cases you can get better deals with your landlords or in some locations that
wouldn't have been available. But on the other hand, trying to get a municipality that's in – that's everybody is
working from home or is close and getting your permits, and we were definitely seeing a negative impact on
the time to get a clinic open just because of the fact that so many of the – whether it's your construction teams
or whether it's your permitting process are being impacted by the timing to be able to move forward in those
areas.

Jeff Van Sinderen

Q

Analyst
B. Riley & Co. LLC

Okay. If I could just squeeze in one more, just wondering with the reopening of the US upon us, how are you
thinking about getting all clinics open and ramping hours at some of those that have cut back and getting the
rate of patient visits up?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Well, it's a great question. And the answer really is exactly as this patchwork of responses across this country
is out there, is that, as you know, every governor has had their version of shelter-in-place and had their
determination about how much they're going to open and what parts they're going to open. So I don't think that
we'll have like a national moment, we're okay, we're all open. What we're doing is working region-by-region
based on the directives and regulations at the state we're operating in to ensure that that we're taking – that
we're able to either increase our hours or we'll reduce them or like in the case of Colorado actually reopen the
clinics. As I'd mentioned, Colorado was the only state where we were literally, in order to comply with the
directives from the governor that all 20 clinics were shut down. Those directives were changed or were
modified as you're seeing across the country. And that based on those modifications, while we've had to
make some significant changes in the way we operate the clinics in Colorado in order to be compliant with
those new directives, is that the majority of those clinics now in Denver are, in fact, operating and we're
working with them to try to reengage, like as I said, with our patients to bring them back into the clinic. So
we're seeing that and working closely. That's our safety and support team that we put out there working with
our franchisees to respond market-by-market as those conditions change. And then at some point, I think we'll
get to a point when we feel there's enough of the country that is open that we can look at something on a more
national basis in terms of really reaching out and educating them on a national basis, consumers, the
effectiveness of chiropractic care.

Jeff Van Sinderen

Q

Analyst
B. Riley & Co. LLC

Okay. Thanks for taking my questions, and best of luck.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Thank you very much.

Operator
Your next question comes from the line of Linda Bolton Weiser.

Linda Bolton Weiser
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Q

Analyst
D. A. Davidson & Co.

Hi. How are you?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Good, Linda. How have you been?

Linda Bolton Weiser

Q

Analyst
D. A. Davidson & Co.

Good, good. So can you just remind us, if you have franchisee groups that kind of have multiple units or are
they more individualized life-type situations? And can you also give us some feel for how you are viewing the
financial strength of the franchisee groups? Is there any way of saying a percentage that you think is leveraged
versus a percentage that might have higher financial flexibility? Can you just give us a little color for that?

Jake Singleton

A

Chief Financial Officer
The Joint Corp. (United States)

Sure, Linda. The first part of your question, I guess, I'll start with the back end the question first is, of the 469
franchise clinics, all of them are supported by our team of regional developers or franchise business
consultants. And they have a very intimate knowledge of each of the franchisees in their market. We can
certainly look at their KPIs through our systems and monitor how their sales and visits and all their standard
KPIs are tracking. But because we have our regional developer model and a great team of franchise
business consultants, they have a great pulse on the health of the franchisees. So, one, we have a pretty
intimate touch point. Of the composition of the franchise group, that 469, we've got two operators that operate
about 50 clinics. So pretty significant operators in that, right? And then, the balance, there is about 160something additional franchise groups that make up the balance of those units.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

The other thing I just want to say, Linda, because – believe me this is something that's really important to us as
well is the financial health of our franchisees is that the majority of our franchisee did, in fact, also apply for
PPP loans. It's all small businesses. And that while that in the first round maybe, I think what about 25%, 30%
of our network as we could understand that we're able to obtain those loans. I think in the second round, we've
seen that move up, all right? So that we're pleased to see that those franchisees have been able to tap into
that program to precisely for it's meant for as to protect our employees and keep them off unemployment. And
so, that we're doing everything that we can to ensure the financial security of our franchise community.

Linda Bolton Weiser

Q

Analyst
D. A. Davidson & Co.

Okay. And then, can I just ask you – I realize when you talk about it's not going to be like a one-moment
reopening, it's going to be a gradual process. But can you give us, like, what kind of metric are you looking at
to determine what might trigger your desire to open corporate clinics again? So is it going to be looking at the
new member – the new patient numbers metrics or is it going to be looking at that percentage of
appointments kept? Like, what's the metric that you're going to be looking at to say, okay, it's time to kind of
get back to it?

Jake Singleton
Chief Financial Officer
The Joint Corp. (United States)
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Yeah. That's a great question, Linda. As a concierge kind of appointment-free model, we'll follow the KPIs in
the markets, right? I think the tricky part of that question is when is the right time to open those clinics again?
And, again, there's so much uncertainty out there as to when that right time is. What we've always said is that
clinics that start strong stay strong. So we want to be really mindful that we're trying to time that right. And in a
period where there's so much uncertainty or shelters-in-place or whatever the directives are, we're trying to
make sure that we're staying, of course, in line with the public safety regulations but also standing ready so
that when the patients are ready to come see us, we're ready to open those doors. So we're monitoring the
KPIs very closely in the surrounding areas to see what the traffic patterns will be like. But I don't think we can
be too soon in that process because we want them to have the best foot forward.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

I also would say, Jake, is that, as we look at this, of course, cash is the question. That we have a number of
clinics that are in the process, we have some ability to kind of speed it up or slow it down. Some of those are
– or some of those issues are outside of our impact. We haven't said that we won't do any, we're just saying
that we're slowing it down. And by slowing it down, what that does is, it preserves the ability to make sure that
we are, in fact, preserving cash as we go through this impact. And we see when those metrics recover and we
see growth sales improve and we see a new patient counts come in. And so, I think that we have those
metrics to help us understand them – the impact it's having on our overall network, and it also allows us to say
how comfortable do we feel to recommit those resources to still make sure that we have the liquidity on hand
to keep this business going forward.

Linda Bolton Weiser

Q

Analyst
D. A. Davidson & Co.

Okay. Thank you very much.

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Thank you.

Operator
Your next question comes from the line of Anthony Vendetti.

Anthony V. Vendetti

Q

Analyst
Maxim Group LLC

Hey. Good afternoon, Peter, Jake. How are you doing?

Peter D. Holt

A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Very good, Anthony. How are you? Staying safe, I hope.

Anthony V. Vendetti

Q

Analyst
Maxim Group LLC

Staying safe, trying to stay safe and healthy. Just out of curiosity, I mean, I missed the beginning of the call
because I had multiple calls going on today. But in terms of the -I'm sure you have for your corporate-owned
clinics a process in place so that the proper physical distancing and the proper PPE is being utilized by the
staff and the chiropractors. In terms of the franchisees, are they following the corporate guidelines or is it left
up to each franchise owner to decide how to best follow those type of guidelines and to ensure that the
patients that are coming in feel safe and secure with the procedures you have in place?

Peter D. Holt
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A

President, Chief Executive Officer & Director
The Joint Corp. (United States)

Yeah. Anthony, it's such a great question. And that there is no question that the franchisees are being held to
the exact same standards as our corporate units in terms of making sure that we're compliant with all of the
enhanced procedures and cleanliness and social separation and making sure that the patients are, in fact,
feeling safe. Now, you also are governed by the local entities, so some of the rules and regulations, for
example, in Colorado is that, with these new directives to open, its requiring that the patients themselves have
a mask. It's requiring the staff in the clinic have a mask. It's requiring the use of gloves that is used – got to
change between each of the patients. It's requiring actually the making of an appointment, which is we're a
nonappointment-based concept. So we're adapting to very specific rules and regulations of every – each
entity that we're operating in. But then we also have this national standard that's enforcing the social
separation, that's pulling all of the nonessential things out of our waiting room, so there's less opportunity for
virus to be sitting in it. We're limiting the number of patients to go back into the open bay that were utilizing the
enhanced procedures to sanitize the tables between adjustments. And there's a whole series of other
programs and protocols that were put in place and that are being enforced uniformly across the network. And
it's something that – it's not like we have franchisees who don't want to do it. I think that there is such a level of
awareness across this country about this issue is I think that there is a very high adherence in our system to
ensure that we are using the highest standards to protect our patients and our staff.

Anthony V. Vendetti

Q

Analyst
Maxim Group LLC

Okay. Great. Thanks, Peter. I appreciate it.

Operator
You have no questions at this time.

Peter D. Holt
President, Chief Executive Officer & Director
The Joint Corp. (United States)

Okay. Thank you, Julia. I want to thank all of you for your time today. Please note, we plan to participate in the
Craig-Hallum Virtual Conference scheduled at the end of May. And as I stated when I started this call, our
primary concern is the health and well-being of our patients and those who serve our patients. Therefore,
we're committed to remain open whenever and wherever possible. Typically, I end the call with the patient
story. As the social media has been – had such an effective tool in engaging with our patients in this
pandemic, I'd like to close with the collage of some patients' posts recently on our website. Elaine A writes, "I
was so happy you were open and there for me. My weekly visits are what keep me straight." Matt posts,
"thanks for being open. I work at a grocery store and my clinic has kept me going during this difficult and crazy
time." David K writes, "thanks for staying open and helping me to stay physical." And, finally, Catherine F
posts, "thanks for being open and so respectful of the social distancing process. We're all in this together. Dr.
F, you got me back in order." I think our patients have kind of a sense of humor. This is a smattering of the
thousands of messages that we received that include gratitude of being open and being treated by our
doctors. Thank you and stay well-adjusted.

Operator
This concludes today's conference. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good afternoon and welcome to the Fiesta Restaurant Group, Inc., First Quarter 2020 Earnings Conference
Call. Today's conference is being recorded. At this time, all participants are in a listen-only mode. Following
our presentation, we will conduct a question-and-answer session. Instructions will be provided for you at that
time to queue up for question. I would now like to turn the call over to Raphael Gross, Managing Director at
ICR. Please go ahead.

Raphael Gross
Managing Director
ICR LLC
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Thank you, Operator. Fiesta Restaurant Group's first quarter 2020 earnings release was issued after the
market closed today. If you have not already accessed it, it can be found on the company's website,
www.frgi.com, under the Investor Relations section. Before we begin, I'd like to inform you that during the call
today, the company will make various statements that are not based on historical information. These forwardlooking statements include, without limitation, statements regarding the company's future financial position
and results of operations, business strategy, budget, projected cost and plans, and objectives of management
for future operations. Actual outcomes and results may differ materially from what is expressed or forecasted
in such forward-looking statements and the company can give no assurance that such forward-looking
statements will prove to be correct. Important factors that could cause actual results to differ materially from
those expressed or implied by the forward-looking statements can be found in the company's SEC filings.
Please note that during today's conference call, certain non-GAAP financial measures will be discussed,
which the company believes can be useful in evaluating its performance. Any discussion of such information
should not be considered in isolation or as a substitute for results prepared in accordance with GAAP and a
reconciliation to comparable GAAP measures is available in the company's earnings release. On the call
today are President and Chief Executive Officer, Rich Stockinger; and Chief Financial Officer, Dirk
Montgomery. And now I'll turn the call over to Rich.

Richard C. Stockinger
President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.
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Thank you, Ray. The world is a much different place since our last earnings call an update to our shareholders.
I'd first like to thank all the investors and other participants on the call today for their continued support during
the COVID-19 crisis. I'll be covering three topics today – our key priorities during this crisis; an update on our
operational and other changes in response to the crisis; and a brief update on our sales driving efforts and
first quarter results. Dirk will then provide a financial update. Our priorities in this time of crisis have been and
will continue to be as follows – taking steps to ensure the safety and well-being of our team members and
customers; protecting the reputation of our brand and our company; doing right by our employees, our
shareholders, our vendor partners, our service providers and landlords; and continuing to be a leader in our
communities. I am proud of our team for their focus on those priorities, while maximizing liquidity and
developing new and better ways to drive sales and maximize results. We have been working to maximize
efficiency and operating flexibility since the crisis began. In order to protect cash availability, early in the
second quarter we drew down all our capacity on a revolver and had a total cash balance of $91.6 million as
of May 6. We have been successfully working with our vendor partners, service providers and landlords
regarding more flexible payment terms and cost reductions. We cut our 2020 CapEx plans in half and are
focusing only on necessary capital projects. We were in full compliance of our loan financial covenants at the
end of the first quarter and we are proactively working with our lenders to amend our own loan financial
covenants to avoid any potential issues in the future given the economic uncertainty related to this global
pandemic. Dirk will provide more color on our liquidity management activities in a moment. Now more than
ever, finding new and better ways to drive sales is a key focus for our team. We are developing a better
business model designed to enable our customers to enjoy our brand safely wherever and however they
choose. We have expanded and will continue to expand delivery options. We have created more in-home
dining options, including Pollo Pantry and TC Pantry and are rapidly improving our curbside and pick-up
capabilities to be faster and safer for our customers. Additionally, we are in the final stages of making our
restaurants ready for a return to safe dine-in activity in Florida and Texas, and we are confident that we will
ultimately exit this crisis as a company better positioned for future sales growth. On March 16, 2020, we
announced we had closed all our dining and seating areas in all Pollo Tropical and Taco Cabana restaurants
in Florida and Texas respectively due to the COVID-19 pandemic. Since that time, we have continued to
make proactive changes designed to ensure the safety of our guests and team members, which is our top
priority. We have taken the following health safety preventive measures in response to the COVID-19
pandemic. We heightened our sanitation procedures regarding restaurant cleanliness with additional
emphasis on high-traffic areas in the restaurants; we stocked our restaurants with effective disinfectants and
sanitation products, including hand sanitizers in our dining room and back of the house. We increased our
hand-washing protocols with all the restaurant team members. All customer-facing employees and vendors in
restaurants are required to wear gloves and masks. We implemented a COVID-19 Employee Illness Protocol
consistent with the Center for Disease Control or CDC and the National Restaurant Association guidelines.
We closed sauce and salsa self-service stations and now providing sauces and salsas in pre-packaged
containers. We closed all self-service soda stations in every restaurant. We added markings in the
restaurants for social distancing. All orders served are now enclosed in sealed carryout packaging and
reduced restaurant operating hours in accordance with any federal, state and local mandates. As government
authorities move toward reducing COVID-19 restrictions, we are in the process of implementing the following
additional safety measures. We've added dedicated dining area sanitation team members in all restaurants
to continuously sanitize during open hours. We are measuring the temperature of all restaurant employees
and any service providers daily at the time they enter the restaurants. We're installing plexiglass shields at
restaurant counter and drive-thru sections of our restaurants; we've created separate entrance and exit
access points to ensure guest distancing. Modifying seat arrangements to ensure required guest distancing;
providing drive-thru customers with credit card processing devices outside the drive-thru to allow for
distancing and not exchanging credit cards with our cashiers; extending our credit card processing terminals
at the drive-thru to allow customers to insert their card into the devices without handing their cards to the drivethru attendant; and all guests are required to wear masks upon entering any of our facilities. We have also
adjusted our operating model to better meet our customers' needs during this crisis. To improve speed of
service and improve efficiency, we've eliminated certain low mix sales menu options and reduced restaurant
hours during periods of low sales and/or in response to government-mandated restrictions. We've also
adjusted staffing models to match shifting traffic and channel patterns of our guests and to improve efficiency.
Taking care of our people is a top priority and we have implemented the following actions to better support our
restaurant team members during this crisis. We've offered additional bonus incentives during the crisis of $1
per hour for all hourly employees and a special incentive for store supervisors and management who are
taking risks to serve our customers. Additional enhanced hourly employee health benefit programs were just
recently announced. The company made a significant donation to its employee assistance foundation, The
Fiesta Family Foundation, that is dedicated to assisting employees in need. Those donations were in part
made possible by the Fiesta Restaurant Group's board of directors foregoing their second quarter fees.
Supporting our community and showing our appreciation for service providers on the frontlines of the crisis
has been and will always continue to be important and we are showing our support through the following
actions. Both brands have been donating delivered food weekly to local hospitals, first responder units and
testing centers as a way of thanking those that are working on the frontlines of the COVID-19 crisis in all of the
markets in which we operate. Both brands increased discounts to 50% for all medical personnel, first
responders, delivery and logistics providers as well as our military. To provide needed meals for school-age
children, from 11 AM to noon Monday through Friday both the brands are offering free kids meals. To help our
community members to recognize front line workers that deserve a thank you, in April, Pollo Tropical launched
a Nominate a Local Hero social campaign that allows our fans to nominate a frontline worker who deserves a
thank-you meal. Pollo is using the social media submissions to coordinate the team's food donations on the
hero's behalf to their convenience at that hero's work locations such as a hospital floor or a fire station. Taco
Cabana will also be launching a similar local hero program during the second quarter. Every day in each of
our Pollo Tropical and Taco Cabana restaurants, we take pride in who we are, what we stand for and the way
in which our team members are representatives of the broader communities we serve. We are working to
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in which our team members are representatives of the broader communities we serve. We are working to
provide our investors and our guests with more information about our culture and how who we are as a
business puts us in a strong position going forward. In particular, we are proud of how our prudent capital
investments promote diversity, opportunity and respectful treatment of all people, which in turn drives quality,
productivity and innovation. We are particularly proud of the fact that 65% of our field management team are
women and 77% of our field management team are minorities, 29% of our officers are women, and 57% of
our officers are minorities, and 25% of our board of directors are women, which includes our chairperson. We
believe that these core beliefs and competencies have strongly contributed to our ability to serve our mission
to each other and our communities, during this unprecedented and difficult time. We anticipate that this
commitment will enable our growth as we move forward together in a post-COVID world and are continuing to
be more transparent about these efforts, on our website and our reporting, giving all our stakeholders
additional insight into how we are driving long-term value. Regarding the impact of COVID-19 on our supply
chain, the pandemic has not had a significant negative disruptive impact on our supply chain or access to
labor. Although, there can be no assurance that there will not be a significant impact on our supply chain or
access to labor in the future. We are actively monitoring our food suppliers to determine how they are
managing their operations to mitigate supply flow and food safety risks. To ensure we mitigate potential
supply availability risk, we are building additional inventory back stock levels, when appropriate, and we have
also identified alternative supply sources in key product categories including, but not limited to proteins,
sanitation and safety supplies. Since efforts to respond to COVID-19 virus are constantly changing, we will
continue to monitor the situation closely and implement additional measures, as needed to ensure the safety
of our team members and guests. Now I'll highlight recent sales trends and our efforts to accelerate sales in
the changing environment. Post-COVID-19, comp sales declines stabilized in late March to early April, at both
brands, having realized sequential sales improvement weekly at both brands since that time. April comp sales
were down 49% for Pollo Tropical and 26% for Taco Cabana. For both brands our sales have been improving
every day over the previous weeks. Driven by strong drive-thru and carry-out alcohol sales, recent Taco
Cabana comp sales for the two weeks ended May 3rd have improved to down 18.6%. Pollo Tropical sales for
the two weeks ended May 3rd have improved to down 37.8%, driven by increased drive-thru and delivery
sales. At those sales trends, we estimate that we will generate roughly breakeven profitability, which we
believe should be sustainable and provide us a base from which to rebuild the bottom line as the economy
reaccelerates. The changes in the state of Texas to allow drive-thru delivery and pick-up alcohol sales have
created a big opportunity for Taco Cabana. This change has brought new and lapsed customers to the brand
and has been a big driver in post-COVID period driving sales growth at Taco. Alcohol mix has averaged just
under 11% during the post-COVID period, driven by $2 margarita and gallon margarita packages for $34.99.
This led to a record-setting day at CDM, Cinco de Mayo, with sales growth versus last year's Cinco de Mayo
day of 24% and reported on comp was up 61.5%. And we sold over 60,000 alcoholic beverages. We are
working on increasing visit frequency to these new customers with food-focused repeat purchase promotions,
such as return visits and bounce-back offers. Off-premise sales more than doubled versus last year in the first
quarter, at both brands, with penetration improving from 2.6% of restaurant sales, to 7.1% of restaurant sales,
at Pollo; and Taco penetration improving from 2.5% of sales to 5.6% of sales. Off-premise continues to be a
big opportunity and we continue to improve our capability in this area as follows. During the first quarter, we
significantly grew the number of delivery service providers that offers our brands including the addition of Uber
Eats, Postmates and Favor to supplement our previous and ongoing partnership with DoorDash. With the
addition of Grubhub in May, Fiesta now has partnerships with all major DSPs. In addition to the expansion of
additional DSPs, we are testing delivery with our own delivery drivers, first at Taco to enable alcohol and
order-in deliveries. We believe that the added benefit of home delivery of alcohol represents a big potential
and incremental purchase occasions and we will leverage the popularity of drive-thru alcohol and food sales
that are currently creating drive-thru lines throughout the day at Taco. We are continuing to work with Bottle
Rocket, a leading digital strategy design and development company to significantly improve the guest's digital
experience via our apps at both brands. Those enhancements will include a curbside pickup feature, mobile
payment features, and a frictionless ordering experience with go-to-marketplace of June for Pollo Tropical
and September for Taco Cabana. These improvements will provide our guests control over their interaction
with our brand features which we feel are essential in the evolving landscape. To better meet consumer dineat-home preferences in April the company launched the Pollo Pantry and TC Pantry menu platforms. The Pollo
Pantry menu is aimed at providing fresh high-quality in-home dining solutions at a great value. The menu
features our famous 24-hour citrus-marinated chicken that consumers can cook at home; the whole chicken
for $5; and six of our chicken breasts for $10. Additional proteins available for bulk purchase include
marinated churrasco steak and shrimp. In addition the menu features our famous ready-to-eat white rice and
black beans in larger-sized packages that can feed up to 10 people for just $5. Taco Cabana's TC Pantry is
also designed to provide consumers with additional quality in-home dining options at a value that includes
ready-to-cook items such as a dozen flautas for $6.99 and bulk-sized seasoned steak fajita meat and
seasoned chicken breast that can be cooked on the grill in minutes. TC Pantry offers Heat & Eat options
including our popular seasoned ground beef at $5.49 per pound and shredded chicken at $4.49 per pound.
TC Pantry also includes large quantity options of our most popular sides including refried beans, rice and
peppers and onions for $4.99 and chips and queso at $8.99, all in portion sizes to feed 10 people. Sale of
these pantry menu items have been building weekly with more aggressive marketing and support recently
commenced. Product innovation in our field will continue to be a priority at both brands. At Pollo, we recently
brought back multiple fan-favorite online menu items, including Cheesy Yuca Bites, Nutella Empanadas, and
corn fritters, all priced at a value under $3.29 and performing well since they were reintroduced. Taco
Cabana's upcoming include delicious flautas, Mexican corn and the Nutella Empanadas. In closing, I want to
express my appreciation for all our employees, especially our restaurant and operation team members who
have placed themselves at risk to continue to serve our guests as well as my leadership team that has been
working around the clock to respond in a positive way to this crisis. We are encouraged by the improving
sales trends we are seeing week over week. And we believe we will exit the crisis as a stronger company
ready to continue market share gains and to continue to be a positive influence in our communities. Now, I'll
turn it over to Dirk to cover the financial highlights.
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Dirk A. Montgomery
Chief Financial Officer, Treasurer & Senior VP
Fiesta Restaurant Group, Inc.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Thank you, Rich, and good afternoon, everyone. I'm going to provide an update on first quarter results and
then provide some commentary on our financial management strategies during this period of economic
uncertainty. Total first quarter revenues decreased 11.5% from the prior-year period to $146.7 million due
primarily to the comparable restaurant sales declines at both brands and the impact of COVID-19
underperforming Taco Cabana restaurants in the first quarter of 2020. We continued to make progress in offpremise sales during the quarter consisting of online catering and delivery. Off-premise sales more than
doubled compared to last year in the first quarter compared to prior year. And our penetration is still well
below our competitors with 7.1% at Pollo Tropical and 5.6% at Taco Cabana. Off-premise continues to be a
huge opportunity for us especially in these times. The consolidated net loss was $7.3 million or $0.29 per
diluted share including a $0.17 per diluted share negative impact from other items including $3.2 million in
impairment charges and $1.2 million in closed restaurant rent charges compared to net income of $2.3 million
or $0.08 per diluted share including a $0.05 negative impact primarily from $1.1 million closed restaurant
charges in the first quarter of 2019. On an adjusted basis, the net loss was $2.9 million or $0.11 per diluted
share. This compared to an adjusted net income of $4.1 million or $0.15 per diluted share in the first quarter
of 2019. Please see the non-GAAP reconciliation table in our earnings release for more details. With that,
let's go through some of the significant accounting entries during the first quarter. We recorded a $4.2 million
non-cash impairment charge, primarily related to assets for three underperforming Pollo Tropical restaurants
and two underperforming Taco Cabana restaurants that we continue to operate, which had an unfavorable
impact on net income of $3.2 million or $0.13 per diluted share in the first quarter of 2020. Now turning to our
individual brands. At Pollo Tropical, comparable restaurant sales decreased 7.3% compared to a 2.6%
decrease in the first quarter of last year. This year's decline consisted of an 8.3% decrease in comparable
restaurant transactions, partially offset by a 1.0% increase in average check, inclusive of approximately 0.2%
in pricing . Pollo Tropical continues to gain market share as evidenced by the outperformance compared to
Black Box on both the comparable sales and transaction basis for the quarter. We have also experienced an
estimated 35-basis-point impact during the first quarter from new store cannibalization within our core South
Florida market. However, we believe the new development is a positive for the brand overall since it allows us
to enhance the guest experience while growing our total share in the market. Comparable restaurant sales for
Pollo Tropical increased 0.6% during the first 10 weeks of the first quarter of 2020, building on the sales
momentum from the fourth quarter. We were pleased that the Pollo brand has generated four consecutive
months of positive comps through February of 2020, before the impact of the COVID crisis. Reflecting the
impact of COVID-19, comparable store sales decreased 32% during the last three weeks of the first quarter
of 2020. Comp sales decline due to the COVID crisis stabilized in late March and early April and Pollo has
realized sequential sales improvement weekly since that time with the sales trend for the two weeks ended
May 3 of down 37.8%. We are seeing improvement every week now. Turning to the branch profitability for the
first quarter, restaurant level adjusted EBITDA, a non-GAAP measure as defined in our SEC filings,
decreased at Pollo Tropical by $5.7 million to $15.4 million or 18% of restaurant sales from $21.2 million or
22.3% of restaurant sales. As a percentage of restaurant sales in the first quarter, Pollo Tropical experienced
higher cost of sales due to sales mix and higher commodity costs, restaurant wages and related expenses
due to the impact of lower sales and fixed costs and other operating expenses. Other operating expense
increases included higher third-party delivery fees and contracted cleaning services in addition to the
negative impact of lower comparable restaurant sales. Adjusted EBITDA, a non-GAAP measure as defined
in our SEC filings, decreased by $5.5 million to $8.8 million for Pollo Tropical in the first quarter of 2020.
During the quarter, we also recorded $3.7 million of impairment charges, primarily related to the assets for the
three underperforming Pollo Tropical restaurants that we continue to operate. At Taco Cabana, comparable
restaurant sales decreased 13.5% compared to a 0.5% decrease in the first quarter of last year. This year's
decline consisted of a 14.9% decrease in comparable restaurant transactions, partially offset by a 1.4%
increase in average check. The increase in average check was driven primarily by limited time offerings and
an increase in transactions with alcohol sales. Comparable restaurant sales for Taco Cabana decreased
8.6% during the first 10 weeks of the first quarter of 2020 prior to the impact of COVID-19 and decreased
28.3% during the last three weeks of the first quarter of 2020. Comp sales decline due to the COVID crisis
stabilized in late March and early April and Taco has realized sequential sales improvement weekly since that
time with the sales trend for the two weeks ended May 3 of down 18.6%. Drive-thru sales from March 9
through the end of April grew 11%, driven in part by alcohol promotions and strong food sales. As Rich
mentioned, driven by the strength of our Cinco de Mayo margarita promotions, we had the strongest Cinco de
Mayo holiday sales in five years with the May 5 holiday sales growth of 24% compared to last year's holiday
sales. We believe the Taco brand has very good momentum and we're seeing new customers come to the
brand. Turning to the brand's first quarter profitability, restaurant-level adjusted EBITDA, a non-GAAP
measure as defined in our SEC filings, decreased at Taco Cabana by $4.2 million to $5.3 million or 8.8% of
restaurant sales from $9.5 million or 12.8% of restaurant sales. As a percent of restaurant sales in the first
quarter, Taco Cabana incurred higher cost of sales due to operating inefficiencies and increased discounting
and promotional activity and higher other operating expenses including higher third-party delivery fees and
insurance costs in addition to the negative impact of lower comparable restaurant sales. Adjusted EBITDA, a
non-GAAP measure as defined in our SEC filings, decreased at Taco Cabana by $3.8 million to negative
$0.1 million in the first quarter of 2020. During the quarter, we also recorded $0.5 million impairment charges
related to assets for two underperforming Taco Cabana restaurants that we continue to operate. Turning now
to a few additional financial items; under our current share repurchase program, we repurchased 25 million
shares during the first quarter on/or before March 12. We have suspended share repurchases during this
period, in which we are closely managing cash flow. Total capital expenditures in the first quarter of 2020 were
$6.1 million. Our expenditures consisted of $2.5 million for maintenance, $1.6 million for new company-owned
restaurant development, $1.0 million for restaurant remodeling and $0.9 million for technology and corporate.
Now, turning to our financial management plans in response to the economic challenges presented by the
COVID crisis. Our entire organization has been working to improve efficiency and protect staff from day one,
implementing the following measures. We aggressively cut our capital expenditure budget for 2020 to only
necessary investments. 2020 capital expenditures are currently expected to be in the range of $20 million to
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necessary investments. 2020 capital expenditures are currently expected to be in the range of $20 million to
$25 million compared to previous estimates for 2020 of less than $40 million. Working capital efficiency has
been improved as a result of vendor and landlord payment term and pricing renegotiations, which are
expected to improve cash flow in 2020 by $10 million to $15 million. We have a very disciplined process in
place for improving capital spending and vendor payments. Rich and I review all projects and payments. In
early April, a total of 168 office and field personnel were terminated or furloughed, representing total
annualized salary savings of approximately $9.3 million, of which approximately $5.5 million is related to
terminated employees. In addition, the salaries for all vice presidents and executives were reduced by 10% to
35% for at least one quarter. We intend to market our 15 owned properties for sale or sale leaseback and four
properties now are either in the letter of intent stage or have contracts signed for sale, although there can be
no assurance that any sales or sale leaseback transactions will be ultimately consummated. As a result of our
efforts, cash balances since the first week of April when we drew down on the revolver have actually increased
from $76.3 million to $91.6 million as of May 6. As Rich mentioned, our sales trend is currently at breakeven
profitability. Our goal is to fund capital expenditures through the increased cash flow from working capital
efficiencies and property sales. As a result of all of the efficiency efforts and the recent sales trends, we feel
confident that we will have adequate liquidity through the end of 2020. In closing, we feel very good about our
top line momentum, it continues to improve weekly. We are very focused on improving efficiency and we will
continue to stay focused on the safety and well-being of our customers and team members. We are confident
that we will ultimately exit this crisis with the company better positioned for future sales and profit growth.
Thank you for listening, and we will now open up the call to questions. Operator?

QUESTION AND ANSWER SECTION
Operator
We will now take our first question from Nicole Miller from Piper Sandler. Please go ahead. Please go ahead.
Your line is open. Please ensure your mute function is turned off to allow your signal to reach our equipment.

Nicole M. Miller Regan

Q

Analyst
Piper Jaffray, Inc.

Good afternoon. Can you hear me okay?

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Yes, we can, Nicole.

Nicole M. Miller Regan

Q

Analyst
Piper Jaffray, Inc.

Oh, great. Thank you. I wanted to ask a couple questions just about the nature of the concepts. I'm thinking
about the Taco Cabana improvement specifically. And could you talk a little bit about that being maybe more
suburban in terms of locations and maybe more influenced by dinner patterns, both of which seem to be
holding up in the marketplace?

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Yeah. I would say we've been consistent from sales improvements from what we had before. Again that is
again being driven by the new laws in the state of Texas. The only area I would say that it's lagging a bit
behind, and it has nothing to do with anything else, that is Houston. And as you know, Houston is not only
getting hit by the negative impact of COVID-19, but also in the oil and gas industry. But other than that, no,
we've seen consistent lines starting at lunchtime, seven days a week, regarding our alcoholic beverage
promotions, as well as – again these are new guests and they're having our food and enjoying our food and
coming back again that in the past might have just driven right by us.

Nicole M. Miller Regan
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Q

Analyst
Piper Jaffray, Inc.

Okay. Very, very helpful. Last question, I mean, I was just kind of thinking back to the beginning of this story
maybe as a public company, and it was always the unit level economics were strong and that was the basic
premise. And there's a home-court advantage for each brand. So could you talk somehow and let us
understand core versus non-core or by vintage or top-tier versus bottom-tier? Or are literally these the comp
trends in the performance across both concepts across every single location? I would love to understand
some pushes and pulls there. Thank you.

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Sure. The sales trends right now per portfolio is pretty much consistent. So, it's not just core being down or
rental being down, it's much pretty across the board. And again as you know because the yearly lease is
different the profitability margins are much higher here in core than they are outside the core portfolio. And at
Taco, I would say again, I think even in the – and we are seeing this, with the increase in the alcoholic
beverages and the guests that are coming in now are different than in the past, we believe that margin
enhancement is a great possibility even more than we had said in the last quarter. And we've taken actions
regarding food costs that are – in lowering the value of the food cost. We've now got the latest schedules
down significantly. And so, again for Taco, San Antonio is doing well, Houston is hurting a little bit like I said
before and Dallas is showing the most improvement.

Nicole M. Miller Regan

Q

Analyst
Piper Jaffray, Inc.

Thank you for taking my questions.

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Thanks, Nicole.

Operator
We will now take our next question from Brian Vaccaro from Raymond James. Please go ahead.

Brian M. Vaccaro

Q

Analyst
Raymond James & Associates, Inc.

Thanks, and good afternoon. I wanted to start on the sales performance at Pollo if we could. And Q1 seemed
to play out about as expected, but it seemed that April worsened maybe a bit before starting to recover and it
seems to be lagging the broader industry recovery we're seeing. So, I'm just curious to get your perspective
on what may have driven that, maybe something regional or macro-specific in South Florida or something
else that's worth highlighting.

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Yes. Great question. At Pollo versus Black Box, right there and again within our market. We're not doing as
well as the quick-service is doing. Keep in mind, in South Florida before this happened, 25% of the people
were living at the poverty level or below. I'd be afraid to ask what it is right now. So that's why we're pushing
hard on the lower-cost, lower-priced promotions. We're pushing hard on things like the Pantry which we've just
introduced. But these prices are lower than the local grocery stores. So, I would say, we are not doing worse
than our local competitors in that class . We're not doing as well as the quick service. And one area also, let's
keep in mind our menu is a lot different than quick service. So quick service has much more handheld and we
do not. So, without the dining room, we've lost a lot of those people that are coming in for the platters at Pollo.
And we expect as the dining room restrictions start to be removed or lessened, those people will come back.

Brian M. Vaccaro
Analyst
Raymond James & Associates, Inc.
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Q

Okay. That's helpful. And I guess a follow-up on that. Rich, could you give some perspective, thinking about
some of those dynamics you just mentioned, could you give some perspective on quarter-to-date how
variable has it been if you compare South Florida to Orlando, Tampa, some of the other markets? Could you
give any perspective across the individual regions?

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

I can give you a top line. We're pretty consistent on the sales decline, I mean, there's not much difference if
you look at Northern Florida, Central Florida and South Florida in terms of the range being down around 30%,
32%. We've kind of plateaued there right now and we're working on that. But no, there hasn't been a
significant variance in a geographic region.

Brian M. Vaccaro

Q

Analyst
Raymond James & Associates, Inc.

Okay. All right. I wanted to also ask the Pollo Tropical off-premise, I think you said it was 7.1%. Could you
share what percent of that is delivery? And could you also just give a little bit more on the traction that you've
seen thus far with Uber Eats, which I believe has a pretty dominant share in South Florida in particular?

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Keep in mind we just signed on Uber Eats end of the first quarter. They have been a good partner...

Brian M. Vaccaro

Q

Analyst
Raymond James & Associates, Inc.

Yeah.

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

....as they all have. Uber Eats as you know is the number one DSP in South Florida. And we just recently
started going out and we've got it in now into our core market is Grubhub, which is number two. So, we expect
that number to grow in terms of the off-premise. Is it as high as our competitors? No. Is it as high as we want it
to be? The answer is no. And again, I think it was more of a timing of getting – when we got Uber Eats on and
now getting Grubhub which is the number two and we expect those numbers to improve.

Dirk A. Montgomery

A

Chief Financial Officer, Treasurer & Senior VP
Fiesta Restaurant Group, Inc.

And in terms of the mix of off-premise right now, the delivery is accounting for roughly 60% to 70% of the total
off-premise dollars. That's currently a little bit skewed due to the conditions. We've had very good success in
catering at the end of the calendar year, very strong momentum. I think we expect that once things get back to
normal that catering contribution will dramatically improve, because we've had great traction at the end of the
fourth quarter in that channel. We also expect, as Rich said, that our online sales should increase dramatically
as we launch the Bottle Rocket new online menu and app, which is supported by Bottle Rocket.

Brian M. Vaccaro

Q

Analyst
Raymond James & Associates, Inc.

All right. That's great. And then just last one for me. On the G&A cuts, obviously very difficult decisions that you
had to make, but in terms of the permanent cuts that you've made, just curious if you could share in what
functions you pare it back? And just any other color on the permanent changes, structural changes that you've
made either from a personnel or maybe from a headquarters standpoint, are you still going with the three
headquarters, or is there an opportunity – have you made a decision to pare that back perhaps?
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Dirk A. Montgomery

A

Chief Financial Officer, Treasurer & Senior VP
Fiesta Restaurant Group, Inc.

Sure. So I mean we made cuts across the board in all functions and all occasions. Obviously, our focus was
around making sure that we maintain the support that we needed to support operations in guest-facing
activities. And as we mentioned in the press release, and in my prepared comments, roughly $5.5 million of
the estimated $9.1 million of annualized savings were from terminations versus furloughs. So furlough and the
furloughed employees will be brought back. But those are kind of the mix dimensions of the separation. So I
think we – the $5.5 million certainly would be viewed as more permanent. And the remainder comprising of
furloughs is going to depend on the various factors.

Richard C. Stockinger

A

President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

Brian, we tend to look at every aspect of our business. And taking a line from Governor Cuomo, who has done
a great job in the state of New York as a leader, we are reimagining every aspect of our business not just the
overhead, but the way we do things going forward. Because none of us on the phone call know what the new
world is going to look like. So we're we are just taking this opportunity to look at every aspect of our business
and not just replacing what we did before, but try and find a better method, a better opportunity as we go into
the new world. So we're not – we have no specific plans, but more to come. We're looking at ways to improve
our business, top line efficiencies and the bottom line.

Brian M. Vaccaro

Q

Analyst
Raymond James & Associates, Inc.

Understood. Certainly, unprecedented times. I hope everyone's well and stays healthy. Thank you again.
[068PCF-E Dirk Montgomery]: Thank you, sir. You too.

Operator
That concludes today's question-and-answer session. I would now like to turn the call back to the management
team for any additional or closing remarks.

Richard C. Stockinger
President, Chief Executive Officer & Director
Fiesta Restaurant Group, Inc.

In closing, again, I just want to thank our team members for their passion, for their loyalty, their hard work, not
only the people that are in the office and support, who've been working from home, very difficult, but most
important the people that are on the frontlines. There's another saying, how much is a human life worth?
They're priceless. And that's why we're taking every opportunity for the safety of our frontline employees. So
again, thank you to our team members, thank you to our shareholders and looking forward to speaking to you
again next quarter. Thank you, everyone.

Operator
This concludes today's call. Thank you for your participation, ladies and gentlemen. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good afternoon, and welcome to First Solar's First Quarter 2020 Earnings Call. This call is being webcast live
on the Investors section of First Solar's website at investor.firstsolar.com. At this time, all participants are in a
listen-only mode. As a reminder, today's call is being recorded.I would now like to turn the call over to Mitch
Ennis from First Solar Investor Relations. Mr. Ennis, you may begin.

Mitch Ennis
Manager, Head-Investor Relations

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Thank you. Good afternoon, everyone, and thank you for joining us. Today, the company issued a press
release announcing its first quarter 2020 financial results. A copy of the press releases and associated
presentation are available on First Solar's website at investor.firstsolar.com.With me today are Mark Widmar,
Chief Executive Officer; and Alex Bradley, Chief Financial Officer. Mark will begin by providing a business and
technology update and discuss First Solar's response to the COVID-19 pandemic. Alex will then discuss our
financial results for the quarter as well as our outlook for 2020. Following the remarks, we'll open the call for
questions.Please note this call will include forward-looking statements that involve risks and uncertainties that
could cause actual results to differ materially from management's current expectations, including among other
risks and uncertainties, the severity and duration of the effects of the COVID-19 pandemic. We encourage
you to review the safe harbor statements contained in today's press release and presentation for a more
complete description.It is now my pleasure to introduce Mark Widmar, Chief Executive Officer. Mark?

Mark R. Widmar
Chief Executive Officer & Director
First Solar, Inc.
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Thank you, Mitch. Good afternoon, and thank you for joining us today, especially in light of the extraordinary
situation that we're all facing. I hope each of you and your loved ones are safe. I want to begin by discussing
the company's response to the COVID-19 global health crises, including the impacts we are seeing on our
business and the actions we are taking to support our associates, customers and partners.Turning to slide 3,
firstly and most importantly, we are committed to our associates, customers and partners around the world.
We are working to navigate this unprecedented challenge together with safety as our top priority. At this time,
the majority of our office-based associates are working from home to minimize large concentrations of people
at our offices and manufacturing facilities.As a technology manufacturing company, we do require certain
associates to be physically present at our production facilities. In these locations, we have implemented
stringent health and safety protocols that include, among other measures, temperature screenings at facility
checkpoints, mask requirement for all our manufacturing associates, around the clock sanitation of high-touch
areas and social distancing.In order to further protect our associates, we have also implemented strict
limitations on third-party visitors to our offices and manufacturing sites. Through these practices, we strive to
protect the wellbeing of our global associates and ensure that our technology is safely manufactured and
delivered to our customers. In meeting the clean energy needs of the global economy, we will continue to
balance our top priority of safety with delivering value to each of our stakeholders.We recognize the
challenges that our associates and their families are facing in this period of great uncertainty and we're very
proud of the dedication, focus and commitment that we witnessed from our associates over the past months.
It is during challenging times like these that our culture of agility, collaboration and accountability and the
strength of our differentiated business model shine through.Turning to slide 4, our core operating principle is
to endeavor to create shareholder value through a disciplined, data-driven, decision making framework that
delivers a balanced business model of growth, profitability and liquidity. With this guiding principle, we will
continue to adapt our business model to remain competitive and differentiated in a constantly evolving
market.There are points of differentiation which include a competitive advantaged cad-tel thin film module
technology, a vertically integrated continuous manufacturing process and industry-leading balance sheet
strength and a permanent sustainability ideology. We have created a resilient business model that better
enables us to manage through periods of uncertainty, including the current environment.The strength of our
business model is reflected in our committed Series 6 roadmap capacity of approximately 8 gigawatts and
our multi-year contracted backlog of over 12 gigawatts. We are pleased with the contracted backlog we have
built as it provides increased visibility into our future sales, reduces financial exposures, the stock pricing and
aligns our capacity plan with future demand.Turning to slide 5, I'll next provide an update on our module and
systems businesses. On March 26, we provided a manufacturing operations update in light of recent
developments related to the COVID-19 pandemic. At that time, we indicated our manufacturing facilities in the
United States, Malaysia and Vietnam were committed to operate under their respective circumstances and
government mandate.Through today's earnings call, we continue to manufacture Series 6 under their local
government orders which include the following. Firstly, on March 22, the State of Ohio issued stay-at-home
order, which was extended to May 29. Recently, the Ohio government rolled out a plan to gradually reopen
other parts of the state's economy, while still minimizing the spread of COVID-19.Through today's earnings
call, our Ohio facilities have been committed to operate as an essential business under the stay-at-home
order. However, with the closing of schools and the associated daycare needs, as well as other factors, we
have experienced a decrease in our production workforce.In March and April, our Ohio 1 site operated at full
capacity. However, the temporary decrease in labor availability yielded an approximately 25% reduction in
capacity at our Ohio 2 during these months. Starting in May, essentially, the entire manufacturing workforce
has returned and we expect Ohio 2 will return to full capacity. During this period of transition, we incurred
some incremental costs for overtime and supplemental pay.Secondly, on March 18, the government of
Malaysia enacted a movement control order, which was extended till May 12, and from which First Solar was
exempted as an essential business. Under the order, workforce at the factory had to be reduced by 50% to
improve social distancing, while maintaining full pay for all associates. In order to comply with the order, we
elected to maintain Series 6 production while halting Series 4.We had an anticipated discontinuing Series 4
production during the second quarter of 2020. Prior to the movement control order coming into effect, we had
produced approximately two-thirds of our expected 300 megawatts of Series 4 production for the year.Taking
into account inventory on hand, future expected warranty requirements and, finally, engagement with certain
customers to replace Series 4 with Series 6 modules, we have elected to accelerate our Series 4 shut down
and will not restart Series 4 module production. However, due to the movement control order, we have
experienced some delays in completing the exit process of our impacted associates.However, despite
operating under the reduced workforce reduction, through labor optimization and a work-from-home strategy
for all nonessential Series 6 manufacturing associates, we achieved Series 6 capacity utilization rates above
100% at our factory in Malaysia during March and April.Thirdly, on April 1, the government of Vietnam ordered
a period of nationwide isolation which required compliance with government-mandated safety criteria in order
to continue manufacturing operations. We implemented all requirements and continued to operate at over
100% of nameplate capacity during March and April.A significant achievement to highlight, the team's
commitment to safety was recognized by government auditors as we achieved the best safety score out of the
15 large manufacturing facilities audited in the Ho Chi Minh City area.Our operational performance to date
has been facilitated by our strong supply chain partnerships, which has enabled us to minimize disruptions to
raw material supply to the factory. Throughout the crisis, the vast majority of our third-party suppliers have
continued to serve us. In cases where we have had challenges in our supply chain, we have substantially
mitigated those disruptions through active dialogues with our vendors and implementation of contingency
plans. To date, delays related to procurement of raw materials and components have not exceeded a
week.From a shipment and logistics perspective, we have seen disruptions in global cargo routes and
capacity. Despite sailing cancellation, port congestion and staffing reductions, the impact on inbound raw
material deliveries have so far been limited. We continue to work with our partners and customers to mitigate
these disruptions.Finally, with regards to customer deliveries, in several instances, our customers are
experiencing delays in their permitting and EPC process, which is affecting our ability to – for them to receive
our modules. In all cases, we continue to collaborate with our customers and provide solutions to challenges
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our modules. In all cases, we continue to collaborate with our customers and provide solutions to challenges
they're facing as a result of the current environment. We are committed to meeting the needs of our
customers; however, the delivery date changes may impact the timing of revenue recognition on our module
sales.Turning to the systems business, with regards to early stage development, the most significant impact of
the pandemic is the inability to hold public gatherings, which are often the step required in completing the
permitting process. Accordingly, our development team is evaluating the potential to utilize virtual meetings to
fully satisfy these requirements.From a PPA standpoint, we have continued to make significant addition to our
contracted pipeline in the United States and Japan. Since the prior earnings call, we have been awarded
three PPAs for projects located in Tennessee, California and Texas across a diverse set of utility DCA and
corporate off-takers. These projects secure system volume in a time period that captures the full value
entitlement of our ITC Safe Harbor strategy and copper replacement program. Additionally, these projects
have module shipping dates between 2021 and 2023 which importantly extends our contracted backlog into
later years.From a construction standpoint, we are nearing completion of the last remaining projects being
constructed in-house by First Solar's EPC and the remaining projects currently under construction being
financed on our balance sheet and executed by third-party EPC partners. While our construction projects have
experienced some combination of constraints related to COVID-19 such as certain balance of system supply
delays and schedule impacts related to labor availability, we have been working with relevant stakeholders to
remediate any project schedule delays. The majority of these delays at this time have been mitigated.As it
relates to project sales, these require input from and coordination with multiple government and private sector
counter-parties across a variety of development in financing areas, many of which have faced disruptions in
business operations. Therefore, we expect to see delays in project sales in the United States, Japan and
India. However, our strong net cash position provides us with financing flexibility and the option to balance
sheet finance project construction as well as temporary hold operating assets through periods of market
dislocation or disruption in order to create options to maximize value. Alex will discuss this later in greater
detail.With regard to O&M; as one of the world's largest O&M providers, we continue to safely and effectively
manage our utility scale portfolio, so these power plants can continue to generate reliable clean electricity.
O&M business is well positioned for the current environment as our strategy emphasizes remote monitoring,
analytics and predictive maintenance to optimize power plant health and minimize onsite presence. In our
operations center at our global headquarters in Arizona, we have implemented stringent health and safety
measures and seating arrangements in line with recommended social distancing protocols. As a result of
these measures, our O&M business continues to efficiently and safely meet the needs of our
customers.Turning to slide 6, I will next provide a market, technology and manufacturing outlook. While we are
monitoring the near-term impacts of solar procurement, the catalyst for driving increased utility-scale solar
penetration continue to grow. Firstly, in many markets, newbuild utility-scale solar is economically competitive
with fossil fuel generation on both the total and marginal cost base. In fact, at the start of 2020, the US Energy
Information Administration estimated that the United States will see 6 gigawatts of uneconomical coal
capacity decommissioned in 2020, while 13.5 gigawatts of new utility-scale solar would be installed.
Secondly, our technology's performance and reliability are well understood with over 600 gigawatts of
cumulative capacity installed globally through the end of 2019. Solar has transitioned from an alternative to
mainstream energy resource.Finally, while solar experienced a period of significant expansion over the past
decade, we are still in the early innings of growth. Although United States has 80 times more solar installed
today than it did a decade ago, the 77 gigawatts of installed solar capacity only accounts for 2% of the
country's electricity generation. Against the backdrop of growing demand for cleaner electricity and global
commitments to achieve climate goals, we see significant runway for solar installation growth.Our Series 6
capacity plan is well positioned to capture a rapidly growing global PV market. In this, I'd like to note that our
long-term capacity expansion roadmap is essentially unchanged. To-date, the only shift in production strategy
is delaying the planned 2020 optimization of our Vietnam factories. This elective decision reduces downtime
in 2020 and we expect this will partially offset underutilization of our Ohio 2 factory.Shifting to our technology
roadmap, our long-term technology roadmap remains unchanged to-date. However, if operational limitations
at our advanced research lab in Santa Clara, California, continue for an extended period, the timing of this
roadmap maybe delayed. As the only US-based company among the 10 largest PV module manufacturers
globally, we are committed to manufacturing diversifying our supply chains in the United States and supporting
US manufacturing jobs within First Solar and externally. A good example of this commitment is a supply
agreement with a glass provider that enabled the construction of a new glass float facility approximately 10
miles from our Perrysburg, Ohio manufacturing site.On a similar note, we are pleased with the decision in
April of the Office of the United States Trade Representative supporting the removal of the exclusion of bifaced solar panels from the Section 201 Safeguard Measures and are monitoring the resolution of the related
litigation in the US Court of International Trade. While we have been able to contract through the iterations of
the bi-facial exemption, we believe this decision of the US Trade Representative is consistent with the
underlying intents of Section 201 measures. It helps promote a level playing field for US solar manufacturing
and innovation and environment of both free and fair trade.Turning to slide 7, I would like to briefly highlight our
bookings activity for the quarter. Despite the uncertain economic environment, demand for our Series 6
product remained strong as evidenced by the 1.1 gigawatts of net booking since our prior earnings call.
Included in this total are approximately 0.4 gigawatts of third-party module sales and 0.7 gigawatts of systems
booking. In addition, 0.7 gigawatts of the net bookings for deliveries in 2022 and 2023. This demand for
Series 6 and the strength of First Solar as a trusted partner have resulted in a year-to-date net bookings of
1.8 gigawatts. After accounting for shipments of 1.3 gigawatts in the first quarter, our future expected
shipments are 12.3 gigawatts. Internationally, we are very pleased with approximately 60 megawatts we
booked in Japan since our prior earnings call. Although procurement volume has slowed in Europe, India and
Latin America, we are cautiously optimistic that demand will recover after the COVID-19 pandemic.Turning to
slide 8, as mentioned previously, the catalyst for increased solar penetration continues to grow. As such we
expect our mid-to-late stage pipeline of opportunities to continue to support the growth of our contracted
backlog. In terms of segment mix, the pipeline of 7.5 gigawatts includes 6.3 gigawatts of potential module
sales, with the remaining 1.2 gigawatts representing potential systems business. In terms of geographic
breakdown, North America remains a region with the largest number of opportunities at 5.2 gigawatts.
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breakdown, North America remains a region with the largest number of opportunities at 5.2 gigawatts.
Europe represents 1.6 gigawatts with the remainder in other geographies.Finally, operationally, I'm very
pleased with our manufacturing execution, particularly given these extraordinary circumstances. During March
and April, megawatts produced per day was 14.8 gigawatts and 15.3 gigawatts, respectively; capacity
utilization was over 100% in both periods; manufacturing yield was 94.5% and 95.4%; average watts per
module was 433 watts and 435 watts; the percentage of modules produced with anti-reflective coating was
97% and 98%; and the ARC bin distribution from 430 watt to 440 watt modules was 94% and 96%.From an
entitlement perspective, we have demonstrated capacity utilization of 120% at each of our factories in
Vietnam and Malaysia, enabling and sustaining this incremental throughput coupled with our module
efficiency roadmap gives us confidence we can continue reducing our module cost per watt.I'll now turn the
call over to Alex who will discuss our first quarter financial results and outlook for 2020. Alex?

Alexander R. Bradley
Chief Financial Officer
First Solar, Inc.
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Thanks, Mark. Given the unique circumstances related to the virus, I'll spend only a few minutes discussing
first quarter financial results. I'll then provide a framework for how we're evaluating our financial and
operational outlook and some of the key risks we see in the current landscape.Turning to slide 9 and starting
with the income statement. Net sales in Q1 were $532 million. On a segment basis, as a the percentage of
total quarterly net sales, our module segment revenue in Q1 was 74%. Gross margin was 17% in Q1. The
systems segment gross margin was 11% and was negatively impacted by low overall revenue recognized in
the quarter relative to the systems segment fixed costs. This was positively offset by the sales in several early
stage development assets in the US.Module segment gross margin was 19% in Q1, which was negatively
impacted by $10 million of severance from Series 4 decommissioning costs, $4 million of higher costs, and
$4 million of underutilization and excess yield losses driven by temporary declines in capacity utilization. In the
aggregate, this impacted the module segment gross margin by approximately 5%.Operating expenses were
$89 million in Q1. And of note, this includes approximately $5 million of legal fees associated with the settled
class action and active opt-out litigation, $4 million of severance costs related to the February reduction and
$3 million of expected credit losses on our accounts receivable as a result of the economic disruption caused
by COVID-19. In the aggregate, these items increased Q1 operating expenses by $12 million. But the results
that are previously mentioned fact is we had operating income of $2 million in Q1. In Q1, we realized a $15
million gain on sales of certain securities associated with our end-of-life recycling program within the other
income line in the P&L.This benefit was partially offset by $13 million of credit losses associated with certain
notes receivable from one of our investments. During the quarter, we recorded a discrete tax benefit of
approximately $89 million related to the Coronavirus Aid Relief and Economic Security Act. The discrete
benefit will be partially offset by a related rate impact expected over the remainder of 2020. And we therefore
expect a full year net benefit from the CARES Act of approximately $70 million.Additionally, we expect shift in
our jurisdictional mix of income for the remainder of 2020 that we expect to increase the full year tax rate by
approximately 2 percentage points. The combination of the aforementioned items led to first quarter earnings
per share of $0.85.Turning to slide 10 I'll discuss select balance sheet and cash flow highlights. Our cash and
marketable securities and restricted cash balance ended Q1 at $1.6 billion. Our net cash position which
includes cash, restricted cash and marketable securities less debt ended Q1 at $1.1 billion. Our net cash
position decreased relative to the prior quarter, primarily due to the payment of the $350 million class action
litigation settlement. Series 6 capital expenditures which were primarily related to our second Series 6 factory
in Malaysia, a decrease in module prepayments following an increase in Q4 2019 associated with IGC's safe
harbor and repayment per component included on the module materials.Cash flow used in operations were
$505 million in Q1, primarily due to payment of the litigation settlement and the previously mentioned
decrease in module prepayment. Finally capital expenditures were $113 million in the first quarter. In terms of
financial and operational outlook, we recognize these are truly unique times and for that reason we're taking a
different approach to our guidance discussion today.Turning to slide 11, in Q1 we were able to mitigate
significant portion of the impact on our business from the COVID-19 pandemic. However, given the location of
our manufacturing facilities in the United States, Malaysia and Vietnam the location of the majority of our
customers 2020 module sales in the US and the location of the majority of our project asset sales in the US
and Japan, the impact is only felt towards the tail end of the first quarter.To-date the company's financial
results have not been materially impacted by COVID-19. However, given the significant uncertainties that I'll
describe momentarily and the impact on our operation of financial results as well as on managing capital
markets we are withdrawing our full year 2020 guidance. These uncertainties include but are not limited to
firstly the number, intensity and trajectory of COVID 19 cases globally. Secondly, the actions of federal state
local and foreign government in response to pandemic. Thirdly, our third-party suppliers' ability to continue
maintaining production and delivery of raw materials and components to our manufacturing sites. Fourthly
volatility in the capital markets including the tax equity markets in the US which may affect the value and
optimal timing of our assets sales. Fifthly logistical constraints including reduced shipping capacity and port
congestion, and finally the results of local and national effort to gradually reopen the economy.We are however
providing limited guidance of metrics that we believe are largely within our control at this time this include the
view on full year 2020 module production, 2020 CapEx related to our long-term manufacturing capacity
expansion and a view on operating expenses and the efforts we are undertaking to optimize costs as we work
through the current pandemic.Beginning with the module business, we anticipate the full year 2020 production
of approximately 5.9 gigawatts which includes 0.2 gigawatts of Series 4 and 5.7 gigawatts of Series 6. From
a shipment and sales perspective, whilst we are affectively sold out relative to our 2020 production plan,
going forward we could experience delays in shipment and the purchase of our PV modules could encounter
delays in their ability to receive the module or in the development financing and/or construction of those
projects.We're in active dialogue in collaborating with our customers to alleviate COVID-19 constraints were
possible. As a result of these efforts the timing of module revenue recognition has the potential to move within
2020 or shift from 2020 to 2021. From a long-term perspective, our 2020 Series 6 manufacturing capacity
plans remain unchanged. We expect to spend $450 million to $550 million of CapEx in 2020. The majority of
which is Series 6 related and we remain on track to bring second Series 6 factory in Malaysia online in the
first quarter of 2021.As it relates to our systems business, I'd like to highlight the risks related to the timing of
our contracted asset sales in the US, Japan and India. Firstly, the government shutdowns and restrictions on
business and operations have resulted in a longer lead times asset sale processes. We're working
relentlessly with relevant counterparties to ensure that the timely success of the activities required to execute
our project sales.Secondly, during the first quarter a number of prominent financial institutions increased their
credit loss reserves as a result of COVID-19. These reserves have the potential to reduce profitability and in
the US the availability of tax equity is largely driven by the profitability financial institutions. Several of these
institutions also cited risk of further deterioration in the US macroeconomic environment, namely a decline in
GDP and further increases in unemployment.To the extent of these scenarios hold, these institutions may be
subject to further loan loss reserves thus reducing our profitability in tax capacity. To the extent bank
profitability is adversely impacted and the availability of tax equity is constrained in the United States, we
continue to believe a legislative solution such as the ability to receive direct payments in places of investment
tax credits is appropriate to alleviate the structural constraint in the tax equity markets.This solution will be
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tax credits is appropriate to alleviate the structural constraint in the tax equity markets.This solution will be
directly related to COVID-19 pandemic response and efforts to support US . We believe such action is critical
to support high-quality solar construction jobs, many of which are at further risk to the extent the tax equity
market is disrupted and would advocate that the US Congress consider this is an approach in the next round
of legislative responses to the pandemic.Thirdly, project valuations could be impacted by volatility and
availability of capital and the equity and debt financing markets. We've seen return expectations of long-term
sponsor equity hold flat although base interest rates have declined at the start of the year. Of note,
infrastructure funds achieved a strong fundraised in total for Q1 utility-scale fits well into this narrative with a
hedged equity market turbulence with long-term useful lives and cash flow profile without exposure to the fuel
costs.From a debt perspective, whilst base interest rates have declined since the start of the year, credit
spreads across investment and non-investment credit debt widened. At the same time the CARES Act has
provided a beneficial temporary increase in . Ultimately the amount cost and tenure of debt and its value to a
project will be determined by the overall creditworthiness of a project.Whilst the uncertain scope and duration
of COVID-19 has impacted global markets, we continue to prioritize maximizing project valuation.
Accordingly, we may elect to hold our project assets on balance sheet for an extended period based strategic
opportunities or market factors. while the pandemic presented new challenges even before the outbreak, we
had already been proactively optimizing our business and long-term stable cost structure.For example, in
September 2019, we announced the transition to a third-party execution model to enhance project
development cost competitiveness and de-risk project execution for the company. And our final project being
constructed by our in-house EPC team is advancing towards completion.In February of 2020, by the broader
business and cost structure review we have factored a reduction in force. In May of 2020 we expect a
continuation of this reduction in force to streamline and further optimize each line of business. Although we
expect this production to lead to $8 million in long-term run rate savings in 2020 we expect of approximately
$2 million. From the combined February and May reduction severance now totaled $12 million expected longterm run rate savings of $33 million to $43 million.In February during our fourth quarter earnings call, we also
announced that we're evaluating strategic options for our US project development business. We continue to
work with our financial advisors to determine the optimal path and timing for this process. I would like to note
that the current global business operational impacts from COVID-19 may result in companies focusing more
on internal initiatives rather than on just doing new partnerships or M&A deals. And as a result this may impact
the timing of the process.Each of these proactive and strategic decisions align with our vision to excel in
technology, cost and product leadership to balance growth, profitability and liquidity and to enable us to both
during this disruption as well as the long-term.Finally, our $1.6 billion growth and $1.1 billion net cash position
remain the strategic differentiator that enables not only stability but also growth and innovation periods of both
economic prosperity and uncertainty. We intend to vigorously maintain this strong liquidity position and at this
time do not expect to draw our revolving credit facility.Turning to slide 12, I'll summarize the key messages
from today's call. Firstly our Q1 earnings per share of $0.85 recorded and quarter end net cash of $1.1 billion.
Secondly we achieved fleet-wide capacity utilization of approximately 100% during March and April and have
demonstrated capacity utilization of 120% at each of our factories in Vietnam and Malaysia, which gives us
confidence . Despite challenges relating to the pandemic, we are pleased with both our operational and
financial performance achieving results in line with our pre-COVID-19 expectations.Thirdly demand for our
Series 6 technology remain strong and we have continued success adding to our contracted pipeline with net
bookings of 1.1 gigawatts since the prior earnings call and 1.8 gigawatts of bookings year-to-date.Finally,
given the significant uncertainty posed by the current pandemic, we are withdrawing our previous full year
operational and financial guidance able to provide full year 2020 production guidance of approximately 5.9
gigawatts. Full year 2020 capital expenditure guidance of $450 million to $550 million and full year 2020
operating expense guidance of $340 million to $360 million, which includes $50 million to $60 million of
startup expenses.And with that, we conclude our prepared remarks, and open the call for questions.
Operator?

QUESTION AND ANSWER SECTION
Operator
And we have our first question from a Mr. Philip Shen. Mr. Philip please go ahead.

Philip Shen

Q

Analyst
ROTH Capital Partners LLC

Hi, everyone. Thanks for the questions. First one is, you guys announced a large 200 megawatt order for
modules yesterday, I believe with the National Grid subsidiary to deliver in 2022. What kind of pricing were
you able to secure with that order? And beyond that order, can you talk through how pricing is evolving in
general you know our check suggest module pricing globally could be down an additional 10% to 15% from
the current level given oversupply? And so, to what degree is that impacting your conversations? Thanks.

Mark R. Widmar
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Chief Executive Officer & Director
First Solar, Inc.

Yeah, Phil. I guess on the pricing side again one of the things I think continue to emphasize and one of the
points I want to continue to make is again how we manage our business and how we continue to try to
demonstrate ourselves and continue to position our technology to capture the ultimate value in the
marketplace.If you look at it on a year-to-day basis on the third-party module sales, everything that we've
booked year-to-date call it 1.1 gigawatts, 1.2 gigawatts, somewhere close to that number of the 1.8
gigawatts; the aggregate bookings have a so if you look at the average that we've recognized so far against
on a the year-to-date basis it still has a three handle on it.Now as you go further out, there's two things that will
show you a different complexion around the ASPs; one is how far out are we booking into, and in those
module sales like in particular the one that you referenced is actually for shipments in 2022 and deliveries I
think even start to touch end of 2023. So that's what – I think the further we out you would anticipate the ASPs
will have some amount of erosion as you move forward.The other is geography to which we're recognizing
where the models are going to be shipped and so the regions where we have the best value creation hot
humid climates in particular we're going to see higher ASPs. So if I had to give you kind of a – if you looked at
the average, you're going to see an advantage of probably to the average of $0.01 and $0.015 above the
average when we're in kind of markets for us like a Florida or even a Texas okay or Georgia.If you go North,
the further North you go you're going to see some downward pressure on the ASP. And so you may be a
$0.01 or $0.015 lower than the average if you're in Illinois as an example. And so the order that we booked
with Geronimo which is, to your point, affiliated with a subsidiary of our National Grid, some of that volume, a
significant portion of that volume is going to be further up north in markets where we don't have as strong an
energy advantage.So that is further out in the horizon, it sits out into the 2022 and even it touches 2023. So
that volume is going to be north and then further out in the horizon, you're going to see slightly lower ASP. And
so across that average book this year does some of that volume have a very high – 2 handle on it, but very
high-end in the 2 range, it does. The average is some north of 3% and even when you go out further in the
horizon call out into 2022 and 2023 we're in market or hot humid environment, we're still seeing 3
handles.Okay, that's what we're seeing right now. Now again we have plenty of time to be patient. I'm not
beholden to excess supply. Our book is full for the next year and a half. And so, we can be very selective, we
can engage with customers who value our technology, who value our relationship with First Solar that will –
they know we'll deliver, we'll honor against our contracts and we'll provide a high quality product. So as you get
into that horizon, customers are looking at procuring that that in longer days of horizon I think we'll get a unique
value proposition plus a lot of that volume that we did with Geronimo, I think almost all of it is for our new
copper replacement product, that you know will create different advantages long-term degradation, even an
improved temperature coefficient.So we're happy with that booking, It's a great partnership relation we've had
with them and we're very happy with being able to secure that volume. And I would say on balance and
everything I've seen so far I'm still happy with the ASP environment that we're in, given some of the numbers
that you've quoted and unfortunately maybe some of our other competitors who have excess supply or an
open book is going to be a better way to say yeah they are going see very challenging near term ASPs.

Operator
And we have our second question from Mr. Brian Lee. Mr. Lee, please go ahead.

Brian K. Lee

Q

Analyst
Goldman Sachs & Co.

Thanks for taking my questions and hope everyone is doing well. I guess first question I had was just on the
gross margin in modules. They were maybe 50 basis points versus Q4 like-for-like, if we exclude some of the
one-time items you highlighted Alex I guess I would have expected a bit more improvement with Series 6
volume growing here and Series 4 also lower in the mix. And given the ongoing cost reduction, so the
question would be just the 10% decline in module production costs in 2020, is that still on track for the year
and then is there anything else in the quarter that might have limited the margin expansion versus where you
ended 2019?And then the second question if I could just squeeze in is this is on the systems business, just
wondering that seems to be an area where you might have the most COVID-19 risk. So how much of your
original revenue guidance for the system segment this year was based on projects that had PPAs, but hadn't
been sold versus projects that had already been sold and just need to recognize revenue ratably as they are
complete this year, so just trying to see what's that risk, if it's really about the project sales that you outlined or
the projects that don't have sales status in the . Thanks guys.

Alexander R. Bradley
Chief Financial Officer
First Solar, Inc.
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Yeah. So, I mean on the gross margin we commented on the pieces that are having a negative impact to the
quarter. I can't talk much more beyond that. What I can say is that when you talk about the 10% reduction over
the year, I'd say we're very pleased with how things are going in the first quarter, if you look at – we've had got
couple of COVID-related expenses, but stripping those out I think we are very pleased with the manufacturing
performance and the cost performance let's say where we believe we are on track for that production over the
year as of Q1.As it relates for the systems business, so when we guided to the year, we said around 30% of
the revenue was coming out of the systems business. If you look in the Q, you'll see in the pipeline table
there's very limited assets there that have already been sold, while we're continuing to recognize revenue.
Those limited asset remain are up and around 90 or above percent complete.So majority of the systems
revenue for the year was coming from assets that are yet to be sold. Those are assets both in the US and in
Japan. And so, that's one of the significant reasons when we looked at on the guidance, what we chose to do
in terms of not giving guidance, but significant driver of that was uncertainty around the systems business and
that relates to uncertainty around the timing of financing.And if you look in the US, I think the tax equity and
debt markets and they stand and generally open for deals with the current price of pandemic we have, some
assets where financing is in place other than that we are still looking to finance those deals. I think capacity for
2020 exists, 2021 tax capacity is still a lot less certain as institutions are grappling with the impact to price
and what it means for their future tax positions.On the debt side, the market is generally open, but although we
have seen surge of issuance on the investment-grade and spreads have widened for lesser credits. So, I think
there's a piece of it around financing, but there is also significant logistical challenges, you have to remember
on the systems side, right. So, asset sales both multiple counterparties and significant logistical challenges to
get done. So, when we look at [Technical Difficulty] we believe that even those that aren't financed or sold, well
positioned to get the financing they may need, we may sell the one [ph] with typical sales structure where the
project is sold and the counterparty takes financing construction risk and that becomes the responsibility, such
that we may alternatively need to find – present better value for us to do that financing and potentially even
hold assets for a little bit longer. So I think a lot of what you're seeing is a timing issue. It's not a fundamental
issue, but there are assets we hold that are yet to be sold and some are yet to be financed and that's one of
the key challenges to the guidance.

Mark R. Widmar

A

Chief Executive Officer & Director
First Solar, Inc.

Yeah. And the only thing I'll add on the gross margin front, when you look at it sequentially, a couple of things
that are in the mix. And one is that the sequentially, the ASP is down for both 4 and 6, partly because the
ASPs in the fourth quarter were benefited from the safe harbor pricing that was in the market at that time,
because as you know, everybody was trying to capture their safe harbor and some of them took deliveries of
that product by the end of the year. So, you saw a little bit better ASPs associated with that. So, you see a little
bit of that.The other is that, there's still a reasonable amount – volume is down pretty significantly, so you see
pretty big drop in volume sold. And then, there's still a reasonable amount of Series 4 that sits in the first
quarter. Now, as we move forward, the margin profile will continue to improve. There's about close to 5
percentage point difference between Series 4 and Series 6 when you look at it on a normalized adjusted
basis. And as we move forward, you're going to see volume shipments move 100% Series 6 as we get into
second half for sure and a little bit of Series 4 in the second quarter. But after that, it's all Series 6.And then, as
Alex indicated, you've got the benefit of the cost reduction roadmap as we progress through the balance of
the year. And as Alex said, I think we're pretty happy with where we are with the fleet. There is some headwind
that we're dealing with a little bit on in Ohio and even Malaysia. Vietnam is performing extremely well. It's really
the only factory that is really not been impacted in anyway, both Malaysia and Ohio seeing some impact. So,
what will probably reflect is this Vietnam will over-perform for the year, and they'll make up for some of the
challenges that we've experienced here in Ohio as well as Malaysia.

Operator
And our next question comes from Michael Weinstein. Please go ahead, sir.

Maheep Mandloi

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hi. Thanks for taking my question. This is Maheep on behalf of Michael. Alex, you spoke about timing issue
that was first asked in the previous question. But could you talk about any timing issues on the module side
where you might be delaying the shipments on the customers' request? And how should we think about that in
relation to any under-absorption on production versus shipments and that impact on the cost later this year?

Alexander R. Bradley
Chief Financial Officer
First Solar, Inc.
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Yeah. So the impact on the module, in some way, is similar. So what I say, it's one of the significant reasons
for us – I mean, lack of clarity on our guidance of the systems business. The issues we face on the systems
business are the same issues our customers who are buying modules from us face on their projects. So, a lot
of our modules volume is going to customers who have projects that has financing either in place or
committed. However, there may be assets, so that isn't the case. So, we may see customers requesting
delays to allow them to close financing. And if that's the case, we'll work with customers, so we can
accommodate that schedule.So, I think there's definitely some overlap there. There's also some more simple
issues on the margin side, we may have shipping constrains, getting modules to their final delivery point, be
that sea, rail or road, and we may find the same from customers. They have constraints taking delivery at port
from project sites. So, from our side, the one of the large drivers of lack of clarity around guidance was the
systems business, but there are some of those same forces that play as it relates to the module business.And
related to the last question around gross margin, I think we're going to see some of that play out in Q2 as well.
We already have a view of some module shipments being delayed out of Q2 into Q3, but it's some of those
factors I spoke about just now. As it relates to cost, it's not going to have a direct impact on our manufacturing
costs. So, we have an impact of rev rec. Gross margin, I think that's impacted us with lower revenue and
therefore lower gross margin have less absorption on the fixed cost across, so the module and systems
business. Otherwise, if you see the manufacturing business, it continues to run the cost replacement where
we'll just see the timing of rev rec and gross margin shift largely out in the second half of the year.

Operator
And our next question comes from Mr. Ben Kallo. Mr. Ben, please go ahead.

Ben Joseph Kallo

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey guys. So, my first question, there is some much big projects out there, I'm reading about. Where are you
on being on those, so like these bigger type projects? I know you steered clear of that before. And then, my
second question is, do you of our guidance, but I calculated that $0.40 of project business. And so, I'm just
wondering why you pulled guidance and I think you guys have good visibility, but could you talk to your visibility
on that? Thanks.

Mark R. Widmar
Chief Executive Officer & Director
First Solar, Inc.
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Yeah. So, Ben, on those large projects, I'm assuming maybe you're referencing some of the projects in the
Middle East which a big elephant hunting type of opportunities for module producers for a number of years.
We were in early in some of those opportunities and we did the very first project and we provided the modules
for the second one and then what's happened ever since then on some of those large opportunities is people
are just going extremely aggressive and very low pricing is uneconomical. I guarantee that whoever is
providing those modules, unless they're getting even incremental incentives to what they already have, I mean
provided to them, the model prices that they're trying to embed into those projects, they're probably barely
covering variable cost of the product.And so we've chosen not to participate in that. That's one reason why we
have the strength of the contract backlog that we have, we can be selective and we're not looking to entertain
and willing to participate in those opportunities. We have many other places that we can go to and capture
better value for our technology.As it relates to visibility, the biggest impact that we're having around guidance
is the uncertainty of capital markets. And there's three large projects from a revenue and margin concentration
standpoint, there is American Kings and Sun Streams 2 here in the US and then there's the Ishikawa project
in Japan. There's a couple of other projects, but those are the three largest revenue and margin
contributors.And right now, we don't have great clarity around what's going to happen in the capital markets
and also the – we have expectations of what we think the value that is embedded in those assets. And I don't
want to just go out and sell just to be beholden to an earnings or revenue coming into the year if it means I'm
going to get diminished value. We want to be able to optimize that value and we've been very selective, we're
doing that in the past. And we may in this case end up holding some of that as longer than we would have
otherwise because we can capture better value when markets normalize back.And I think there's a lot of
uncertainty right now. And Alex indicated, there's some positive indicators in the capital markets and there's
potentially issues in the capital markets. Until everyone can kind of see what happens and sort of evaluate
from their own perspective, we won't know until we know. And so, we have to get out in the market and really
get an update. We've got indication of the value of assets pre-COVID and what, unfortunately, we need to do
now is get a better indication of what the valuation of the assets would be post-COVID. So, this is just a
piece.But the other thing that Alex mentioned is that we do have – we have firm committed contracted backlog
and sold out for the year. So we have that. But – and a high percentage of our module, third-party module
sales, customers have already gone out and they've closed on finance. And there's a difference between us. I
mean, we, obviously, are balance sheet financing. Most of our customers go out and they get construction
financing, tax equity bridge loans and everything else. So, they've already got the capital. So, a good
percentage of our backlog has committed capital.But there's other portion of our module shipments that our
customers have not closed on their financing yet. So they need to do that. Some of that is delayed, some of
that pushed their schedule. And we don't know yet. And so we have to get that insight to get – have a higher
level conviction around the module business and the contribution for revenue and earnings for the year.We've
been in close contact with a number of them, they are still highly confident in their ability to close, they're
getting signals from the banks, and whether it's the debt side or the tax equity side, and they feel comfortable,
but they're still uncertain. And so we felt that given where we are right now with all the uncertainty that we have,
the right thing to do is to pull guidance.Now, I can and I think Alex said in his comments, we are very happy
with how the year has started. We're very happy with everything that we've seen and as we move forward. If
things return to what we had initially – what the world, the capital market world was like in February, then we
feel very confident we can still deliver against commitments that were made in February, but I don't know yet.I
mean, there's so much uncertainty that we feel right now let's pull the guidance, make sure people understand
kind of where we are and we'll continue to provide the best information when we learn more especially around
the sell down of our projects or if there's any customers that have for whatever reason difficulty closing
financing for their projects and then our projects – module shipment schedule gets pushed at all.

Alexander R. Bradley

A

Chief Financial Officer
First Solar, Inc.

Yes. I just want to – I think this is a timing issue more than business fundamentals issue. So if you look at the
comments we made in the script, underlying demand has grown as shown by the bookings reported, including
0.8 gigawatts at the end of the quarter, right, after the end of the Q date, which is all during the COVID-19
pandemic.If you look at the other business, the underlying manufacturing fundamentals are strong, showing –
demonstrated really good throughput capacity in the factories. Efficiency is good, cost barring COVID specific
impact is good. CapEx as per plan or on schedule, the OpEx metrics continue to improve. So we have the
issues that we just talked around, especially around this business. But all that being said, the challenge with
guidance is ability to forecast timing and we just don't have that clarity today, but .

Operator
And our next question comes from Mr. Colin Rusch. Mr. Rusch?

Colin Rusch

Q

Analyst
Oppenheimer Securities

Thanks so much, guys. can you give us a sense of the order of magnitude of customers that did not have
committed capital and whether you're willing to step in, in terms of ?
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Chief Executive Officer & Director
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Yeah. So, I mean, as you would expect, there is a portion of that order module backlog at utility owned
generation. So, something's going into rate base that's already been approved and commissioned and all
that. I mean, that's to make sure we deliver against management schedules and everything else. So, there is a
portion of that.It's really the – it's more the PPA for segment and for primarily for independent power producers
or developers. And that's where the risk runs. And I would say the stuff that we're anticipating to deliver through
to Q2 and Q3 largely financing was in place. Where you start seeing a little bit more of a gray area is projects
that will be delivered in Q4 that really support CODs that start out, there would be projects that would hit COD
into 2021, call it the second half of 2021. So, we're about a year or so out from where those CODs are and
construction hasn't actually started in those places.So – and you got to remember this disruption has been
with us now almost two months. And so, people were going to go out sort of hit the capital markets and kind of
the end of Q1, beginning of Q2 that largely would have put their construction financing, tax equity bridge
financing in place that then would have funded their construction and deliver against CODs in the second half,
middle of 2021. So it's really the volume that sits in our fourth quarter that is our most exposure of the stuff in
Q2 and Q3 not as much. And again, if anything more directly tied to the utility owned generation, which is a
portion is, that volume is less worth at this point in time. I don't have the exact percentages that I can put you in
each bucket, but I'd just give you some color around where the exposure sits.

Alexander R. Bradley

A

Chief Financial Officer
First Solar, Inc.

Yeah. I do think we'll see some impact to Q2 and Q3, but those are going to be more related to logistics than
they are with the financing. It's going to be a function of ability to ship and ability to receive relative to the plan
versus financing, which for those projects is typically already in place. As Mark said, the financing challenges
are more likely for later in the year deliveries or deliveries out in 2021.

Operator
And ladies and gentlemen, this concludes today's conference call. Thank you for participating. You may now
disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day and welcome to the Veeco Instruments Incorporated corporate-hosted Q1 2020 Earnings Call. At
this time, I'd like to turn the conference over to Mr. Anthony Bencivenga, Head of Investor Relations. Please go
ahead, sir.

Anthony Bencivenga
Head-Investor Relations
Veeco Instruments, Inc.
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Thank you and good afternoon, everyone. Joining me on the call today are Bill Miller, Veeco's Chief Executive
Officer; and John Kiernan, our Chief Financial Officer. Today's earnings release is available on the Veeco
website. Please note that we have prepared a slide presentation to accompany today's webcast. We
encourage you to follow along with the slides on veeco.com. This call is being recorded by Veeco Instruments
and is copyrighted material. It cannot be recorded or rebroadcast without Veeco's expressed permission.
Your participation implies consent to our recording. To the extent that this call discusses expectations about
market conditions, market acceptance and future sales of the company's products, future disclosures, future
earnings expectations or otherwise make statements about the future, such statements are forward-looking
and are subject to a number of risks and uncertainties that could cause actual results to differ materially from
the statements made including as a result of the COVID-19 pandemic. These factors are discussed in the
Business Description, Management's Discussion and Analysis and Risk Factors sections of the company's
report on Form 10-K and annual report to shareholders and in our subsequent quarterly reports on Form 10Q, current reports on Form 8-K and press releases. Veeco does not undertake any obligation to update any
forward-looking statements including those made on this call to reflect future events or circumstances after the
date of such statements. During this call, management may address non-GAAP financial measures.
Information regarding such non-GAAP financial measures including reconciliation to GAAP measures of
performance is available on our website. And with that, I will turn the call over to Bill for his opening remarks.

William J. Miller
Chief Executive Officer & Director
Veeco Instruments, Inc.
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Thank you, Anthony. Good afternoon everyone and thank you for joining the call. To echo some of our industry
peers, these are unprecedented times. The effects of the COVID-19 pandemic are ongoing, fluid and difficult
to predict. I would like to take a few minutes to discuss the impact of COVID-19 has had on Veeco and the
steps we have taken to successfully maintain business operations and manage the business through this
crisis as it continues to unfold. I will provide some color on our Q1 performance, update you on our markets
and then hand it over to John for a financial update. I would like to begin by recognizing the Veeco team for
their dedication. It's safe to say that all Veeco employees have been impacted in some way but have adapted
to enable us to perform well in the first quarter and they continue to deliver overcoming unforeseen disruptions
while working from home, Veeco facilities or customer sites. This is a team I am both impressed with and
proud to be a part of. Due to disruptions related to various governmental measures implemented to contain
the virus in mid-March, we withdrew our financial guidance for the first quarter. Shortly, thereafter as an
essential business supporting critical infrastructure, we maintained operations at all our manufacturing
facilities with minimal disruptions. Over the course of the pandemic, we have taken steps to keep our
employees safe and minimize the spread of the virus while continuing to serve our customers. Our COVID-19
Pledge, developed to keep our employees healthy, is posted in all Veeco facilities and outlines behaviors we
expect from everyone on-site. These behaviors include social distancing, good hygiene practices, the use of
personal protective equipment and a directive that employees who can work from home are required to do
so. In our manufacturing environment, we have included further measures like temperature screening,
additional disinfecting and separating shifts to minimize employee overlap in gowning areas. We also
implemented innovative workarounds such as virtual customer demos and factory acceptances where
customers can review data and performance of their system in our factory via live video. In our customer
service organization, working on our customers' fab is frequently required, so our service engineers do so
with proper precautions. However, when possible, they perform service remotely to resolve customer issues.
In our supply chain, we maintained continuity of supply by frequent ongoing interactions with all our suppliers.
We proactively identified supply gaps and resourced a number of components maintaining our customer
commitments, and we continue to monitor the financial health of our supply chain. While these steps have
been effective so far, there could be additional challenges ahead that may impact either our operations or
those of our customers as a result of the ongoing pandemic. While no one can predict the future, our team is
experienced at managing through industry cycles. In addition, when we look at our cash balance, both the level
and quality of our backlog and the recent expense reductions we implemented, we are confident in our ability
to successfully manage through the pandemic. Switching gears away from our COVID-19 response and onto
Q1 results. Q1 results were driven by strength in our Data Storage business and revenue came in at $105
million. While we withdrew our guidance for the quarter due to potential COVID-19 disruptions, we were
fortunate to keep those disruptions to a minimum. With improved product mix driving gross margins to 45%
and reducing operating expenses, we were able to drive solid profitability of $13 million in non-GAAP
operating income resulting in $0.22 of non-GAAP earnings per diluted share. This marks our third
consecutive quarter of non-GAAP profitability and our most profitable quarter in several years. The first phase
of our transformation which includes shifting away from low gross margin products and reducing expenses is
reading out in our P&L as higher operating leverage. From a balance sheet perspective, we managed cash
well during the quarter, and ended with $242 million in cash and short-term investments. I mentioned our
team's ability to manage tactically through the pandemic, but I also want to spend a minute providing an
update on the markets we serve and our technology in the context of the coronavirus. We believe in the longterm health of the technology industry and remain excited about what the future holds for Veeco. We do,
however, have concerns about the economic effects of COVID-19 on the broader electronics industry. While
we do have exposure to certain customers that may be impacted, we have diverse product lines serving
markets that are expected to perform well such as data storage, 5G RF and leading edge front-end
semiconductor. We are hopeful this diversity will insulate us to some extent and the adverse effects of the
pandemic. Looking at some of the markets we serve, within our Scientific & Industrial market, data storage is
strong bolstered by the increasing importance of cloud storage and the work from home environment. Our
customers rely on our ion beam technology to improve their read/write heads and increase areal density. This
drives performance in our high capacity drives using cloud and data center applications. We expect this
market to continue to stay strong for us at least through 2020. But we continue to monitor the impact of
COVID-19 on demand. Recent sales activity in Front-End Semiconductor was driven by customers ramping
their current nodes like 7-nanometer and 5-nanometer. Looking ahead, we continue to work with our
customers on their next nodes with our laser annealing technology. In the EUV market, according to ASML's
shipment plans, customers appear to be moving forward with their leading edge EUV lithography plans which
drives the requirements for mask blank capacity. In Compound Semiconductor markets, we are not seeing
significant traction of 3D sensing or laser diodes, but we are encouraged with recent GaN MOCVD order
activity for power electronics applications. Our Advanced Packaging, MEMS & RF Filter market was weak in
Q1 and the timing of recovery is uncertain given recent smartphone softness. Nevertheless, we are
encouraged by interaction with our advanced packaging and RF customers. Applications such as highperformance computing and 5G are driving this activity, which we believe will eventually lead to orders. We
are confident our advanced packaging lithography and wet etch and clean systems are an ideal fit for our
customers' current and future requirements. These are uncertain times, but we are continuing along our
transformation path to strengthen the company despite the challenges facing the global economy to
electronics industry and our customers. Veeco's two-phase transformation is well underway. You will recall
Phase 1 is about returning to profitability and rationalizing our product lines and Phase 2 is driving growth.
Phase 1 is largely complete and has proven to be effective. We exited low gross margin commodity
businesses which improved our product mix and overall gross margin. We flattened the organization creating
better accountability and reduced expenses and we recently made a step toward rationalizing our product
lines. Last quarter, we indicated our intention to divest the non-core product. After the end of the quarter, we
closed the transaction moving the associated assets and employees to a third-party. This is a win-win for all
involved and demonstrates our commitment to streamlining the company. Phase 2 of our transformation
consists of growing in our current markets such as front-end semiconductor, advanced packaging and data
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consists of growing in our current markets such as front-end semiconductor, advanced packaging and data
storage. It also includes penetrating markets with new applications of our technology in front-end
semiconductor and compound semiconductor. We are committed to this growth plan. A symbol of this
commitment is our new logo and tagline you may have noticed in the earnings presentation. Although this may
not seem like the best time to launch our new Veeco identity, we thought that it was important to continue to
move forward and ensure our customers, investors and employees that we are a united, resilient and focused
company that believes in the great opportunities ahead of us. The change in our logo signifies our
commitment to our transformation on the foundation of our success in helping customers achieve profitable
scale. Our new tagline, Making a Material Difference, stands for improving performance, ensuring quality and
delivery value to our customers and our commitment to building a stronger Veeco that serves all of our
stakeholders. Looking ahead to our 2020 priorities, in the near term, we are effectively dealing with the
uncertainties of a global pandemic by keeping our employees safe and building resiliency into our operations.
At the same time, we continue to look to our future. Our strategy is still intact. We are focused on prioritizing
our R&D spend on the projects that are strategically and financially most impactful to the company, and
strengthening our foundational businesses. We are working to extend our core technologies into the front-end
semiconductor and compound semiconductor markets and we are starting to see the operating leverage
benefits of actions taken to improve gross margin and reduce our expenses. With that, I'll turn the call over to
John for a review of the financials and then we'll take your questions.

John P. Kiernan
Chief Financial Officer & Senior Vice President
Veeco Instruments, Inc.
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Thanks Bill and good afternoon everyone. Today, I will summarize our revenue by market and geography;
cover our P&L, balance sheet and cash flow; and then take you through our outlook. I will discuss non-GAAP
financial data and would encourage you to refer to our reconciliation between GAAP and non-GAAP results
which you can find in our press release or at the end of the quarterly earnings presentation. Revenue for the
quarter was $105 million which came in at the high end of our revised revenue estimate. While we
experienced COVID-19 related disruptions such as shipment delays, temporary facility closures and supply
chain and logistic challenges, we were able to manage through with only modest top line impact. As Bill
mentioned earlier, we had strong performance in our Scientific & Industrial market which made up 47% of our
revenue. This was led by Ion Beam systems shipments to our data storage customers. Front-End
Semiconductor market contributed 30% of our revenue resulting from EUV Mask Blank and Laser Annealing
system shipments. LED Lighting, Display & Compound Semi was 15% of revenue. We sold additional slowmoving LED-related inventory and shipped multiple wet etch and clean systems to RF device customers for
5G-related power amplifiers. And the Advanced Packaging, MEMS & RF Filter market made up 8% of our
overall revenue reflecting softness in Advanced Packaging systems shipments. By region, the US was 38% of
revenue and was driven by sales to data storage customers. Rest of World which includes Japan, Taiwan,
Korea and Southeast Asia was 37% of overall revenue driven by our EUV Mask Blank and LSA systems.
EMEA was 15% of overall revenue and was also driven by sales to data storage customers. And finally, China
was 10% of overall revenue mainly from legacy MOCVD system and service revenue. Now turning to nonGAAP operating results. First quarter gross margin was 45% which was favorable to our guidance and up
almost 5 points from Q4. This improvement in margin was primarily a result of favorable product mix and
reduced reserves along with reduced manufacturing costs and service-related expenses, some of which were
a result of COVID-19 related restrictions. We expect our gross margins to fluctuate on a quarter-to-quarter
basis due to product mix and other factors, and we do not expect gross margins to remain as high as 45% for
near term quarters going forward. OpEx for the quarter was $34 million, which was also favorable to our
guidance and sequentially better by almost $4 million. As we mentioned last quarter, we're ahead of schedule
on our expense target reduction. And in addition, Q1 OpEx benefited from less travel and other variable
expenses as a result of COVID-19 related restrictions. On a non-GAAP basis, tax expense for the quarter
was $300,000 with net income coming in at $10.9 million. EPS was $0.22 on a diluted share count of $48
million shares. Now moving to the balance sheet and cash flow highlights. We ended the quarter with cash
and short-term investments of $242 million, a use of $3 million during the quarter. We experienced a working
capital increase in Q1 as accounts receivable increased to $84 million from an historically low level in Q4
2019 resulting in DSOs for the quarter of 73. This was principally due to the timing of when payments were
due with some falling just outside of the quarter. Accounts payable increased to $36 million driving days of
payables to 57 partially offsetting the increase in accounts receivable. The inventory declined $3 million to
$130 million resulting from progress selling slow-moving inventory during the quarter. Long-term debt on the
balance sheet was recorded at $303 million representing the carrying value of our $345 million in convertible
notes which mature in January 2023. In April, we closed on the sale of a non-core product line that was
designated as held for sale in our March balance sheet. The sales price was $11.4 million of which $9.7
million was paid at the closing with the balance to be paid in 18 months. And lastly, our CapEx during the
quarter was $1.1 million. We are closely monitoring the coronavirus situation. And in efforts to provide
transparency to our investors and analysts, we are providing a qualitative outlook but will not provide Q2
guidance. We should caution that the conditions caused by the coronavirus could adversely affect our
customers' ability to purchase our products, delay purchasing decisions or adversely impact our supply chain,
manufacturing or logistic capability to deliver products, all of which could affect our future financial
performance. That said, at this time, we are seeing a small number of system delivery dates push out of Q2
from COVID-19 impacts in China but otherwise the rollout of our backlog and timing of bookings appear to be
on track. Gross margins have been trending positive over the last number of quarters as a result of
transformational actions taken to improve profitability. But given the size of individual transactions and product
mix, our gross margin will likely fluctuate from quarter to quarter. And as I mentioned, we do not expect gross
margin to remain as high as 45% we achieved in Q1. From an OpEx perspective, we expect to incur lower
spending related to travel and other variable costs due to COVID-19 related restrictions in the near term, but
we continue to maintain our longer term $36 million or less quarterly OpEx target at current revenue levels
when business activity returns to normal. It's worth reiterating that although there is uncertainty related to the
anticipated impact of the COVID-19 outbreak, we believe our business model, our current cash and shortterm investments and the recent steps we've taken to rationalize expenses, leave us well positioned to
manage our business through the crisis as it continues to unfold. And with that, Bill and I will be happy to take
your questions. Operator, please open the line.

QUESTION AND ANSWER SECTION
Operator
Thank you. We'll take our first question from Patrick Ho with Stifel. Please go ahead.

Patrick J. Ho
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Q

Analyst
Stifel, Nicolaus & Co., Inc.

Thank you very much and congrats on the nice quarter and glad to hear everyone is well. Bill, I understand the
difficulties for providing guidance given the many different businesses and the many different markets you
participated. So, I'm just going to ask in one segment just to kind of get your qualitative thoughts on the
Advanced Packaging and there's probably some mixed data points out there. You're right, smartphone
demand could be down but there are opportunities that seem to be going on notably in Taiwan where they're
moving forward with their advanced packaging processes capacity build. Can you just give qualitatively how
you look at the marketplace at least for the June quarter, and what are some of the swing variables that are
out there?

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

Yeah, thanks for the question, Patrick. Yeah, I would say Q1 was a soft quarter for us in AP. It's actually – I think
it will come back here pretty quickly. I think that's more a matter of timing than anything else. And so I would
expect those numbers to recover here independent of COVID-19. I mean we are seeing a lot of the
megatrends for artificial intelligence, high performance computing, 5G still intact and still driving long term the
AP market. As a matter of fact, we just recently won some business from an IDM as well. So, I think the market
is still viable and still going in a general sense. Our – we just are putting together our eval tool for our new
products with better resolution and that's the focus and larger field size for the – specifically for the AP market.
So, I think long term our – I think our is holding. It's just that we're – we are waiting for smartphone recovery
here to drive the business in a meaningfully positive way.

Patrick J. Ho

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Great. That's helpful. And maybe John as my follow-up question, obviously, by your gross margins and your
OpEx management, you handled the COVID-19 situation really well. At the same time, just talking around the
industry, there is a building of inventory that's probably going through the entire ecosystem from your
customers to their customers. There's a level of inventory building. Can you again maybe on a qualitative
basis talk about how you're making sure that you have the necessary parts, the supply chain is still open
particularly given that you have a lot of different markets and businesses?

John P. Kiernan

A

Chief Financial Officer & Senior Vice President
Veeco Instruments, Inc.

Sure. So, we are working closely with our suppliers. We've seen some minor disruptions in supply chain to
this point, Patrick, but nothing significant. We are monitoring the health of our suppliers and right now they are
able – and we are able – they are able to meet their commitments to us and we have been able to meet our
commitment dates to our customers. And so far, we don't see any change in that pattern. Now, of course,
there could be things that happen in this environment in the future that we don't see today, but as we stand
now, we're able to manage through any of the disruptions.

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

Yeah. I'll just add our supply chain group's done a really good job. They're talking with our suppliers almost
every week talking to every supplier. We've re-sourced the about 50 parts over the last few months due to
COVID-19 and we might be seeing some hits in terms of on-time delivery, but we're not seeing any by days or
a week, but nothing yet that would really cause the whole machine to grind to a halt.

Patrick J. Ho
Analyst
Stifel, Nicolaus & Co., Inc.

Great. Thank you again.

Operator
Thank you and...
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Q

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

Thanks, Patrick.

John P. Kiernan

A

Chief Financial Officer & Senior Vice President
Veeco Instruments, Inc.

Thank you, Patrick.

Operator
We'll hear now from David Duley with Steelhead.

David Duley

Q

Analyst
Steelhead Securities

Yes, thanks for taking my questions, a couple of them. Sorry, I missed just a couple of moments of the call. I
don't think you gave revenue guidance for the June quarter as far as the number goes, but did you mention
that you thought it would be up or down from the March quarter?

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

We didn't do that. What we – out of an abundance of caution, David, we decided not to provide guidance
because we're really worried about the unknown unknowns out there. We could have a number of employees
– our employees or our customers' employees test positive for the coronavirus. We may have to shut down a
plant for a week or two. There could be further government orders requiring us to close a facility. So, really just
out of abundance of caution we've not given guidance. When I look to Q2 specifically, John mentioned in our
prepared remarks we did have a few tools push out of the quarter and that specifically was with one Chinese
LED customer who happens to be close to Wuhan. And the other area that we're experiencing some delays is
really an acceptance of new products, which is really driven by travel restrictions that our engineers from our
factories are unable to visit the customer sites. Overall, we are seeing our gross margin improving. As John
said, our Ion Beam products were higher than normal percentage of revenue in Q1. We wouldn't expect that to
last going forward. But I would say that we are expecting to have our gross margins over 40% at these current
revenue levels. OpEx is...

David Duley

Q

Analyst
Steelhead Securities

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

...is ahead of schedule. We said that – sorry. Go ahead.

David Duley

Q

Analyst
Steelhead Securities

I was going to say maybe let me ask the revenue question in a different way. If there was no COVID going on
right now, would you be guiding revenues up, down or flat?

William J. Miller
Chief Executive Officer & Director
Veeco Instruments, Inc.

Yeah. We really can't – I can't really give you that color, David. I apologize for that.
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A

David Duley

Q

Analyst
Steelhead Securities

No worries. Okay. And then...

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

David Duley

Q

Analyst
Steelhead Securities

Go ahead.

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

I just said though that we did have a few tools from one Chinese customer push out of the quarter, but I will say
to you that currently all our facilities are running at or near normal capacity. We've had no supply chain
disruptions. We're not seeing significantly reduced or changed customer demand. The quality of our funnel is
strong. We had a strong order flow in April. Our cash collections in April are so far strong. And so we're
moving along.

David Duley

Q

Analyst
Steelhead Securities

Okay. And then maybe just to elaborate a little bit more, you mentioned that your disk drive business was quite
strong. I guess you mentioned – maybe just elaborate as to why it's strong and is it all cloud or is it the
enterprise or are there some other things going on or – and then if it is the cloud, are they moving more
towards using hard drives versus SSD drives as far as storage capabilities go?

William J. Miller

A

Chief Executive Officer & Director
Veeco Instruments, Inc.

Yeah. What we're seeing is all of our data storage customers are pretty bullish in adding capacity now. Our
2020 is mostly in backlog right now and we are quoting for slots in 2021. And what we're seeing is their
demand is really driven by the cloud, very large format drives, 20-terrabyte size drives. And they're also going
through a technology transition now to energy-assisted magnetic recording. And so what this means is the
heads are more complex and so there are more passes through our tool and there are more heads per drive
and absolute value of heads is growing. So, right now, we're seeing added tailwinds due to the customers
needing more capacity and tailwinds due to the complexity of the heads driving more equipment.

David Duley

Q

Analyst
Steelhead Securities

Thank you.

Operator

William J. Miller
Chief Executive Officer & Director
Veeco Instruments, Inc.

Sure. Thanks David.
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A

Operator
With no further questions in the queue, we'll hand the conference back over to Mr. Bill Miller for additional or
closing remarks.

William J. Miller
Chief Executive Officer & Director
Veeco Instruments, Inc.

Thank you operator and thank you all for joining us on today's call. I appreciate the thoughtful questions in
these truly unprecedented times. Going forward, we will continue to keep our employees safe as we continue
to focus on our customers. I look forward to updating you at our next conference call. Have a great evening.

Operator
Thank you. And that does conclude today's conference. Thank you all for your participation. You may now
disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Greetings and welcome to the Amedisys First Quarter 2020 Earnings Conference Call. At this time, all
participants are in a listen-only mode. A question-and-answer session will follow the formal presentation.
Instructions will be given at that time. Please note this conference call is being recorded. It is now my pleasure
to conference over to your host, Nick Muscato. Thank you. You may begin.

Nicholas Muscato
Vice President, Strategic Finance
Amedisys, Inc.

Thank you, operator, and welcome to the Amedisys investor conference call to discuss the results of the first
quarter ended March 31, 2020. A copy of our press release, supplemental slides, and a related Form 8-K
filing with the SEC are available on the Investor Relations page of our website. Speaking on today's call from
Amedisys will be Paul Kusserow, President and Chief Executive Officer; and Scott Ginn, Chief Financial
Officer. Also joining us is Chris Gerard, Chief Operating Officer, and Dave Kemmerly, Chief Legal and
Government Affairs Officer. Before we get started with our call, I would like to remind everyone that statements
made on this conference call today may constitute forward-looking statements and are protected under the
Safe Harbor of the Private Securities Litigation Reform Act. These forward-looking statements are based on
information available to Amedisys today. The company assumes no obligation to update information provided
on this call to reflect subsequent events other than as required under applicable securities laws. These
forward-looking statements may involve a number of risks and uncertainties, which may cause the company's
results or actual outcomes to differ materially from such statements. These risks and uncertainties include
factors detailed in our SEC filings, including our Forms 10-K, 10-Q and 8-K. In addition, as required by SEC
Regulation G, a reconciliation of any non-GAAP measure mentioned during our call today to the most
comparable GAAP measure will also be available in our Forms 10-K, 10-Q and 8-K. Thank you, and now I'll
turn the call over to Amedisys' CEO, Paul Kusserow.

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, Nick, and welcome to the Amedisys first quarter 2020 earnings call. Before we get started, now more
than ever, I want to give a heartfelt thank you to our caregivers, our heroes who, without hesitation, care for the
most frail and vulnerable patients in the country, including those with COVID-19. The dedication and courage
of our incredible people highlights our unwavering commitment to our mission of caring for patients in their
homes and shows that not even a pandemic will come between us and delivering the highest quality of care to
our patients. I'm truly proud and amazed by each and every one of you. And once again, thank you from the
bottom of my heart. These are unprecedented times for our country and for our company. And as such, we will
structure our prepared remarks differently than in the past. During this call, Scott Ginn and I will be covering
the following. Our performance in Q1, where we bested our internal expectations and exceeded our
performance measures in the early stages of PDGM, COVID-19 has been the focus of many questions. But I
do not want to lose sight of the fact that we performed very well in Q1 and in the early stages of
implementation of PDGM, which is now the Medicare payment structure by which we all operate and which
was our biggest 2020 initiative. Secondly, COVID-19, for now, our new world and how it has impacted our
business beginning the second week of March and trends we are seeing through April, which are turning
positive along with what we are doing for our patients and employees, and finally, what has changed on the
regulatory and legislative fronts. Third, post-COVID how we will recover? What we're doing to finish the
second half of 2020 strong and position ourselves for a great 2021? And why the future of value proposition of
all our business lines and company remains and will be bolstered by the events of the past few months?
Finally, our AseraCare acquisition, which we signed in April and further demonstrates our ability to continue to
execute against our hospice, inorganic growth strategy. Now, I'm going to turn it over to Scott, who will run us
through our Q1 performance and the COVID-19 impact on our businesses. Scott?

Scott G. Ginn
Chief Financial Officer
Amedisys, Inc.
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Thanks, Paul. I'm very pleased with both our Q1 results which exceeded our internal expectations and our
progress on PDGM implementation which were made more challenging by COVID-19. For this call, I'll start off
by reviewing our financial performance for the quarter and discuss our progress on PDGM. I'll then hand it
back to Paul, who will conclude it with the impact of COVID-19 on our business, trends we're seeing through
April, and for discussion the rest of the year, what we're focusing on and what to expect. For the first quarter,
on a GAAP basis, we delivered net income of $0.96 per diluted share or $492 million in revenue, an increase
of $24 million or 5% compared to 2019. Our results were impacted by income or expense items adjusting our
GAAP results that we've characterized as non-core, temporary or one-time in nature. Slide 15 of our
supplemental slides provides the detail regarding these items and the income statement line items each
adjustment impacts. For the quarter, on an adjusted basis, our results were as follows. Revenue grew $24
million or 5% to $492 million. EBITDA decreased $1.6 million or 3% to $53 million. EBITDA, as a percentage
of revenue, decreased 90 basis points, and EPS decreased $0.06 to $1.05 per share. As highlighted in my
Q4 2019 comments, there were several items that would impact our progression from Q4 2019 to Q1 2020
as compared to prior year. Those items totaled $10 million and included an increase in reimbursement in Q1
of 2019 for both segments totaling $5 million, with the addition of CCH on February 1 and a benefit of nonrecurring fleet gains. Additional items impacting our Q1 2020 performance are as follows. PDGM rate impact
for the headwind of approximately $6 million and COVID-19 impacted Q1 revenue by approximately $7
million. These impacts were offset by a $11 million sequential reduction in health and workers' compensation
driven by the seasonality of health insurance claims and reductions in utilization and a continued shift in
clinical staffing mix. From a financial performance perspective, we began 2020 focused on growth across all
segments, successfully implementing PDGM and reaching our year two CCH EBITDA target. COVID-19
impacted our performance in all three of these measures. Turning to our key cost metrics for Q1. Home Health
cost per visit increased 3.9% over prior year, the increase was driven by 2% related to raises, 2.5% as a
result of the impact of lower volumes on fixed cost and pay practice changes, offset by a 60-basis point
reduction related to shift in clinician staffing mix. Hospice cost per day increase 2.6%, the increase is driven
by higher cost per day on our acquisitions, as our legacy cost per day is down despite raises in August of
2019. G&A is up 170 basis points or $15.3 million over prior year. The increase was driven by $8 million
related to acquisitions, the addition of 86 BD FTEs since Q1 of 2019, annual raises and additional resources
to support our growing Hospice segment. I want to provide a little more color on our PDGM observations. As
we have previously disclosed, our PDGM impact was estimated to be 2.8% for the full year of 2020. Our 2020
strategy was filled with some behavioral changes on the revenue side and cost reductions mitigated the
impact of the 2.8% reduction in reimbursement. Our revenue per episode was down approximately 4% from
prior year. Keep in mind that this type of episodes completed during the first quarter, which means that slightly
over 50% of these episodes were in progress at 12/31, thus completed under pre-PDGM reimbursement.
These episodes accounted for approximately 1% of our year-over-year decline in revenue per episode.
March was to be our first month to provide a full view of our PDGM progress to date. While we saw promising
signs on our episodes in progress in March, the impact of COVID-19 ultimately led to increased LUPAs and
lost billing periods in this population. The full impact of this will be seen in our Q2 completed stats. We remain
confident that we can achieve our target improvements and mitigate the impacts of behavioral assumptions
once COVID-19 subsides. Our two main areas of focus on the cost side are clinical staffing mix and
utilization. We've made excellent progress to date in both measures. On clinical staffing, we entered the
quarter with a 45% LPN utilization up from 39.2% in the first quarter of 2019 and a 46.3% PTA utilization, up
from 42.1% in the first quarter of 2019. We're very pleased with the progress we're making here and on track
to achieve 50% LPN and PTA utilization by fourth quarter 2020. Keep in mind that every 1% shift in utilization
equates to approximately $450,000 of cost savings. On utilization, we ended the first quarter at 15.8 visits per
episode which is down 1.4 visits from Q1 2019 and 1 visit from Q4 2019. Some of the VPE decrease was
driven by increased missed visits beginning in the second week of March and increasing through the
remainder of the month. We have previously highlighted the rollout of the Medalogix care product as part of
our PDGM strategy. As of today, we have 153 care centers on care. However, we decided to pause the care
implementation due to COVID-19. We expect that once we resume the rollout, we should complete the
implementation within 12 to 13 weeks. Another bright spot in PDGM has been our cash flow performance. We
generated cash flow from operations of $6 million for the quarter, beating our internal modeling by nearly $20
million. The majority of this outperformance was driven by DSO, which were 46.6 days during the quarter, up
approximately 6 days in Q4 2019, but almost 7 days over our original projection. We expect to see a two- to
three-day increase in Q2, as some of the Q1 benefit is related to collections on accounts receivable as of
12/31. I'm very pleased with our cash flow performance and we will update you with the new cash flow
projection after the second quarter. I want to add some additional color around the AseraCare acquisition
from the liquidity perspective. While we do expect to see some increases in DSOs related to PDGM in Q2,
our balance sheet remains strong as we currently have a total liquidity of $478 million as of March 31, with a
net leverage ratio of 1.0 times. From a pro forma basis, AseraCare deal reduced our liquidity to $225 million
and moved our leverage to 2.1 times. We're very comfortable operating at that level based on historical cash
generation. Finally in April, CMS released the full year 2021 proposed Hospice rule was comprised of a 3%
market basket update, offset by a 40 basis point productivity adjustment for a net proposed rate update of
2.6%. CMS also proposed increasing the cap amount by 2.6%. We expect our impact to be in line with the
2.6% rate update. Though this is a proposal not yet finalized, positive rate updates in Hospice are
increasingly impactful to our business as we continue to grow Hospice both organically and inorganically. Now
I'll turn the call back over to Paul for discussion around COVID-19's impact to our business, what we are doing
for our patients and employees and our recovery plans. Paul?

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.
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Thanks, Scott. I'd like to segment my remarks into a few sections. First, the effect of COVID-19 on our
business; second, our response for our patients and employees; third, legislative and regulatory
developments; fourth, our recovery plans; and fifth, the AseraCare acquisition and Hospice inorganic growth
strategy. Now, turning to COVID-19's impact on Q1 and our April trends. Heading into March, we are pleased
with our growth performance in both, Home Health and Hospice. As of March 13, our projected first quarter
2020 total Home Health admissions forecast was 6.2%. Our first signs of the COVID-19 impact began in the
second week of March, as we experienced an increase in missed visits and declines in referral volumes. As
outlined on slide 18 of our supplemental slide deck, all three lines of business witnessed similar trends.
However, the disruption was greater in Home Health which included a referral low point the week of April 5.
Since that time, we have seen a steady recovery in referral volumes in all lines of businesses and a
corresponding drop in missed visits. In Hospice, referrals hit their low point the week of March 22. While
Hospice admit volumes have significantly improved, the slowdown in March will impact legacy and CCH,
ADC early in Q2, but should recover as our admit volumes continue to ramp up. On the cost side during the
quarter, we had approximately $1 million in increased costs related to COVID-19, including increased training
expense of approximately $600,000, quarantine pay of approximately $200,000, and increased costs related
to PPE primarily mass of approximately $200,000, and noting that we are paying nearly five times more for
PPE than pre-COVID-19 prices. These items have been added back to arrive at our adjusted EBITDA. We
have spent significant effort and dollars to ensure that we will have the necessary PPE to protect our patients
and clinicians. Q2 will see a significant impact in both the quantity of PPE purchased as well as an increase in
cost per unit. As our current trends illustrate, we are seeing promising signs of volume recovery. However, it's
too early to predict the pace of recovery. There are numerous unknown factors, including the continued
increase or decrease in the number of COVID-19 cases nationwide; the pace at which elective procedures
begin and return to normal levels; the return of patient confidence to enter a hospital or a doctor's office;
access to our patients in homes and facilities, particularly SNFs and ALFs; cost normalization around PPE;
and finally, any future or prolonged shelter-in-place order. Let's talk about our employees and patients.
Employees, always our most important asset, and patients and their families, our most important
commitment, have been at the forefront of our decision-making during this pandemic. In order to ensure the
safety of our employees and patients in the field, we have made the following protocol changes. We've
implemented a new clinical protocol requiring all clinicians to wear a surgical earloop mask at a minimum on
all visits performed. We've developed a COVID-19 positive patient treatment protocol and subsequent PPE
policy for clinicians treating COVID-19 symptomatic and positive patients, that includes utilizing N95 masks,
gloves, gowns and face shields and also requires surgical masks to be worn by the patient. We have
continued to find success in utilizing both traditional and non-traditional suppliers for our PPE needs. As a
result, we have sourced enough PPE to have four months of surgical masks, six months of N95 masks, one
month of gowns with another two months of gowns coming, and for all other critical PPE, we have an average
of three months of inventory on hand and we'll be continuing to source aggressively. We've also created a
centralized distribution center for all critical PPE, allowing us to flex our inventory on a care center-by-care
center basis, depending on need and demand. Lastly, we've established a rapid response care center
cleaning and sanitization network allowing us to fully sterilize any care center within 24 hours of an employee
exposure or an employee who's showing COVID-19 symptoms. I'd like to take a minute to thank all of our
supply chain management and procurement teams that have worked tirelessly to get us into this position. This
has been an extraordinary accomplishment and it's because of your continued efforts that we are able to arm
our clinicians with everything they need to stay healthy and safe, while delivering the highest quality care. On
the legislative and regulatory relief front between the CARES Act, the Paycheck Protection Program and
Health Care Enhancement Act, CMS 1135 Waivers, the CMS Interim Final Rule and CMS guidance much has
changed, almost daily, over the past eight weeks. Here's some of the highlights that directly impact our
business. First, the Provider Relief Fund, as previously disclosed, we received a cash payment of
approximately $100 million from the Provider Relief Fund, appropriated by Congress to the Department of
Health and Human Services in the CARES Act. Our receipt of this cash payment was part of the first $30
billion in funds distributed to healthcare providers. Consistent with the terms and conditions for the receipt of
the payment from HHS, we will utilize the funds to replace lost revenue and healthcare costs related to
COVID-19, and we will properly and fully document the use of these funds in a required quarterly reports to
HHS. In order to properly attest to the receipt of our payments, we, like our colleagues throughout the entire
health industry, are seeking clarity from HHS regarding the formula utilized to determine our receipt of the
funds and the total amount of funds available to be used towards the loss revenue and healthcare expenses
related to COVID 19. Based on the conversations, our trade organization, NOC and others on our behalf have
had with HHS leadership, we expect written clarification in the coming days on the formula and the distribution
of funds. At this time, we have fully segregated these funds into their own account and we will not be utilizing
any of them until final written guidance is received from HHS. Again, we expect this guidance to be coming
shortly. Finally, on April 24, 2020, HHS distributed an additional $20 billion in funds to healthcare providers
from the Provider Relief Fund. We did not receive, nor apply for any additional funds from this second
distribution from the Provider Relief Fund. Secondly, we have a sequestration holiday. The suspension of the
2% sequestration from May 1, 2020 through December 31, 2020 will impact Amedisys' revenue favorably by
approximately $20 million. Next is the Advanced/Accelerated Payment Program in which CMS was
authorized to provide Medicare providers and suppliers loans of up to 100% of Medicare payments for a
three-month period. However, we decided not to apply for the accelerated payments, primarily because we do
not need the funds, nor is our cash balance seriously impaired. Next, payroll tax deferral, that CARES Acts
allows employers and self-employed individuals to defer payment of the employer share of the Social Security
tax they otherwise are responsible for paying in 2020, effective for payments due after the fact of enactment.
All-in-all, this amounts to an approximately $50 million cash impact for Amedisys. Non-physician practitioners,
nurse practitioners, physician assistants and certified nurse specialists may now certify eligibility for home
health, order home health services, establish and review plans of care, and certify and recertify eligibility. This
provision is something the industry has sought for a number of years legislatively, and it creates an immediate
new referral sources in those states where there has been similar state regulatory relaxations or waivers tied
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new referral sources in those states where there has been similar state regulatory relaxations or waivers tied
to the public health emergency. Next, telehealth. For home health, we are now able to provide telehealth visits
to our patients as long as it is part of a patient's care plan. However, there is still no reimbursement for
telehealth and therefore, these visits do not count towards reaching home health LUPA thresholds. Also
required face-to-face visits can be performed via telehealth by a physician or nurse practitioner in home
health and in hospice. Telehealth can now also be used for purposes of patient recertification for hospice. We
are pleased with these provisions and we have started to utilize telehealth when it is clinically appropriate for
both our home health and hospice patients. While nothing can take the place of hands-on care that our
clinicians excel at providing, there are numerous benefits to utilizing telehealth, including lessening of patient
anxiety as no one has to physically enter their home, protecting both the patient and our clinicians, and a
televisit also requires no PPE, which allows us to maximize the use of our current and future inventory. This is
not our comprehensive list of all that has come from the CARES Act and CMS Medicare waivers, however, it
does capture the provisions that are potentially the most impactful to our businesses. I would like to take a
moment to recognize and applaud the White House, HHS and CMS for their recognition of home health and
hospice as integral parts in the delivery of care and as a meaningful part of the solution for our country to
successfully navigate our way through this pandemic. We are also very grateful for the bipartisan support
Congress continues to show to our nation's healthcare providers during these incredibly challenging moments
in our nation's history. Both the administration and Congress have moved with speed and thoughtfulness, and
we are hopeful that the implementation of many of these new policies last beyond the term of the public health
emergency. As you can see, there's lots of moving pieces. Given all these factors, we have made a decision
to suspend guidance until we have more definitive data that allows us to better model full year 2020
performance. Our hope is to update you with our new guidance range during our second quarter call. Now,
let's discuss why our future remains so bright. The home has never played a more prominent role in
everyone's daily life. It has become our office, our school, our playground, our social circles and where we
deliver and receive care. As our country starts to open up, some of these things may change. But what will
remain is that the home is and always will be people's preference as a place to be cared for. More and more
seniors selecting home to receive care only helps further solidify the compelling demographic trends that are
currently a tailwind for our company. Aside from the volume opportunity, demographic and consumer choice
are driving many of the changes implemented by CMS, and the White House could play an interesting role
changing how care is delivered inside the home. Initiatives such as telehealth offer the opportunity for us to
even further protect our clinicians and our patients all while delivering care even more efficiently and
effectively. Innovations such as the use of virtual care centers and rapid adaptation of other collaboration in
care manage technology will help us to optimize our cost structure and continue to evaluate delivery of quality
care. The ability for non-physician practitioners to certify the need for home health allows our BD staff to
engage with an ever-expanding complement and alternative to doctors. So what are we specifically doing
now to recover our census gap and finish the year strong. We have a two-pronged approach that will drive
future growth and market share expansion. First, our rapid recovery strategy. We have rolled out focused area
action plans created by our BD role VPs, AVPs and account executives and care transition coordinators,
CTCs. We've put in place tailored call routing based on referral source segmentation, physician, hospital,
long-term care, ambulatory surgery centers and other settings. We've continued hiring and onboarding BD
FTEs during the slowdown. They're trained and ready to hit the streets. We've also developed patient and
family-facing talking points for working through objections to home health and hospice out of fear of exposure.
And finally, we've leveraged the fact that we've been good to citizens and we have been open to taking
COVID patients since day one. In fact, 166 of our home health care centers and 64 of our hospice care
centers and all of our personal care center locations have treated COVID-19 patients during the pandemic.
This has already resulted in new referral sources that were previously not sending us patients. Our long-term
market expansion strategy includes hiring of two SVPs of growth to lead our sales efforts in home health and
hospice. Further leveraging our sales analytics capabilities, we've continued to source home health rescue
opportunities. In fact, we have rescued a home health asset in Lee's Summit, Missouri at the end of 2019, a
home health and personal care asset in Western Massachusetts during March of this year, a significant of
need giving us access to three counties in Central and Eastern Kentucky, and we've also inked a deal for a
JV with the University Medical Center in Lubbock, Texas. Our businesses are seeing the signs of recovery.
And when we are all on the other side of this public health emergency, Amedisys stands poised and prepared
to take additional market share and further distinguish ourselves as leaders in our quest to deliver more and
more care in the home. Finally, I'd like to highlight and emphasize our recent signing of the AseraCare
acquisition, which was announced on Monday, April 27. AseraCare is an extremely high quality hospice asset
that is in 14 states and operates 44 care centers, with a census of approximately 2,100 and $117 million in
revenue. This asset is a great addition to our portfolio. As noted in our press release, we signed a purchase
agreement to acquire AseraCare for the purchase price of $235 million and we will use the cash at hand at
the time of close and funds from our revolving credit facility to fund the deal. None of the money we received
as part of the CARES Act will be used to fund this transaction. We have followed AseraCare for a number of
years and have always been impressed with the culture and the quality of their operations, as well as their
management. This along with their complementary geographic footprint makes our two organizations a great
fit. We expect the deal to close in 30 days, but understand that COVID-19 impacts could extend the time to
close. Once the deal does close, Amedisys will operate 190 hospice care centers in 35 states, while caring
for an ADC of approximately 14,000 patients. We are very excited to have signed this deal and we are very
much looking forward to welcoming all the AseraCare caregivers into the Amedisys family. Since we
developed our three-pronged inorganic hospice strategy, which included larger hospice deals, tuck-ins and
de novos, we have executed on each of these prongs. Larger hospice deals including Compassionate Care
Hospice, CCH, in 2019 and now AseraCare in early 2020; hospice tuck-ins including RoseRock in 2019 and
Asana Hospice in 2020; hospice de novos of which so far we have launched eight. In total, our inorganic
hospice growth strategy accounts for the addition of over 6,000 ADC to our hospice business. I'm very proud
of the way we have executed against our hospice plan. We will now take some time to complete the
integrations and to refine the operations of our newly acquired businesses and make everything we want. This
will conclude our prepared remarks. Operator, please open up the line for questions.
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QUESTION AND ANSWER SECTION
Operator
Thank you. At this time, we'll be conducting a question-and-answer session. Our first question comes from
Brian Tanquilut with Jefferies. Please proceed with your question.

Brian Tanquilut

Q

Analyst
Jefferies LLC

Hey. Good morning, guys.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Good morning, Brian.

Brian Tanquilut

Q

Analyst
Jefferies LLC

Paul, thanks for all the detail on your outlook. But I guess the follow-up on that. I was just wondering how you're
thinking about 2021 earnings power versus, let's just say, calendar pre-COVID baseline where you're looking
at the outlook, say, in March, early March of this year?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. Thanks, Brian. We're feeling pretty good about it. I think, obviously, we're starting to – we've come back
very well in hospice. We're coming out pretty strongly in terms of home health. I think the key for us for the
remainder of the year is to get in Q4 to a proper ADC level that pushes us to where we expect it to be this
year, and I think we're in good – we have good sights to getting there. It's going to be a big lift, but we feel
pretty confident we can get there. So, most of our focus and most of our energy, some of the initiatives I talked
about in terms of our hiring of BD, in terms of our quite considerable hiring – continuing hiring through the
pandemic and onboarding in terms of BD. So we feel good about it. But I think the key is how fast – what's the
market going to look like? How fast is it going to pop back to a 100%? Will it pop back to a 100% of what it
was pre-COVID? And what we are doing fundamentally is taking a conservative approach and understanding
we're going to have to go out and steal share, if it doesn't get back to a 100% by Q4. But we're feeling very
good about it. We're feeling very good that we need to be teed up properly to roar into 2021. That's also
assuming COVID 2.0 doesn't come in and shut things down temporarily again.

Brian Tanquilut

Q

Analyst
Jefferies LLC

Appreciate that. And, again, shifting gears to AseraCare, it looks like a pretty good asset. Can you mind just
walking us through how you think about what you can do with that business? And what the trend – what's the
integration process would look like? And where the opportunities are and kind of like the earnings power that
we should be thinking about for 2021 and maybe 2022?

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.
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A

Yeah. I think it's going to fall in a similar trajectory that we talked about before when we did CCH. We're going
to make sure we – it's a really good high quality asset, very good culture, great quality scores, very nice
geography in terms of complementary where we needed to be complementary and also adding on new
territories. So we feel very good about that. What you'll see is we're hoping to close on June 1. Then, we're
going to be obviously bringing them onto our instance of Homecare Homebase care already – a Homecare
Homebase company, which is very good for us, which should mean that disruption should be less. Then, we're
going to need to go in and add some sales folks to spur their growth. And so we believe the technical
integration will go well. We'll probably need to make some investments in terms of adding growth people
there. So we estimate we will get this up, probably double the EBITDA again in the two to three-year range,
probably more towards the three-year range. I don't know, Chris, would you have anything to add on that?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Not really, Paul. I think, again, just reiterating that there's a lot of similarities in their operating model that lines
up well with ours. So some of the integration should be much smoother relative to the CCH integration. They'll
be on Homecare Homebase, helps a lot. But there will still be that kind of integration disruption. And we're
going to be pretty methodical with it. And – but we also – it puts us in a lot of new markets, very little overlap.
So our strategy lines up well just to go deeper and penetrating those markets to expand the margins over
time. So feel good about it.

Brian Tanquilut

Q

Analyst
Jefferies LLC

Awesome. Thanks, guys.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, Brian. Appreciate it.

Operator
Our next question comes from Matt Lerew with William Blair. Please proceed with your question.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hey, Matt.

Matt R. Larew

Q

Analyst
William Blair & Co. LLC

Hi. Good morning. Want to ask a little bit about sort of the home health volume trends on both sides, so both
thinking about referrals and also patient call-offs. So on referrals, you obviously gave us the chart there on
slide 18, but could you just maybe give us a sense for what that looks like in terms of institutional versus
community both on the downswing and then on the recovery? And in terms of missed visits, just breaking out,
what's been driven more by restrictive visit policies from SNFs and ALFs versus patient driven call-offs in the
home?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Right. Chris, you want to handle that?

Christopher Gerard
Chief Operating Officer
Amedisys, Inc.
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A

Yeah. Sure. On the first side, on the volume on home health, what we saw was physician referrals dropped off
earlier than hospital or facility referrals, but they both bottomed out in the same week. Physician referrals have
rebounded faster than the hospital referrals as well. But the hospital referrals are also kind of coming up as
well, as we're starting to see some elective procedures to come out. So all in all, I feel like the trend is staying
consistent, the trajectory is in the right direction, and we're seeing referrals from all of our referral sources kind
of by buckets starting to come up. One thing I would point out on referrals that I think is kind of interesting is
that as we've moved through this, we picked up 600-ish unique new referral sources through some of our BD
efforts. So we're not certain exactly what the upside potential is there, but we have a strategy around trying to
cultivate those a little bit further and see if those are some new relationships they can build on our organic
growth. And as far the patient objections and the facility relations as well, we saw late March, early April kind
of the biggest disruption around that. We had facilities that were pretty locked up. They were concerned about
outsiders coming in to take care of their patients. We saw that opened up a little bit, primarily with the SNFs
related to hospice and then the ALs and ILs are starting to help up as well. And then on the patients'
objections on their homes, we're making good progress there as well in terms of them being comfortable with
the PPE that our clinicians are donning when they come into the home to make sure that they're safe and our
clinicians are safe. So, that's trending – this visits are trending down and access to facilities is trending up.

Matt R. Larew

Q

Analyst
William Blair & Co. LLC

Okay. Thank you. And then just a follow-up. This would be for Scott, just in terms of thinking about revenue per
episode. Could you just give us an idea of pre-COVID, what did that look like? Just looking for a sense for
what the PDGM impact was versus perhaps a LUPA spike or change in episode mix as COVID onset? And
then also maybe give a sense for what it will look like in the second quarter now that the lingering episodes
from December are out of the mix? Thank you.

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Right. So, if you look, Matt, we're down about $104 year-over-year and I would say, about probably close to
70% of that was PDGM related, so about $70 of that. We had another roughly $20 related to episodes in
progress over prior year that came in slightly below where we thought. So that was kind of the bulk of it. We
did have some COVID disruption and some other minor changes just in kind of our mix of the business. But
that's what we saw. So we basically came in at that 4%. So I'd say from a X prior year numbers, we were
somewhere in that – close to that 2.6%, 2.8%, so right on the top where we thought – what we thought our
model number was. So, those early episodes were slightly below where we – our ending target would be, but
we thought we're going to make that up into March and that's where it got impacted where we see more
LUPAs and then off-billing periods has really pulled that number back from . And that's what you'll see more
reflected, because as I said in my comments, that's a completed stat. As those LUPAs ramp up and if you
think about right now what a LUPA episode could look like, you're talking about that reimbursement, but then a
billing period but one is probably going to average somewhere around 400 billing periods to somewhere
around 200. So, you can see as those numbers ramp up, that will pull back our revenue per episode. So we
expect some more disruption, especially in April and May, but you'll still be seeing some of the effects of these
on the back half of those episodes.

Matt R. Larew

Q

Analyst
William Blair & Co. LLC

All right. Thank you.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, Matt.

Operator
Our next question comes from Frank Morgan with RBC Capital Markets. Please proceed with your question.

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.
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A

Hey, Frank.

Frank G. Morgan

Q

Analyst
RBC Capital Markets LLC

Good morning. Hey. I guess staying on that topic around the LUPA rates. So, you say that the negative effect
of LUPA will carry over into the quarter. How much would the – as these new cases, say, like March in the later
cases start coming in, I know you talked about behavioral changes that would help on the revenue side, but do
you – it's just a – it's a powerful effect of LUPA just more than offset any positive effect of behavioral changes
from a billing perspective under PDGM? That's my first question. And secondly on, it sounds like if things – if
we do have a 2.0 version as you used the term taking market share, I'm just curious how you've been able to
differentiate yourself? Is it all this investment in PPEs, are you doing things differently from anybody else in the
marketplace that would increase the chances of driving that market share gain? Thanks.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

I'll answer the first one – I'm sorry, your second one, and then I'll let Scott, who is all things LUPA answer that.
So I think what we've been – just in general as good citizens, I think the idea that we've been taking a lot of
COVID business, we've been – our BD folks have actually been working very hard making sure that contacts
are open and making sure that everybody knows we're available. We were very, very aggressive as you've
seen in terms of PPE. We overpaid for PPE initially. Hopefully, those prices will come down, but we're now
ready, able, willing to go into homes when needed. And so we're – well, that's a unique position against some
of them moms and pops out there. The other thing, as Chris mentioned, is, clearly our business development
folks have been widening the circle and we've been bringing in other folks who've basically heard of our
reputation out there and saying you guys are out there, you're working really hard, you're open to taking care of
vulnerable people with COVID, so we'd like to sit down and talk with you. So we think it's going to be – we
think just by being good citizens, by being prepared with PPE, and by having great training for our employees
about – we've been really drilling everybody on a daily basis, and continuing to work our BD folks, which we've
been increasing. So we're finding new ways to be aggressive and open the door. What that's going to mean
from a pie perspective is our hope is the pie is back to where it needs to be in terms of where it was preCOVID. And remember there's a congressional requirement that $18 billion is spent. So it's going to be very
interesting to see at the end of this year, this $18 billion that it will be spent here and then what's the
government going to do about that if actually the pie is shrunk. But either way, we either have to – we have to
take a bigger piece of the pie and we're investing very, very strongly in that and we'll be accountable for that
from the second half of this year. We have to really drive our BD function now that we've built it up. So, Scott, I'll
turn it over to you on the LUPAs.

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. Frank, so just kind of make sure I touch on all your points there. But if you think about where we landed
year-over-year, certainly, well ahead on our cost metrics around responding to PDGM. So our visits per
episode are down 1.4. If you think about that relative to, let's say, we do 75,000 episodes a quarter, you've got
roughly, if you look at the variable fees plus use $70, you're talking about a $70 million – a $7 million good guy
relative to the VPE. If you think about mix, we're continuing to move that. We said it was roughly $450,000 for
every 1 point move year-over-year. Combined LPN and PTA, it's basically 10-point move, 5.8 on LPN and 4.2
on PTA. So there you're looking on a quarter basis another $1 million. So we're looking roughly $8 million on
the cost side. If rate at that 2.8%, that's probably somewhere around $6 million. So we're looking at a positive
$2 million impact for us at this point and that's – we're using a lot of our January starts, because that's our first
full view that we think is the cleanest without the impact of COVID-19. It'll start to eat into that good guy. And as
you move down into the LUPA question you had, we move more into that. As I said, the average cost on
reimbursement of LUPA is $400 to $200 depending on what billing periods you're in. So that will eat into that.
The metric there on – visits are going to look better there right, because LUPAs are going to drive down my
visits per episode. So you will get an impact there. But it'll – depending on how long this goes, it'll certainly eat
into that. But we are going into Q2, I believe we're ahead about $2 million.

Frank G. Morgan

Q

Analyst
RBC Capital Markets LLC

Got you. And maybe one final one just on the financial side that you commented about your cash flow and how
– you said that was better than budget, but it was definitely lower than like on a trailing four or five-quarter
basis. So was that all – I see the changes in working capital. Was that all just a build-up in AR, or what was
really driving that? And on that subject, does all these government programs in terms of that opportunity for
them to acquire because of PDGM, the opportunities, does that in any way change as a result of this
government aid? Thanks.
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Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. I'll start with the AR piece. So looking at that, we knew they're going to impact, because of the reduction
of the RAP down to 20%, so we expect to get a hit there. So we actually probably thought it'd be about six to
seven days as worse than we were. We really did well on cash collections also what was in kind of in our
balance sheet as of 12/31. We think the DSOs will move probably another two to three days. We're probably
ahead of – our internal number is about $20 million. So we feel great about our cash generation and are
pleased. I mean, $6 million is low when you look back where we've been. We'll see what happens in Q2, but
we're certainly on a good trajectory to have that number moving into more of a normalized run rate for us. And
then the second question is around, and Paul has had a lot of thoughts on this, around the impact and what
this does. Certainly, they did throw everyone a lifeline to this. If you think about one of the big impacts we felt
our competitors was around the RAP elimination, so going to 20% in 2020, going to zero in 2021. The ability
for people to get advance payments on this, that certainly will give them a lifeline and now they've got the
additional dollars on the CARES Act. So I think in the near term that will certainly be helpful, but long term, I
think you're still going to see that. I think probably the back half of the quarter when you have to pay some of
this money back, I think it becomes problematic.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. Frank, I mean one of the things is that PDGM is the law of the land now. That's what we run by. What
happened with the most severe parts of PDGM is the industry has artificially been propped up through
necessarily obviously in this crisis. But you're getting the sequestration, you're getting the payroll relief –
payroll tax relief, you're getting AR relief, which was what the real teeth were in PDGM, they're now actually
now giving you 18 AR and they're giving it to you upfront, you owe it all back. So I think what's going to happen
is when all of this stops, which we assume will occur in sometime in 2021, the impacts of PDGM will kick in,
all these – all the money will have to be returned, we're assuming that. And so I think there would be even
more of a severe shake-out. My guess is, if this – if it falls this way, probably this time next year, as you saw
we've done some rescues, these rescues were done before COVID, everything's come off the list now in
terms of the rescues. So the – this industry is being artificially held up and we think at some point it's going to
go back to PDGM and then it will be time to go back in and make some acquisitions.

Frank G. Morgan

Q

Analyst
RBC Capital Markets LLC

Thank you.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, Brian.

Operator
Our next question comes from Matthew Gillmor with Baird. Please proceed with your question.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hey, Matt.

Matthew Dale Gillmor

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, Matt.

Matthew Dale Gillmor
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Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, guys. Thanks for the question. I wanted to ask about the CARES funding and this is probably for Scott.
And I was just kind of curious from an accounting standpoint how that would be treated. Will you be
recognizing sort of all of the grant money in the second quarter, or just the amount that you can document
during that period that was impacted from lost revenue and cost, just curious how you're thinking about that?

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah, Matt. Thanks. Good question. So we're looking at kind of really to the deferred item. So we would take
that number into the P&L as we had lost revenue our cost adjusted by that. So there are several examples, if
you look at what we disclosed for the impact of March, $6.5 million on the revenue line, we had about $1
million from the cost side. So that's $7.5 million we think we would move into the P&L. Probably another
income item type number, certainly not a revenue, it's really not a revenue, but that's how we would pull that
through. But we're going to be very careful with that in our – we really need some strong guidance on that and
we're anxious to get some more information. We've got some questions out there around it. We certainly don't
think we'll have to return it, but just the accounting for it. We've got the dollars by our tax ID number. So, we're
going to have to account more by it – certainly by segment. So we have to go down with sort of the tax ID
number. So all these things we've got to be worked out in Q2 and looking for some more guidance on, but
pretty comfortable with the overall treatment that it will be a deferred item, will be sitting on the balance sheet,
and as we generate losses from a revenue perspective, an additional cost will bring that in.

Matthew Dale Gillmor

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Great. That's all I had. Appreciate it.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Great. Thanks, Matt.

Operator
Our next question comes from Kevin Fischbeck with Bank of America. Please proceed with your question.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hey, Kevin.

Kevin Mark Fischbeck

Q

Analyst
BofA Securities, Inc.

Hey. Thanks for taking the questions. I guess, you talked about, so I guess some optimism, maybe as I look
forward, that maybe Q4 should get back to normal. Can you talk a little bit about the cost side, because your
guidance already kind of assumed a ramp of EBITDA as the year went on? I know Medalogix rollout was
going to be ramping up as the year went on. Do you think that the cost structure for Q4 should also be more or
less where you wanted it to be, or has COVID really meaningfully delayed the talking event?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. We're – we came into the year with a PDGM prep assumption of being of staffing for some rescues.
Those are going to be postponed. So we're taking serious looks at all cost items, because the world is going
to be different under PDGM. So we're – we've been spending a lot of time looking at various cost structures
and what are we going to have to do to optimize to get us to the right margin in EBITDA levels in Q4. I don't
know, Scott or Chris, any additional comments on that?
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Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. This is Scott. I'll add. So if you go back and it's in our old guidance that you probably don't have in front
of you, but we had some items out there. We had additional spend on PDGM resources, which a lot of that
was Medalogix. As we mentioned in our comments, we're delaying the rollout. So you'll see that the timing of
that may look different, but certainly something we want to roll out. We had another $4 million in de novos. And
not just because of COVID, without that we have the AseraCare deal, we'll reevaluate that, so it's $9 million.
So we'll look at our cost, some of this that there is certain variable nature within our G&A, even from a travel
perspective and all that, that will certainly come down. But as we get to Q4 and really want to get moving on an
ADC recovery perspective, we're going to probably want to spend some money, especially on the BD side to
really get our numbers up as we move to 2021, which is really our year we've been most focused on as we've
done all these things to be prepared for it.

Kevin Mark Fischbeck

Q

Analyst
BofA Securities, Inc.

Okay. Great. And then...

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. One of the things that hasn't changed is our initial fact that 2020 is going to be a year of disruption.
We've doubled that now. So clearly, it's a year of disruption. And then the key thing is how do we – and we
thought consolidation. I think consolidation is going to be delayed a year. So, I think 2021 will be the year that
we're still looking forward to get everything working together and I still think that's going to occur. It's just we
had double the disruption this year. So, sorry, sorry.

Kevin Mark Fischbeck

Q

Analyst
BofA Securities, Inc.

Yeah. And then how do you think about the growth of business during a recession? I guess there are a few
things that we found taking out – you might have more. But, probably a positive impact on labor costs. I don't
know how you think about whether there'll be an impact on volumes at all. Obviously, if senior populations will
insulate you but there may still be some? And then whether you would expect to see a shift towards Medicare
Advantage during a recession and how that might impact you? So, I guess, in general, net-net, how do you
think about a recession impacting the growth of the company? Thanks.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah, I think the way I look at it is, I think, again, we are just people, we have – our assets are people and I
think it'll be very good in terms of turnover. I think it'll be very good in terms of productivity. I think it'll also give
us an opportunity to bring in some top talent in places that have been more highly disruptive than us. I mean
we're getting a lot of people who are quite interested from the SNF world, the ALF world, some of the other
specialty surgery world. So I think we're going to be able to particularly on the BD front to bring some people
in to help really drive that growth. So we're good there as well as on the clinical front I think we'll be able to do
that. So, I feel frankly and with increasing Medicare Advantage we've been growing our average contribution,
we've had a really good managed care team, and that's been working very well. We continue to do that and
we're continuing obviously to take more and more risks, but we want to get paid better and better for it. So
we're going to continue to drive the Medalogix tools that we have, we're going to continue to look at hospital
readmissions things like that that really drive it. So, but we do have to break out of the – out of the Medicare
Advantage, 125 per visit versus 160. So that's what we're looking to do in the Medicare Advantage world. I
don't know, Scott or Chris, you have any idea there?

Christopher Gerard
Chief Operating Officer
Amedisys, Inc.
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A

No. Not much as, Paul, it's just related to the recession, I would say the demand for services historically
through recessions has not gone down or our changed dramatically one way or the other for post-acute
services. So I feel like we're still going to see that demand for the services. So it's really a function of our
clinical capacity to be able to grow the business, feel good about that. I would say on the smaller part of our
business, the PCL side, this is really where the corner does get turned in terms of access to lower wage
caregivers for the non-skilled side. So we expect to see some accelerated growth by just virtue of being able
to recruit and retain these caregivers. But home health, hospice, post-care has historically not been negatively
impacted by a recession. And so for us it's just the opportunity to, as Paul mentioned, kind of bolt on or take
on additional good quality staff as we grow into the future.

Kevin Mark Fischbeck

Q

Analyst
BofA Securities, Inc.

Great, thanks.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Appreciate it. Thanks, Kevin.

Operator
Our next question comes from A.J. Rice with Credit Suisse. Please proceed with your question.

A. J. Rice

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hi, everybody. Two quick questions, I guess. Just maybe following up on that labor thing. You mentioned that
you're staffing ratios in which you are trying to do the PDGM world, are moving more toward LPN, PTAs. It
sounds like you're on plan for that maybe a little bit ahead and does the current situation make more of those
people available so that maybe you can accelerate that or is that not realistic?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

That's a great question. We're way ahead. So, Scott, you've got percentages, right?

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yes, I do. Yeah. So we're in – yeah, we are way ahead. We're in a great stage on that. I think significantly have
year-over-year it's been tremendous and we're ahead of our internal numbers that we need to be. I think we
want to be thoughtful on how you assess and look at – this is how we impact the people and the numbers over
time and leave that down to where we need to be. So I think we're pretty happy with schedule. I doubt that –
we kind of slowed down Medalogix, we've got a lot of things going on right now, as we evaluate staffing levels
and make sure we're in the right place, we can take a look at it, but I think our pacing is probably appropriate
for where we are now. Chris, I don't know if you have any other thoughts?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

No, I think you're right, we're ahead of plan. We feel like we will actually hit kind of our targeted mix. We have
to shift our caregiver mix as well, basically our employees as well. We've actually created some opportunity
there, just – we created some movement there in terms of more LPNs and more PTAs on our staff. And then
the next step would be as we're recruiting, making sure we're creating the right positions. But I'm happy with
our execution so far, feel like we should be able to reach our goals.

Paul B. K. Kusserow
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A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. Then, our – A.J., our LPNs are – our ratio is 45% and PTA's at 46.3%. So that's well ahead of where we
anticipated. So we'll get to the 50/50 mark by the end of the year, maybe even surpass it. So we feel good
about it.

A. J. Rice

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. And then a follow-up question, my other question will be around, you've got this nice chart on page 18
that shows the trend on this home health business coming down and peaking sort of like you said our early –
late March or early April. I guess it sounds like to me as I hear you talk, there's three drivers between what
happened and what needs to turn around. One is, seeing the referral source, principally hospital discharges
picked back up from elective procedures, getting patients comfortable with having the caregiver in the home
again. And then you mentioned this increased referral sources both from clinicians and now you can make
referrals that couldn't before as well as using the virtual more. Can you sort of talk about it any way what the
driver of the improved trend is that – it buckets which you are particularly seeing a bit of a turnaround already?
And maybe talk about the staging of how those might come back, patients getting comfortable, if you have
any view on that? And how quick that can happen? And then, I know a number of states are opening up
elective procedures, I don't know, what's your footprint is exactly on top of those states? But any thoughts
about that?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Chris?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Yeah, so I would say on the coming back on basically the rebound, patients comfortable with us being in the
home, I would say, would be the driver number one, as you could kind of see that evidenced by the significant
reduction in missed visits. So, we tracked that on a daily basis and we're seeing the kind of more openness.
So, I think that that was probably the first thing that we saw come back. Second would be around hospital
discharges. Well, actually, second will be around physician offices getting to starting to see kind of more flow
of patients coming in to see physicians. And then the hospital discharges are starting to pick up as well. Just
in the last week or two, again, we start to see the elective procedures start to resume. So we anticipate that to
be kind of an accelerator, if you will, over the next several weeks as these patients decide to have these
procedures in these hospitals start to perform, we anticipate that picking up from there.

A. J. Rice

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Thanks.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, A.J.

Operator
Our next question comes from Justin Bowers with Deutsche Bank. Please proceed with your question.

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hey Justin.
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A

Justin D. Bowers

Q

Analyst
Deutsche Bank Securities, Inc.

Hey, good morning, everyone and really appreciate all the additional disclosure that you guys provided around
this. Just going to piggyback on A.J.'s question a little bit. And in terms of the kind of the COVID impact on
admissions, how much of that was related to hospital or institutional referrals versus physician offices? Just –
and then secondly, we kind of know what your elective mix is. Were there any other case types or modalities
that were disproportionately more impacted than others? And I'll stop there.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Chris, do you want to handle it?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Yeah. I'll take on the second part. We really did not – the most noticeable obviously was the elective
procedures in kind of rehab from those procedures or recovery. Across the other modalities really, really not a
ton of – nothing significant that would differentiate one from the other. As I mentioned earlier, both the
physician referrals and facility referrals bottomed out at the same kind of deficit or kind of percentage off of
our normal run rate, just the physicians kind of went down sooner and started to recover sooner. And then the
hospitals went down a little bit later and then started to recover a little bit later. And the trajectories are kind of
similar between the two right now. So it was equal parts, physician referrals kind of declining through the
bottom as well as hospitals at the very bottom, but they're both kind of back up now.

Justin D. Bowers

Q

Analyst
Deutsche Bank Securities, Inc.

Okay. And is your mix of volume is it approximate – is it like split 50/50 between institutional and community
are or is it -

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

No. It's a little bit more heavily weighted towards institutional, but I'd say actually 55% to 58% institutional
versus community.

Justin D. Bowers

Q

Analyst
Deutsche Bank Securities, Inc.

Okay, great. And then just one follow-up in terms of – just curious what the dialogue has been with your MA
partners throughout this and if that's accelerated or slowed some of the initiatives you guys have underway
there and are there any opportunities do you think that can emerge from what we're going through now?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah...

Justin D. Bowers

Q

Analyst
Deutsche Bank Securities, Inc.

...with MA partners?

Justin D. Bowers
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Q

Analyst
Deutsche Bank Securities, Inc.

And I'll stop there.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

...to handle that one. Yeah.

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Yeah. I'd say it's a couple things. Number one, the dialogue around kind of more innovative payment
arrangements and risk bearing arrangements has not slowed down at all. We still are at the table trying to
work with Medicare Advantage plans to find ways to partner for kind of new ways to take care of patients to
where the total cost of care comes down. So that dialogue has not changed I think getting something
executed in this environment is taking a little bit longer than normal. And I'd say the other piece is really with
the inclusion in kind of the surging kind of telemedicine telehealth out there I think that we're having a
significantly more dialogue around how we can use kind of remote patient monitoring and telemedicine to be
able to touch these patients in their homes at kind of a lower cost level. We have arrangements to get paid for
these visits today that's really kind of formed over the last six weeks or so. But there's now a dialogue around
how do we can start thinking about using this in a more kind of longitudinal look at the patients. I think that will
be a slow process, but opportunity nonetheless.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. I think some things that have changed there has been – the plans have an MLR problem. They need to
spend the money. So I think they're interested in being more creative about places to do that rather than write
checks back to the government. So, I think that's something we've been seeing.

Justin D. Bowers

Q

Analyst
Deutsche Bank Securities, Inc.

Got it. Appreciate the questions. Thank you.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Thanks, Justin.

Operator
Our next question comes from John Ransom with Raymond James. Please proceed with your question.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

Hi guys.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hi John.

John W. Ransom
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Q

Analyst
Raymond James & Associates, Inc.

If you think about – I mean obviously this year COVID threw us a curve ball and the LUPA issue, some of the
unintended consequences. Is there anything else in the first four months of the year that you'd call out that was
either a good guy or a bad guy that you didn't – that wasn't factored into the planning?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

I think our implementation on PDGM was going well. I think the – I think also the rescues were teeing up very
nicely. CCH was coming round, we were a little late on hiring sales folks. So I think that was going extremely
well. We were looking forward to that. Clearly for us, we were involved – started to get involved with the
SarahCare. I think a lot of people are saying that was quite unusual timing for us to do this in the middle of a
pandemic. But I think we were executing quite well on that. I think the – some of the issues when the wheels
came off the bus on COVID was I think the severity of which everything hit particularly in Home Health in all
sections where we get our business in community docs, in institutions and other post-acute institutions, in
other hospitals, I mean, for the first institution other post-acute institutions. I think what's also interesting to us
is how quickly we're starting to see some recovery, particularly in Hospice again. I don't would you, Chris or
Scott, would you have anything to add on that?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

No. That's it for me.

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. I think that covers it, I mean, I think we had a lot of good things going on, John. If you back up and kind of
looked at where we would have landed ex-COVID, we probably would have been in the $55 million-ish
EBITDA range when you think about the impact. So certainly we're performing well there. Ahead on that LPN,
RN ratio is I think that was better than we thought. Anything on the downside, I would say that a little behind on
the PDGM the revenue piece of that I think we're closing that gap pretty quickly and the good guys on visits
and on our LPN/RN ratios would have made up for that. So no big surprise there. I think doing this SarahCare
deal, as I said earlier, as we think about de novos throughout the year, we'll reassess and look at the footprint
and talk through that. No big surprises. And we did well on – our internal cost numbers came out below where
we thought we would.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

And just kind of thinking about how the industry has changed and sort of a follow-up to our conversation last
night, what's your I'd call it intermediate term outlook for the demand for a therapist?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Chris, that's a buddy pass, do you want to take that one?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

You bet.

John W. Ransom
Analyst
Raymond James & Associates, Inc.

Thanks. Thanks, boss.
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Q

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Thanks. There you go. It's a normal day for me. Yeah, so I mean we were already starting to see a decline in
therapy kind of demand coming into 2020 with PDGM. For us, we see that appropriate visit utilization is going
to be critical in making sure that we're providing the valuable business to our patients by the bright disciplines.
There is absolutely a supply of physical therapists and PTAs out there to be hired. We have capacity right now
just related to kind of volume numbers. But it'll be interesting to see. I think that as we went into this year, we
still feel like the strategy around getting to about – getting a visit per episode, we're ahead of that plan right
now, but we got to – we've got to filter through kind of in the COVID noise in having the right disciplines in
place and utilizing technology like MetaLogics care to help us make sure we do that. We think there will be a
healthy balance. From a staffing opportunity perspective, I think that everything lines up for us to be able to
have leverage in terms of attracting good talent in the right talent. It may be more heavily skilled nursing than
therapy in 2020, but that wouldn't be a surprise to us.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

And so, just to make – I know you guys have beat this to death. But just to make sure we're clear that the
LUPA issue, do you think it will bottom in the second quarter and you'll be through it by the fourth quarter with
third quarter being kind of a transition period?

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

Yeah, I do. I think that we were real clear coming into 2020 when COVID-19 was not even on the radar that the
LUPA management was the area that we had the least visibility on. Again, clinicians who have been working
in this industry for years, have been accustomed to a 4-visit-over-60-day episode threshold for LUPA. And
now it becomes a threshold every 30 days and it's a two-to-nine-visit kind of range. So, it's just repetition. It's
focusing its visibility on scheduling. We have a lot of focus on that right now. So, I feel really good that we're
going to be able to kind of be in a normalized range, hopefully, before Q4 as we continue to kind of operate in
or rationalize PDGM and run our strategy. So I think it is spiking coming out of PDGM, but we're not
necessarily surprised by it. But I know that with our team we're able to focus on this and we'll be able to kind of
get our arms around relatively soon.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah, we anticipate but we anticipate, John, that this will be fixed in Q3 for sure.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

Okay. I mean I guess easy for me to say looking at spreadsheets, but it seems more mechanical and training
than anything.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Exactly.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

Shouldn't be able to

John W. Ransom
Analyst
Raymond James & Associates, Inc.
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Q

Okay.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

I mean it's more complicated in the sense of I think there's something like 200 variations, more than 200
variations on this now. So, I think just that whole nature and then the fact that we have two billing periods. So, I
think as we're getting used to that it's just settling in and as Chris said going through the process over and
over again. So we – and training people appropriately so that they understand what – how we need to set up
for this.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

And last one from me is...

Christopher Gerard

A

Chief Operating Officer
Amedisys, Inc.

And

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

...let's just assume for the sake of argument that we come out of this thing and there is a bit of a structural
reset on the demand side, call it fewer electives driven by old people not wanting to leave their house or high
co-pay plans or what have you, physician attrition, whatever it is. So, how should we think about opportunities
on the fixed cost side if that were to occur, let's say you come out of this with a 5%, 10% sort of cliff and Home
Health, that just never comes back for whatever structural reason, what are – are there any fixed costs that
could come out of the business or is it just – we should just kind of model out the per visit and keep the fixed
costs the same?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

There are costs that can come out. Scott, you want to talk a bit about that?

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. We're pretty prescriptive in how we staff our care centers and so forth. So it's always based on census.
So we that needs to go, some are comfortable keeping that structure intact and we'll take a look at every area
that we can to keep our business knowing that we have a certain G&A spend that we want to be relative to our
revenue top line.

John W. Ransom

Q

Analyst
Raymond James & Associates, Inc.

Okay. Thanks a lot.

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.

Okay. Thanks, John.

Operator
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A

Our final question is from Brian Ross with UBS. Please proceed with your question.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Hey, Brian.

Operator

Q

Hey. Thanks for squeezing me in here at the end. I missed the earlier part of the call, so apologies if you've
already addressed this. But if you stick on the expense side how do you think about proactively reallocating
some of those expense categories that are down substantially right now like T&E, and are those expense
savings primarily being allocated to business development and what other areas can you redeploy those
savings into?

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

Yeah. Mainly BD. But, Scott, I'll let you talk specifically.

Scott G. Ginn

A

Chief Financial Officer
Amedisys, Inc.

Yeah. I mean that would be our focus. I think when you talk about it here through Paul's comment, I mean, we're
all about how do we get out of this, how do we get back on our trajectory as we exit, because as I said, it's
about 2021. So we need to take some dollars around and make sure we bolster our BD and our efforts there
to recover more quickly, that's going to pay dividends. So, yeah, we'd spend those dollars in the appropriate
places otherwise we'll hold on and weather this. The goods news of our cost structure on the home health
side. We saw with our volumes come down, it did flex, we probably saved about $3 million in costs, because
about 40,000, 45,000 visits came out. So I don't have a fixed cost structure on the home health side. So that
helped with that. So we've got some enough variability in there that help us weather the storm and have an
hospice which is a more fixed-cost model, recover quickly, we'll make it still a lot better.

Operator

Q

Perfect. That's it for me. Thanks, guys.

Paul B. K. Kusserow

A

Chairman, President & Chief Executive Officer
Amedisys, Inc.

That's Brian.

Operator
We have reached the end of the question-and-answer session. At this time, I'd like to turn the call back over to
Paul Kusserow for closing comments.

Paul B. K. Kusserow
Chairman, President & Chief Executive Officer
Amedisys, Inc.

Great. Thanks, Rob. I want to thank everybody who joined us on our call today and I'd also like to again thank
all of our employees who are out in the field, out in the front lines and battling this coronavirus. That's because
of your daily actions that we're going to get through this together. Keep doing what you're doing, taking care of
people who need us the most. We hope everyone has a wonderful day and look forward to updating you on
our ever-evolving progress and purposeful work on our next quarterly earnings call. So thanks, everybody and
have a wonderful day.

Operator
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This concludes today's conference. You may disconnect your lines at this time and we thank you for your
participation.
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MANAGEMENT DISCUSSION SECTION
Operator
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Good afternoon, ladies and gentlemen, my name is Takka and I will be your conference operator today. I
would like to welcome everyone to the Kirkland Lake Gold conference call and webcast to discuss the
company's first quarter 2020 financial and operating results. All lines have been placed on mute to prevent
any background noise. After the speakers' remarks, there will be a question-and-session. With that, I would
now like to turn the call over to Vice President of Investor Relations, Mark Utting.

Mark E. F. Utting
Vice President-Investor Relations
Kirkland Lake Gold Ltd.

Thanks very much, operator, and good afternoon, everyone. Welcome to our first quarter 2020 conference call
and webcast. On today's call, we will review the quarter and also discuss some of our projects as well as
recent exploration results. We will also provide some updated information on the COVID-19 response by the
company. With me today are many members of the Kirkland Lake Gold senior management team. Speaking
today will be Tony Makuch, our President and CEO; David Soares, our Chief Financial Officer; Duncan King,
our Vice President, Australian Operations; Evan Pelletier, our General Manager, Kirkland Lake Operations;
David Londono, our Detour Mine, General Manager; and Eric Kallio, our Senior Vice President of
Exploration. As mentioned, there are other members in the room as well – of the management team in the
room as well. As I am sure many of you are, we're doing our call remotely today, consistent with our COVID-19
health and safety protocols. After we go through the presentation, we'll then open the call to questions. The
slide deck that we'll be referring to is available on our webcast both on the home page and in the Events
section. Before we get started, I would like to draw your attention to slide 2 for our forward-looking statement
disclosure. Our remarks and answers to questions today may contain and likely will contain forward-looking
information about future events related to company. Please refer to slide 2 as well as the forward-looking
information section of our most recent management, discussion and analysis dated May 5, 2020 for more
information. Also, during today's call, we will be making reference to non-IFRS performance measures. A
reconciliation of these measures is available in our most recent MD&A. Finally, I'll point out that all figures
today are in US dollars, unless otherwise stated. With that, I'll call on Tony Makuch, President and CEO of
Kirkland Lake Gold.

Anthony P. Makuch
President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Okay. Thanks, Mark, and thanks, everybody, for being on the call. I know we're not as organized or maybe as
sexy sometimes you see some of these conference calls and video calls that are going on on TV. The
speakers here again, we're all on – everybody is working from the home office. So, as I'm sure a lot of the –
everybody attending this call is from their home office. So, thank you for calling in. I don't know how
comfortable you're getting in your home office, maybe you've gotten comfortable, more organized over time,
you know, I have, but at the same time, I think I'm getting tired of coming to my home office and be nice to get
out and about and see people. So, anyway, thanks for being on the call. And the other part is I think the – with
knowledge of people at Kirkland Lake Gold, we had a definitely a pretty solid quarter in Q1 2020. A lot of
adversity, but you can see where quality people rise to the occasion and that's what we saw and that's what
we've seen in Kirkland Lake Gold, in the company, and the communities around us and a lot of our suppliers
and third-party contractors as well, I mean, we see there's a lot of quality people in this industry. The other
thing that really happened is that our people did an excellent job protecting themselves and each other and
also turned in a very solid quarter of performance in the quarter. So, anyway, thanks for the efforts and thanks
for the attention to detail. Getting into some of the operating results for the quarter, production was 330,000
ounces, cash costs were $440 an ounce and all-in sustaining costs averaged $770 an ounce. Excluding
Detour, these numbers averaged $319 and $619 an ounce, respectively. These are very strong unit cost
numbers given the high unusual circumstances in Q1. Turning now to earnings, we reported net earnings of
$0.79 per share and $0.70 per share on an adjusted basis that was a 30% increase from Q1 2019. It is cash
flow, where our business really showed the strength in Q1 2020. Excluding non-recurring transaction and
restructuring costs, we generated free cash flow of over $190 million, which is a quarterly record. Detour Lake
made a significant contribution to free cash flow during the quarter, adding $78 million and that's in only two
months of operations with Kirkland Lake. Overall, quarter highlighted our ability to generate significant cash
flow. Kirkland had a cash position, as shown on slide 4. We ended the quarter at $530 million and no debt
and I think, as a company, we're probably the only gold company with no debt on the balance sheet at all,
maintaining and this demonstrates our industry-leading strength in terms of financial performance and
financial capabilities. We returned capital to shareholders. We used $330 million in the quarter to buyback
almost 10 million shares and doubled our dividend. We gained about $180 million of cash from Detour. But I
want to emphasize that we use much more than that by paying back Detour's debt, closing out its hedge book,
making change of control and other payments, and incurring transaction fees related to the deal. We had total
capital expenditures of about $110 million, a lot of that was sustaining capital. In terms of growth capital, we
continue to invest in our projects, specifically the #4 Shaft project at Macassa. We did suspend sinking of the
Shaft at the end of March due to the COVID-19 issue. The suspension lasted about a month with Shaft sinking
resuming near the end of April. The Shaft project is going very well. And in fact, actually, we've now changed
the scope and schedule for the Shaft a bit. Evan Pelletier will get onto the details a little bit more later in the
presentation. But we now expect to complete the Shaft in one phase by late 2022, that is over a year earlier
than initially planned and at a lower cost. Turning to slide 5, clearly, COVID-19 was a key development
impacting our business in Q1 2020. We had a call in early April to discuss the details of our COVID-19
response, including our extensive health and safety protocols. I won't go through them again. I will provide you
with an update. Part of our COVID-19 response included going to reduced operations at Detour Lake and
Macassa and temporarily suspending operations at the Holt Complex. We also suspended all non-essential
activities across the company, which basically any capital project and/or any exploration project that was not
critical to the production in the current year. The reduced operations impacted our production and costs in Q1
and will do so again in the second quarter. And we don't know what's going to happen in third and fourth
quarter depending on how this progresses. But also led to the suspension of key projects, as I mentioned
earlier such as the Shaft, surface ramp at Macassa and ventilation project at Fosterville, we also stopped
most exploration work not required for this year's production. We have now resumed work on these projects
as well as others, and we'll be ramping up – in phases, we've started to recall workers at Detour Lake and
Macassa and we expect it to be a slow process that may extend over the year. Turning to slide 6, the
measures we have taken obviously have an impact on our results. On April 1, 2020, we withdrew our company
guidance for 2020. We will issue guidance for the year as we make progress towards moving Detour Lake
and Macassa towards more predictable levels of production. These mines clearly will not produce what was in
the original guidance. We will continue to assess how quickly they can ramp up, which will determine the
guidance we eventually provide. And you've got to understand it also impacts both capital costs, operating
costs and exploration costs that was in our original guidance. We have also withdrawn our three-year
production guidance while we assess the long-term impact of COVID-19 pandemic on our business and as
we work to incorporate Detour Lake into our long-term business plan. When we discuss COVID-19, we don't
talk about returning to normal because we are not sure what normal will be in the future. There are a lot of
moving parts. There is no question that there will be some impact on how our business is done. This is a key
reason why we have suspended our three-year guidance. The world is going to be a different place because
of COVID-19, particularly if there are additional waves of virus that occur. We are going take some time to
consider what work is likely to – going to look like in the future, what impact it will have on our operations. But
our priority is to look after our people and the communities and the sustainability of our business beyond this
period of time, this pandemic. Slide 7 looks at another key very important development for Kirkland Lake
Gold during Q1 2020, the acquisition of Detour Lake Gold . We have talked about the deal at length and so I
won't get into the terms and rationale behind the transaction. We see a lot of upside at Detour Lake and plan
to invest aggressively to achieve it. We actually have – I'm not disappointed at all in terms of what we see as a
potential here and the quality of the people that are at Detour and the ability for us to bring this project forward
to a whole new level. I'll highlight a few things about the quarter given that we owned Detour Lake for two
months and it was on reduced operations for a part of that time. You get a sense that had very, very good
operating performance, producing 92,000 ounces in two months ending March 31, cash costs of $696 and
all-in sustaining costs of $1,108 per ounce were in line with expected levels for the quarter – for the period.
During the quarter, we saw the tremendous leverage Detour Lake has on the gold price. I already mentioned
the $78 million of free cash flow it generated in two months and that was about 40% of our total free cash flow
for the quarter, excluding non-recurring items for the company. The last key development I'll mention for the
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for the quarter, excluding non-recurring items for the company. The last key development I'll mention for the
quarter involves our non-core assets. I'm on slide 8. On February 20, we designated our Holt Complex and
assets in the Northern Territory as non-core. The Holt Complex includes our Taylor, Holt, Holloway Mines and
the Holt Mill in Northern Kirkland Lake. In March, we placed the Holloway Mine in care and maintenance. We
also suspended all test mining and processing at the Cosmo mine and Union Reefs mill in the Northern
Territory of Australia and also ceased all exploration drilling here. The results we were getting from both
Holloway Mine and the NT did not justify continuing on with our operating activities, particularly when you
consider the potential we have at our three cornerstone assets: Macassa, Detour Lake and Fosterville. At the
beginning of May, we transitioned the remainder of the Holt Complex to temporary care and maintenance. The
move was done as part of our COVID-19 protocols and also reflected the fact that we're in the midst of a
strategic review of the operations. We decided that while we perform that review in light of the COVID-19
pandemic, it makes sense to continue to suspend the operations here. We originally indicated that the
temporary suspension will last until April 30. That has now been extended and we have not determined the
timeline for resumptions of operation at this time. Turning to slide 9, I mentioned the tremendous growth and
exploration potential of our three cornerstone assets. We plan to invest aggressively to realize all the upside
we see. Even with COVID-19, we had exploration expenditures of $36 million in Q1 2020. We did largely
suspend drilling late in the quarter, but are starting to redeploy drills now. We have already announced some
encouraging drill results, identifying a new large corridor of high-grade mineralization at Macassa along the
Main Break at depth. Eric Kallio will tell you more about these exploration results shortly. And when you go
through the exploration part of this presentation and if we give you a sense, I mean, exploration is one of the
most exciting parts of this company not just at Macassa, but also at Fosterville or a lot at Fosterville and as
Eric will show you over time, a lot at Detour Lake. Anyway, right now, I'd like to call on David Soares, our CFO,
to review our Q1 2020 financial results in more detail.

David Soares
Chief Financial Officer
Kirkland Lake Gold Ltd.
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Thank you, Tony, and good afternoon, everyone. I'll be starting on slide 10. As Tony mentioned, we had strong
earnings in Q1 2020. Net earnings totaled $202.9 million, or $0.79 per share. Adjusted net earnings were
$179.2 million, or $0.70 per share. The difference between adjusted net earnings and net earnings related
mainly to a $52.5 million after tax of foreign exchange gains due to the strengthening of the US dollar in the
quarter. This impact was partially offset by the exclusion from adjusted net earnings of $24.9 million after tax
related to transaction costs related to the Detour Gold acquisition. In terms of key drivers of adjusted net
earnings that largely came down to strong revenue growth, driven by both higher sales volumes and increased
gold prices in the quarter. The change in earnings per share from both Q1 2019 and last quarter, Q4 of –
sorry, Q1 of 2020 was impacted by higher average shares outstanding in Q1 2020. They totaled 257.4 million
this quarter versus about 210 million in both prior periods. The increase related to the 77 million shares we
issued for the Detour transaction on January 31 partially offset by the 9.7 million shares we repurchased in
Q1. Slide 11 looks at our revenue in more detail. Revenue in Q1 2020 totaled $554.7 million, 82% higher than
Q1 2019 and a 35% increase from the previous quarter. On a year-over-year basis, both higher gold sales
and an increase in gold price contributed to the strong revenue growth. Gold sales increased 48% to 344,000
ounces and had a $146 million favorable impact on revenue. The average gold price increased to $1,586 per
ounce from $1,307 per ounce a year earlier. The increase in price increased revenue by $96 million in the
quarter. Quarter-over-quarter, gold sales were 24% higher, which increased revenue by $98 million. The Q1
2020 gold price compared to $1,481 per ounce in Q4 2019. The increase in price had a $36 million favorable
impact on revenue this quarter. Detour Lake had a significant impact on revenue in Q1 2020, contributing
$179.4 million of the $554.7 million of total revenue. Gold sales at Detour Lake were just over 110,000
ounces. Excluding Detour Lake, revenue totaled $375.3 million compared to $304.9 million a year earlier and
$412.4 million in Q4 2019. You may recall that in Q4, we had record sales driven by Fosterville, which had a
grade of almost 50 grams per tonne for the quarter. Looking ahead at EBITDA, as shown on slide 12, Q1
2020 EBITDA was a record $391.5 million, a 94% increase from $201.6 million in Q1 2019 and 37% higher
than $285.6 million in the previous quarter. The increase from both prior periods was driven by net earnings
growth as well as the impact of higher depletion and depreciation costs and current income tax expense.
Turning to slide 13, it looks that our cash and cash flows. On the slide you will see that we have adjusted
opening cash flow to net out $60.5 million on non-recurring items. These are mainly related to the Detour Gold
acquisition and include transaction fees, change of control payments and other terminations related costs and
some restructuring expenses. We also have about $3 million of restructuring costs at the KL level and incurred
some severance expense at our non-core assets mainly in the Northern Territory. Excluding the non-recurring
costs, our cash from operations totaled $302 million. Looking at investing activities, we have a source of cash
of $60.7 million, which mainly reflected cash received from Detour Gold offset by capital expenditures. As
Tony indicated earlier, the cash we received from Detour was more than offset by uses of cash relating to the
transaction or the acquired company. Turning to finance activities, the large use of cash related to a few
things, the largest being the share repurchases in the quarter. Moving on to slide 14 where we look at the
change in cash in a slightly different way. You can see that the largest contributor to growth in cash was from
our operations which generated about $282 million. This is before interest, income tax paid and impact of
changes in working capital. The other large source of cash was $173.9 million of cash obtained from Detour
Gold. We have already discussed it in this slide and this slide gives the details around the offsetting uses of
cash relating to Detour. We used $98 million to repay Detour's debt, $30 million to close out its hedge
positions and also had $54 million of transaction and restructuring related costs paid in cash in the quarter.
The chart on slide 14 also highlights the significance of the $330 million used for shareholder repurchases
during the quarter on our cash balance. Other significant uses of cash in the quarter included about $110
million of capital expenditures, about $90 million of which were sustaining. We also had higher cash income
tax payments and we paid $12.5 million in dividend payments based on a Q4 2019 dividend of $0.06 per
share. As you've heard, we've doubled our dividend in Q1 to $0.125 per share, so going forward that cash
commitment for dividends will be higher. With that I'll turn the call over to Duncan King, Vice President of
Australian Operations.

Duncan King
Vice President-Australian Operations (Interim)

Turning to slide 15 – good afternoon, as Tony mentioned earlier, Fosterville had a strong quarter in Q1 2020.
We produced 160,000 ounces. Production increased 24% from Q1 2019 with the increase resulting from a
46% improvement at the average grade – in the average grade to 42.4 grams of a tonne. The higher average
grade resulted from increased mining in the Swan Zone compared to the prior year. Production in Q1
compared to record production in Q4 2019 of 192,000 ounces, when the mine achieved a record grade of
49.3 grams of a tonne. The grade in Q4 reflected sequencing in the Swan Zone, as well as some grade
outperformance during the quarter. Cash costs in Q1 2020 were $126 per ounce, 13% better than the $144
per ounce in Q1 2019. Q1 cash costs compared to a record $106 per ounce in Q4 2019, again largely
reflecting the average grade in the previous quarter. All-in sustaining costs averaged $313 an ounce in Q1
2020 versus $315 in Q1 2019 and $258 the previous quarter. It is worth noting that a new royalty introduced
by the Victorian Government effective January 1, 2020, accounted for $7.2 million or $47 an ounce of all-in
sustaining cost in Q1 2020. Excluding the new royalty, these costs were largely unchanged quarter over
quarter. Looking at our projects, while Fosterville has continued to operate through the COVID-19 crisis, we
did have some projects impacted when we suspended all non-essential work. Works on our new ventilation
system was interrupted as were a number of surface infrastructure projects. We continue to target
commissioning of the new ventilation system beginning in the second quarter and our project work is starting
to come back on line. I'll now turn the call over to Evan Pelletier, General Manager, Kirkland Lake Operations.
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Evan Pelletier
General Manager, Kirkland Lake Operations

Thanks, Duncan. I'm starting on slide 16. Macassa had a solid quarter in Q1 2020. We produced 51,000
ounces, which compared to record quarterly production of 73,000 ounces in Q1 2019 and 56,000 ounces in
the previous quarter. The quarter-over-quarter change is largely related to lower tonnages which was due in
large part of disruptions caused by COVID-19. Operating cash cost averaged $536 per ounce in Q1 2020
versus $332 in Q1 2019 and $471 per ounce in the previous quarter. The increase from both prior periods
largely reflected lower sales volumes as well higher levels in operating development and other mining costs in
Q1 2020. All-in sustaining cost per ounce averaged $850 versus $602 in Q1 2019 and $721 in the previous
quarter. The year-over-year change was mainly due to lower sale volumes. The change from Q4 2019 was
due to lower sale volumes as well as higher operating costs and increased sustaining capital expenditure.
Sustaining capital of $15.1 million was higher than $10.8 million in Q4 2019, which was the lowest quarterly
total we had last year. It was largely timing related in terms of schedule and capital development and
equipment procurement. Before I get to #4 shaft, I'll first address our plans around COVID-19. We are
resuming work on key projects and starting to ramp up production. We resumed shaft sinking at the end of
April and have also commenced work on the new surface ramp. Increasing productive activities will be a
gradual process. We are maintaining all of our key health and safety protocols, including limited people,
onsite and social distancing. This will continue to impact our operations for some time. Turning to slide 17, we
have made a great deal of progress at the #4 shaft project and now have made changes to the project scope
and schedule. First, during Q1 we sank the shaft to 760 feet to the 1,960 feet level at quarter end. And this is
fully equipped with steel and concrete. We also excavated and equipped the 1,540 level station. At the end of
March, we stop sinking as part of COVID-19 protocol to suspend non-essential work, that lasted about a
month and we started sinking again in late April. Based on the progress we have achieved, we have made
changes to the scope and schedule of the shaft project. We are now planning to complete the shaft in one
phase to a total depth of 6,400 feet with target completion for later 2022. The changes to the shaft scope
benefit in a number of ways. This allows us to increase skipping capacity sooner, improves ventilation and
working conditions, de-risk the mine and advances the timing for future exploration development of the shaft
and support to future drilling. By reducing the development period by over a year, we'll be able to use the shaft
sooner and have created a potential for cost savings and capital budget. At this time, however, our budget
remains at $321 million. I'll now turn the call over to David Londono, General Manager of Detour Lake.

David Londono
General Manager, Detour Lake Mine

Thank you, Evan. Good afternoon, everyone. I will be talking to slide 18. Detour Lake produced 91,000
ounces from January 31st till the end of the first quarter. We processed 3.7 million tonnes at an average of
0.84 grams per tonne. The average grade was down from the previous quarter mainly due to processing high
volumes of stockpile material, which is typically lower grade than mine production or direct savings .
Operating cash costs averaged $696 per ounce in Q1 2020, while all-in sustaining costs averaged $1,108
per ounce. Sustaining capital totaled $48.2 million. As we have mentioned previously, all of Detour Lake's
capital is reported in sustaining, so our ASIC cost is of $1,108 is really all-in sustaining costs – all-in costs. In
our conference call in April, I spoke at length about the health and safety protocols we put in place in response
to COVID-19, today I'll provide an update. We have commenced ramping up our mining production starting
with drill and blast and then moving on to load and haul and direct mining fleet to the crusher. For this ramp-up
we are requiring in masks and all buses coming from and to Kirkland performing temperature checks prior to
employees leaving Kirkland by bus and others arriving by truck to the gatehouse. Temperature checks are
also being performed at . Full body heat cameras were recently purchased and installed in strategic locations,
at the Kirkland bus terminal, bulk camps and at the gatehouse. So body temperature is now checked every
time a worker passes through these locations. If someone is not feeling well or shows any of the COVID-19
symptoms that are assess by the medic and then send off site for precautionary measures. We're continuing
also with physical distancing at camp and the buses. We doubled the number of busses, in light vehicles,
meeting rooms and at the dining rooms. We'd also have removed some chairs to keep social distance in the
mess and we have blocked some of the areas with some signage et cetera. With that, I'll turn the call over to
Eric Kallio, Senior Vice President of Exploration.

Eric A. Kallio
Senior Vice President-Exploration
Kirkland Lake Gold Ltd.
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Thanks, David, and good afternoon, everyone. I'll be starting with slide 19, which is a plan for the Macassa
Mine, which is the main focus for Q1 exploration and where we recently announced more exciting news from
drilling. As indicated on the plan, drilling was focused in the east part of the mine and on testing the SMC, but
also included new work on the Main Break. For the SMC, we had 18 new goals. We continue to obtain very
positive results with a number of new high grade intercepts and another 75 meters of strike length added to
the structure. With this now we bring the total length of structure of the SMC to over 2 kilometers and still open
for more expansion. And then, in terms of the Main Break, we had one more new hole and 15 others that were
not previously reported, but we now interpret as part of new high grade corridor. As indicated in the release,
the corridor extends between our new #4 shaft in Kirkland Minerals and currently measures 700 meters long
by 300 meters high. Of important for future development, the corridor is located very close to a new drift
planned on 57 level. And in terms of the new hole, it intersects the east part of the corridor, 300 meters below
the deepest level at Kirkland Minerals and 50 meters east of the closest previous hole in this area. It also has
one of the highest grades to-date from this zone and little to no drilling to the east. So again open for
extension. Turning now to slide 20, we can see a cross-section through the east part of the area drilled and
further illustrating the new results. As indicated, the SMC is located on the left-hand side and just below the
drill platform on 5,300 and has a number of good holes to both confirm and extend the zone. And the Main
Break is on the right-hand side and hosts the continuous string of values extending downward from the historic
workings at Kirkland Minerals. Additional to this, the section also provides another view of the new high grade
intercept in hole number 4052, which is located near the 6,800 level or 300 meters below the deepest level at
Kirkland Minerals. And now turning on to slide 21, we see here a long section for the Main Break and the high
grade corridor, which, as indicated, contains a number of very good intercepts altogether. And all of them
located between the new #4 shaft and Kirkland Minerals. Although the number of holes drilled is still quite low
at this point, we are very encouraged by the overall continuity and number of high grades that we see in this
area to-date. We're also very encouraged by the fact our new high grade intercept is at the east limit of the
drilling with little to no testing beyond this. And from what we know, the structure in this area is still likely open
for testing all the way to , which is at least another kilometer to the east. While considering all the above, I think
it's fair to say we continue to feel strongly about the potential of the mine and looking forward to doing more
exploration here very soon. And with that, I'll now pass the call back to Tony.

Anthony P. Makuch
President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Okay, thanks, Eric. Pretty exciting in terms of some of the developments there at Macassa. Anyway maybe
and just the final slide 22, just to give you some highlights here or summary highlights. I guess you can – you
had a sense for despite a challenging environment in Q1 2020 Kirkland Lake continued to turn in a strong
quarter. We had solid earnings, generated substantial free cash flow in the quarter. We maintained our
industry leading financial strength and we also returned capital to, shareholders, probably a highest level of
capital returned to shareholders in a quarter in our industry and through – and we did this through extensive
share buybacks and by doubling our quarterly dividend. We had a very strong first two months from Detour
Lake and we're very pleased with the progress we see in terms of the true productivity and really in terms of
the upside of this operation. We also took steps during the quarter to streamline our portfolio to focus more
fully on our three cornerstone assets despite turning – making both the Northern Territory in Australia and KL
North assets as non-core at this point in time. We continue to invest aggressively in exploration and believe
with – that with Macassa, Detour Lake and Fosterville. We have three of the most exciting exploration projects
in the industry. And you also – I had somebody at one time talking to and say really and truly Kirkland Lake
Gold is an exploration company. This happens to mine and generate free cash flow. Finally, you know what, so
we are cautiously optimistic that conditions are improving in terms of COVID-19 and starting to resume work
in key areas. This will be a gradual process, extending throughout the year. We also recognized that some
changes may become a new normal in everything we do, the health and well-being of our workers, their
families and our communities will remain our top priority. Thanks everyone for listening on this call. Thank you
for staying home, staying safe and looking after your families and fundamentally if we all look after our
ourselves and our families, we're all looking after each other too. So thank you for what you have done.
Anyway, we'll be happy to take your questions at this time.

QUESTION AND ANSWER SECTION
Operator
Your first question comes from the line of Fahad Tariq of Credit Suisse. Please go ahead. Your line is open.

Fahad Tariq
Analyst
Credit Suisse (Canada)
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Q

Hi. Thanks for taking my questions. On the three-year production guidance that was withdrawn, can you give
us some more color on the long-term impact that you're seeing from COVID-19, is it on productivity, supply
chain? Just trying to get a sense of what is causing you to I guess revisit the longer term guidance as a result
of COVID.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Well, I think – I mean there's a lot of moving parts. We don't know where things are going to happen. We don't
know what – as government is going to lift restrictions, we don't know what's coming on and we decided it's
prudent to sit there and say you know what, there's no use trying to commit to things and years in 2021 and
2022, we still don't know where this is and where it's going on. We definitely see that there will be differences
in our operating practices and use of PPE and work schedules et cetera. Some of it is we see as being –
maybe becoming some of the new norm in terms of how people will work. So we've got to consider that and
really get an understanding of where things are going to over the next few years, so that's all. It's just give
yourself some time to really understand and reposition the operations. We've also – as Evan mentioned, with
the #4 shaft, I mean it also gives you a time. We relooked at things we're doing and we say you know like an
example with #4 shaft where instead of saying it's going to be done at the end of 2023 we can do in 2022, so
we had some time to rethink things, so it gives us some time to rethink all of our business model et cetera and
incorporate what's going on with the Detour, what we really want to do with KL North at this point in time. So
that's what we decided to do, post coming up with a variety of changes over the next three months or six
months that we didn't quite – we might not be able to predict.

Fahad Tariq

Q

Analyst
Credit Suisse (Canada)

Okay. And just as a follow-up on the Macassa shaft #4, now that the depth has been revised, what's that
mean? I know you probably can't get specifics, but what does that mean just in terms of the production relative
to what it was previously expected to be like? How does that change in the depth or the scope of work impact
production and the fact that it's coming back a year?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

It doesn't necessarily – well, I mean, it doesn't necessarily change much on the production. It brings a little bit
more production in potentially 2022 than we have in our plan. I think it really – it does help us in terms of
focusing on costs and productivity improvements and operational improvements and work conditions that
previously may be not be there. So, at this point in time, we're not necessarily saying it's going to help us with
an increased production but we see there definitely it's going to de-risk production, it's going to de-risk the
operation, it's going to provide a better, safer workplace quicker and we're going to do it at less capital costs,
so we're not really what it is, but there will definitely be no cost overrun on that shaft.

Fahad Tariq

Q

Analyst
Credit Suisse (Canada)

That's it for me. Thanks.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Is that a good answer to your question?

Fahad Tariq

Q

Analyst
Credit Suisse (Canada)

That's very helpful. Thank you.

Anthony P. Makuch
President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.
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A

Yeah. Thanks.

Operator
Your next question comes from the line of Cosmos Chiu of CIBC. Please go ahead. Your line is open.

Cosmos Chiu

Q

Analyst
CIBC World Markets, Inc.

Hi. Thanks Tony and team for the conference call here. You know it's great to see that you've talked about
ramping up Macassa and Detour, starting in early May. If I remember back in the April, during the conference
call, you had talked about Detour, the ramp-up could take a month or month and a half, I think David
mentioned that. And Evan had mentioned that Macassa could be three to four weeks. But in today's
conversation, it seems like it could take longer. Tony, in your opening remarks, you talked about could be a
year. Has that changed or could you help me sort of reconcile?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

No, I don't – nothing has really changed. I guess we're just trying to – the only thing that's changed from say a
month ago versus now is the – when you're reading about what's happening and getting a sense on where
government lifting is going as well as understanding the practices and how they're being adopted in the
workplace and what might be the new norm, we're starting to be realistic in saying, hey you know what, some
of the stuff may take a little bit longer and/or have a longer term impact. I would sit there and say, I'm not sure
that I'm going to be going to a hockey game and sit in a crowd of 20,000 people at Scotiabank center and
see the drama play, no offense, but, am I going to do that in September? So there's a lot of things that are
starting to happen and we're just trying to gauge that. We know it's just us taking a little longer term view and
looking at risk et cetera what potentially might happen.

Cosmos Chiu

Q

Analyst
CIBC World Markets, Inc.

Yeah. I guess, again as a follow-up on the last conference call, you had mentioned Detour was running at
about 75% – or 35% of your normal sort of workforce. Macassa was running about 65%. Where are you at
right now and I guess where are you at right now?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

I'll let David Londono, he can speak for Detour and I'll let Evan Pelletier speak for Macassa. How is that?
David, do you want to go first?

David Londono

A

General Manager, Detour Lake Mine

Yeah. I'm going to go first. So, at Detour, the mine at this moment with about 50% of the mine and 75% of the
mill. By say the 18 of May more or less, we're going to be 85% of the mine and then we're going to be full
production of the mills. And again, as Tony mentioned, the plan is to maintain social distance at both the mess
holes and so going to 100% is going to be more difficult at this time. So I would see how these thing
progresses, but the idea is to at least go 85% of the mine.

Operator
Your next question...

Evan Pelletier

A

General Manager, Kirkland Lake Operations

Yeah. For Macassa, Cosmos, basically sitting at about 80%, 85% now, so we're up from 65%, but we're still
seeing some absenteeism due to COVID.
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Cosmos Chiu

Q

Analyst
CIBC World Markets, Inc.

Sure. And then...

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Part of it, Cosmos, is come back to work, right. So...

Cosmos Chiu

Q

Analyst
CIBC World Markets, Inc.

Sure. And then just a follow-up if I may. The – again on the three-year guidance to be honest, I was a bit
surprised that it was withdrawn, but I think Tony, you explained it well in terms of sort of what's happening. But if
I were to look at your three-year guidance that was put out at the end of 2019, it was focused on Fosterville
and Macassa, but also today you also mentioned, Detour and how that fits into the longer term mine plan. I'm
just wondering the impact here from COVID-19 and the decision to withdraw the three-year guidance, was it
based on – more on what's happening at Fosterville and Macassa or is it overall?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

I think it's it's overall, Cosmos, and I mean part of that when we gave our production guidance, part of it is also
tied into where we see capital programs going, where we see exploration programs going, et cetera. And
there's a lot of inputs that come into it. We just – we basically decided that we need to spend a little bit of time
reviewing things that really understand what's going to happen. We don't know what's going to happen in
September or October of this year and we don't know how things are going to progress and we're just trying to
provide some guidance in that sense. I mean, we said what we were doing this year. We indicated – you can
see what we did in Q1 compared to plan. We'll continue to report on a quarter-by-quarter basis in terms of
how we did compare to plan for the year. We just don't know if something is going to come out and that's why
we're just trying to not sit there and say, well, we're going to do this and then three months later I have to say
we're going to do this. We think once we get everything to more predictable levels as well as get some of this
stuff behind us, as well as understand the impact of a lot of new protocols and processes we're running and
the potential impact on any potential capital programs we might want to implement our exploration programs,
we decide what to do. We just give ourselves a few months to take that on.

Operator
Your next question comes from the line of Ovais Habib of Scotiabank. Please go ahead. Your line is open.

Ovais Habib

Q

Analyst
Scotia Capital Markets

Hi everyone. Just a couple of questions from me. Tony, just starting off with – again just follow up on Cosmos'
question on the guidance wise, is there anything specific you are looking for before you get comfortable in
providing 2020 guidance? I mean, you were talking about Macassa and kind of Detour moving closer to that,
anywhere from 60% to 85% mark, I mean is there something more of a sustainability side that you're waiting
for before you can move forward with, just at least a specific 2020 guidance?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

I think we're recalling people, we're moving back up people but so are our suppliers and so are the
communities. So it's all sort of fitting into – to try to get some sense on how things are progressing over the
next few months and ensuring that nothing changes in terms of government protocols that come on us . We
don't want to work without a plan. We don't want to work haphazardly. So we've got a plan or we've got ideas
of what we're doing and as soon as we feel pretty comfortable, as we said earlier, as soon as we're at
predictable levels, say for 2020, we'll be able to say it. And if nothing changes from what we see progressing
over the next well, we could definitely feel by the end of Q2, we'll be able to say what 2020 is going to look like.
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Ovais Habib

Q

Analyst
Scotia Capital Markets

All right.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

That mean, part of our 2020 guidance isn't just production, it's also costs, et cetera, .

Ovais Habib

Q

Analyst
Scotia Capital Markets

Sure . And just I mean in terms of Fosterville then, I mean in terms of operations continued and continued
through Q1 and continued unaffected, maybe you pulled back a little bit on development and exploration, but
do you feel that's impacting maybe the two or three year guidance that you've provided previously?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Fosterville performed extremely well in Q1 and predictions for Q2 would mean if things continue to go like that
could be very well. I mean, we are assessing Fosterville in terms of what's going on, just like we're doing with
the other mines. We're trying to take a position on what we see and what is the work they're doing and what
do we see as long-term sustainable future there than what we have and definitely, exploration success is a key
driver to what's going to happen at Fosterville, right.

Ovais Habib

Q

Analyst
Scotia Capital Markets

Got it. And just one quick question, just in terms of percentage coming from Swan in Q1, could you just remind
us what that was and is that percentage expected to change over the next couple of quarters or ?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Duncan – look, I don't have those numbers, sorry. I had those numbers, I don't remember what they are.
Duncan, do you have that in terms of percentage from Swan and then in terms of going forward for the year,
anyway it's pretty much consistent, but – if Duncan has the answer for that, you can have it; if not, I can get you
offline, in terms of what the percentage was from Swan. Probably 75% from Swan.

Duncan King

A

Vice President-Australian Operations (Interim)

I think it was 80% from Swan.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Yeah.

Duncan King

A

Vice President-Australian Operations (Interim)

And it's expected to be consistent through remainder of the year.

Ovais Habib
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Q

Analyst
Scotia Capital Markets

Got it. So that's it for me. Thank you so much, guys.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Okay.

Duncan King

A

Vice President-Australian Operations (Interim)

Yeah.

Operator
Your next question comes from the line of Josh Wolfson of RBC Capital Markets. Please go ahead. Your line
is open.

Josh Wolfson

Q

Analyst
RBC Dominion Securities, Inc.

Thank you very much. First question relates to Macassa. I assume there would have been a pretty reasonable
sort of study that was done on the Shaft expansion with the long-term cost projections are for the mine beyond
just what the production volumes are which have been guided. Can you provide some additional detail on
what you expect the steady state sustaining capital and unit cost expectations to be once the project is
ramped up and based on the ore study and what the opportunity could be from what the discussion was
earlier this call about potential improvements?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

In terms of the – for this call, I don't know if we have those answers available, but we're happy to share them
with you and give you some sort of guidelines. I mean, I don't think that it's much anything different than what
we've been sort of achieving or what we had guided to previously. The ore issue with the Shaft and part of the
changes in the Shaft by the way is we originally started the Shaft development using a contractor and being a
contracted item and back in September of last year, we took over from the contractor ourselves, started
developing ourselves and with that, we started to rethink the scope of the project and the timing of the project
and the cost of the project and that's pretty much what's happening there, how it affects the mine plan and that
– those are moving parts over time and part of it is, is getting that Shaft a lot earlier is really going to help in
terms de-risking that operation and improve working conditions in the mine.

Josh Wolfson

Q

Analyst
RBC Dominion Securities, Inc.

Okay.

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

But in terms of those numbers, I can get Natasha to speak to you after. There's a lot more numbers than we
have sitting. We appreciate we're all in different home offices and scattered across the Province of Ontario,
right.

Josh Wolfson
Analyst
RBC Dominion Securities, Inc.
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Q

Right. I appreciate that. And then second question back to the comments here on the guidance. It sounds like
over the next quarter, there'll be some more information in terms of what the 2020 expectations will be, but
reasonably with a three-year guide, there is reasonable amount of more work required for the Detour plan as
well as what the Fosterville and Macassa sort of outlook is going to be. When do you think we'll have enough
information to actually formally provide that clear guide? Is it going to be relatively not until early 2021 or will
we have some kind of midyear update where the clarity can be better understood?

Anthony P. Makuch

A

President, Chief Executive Officer & Director
Kirkland Lake Gold Ltd.

Thank you. With the Detour project – Detour – trying to get a handle on the plan at Detour, we were looking at
trying to have something out by Q2 into Q3 of this year. Part of that was really trying to, to really do that right,
we want to be able incorporate some new drilling results and reinterpretation of geology and the resource
there and a few other things from a permitting perspective that we've applied for, some of it recognized has
been delayed now. I would say a lot of parts of that work has been delayed because of COVID-19, but I would
say that we're really working towards probably by Q4 of this year to really have that something solid out there,
but if we get it sooner, we will get it out sooner.

Operator
There are no further questions at this time. I turn the call back to Mark Utting.

Mark E. F. Utting
Vice President-Investor Relations
Kirkland Lake Gold Ltd.

Thank you, operator, and thanks, everyone, for participating in our call today. As you heard, despite the
COVID-19 pandemic and the responses we've had, we had a solid quarter in Q1 with very solid operating
results, earnings and very solid cash flow. We have some exciting things going on with our projects. We're
advancing the #4 Shaft at Macassa very well and we're realizing some of the exploration upside. We've talked
about some very encouraging results at Macassa this quarter. We'll continue to update the market as
developments occur and as we continue to progress our operations and ramp up and we look forward to our
next conference call when we can talk again about our ongoing solid results. Thanks very much.

Operator
Ladies and gentlemen, this concludes today's conference call. Thank you for participating. You may now
disconnect.
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Welcome to the Community Healthcare Trust 2020 First Quarter Earnings Release Conference Call. On the
call today, the company will discuss its 2020 first quarter financial results. It will also discuss progress made in
various aspects of its business. Following the remarks, phone lines will be open for a question-and-answer
session. The company's earnings release was distributed last evening and has also been posted on its
website www.chct.reit. The company wants to emphasize that some of the information that may be discussed
on this call will be based on information as of today, May 6, 2020 and may contain forward-looking statements
that involve risk and uncertainty. Actual results may differ materially from those set forth in such statements.
For a discussion of these risks and uncertainties, you should review the company's disclosures regarding
forward-looking statements in its earnings release, as well as its risk factors and MD&A in its SEC filings. The
company undertakes no obligation to update forward-looking statements whether as a result of new
information, future developments or otherwise except as may be required by law. During this call, the company
will discuss GAAP and non-GAAP financial measures. A reconciliation between the two is available in its
earnings release, which is posted on its website. Call participants are advised that this conference call is
being recorded for playback purposes. An archive of the call will be made available on the company's Investor
Relations website for approximately 30 days and is property of the company. This call may not be recorded or
otherwise reproduced, or distributed without the company's prior written permission. I will like to turn the call
over to Timothy Wallace, Chairman, Chief Executive Officer and President of Community Healthcare Trust
Incorporated. Please go ahead.

Timothy G. Wallace
Chairman, President & Chief Executive Officer
Sharecare, Inc.
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Thank you, Ian. Good morning, everyone, and thank you for joining us today for our 2020 first quarter
conference call. On the call with me today is Dave Dupuy, our Chief Financial Officer; Page Barnes, our Chief
Operating Officer; and Leigh Ann Stach, our Chief Accounting Officer. As is our normal practice, our earnings
announcement and supplemental data report were released last night and filed with an 8-K and our Quarterly
Report on Form 10-Q was also filed last night. Once again, as usual, we were busy during the first quarter and
most of it was business as usual. However, I guess I should start with the topic of the quarter, COVID-19. As
you all know, many health care providers have been impacted by the COVID-19 pandemic. Some of them are
not seeing patients, others have seen a reduced number of elective procedures and/or patient visits, while
others have experienced limited impact, or have even seen improved cash flows, either increases in or from
government funding. As of April 30, the company has entered into deferral agreements with approximately
seven tenants representing approximately 0.25% of annualized rent. In addition, the company is currently
negotiating deferral agreements with approximately 30 tenants, representing 2.34% of our annualized rent.
Notably, three of these tenants after requesting a deferral, have called back and said it was not necessary
because they had received their PPP funding. Based upon need and request, the company has been
generally providing these tenants with two to three months of base rate deferral, the tenants do continue to pay
operating expenses. Pursuant to these agreements, the tenants are generally required to repay the deferred
amounts with funds received from business interruption insurance or the payroll protection program, with any
remaining balance paid in equal monthly installments during the third and fourth quarters of 2020. As I
understand it, other REITs have been disclosing a percentage of April rents collected. We have not historically
measured that metric, but what I will tell you is that our receivables are in better shape than almost any other
time in the company's history. At this point, I would like to call out the great job that our asset management
group has done related to COVID-19. In the week after the CARES Act was passed, they were busy sending
out e-mails to all of our tenants, providing directions and instructions on how to access the different programs.
Then, when we heard that some tenants were having problems utilizing their banks to access the PPP
program, we pulled some of our banking relationships into the process and were able to cumulatively get
them close to $5 million of funding. If you are able to do that for people, they tend to pay their rent. Now, on to
more normal items. As you know, we have an active ATM program in place. During the first quarter, the
company issued 610,786 shares of stock to its ATM program. We did that at an average gross sales price of
almost $45 per share. We received net proceeds of approximately $26.9 million at an approximate 3.79%
current equity yield. During the first quarter, we acquired six properties with a total of approximately 122
square feet, for a purchase price of approximately $37 million. These properties were approximately 98.2%
leased, with leases running through 2035, an anticipated annual returns of 9.1% to 11%. So far in the first
quarter, we have acquired one property with a total of approximately 10,000 square feet for a purchase price
of approximately $3.9 million with a commitment to provide $1.5 million of tenant improvements. That roughly
is 100% leased with the lease running through 2035 and an anticipated annual return of approximately 9.5%.
The company has four properties and a definitive purchase agreements, for an aggregate expected purchase
price of approximately $9.9 million and expected aggregate returns from approximately 9.05% to 9.24%. The
company is currently performing due diligence and expects to close these properties in the second quarter.
We also have three additional properties and a definitive purchase and sell agreements, to be acquired after
completion and occupancy from aggregate expected investment of $68 million. The expected return on these
investments should range from approximately 9.5% to 11%. We expect to close on these properties through
the middle of 2021. We continue to have many properties under review and have signed term sheets on
several properties with anticipated returns of 9% to 10%. We anticipate having enough availability on our
revolver to fund our acquisitions and we expect to continue to opportunistically utilize the ATM to strategically
access the equity market. Occupancy was down slightly during the first quarter, leasing activity was somewhat
muted during the first quarter due to the challenges caused by COVID-19. Through a combination of new and
extended leases and our acquisitions, we have been able to increase our weighted average remaining lease
term to approximately 7.9 years. On another front, as we announced the other day, we declared our dividend
for the first quarter and raised it to $0.42 per common share. This equates an annualized dividend of $1.68
per share and I continue to be proud to say, we have raised our dividend every quarter since our IPO. As it
relates to Highland Hospital, the filing of the prepackaged bankruptcy occurred on March 29, anticipated sale
to the new operator is expected to occur at the end of the second quarter or first of the third quarter, as
previously disclosed. The company is providing financing to facilitate the process. Obviously, there are
various contingencies that might still occur that should the outcome would be different than what we think now,
though we believe we have addressed the situation as best we can. I believe that takes care of areas I wanted
to cover, so I will hand things off to Dave to cover the numbers.

David H. Dupuy
Chief Financial Officer & Executive Vice President
Sharecare, Inc.
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Great. Thanks, Tim. I'm pleased to review CHCT's financial performance for the first quarter. We continue to
experience positive growth in our business, with revenue growing from $16.8 million in the fourth quarter 2019
to $17.9 million in the first quarter, representing 6.6% sequential growth. Revenue for the same period in 2019
was $13.4 million, representing 33.4% growth over last year. Many of our acquisitions closed late in the
quarter, so we did not see the full impact in our first quarter results. However, giving pro forma effect to these
acquisitions as though they closed on day one of the quarter, total revenue would have increased by over
$838,000, resulting in total revenue of approximately $18.8 million for the first quarter. From an expense
perspective, property operating expenses increased quarter-over-quarter from $2.84 million to $3.343 million,
or 17.7%. This was driven by, one, new property acquisitions; two, property taxes; three, seasonal increases
including snow removal at a handful of properties, and also normal fluctuations in property expenses
experienced quarter-to-quarter. G&A increased slightly by $66,000 and that was driven primarily by an
increase in compensation and professional fees. As it relates to G&A, we occasionally get questions about
the mix between cash and non-cash G&A expense. Therefore, we've included a new section at the bottom of
page 7 in the supplemental materials, which breaks out cash and non-cash G&A, this quarter and in previous
quarters. Feel free to reach out to me should you have any questions. Interest expense declined $264,000
from $2.513 million in the fourth quarter to $2.249 million in the first quarter. This decrease related to the net
proceeds raised through our ATM program, as well as the backend loaded nature of our acquisitions in the
quarter. Our net income increased from $2.213 million in the fourth quarter to $4.100 million in the first quarter.
However, when you adjust for the one-time non-cash income tax expense of $1.421 million in the fourth
quarter, net income would have been $3.634 million, resulting in an adjusted sequential increase of
approximately 12.8%. Finally, I'm pleased to report that funds from operations for the first quarter of 2020
grew to $10.2 million, or $0.48 per diluted share, from $9.5 million, or $0.47 per diluted share, in the fourth
quarter, or 7.7% sequentially. Adjusted funds from operations, AFFO, which adjust for straight line rent and
stock based compensation totaled $10.4 million, or $0.49 per diluted share, compared with fourth quarter
2019 of $9.9 million, or $0.49 per diluted share. And importantly, from a pro-forma perspective, if all of the first
quarter acquisitions occurred on the first day of the first quarter, AFFO would have increased by
approximately $470,000 to a pro forma a total of $10.8 million, which would increase AFFO to $0.51 per
share. That's all I have from a numbers perspective. Ian, I think we are ready to start the question-and-answer
session.

QUESTION AND ANSWER SECTION
Operator
All right. At this time, we'll begin the question-and-answer session. [Operator Instruction] And our first question
comes from Nate Crossett of Berenberg. Nate, please proceed.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Hey. Good morning, guys. I hope you're doing well.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Good morning, Nate.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Good morning. Appreciate the color on the COVID impact. Just wanted to get a sense of the 30 tenants or the
2.3% of the that are negotiating deferral. Are you guys expecting these negotiations to kind of cap out at this
level or could that number go up in May?

Timothy G. Wallace
Chairman, President & Chief Executive Officer
Sharecare, Inc.
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A

It's hard to say. I mean, I've told everybody we don't know what would – what to learn from this year. But
basically, in our discussions with our tenants, the latest that they're looking at opening back up is June and
several of them are looking at opening up in May. So, I would hope that this is the peak of that. And as I
mentioned in my script, to begin with, we've had some that I've already called and said they don't need it
because they got their PPP funding. So, our hope is this is the peak of it, but we'll have to wait and see what
May brings. And then the one thing I will say and I find this kind of universal in talking with people, the rest of
the country is having a totally different experience on this than what New York City, New Jersey, Connecticut,
Boston area is, and it's not merely the issue that it is. The biggest issue we have are the stay-at-home and
shutdown orders being lifted, so that people can get back to work.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Okay. That's helpful. Maybe just on the acquisition pipeline, outside of what you've already announced, what is
the deal flow look like? I think you mentioned that you've signed a few term sheets, what's kind of the dollar
value on those? And then, could you give us an update on the timings of the three properties that are going to
close through 2021?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I kind of hate to, I mean I think, one will close in the fourth quarter of this year. There might be two that closes in
the fourth quarter, but probably one in the fourth quarter this year, one in the first quarter, one in the second
quarter, if I had to guess. Some of that has been slowed down because the different stay-at-home orders in
some states, construction is an essential activity, so it's been able to continue. In other states, it's not an
essential activity, so they have had to cut it off in the last four weeks or six weeks or something. As it relates to
the deal flow, I mean, I'm trying to think, I mean this week we've sent out term sheet on probably four properties
that totaled $14 million to $16 million. So, I mean, we're still seeing good deal flow and don't think that COVID19 is going to really slow that down.

Nate Crossett

Q

Analyst
Berenberg Capital Markets LLC

Okay, thanks. I'll get back in the queue.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thanks, Nate.

Operator
And our next question comes from Alexander Goldfarb with Piper Sandler. Alexander, please proceed.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Thank you. Good morning. Good morning, guys.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Good morning, Alex.

Alexander Goldfarb
Analyst
Piper Jaffray, Inc.
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Q

Hey. How are you? So, just two questions. First, Tim, the percent of tenants who are in deferral discussions is
incredibly low compared to what we've heard from others, ranging from office – I won't even mention retail, but
office, industrial, et cetera. So, you didn't provide a percent of rents collected, so I don't know if you're going to
– if you're waiting for the Q&A to disclose that, but can you just talk a bit more about why it's less than 3% of
your tenants are in deferral discussions? Do you anticipate more or if it's just that literally rent is such a small
part of these tenants and for the most part, their businesses weren't sufficiently affected for them to even
consider asking for deferral? Just want a little bit more color.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I tried to answer some of that previously, but I will say this. I think, this is one place where, again our
diversification strategy comes into play, because if you look at the bigger parts of our portfolio from a singular
standpoint, we've got a good chunk of behavioral health. And if anything, COVID-19 has increased the
demand for behavioral health concerns. We've got a big chunk of inpatient rehab that has done well through
this process. We've got dialysis centers and cancer centers that if you need renal dialysis, it doesn't matter if
there's a COVID pandemic going on or not, you get renal dialysis three days a week or you die. So, I mean, if
you look at how we've structured the portfolio overall, it's – again, that diversification is coming through. And
then, if you layer on top of that the effective work that our asset management group did in working with our
tenants, getting them focused on getting PPP and other parts of the CARES Act programs and getting those
done, then a substantial amount of that is going to paying us. And then, where we're seeing the biggest
impact is really in small uses – small space usage, such as dermatologists, ophthalmologists, dentists, those
types of things and they represent a very small part of the overall portfolio. So, when you look at what we've
got and how we got it diversified, again, I think the biggest thing is the diversification and the next thing is our
active participation with our tenants in promoting and accessing the government programs.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Okay, and then you spoke...

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Plus let me say this too. The geographic diversification has a big benefit too, because if you look at where this
disease has had its biggest impact, it's been in densely populated areas and we're generally in suburban,
non-urban core areas. So again that part of the diversification strategy has worked to our benefit in this also.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Okay. And then as far as your tenants and you spoke to the prior question about reopening in June and
hopefully everything goes well, but your tenant too are sort of elective procedures or, and they've then shut
down, do you expect all of those to reopen or is this like, or do we think of it like retail where there's some
mom and pop too, they shut down, they won't be able to reopen. Like basically, do you expect your entire
portfolio to reopen or do you have some tenants where you're like, you don't think that they'll survive if they're
closed for a few more months?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Well, I'll address two parts of that. Number one, we do not currently have the anticipation that any of our
tenants are going to go totally out of business. And so, I'll address that. The second thing is, is again, you
need to understand places are opening back up again. I mean, today, I've got a dentist appointment at 11:00
and I get a haircut at noon. So, things outside of New York City and metropolitan area, are already opening
back up.

Alexander Goldfarb
Analyst
Piper Jaffray, Inc.

Hopefully – Tim, hopefully, those are two different appointments.
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Q

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

They are. One's at 11:00 and one's at 12:00, one is one side of the...

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

...one's on the other, so.

Alexander Goldfarb

Q

Analyst
Piper Jaffray, Inc.

Okay. Okay. Listen, thank you.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thanks, Alex.

Operator
Our next question comes from Brian Maher of B. Riley FBR. Brian, please proceed.

Bryan Maher

Q

Analyst
B. Riley & Co. LLC

Yes. Good morning. And pretty excellent quarter, I must say. When we think about your expectations for
acquisitions over the balance of the year, putting aside a number for the moment, is there anything that you're
seeing out there in product type, or maybe in the way of potentially distressed sellers that's starting to come
up on your radar screen?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

No. I mean, we're not really looking for distressed sellers and we don't really think that's going to be a
significant issue. I mean, what we think is going to happen, I mean, that we'll come out of this ism I think there'll
be some different views on life, let's just call it, the doctors and PE firms and others take on this, because we
had our board meeting on Monday and it was a topic of discussion, because several of our board members
are on different boards, is that PE firms have always looked at the doctors owning their real estate as being a
good thing, because it tied them into it. But then when you have to discuss whether or not you can pay the
doctors their rent, if you're the PE firm running a consolidator, it gets to be a tough discussion. And if you're on
the doctor's side of it, looking at it and saying, well, can I get paid my rent? Am I smart to have this – all of my
assets in one basket, so to speak? Or should I should liquify this part of my overall assets and put it
somewhere else? We think that over time those are going to be discussions that come into play that play into
our hand as to what we do and how we do it. But I don't think it's something that's going to happen overnight.
And quite frankly, if somebody comes to us and it's a distressed property, we're probably not going to be
interested in it anyway.

Bryan Maher

Q

Analyst
B. Riley & Co. LLC

Right. I meant more from the standpoint of the owner of the property has become distressed for some reason
and is looking to sell a property to raise capital, maybe for other REITs.

Timothy G. Wallace
Chairman, President & Chief Executive Officer
Sharecare, Inc.
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A

Again, I was addressing kind of some – most of what we buy, we end up buying from doctors. And so, I mean,
we haven't seen that and I don't necessarily think that we will in that context. I think, we'll see it more in the
context of the doctors looking at it and saying, okay, how concentrated should my assets be and should I not
diversify them better than what I got them diversified right now.

Bryan Maher

Q

Analyst
B. Riley & Co. LLC

Got it. And kind of moving on a little bit and I know that it's probably still really early innings, but has there been
any shift in cap rates with what's been happening with interest rate over the past month or two? And with the
expectation of – a lot of people just are staying away from real estate of any kind right now, which might push
cap rate higher to your benefit. Are you seeing anything in that regard?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I think it's still probably a little bit early for that to come out. We're not anticipating significant moves. I told
people we might anticipate being able to push cap rates up, 25 bps or 50 bps on something, but I don't think
it's going to be an overwhelming move for the types of properties that we have and in the way that we
approach it.

Bryan Maher

Q

Analyst
B. Riley & Co. LLC

And then lastly for me, I think, you had maybe 40 or so leases expire in 2020. Has the COVID-19 pandemic
changed your view at all on your ability to re-lease those properties or what you might want to charge for those
properties? Has it changed your view in any way as it relate to how you look at the balance for this year?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Not really as it relates to the re-leasing. Most of the spaces, if the doctors are in the space, they are releasing, because the fact of the matter is, through this process, leasing has been very low on their
prioritization list. So, we've had – we've had a lot of trouble getting people to look at vacant space, but we
haven't had any trouble getting people to re-lease space they're currently in, because basically they're not out
looking for new space at this point in time. So if a lease is coming up, they've got to do something with it. So
we've seen most of those rolling, though we haven't been able to do much on the space that's already vacant.

Bryan Maher

Q

Analyst
B. Riley & Co. LLC

Great. That's all for me. Thank you.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thanks, Bryan.

Operator
And our next question comes from Barry Oxford of D.A. Davidson. Barry, please proceed.

Barry Oxford

Q

Analyst
D. A. Davidson & Co.

Great. Thanks, guys. Quick question, when it comes to the Highland bankruptcy and the financing that you
guys are providing, can you talk a little bit about the terms?
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Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

It was very short term I think it expires July 31, we get a 10% return early – 10% return. We don't expect it to
stay out very long, because there's still process, it's been in a pre-packed type of basis. And we can't – and
it's cash flowing very well right now. We're actually part of the dip financing as we sweep their receipts account
and we're actually getting net positive positions, fairly decent net positive position on that account right now.
So, we don't anticipate there ever being much out on it and we don't anticipate it really affecting the financials
that much.

Barry Oxford

Q

Analyst
D. A. Davidson & Co.

If this were to drag, would that obviously be extended a little bit?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I mean, I'm not going to say that it wouldn't be. But again, we don't anticipate it, it's very well that the sale
orders has been – the order for approving the sale process, et cetera, and the procedures has already been
approved. There's not a unsecured creditors committee, but he wanted to form an unsecured creditors
committee. So, I mean it's currently set for the auction date for June 15 and the closing date for June 28, I think
it is. So things could extend out, but we're not anticipating again, even if it does, we're not anticipating much of
that being – much being out on that line.

Barry Oxford

Q

Analyst
D. A. Davidson & Co.

It wouldn't be material. Okay. Thanks for the update, guys. Yeah.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

All right. Thank you.

Operator
Our next question comes from Rob Stevenson of Janney. Rob, please proceed.

Robert Stevenson

Q

Analyst
Janney Capital Markets

Good morning, guys. Tim, you talked about being able to use the ATM program for acquisitions, stock prices
over $50 in early March and your first quarter ATM activities at $45. How aggressive are you going to be at
issuing equity in the high $30s even the low $40s? I know you haven't been a big fan of preferred stock, but
has that started to look more attractive to you, your alternative is either reducing your acquisition pace or
issuing common at current levels to fund deal?

Timothy G. Wallace
Chairman, President & Chief Executive Officer
Sharecare, Inc.
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A

I mean, we can make money at the current pricing of the stock. I mean, its $40 a share. I'm trying to think of top
of my head. The implied cap rate of the company is probably less than 5%. So, I mean – and we're investing
at 9%. So, I think, we can do accretive transactions very well if the stock is close to where it is or even
hopefully a little bit higher. So, I mean – and I never viewed – and you probably heard me talk about this
before, but the way I view the ATM program, it's kind of like $1 cost averaging kind of in reverse, where I never
try to think I'm going to trying to hit the high of the market and everything I'm trying to hit the low of the market.
But as long as it seems, kind of the sweet spot that it can be very accretive with the acquisitions that we're
doing, we're not going to shy away from it and we'll use it to manage the balance sheet and keep
deleveraging in line with what we want it to be.

Robert Stevenson

Q

Analyst
Janney Capital Markets

Okay. And then when you talk to your tenants, how significant are the additional expenses that they're going to
have to incur going forward to operate be? I mean, I know doctors' offices are being cleaned, but now you
probably have a new higher standard for disinfecting at the end of the night. You're going to either need more
waiting room space or space appointments out more, so that people can social distance to a greater extent,
so people aren't on top of one another in a waiting room. And then, you've got the either both the ability to
acquire medical supplies like PPE, swabs, et cetera. And then the incremental cost of this, the cost for a
mask now and gloves, et cetera. I mean, how is that likely to impact their operations at the end of the day?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I haven't had anybody and I haven't heard that we've had any discussions with people who thought there was
going to be an overwhelming issue. I mean, there's different ways to do some of the stuff. I mean, like I
mentioned, I've got a dentist appointment and a haircut appointment. And basically that social distancing that
you do is, you sit in your car and they text you when they're ready for you and then you walk in. You don't sit in
the waiting room. So, I think that's probably going to be some of the stuff that you're going to deal with in the
future, instead of having people wait in a waiting, they wait in the car, they get a text, then they come in. And
actually, the hairstylist, she can only have one customer in the building. It's a suite type of thing. She can only
have one customer in the building. So she'll text me when she is ready to walk her previous customer out,
come open the door and then I can go in. So, again its various things like that that's going to do it. So, I don't
think, there's going to be additional cost from that standpoint to the extent that there are masks required and
there are gloves required now, and some additional disinfecting. I mean, most doctors' offices were getting a
good cleaning every day anyway. To the extent that you have to do it twice a day, that might happen and you
might use a few more gloves and a few more masks than what you're previously using. But those, generally
speaking, aren't a large percentage of their costs. So it may be on the margin 1%, 2%, would be my guess.
But, again, we don't have senior housing, we don't have nursing homes, we don't have acute care hospitals
even. So that's kind of what we see from our standpoint.

Robert Stevenson

Q

Analyst
Janney Capital Markets

Okay. All right. Thanks, guys.

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thanks, Rob.

Operator
Our next question comes from Sheila McGrath with Evercore. Sheila, please proceed.

Sheila McGrath

Q

Analyst
Evercore Partners (Securities)

Yes. Good morning, Tim.

Timothy G. Wallace
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A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Good morning.

Sheila McGrath

Q

Analyst
Evercore Partners (Securities)

It's good news that you don't have any properties in New York and New Jersey. Could you give us some
insights on what percent of your portfolio is currently open and if that's improved from earlier in the month?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

I'm trying to think. The only ones that I think that we have totally closed we're probably two or three surgery
centers. I'm looking at Dave and – I mean, we had – in some of our medical office buildings business closed. I
guess we had facilities that were single tenant that were closed. But I mean, overall, it's a very small
percentage that we're totally closed.

Sheila McGrath

Q

Analyst
Evercore Partners (Securities)

Okay. And then, Tim, you mentioned some tenants being eligible to receive PPP. Were there any other
government programs that assisted your tenant through this that – and that might be the driver of the very low
rent deferral request?

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Well, yeah. I mean they access several of the CARES Act programs. I mean probably the biggest one was the
Medicare payment that was made. Basically, if you got Medicare receipts, last year you get like 6.6% of those
just dropped into your bank account. And for our tenants that was relatively significant. I mean, if you're running
an acute care hospital and you had to empty the acute care hospital for COVID, that doesn't mean much. But
for our tenants, if you got just 6.6% of what you got paid by Medicare dropped in your bank account, you don't
have to pay it back. That's fairly significant. So if you had – there's two or three pieces of it that was
significant.

Sheila McGrath

Q

Analyst
Evercore Partners (Securities)

Okay. Great. And then one last one, on the new disclosures on G&A, what percent is cash versus stock
compensation, is that ratio – if you look at the one that you disclosed this quarter, is that like a typical quarterly
relationship that we should expect to continue?

David H. Dupuy

A

Chief Financial Officer & Executive Vice President
Sharecare, Inc.

Yeah. I mean, if you look on page 7 of the supplemental, what we've done is we've shown that relationship over
the past, call it, eight quarters. And so, yeah, if you look quarter to quarter, it's really fluctuated pretty similar to
that. Sometimes, it's a little bit more non-cash than cash. Sometimes, it's a little bit more cash than non-cash.
But it's been roughly in that 48% to 52% range quarter-to-quarter. We don't expect that to change significantly.
And also, if you look at G&A as a percentage of revenue that has ranged too in the 12% to 13% range as well.
So it's been pretty consistent and so – but we did want to break that out, because we had gotten some
questions about that, Sheila.

Sheila McGrath
Analyst
Evercore Partners (Securities)

Yeah. No, that's super helpful. Thanks a lot.
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Q

Timothy G. Wallace

A

Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thank you.

David H. Dupuy

A

Chief Financial Officer & Executive Vice President
Sharecare, Inc.

Thank you.

Operator
We have no further questions at this time. This concludes our question-and-answer session. I would now like
to turn the conference back over for any closing remarks.

Timothy G. Wallace
Chairman, President & Chief Executive Officer
Sharecare, Inc.

Thanks, Ian. We appreciate everybody taking the time to dial in today and we'll look forward to talking to you in
three months. Thanks.

Operator
The conference has now concluded. Thank you for attending today's presentation. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Greetings and welcome to Fastenal's 2020 April Sales Conference Call. At this time, all participants are in a
listen-only mode. A question-and-answer session will follow the formal presentation. As a reminder, this
conference is being recorded.I would now like to turn the conference over to your host, Ellen Stolts, Assistant
Controller. Please go ahead.

Ellen Stolts
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Assistant Controller-Reporting and Reconciliation
Fastenal Co.

Welcome to the Fastenal Company April 2020 sales results conference call. This call will be hosted by Holden
Lewis, our Chief Financial Officer. The call will last for up to 30 minutes, and will start with a general overview
of our April sales results with the remainder of the time being open for questions and answers.Today's
conference call is the proprietary Fastenal presentation and is being recorded by Fastenal. No recording,
reproduction, transmission, or distribution of today's call is permitted without Fastenal's consent. This call is
being audio-simulcast on the Internet via the Fastenal Investor Relations homepage, investor.fastenal.com. A
replay of the webcast will be available on the website until June 1, 2020 at midnight, Central Time.As a
reminder, today's conference call may include statements regarding the company's future plans and
prospects. These statements are based on our current expectations and we undertake no duty to update
them. It is important to note that the company's actual results may differ materially from those anticipated.
Factors that could cause actual results to differ from anticipated results are contained in the company's latest
earnings release and periodic filings with the Securities and Exchange Commission, and we encourage you
to review those factors carefully.I would now like to turn the call over to Mr. Holden Lewis.

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.
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Great. Thank you very much and good morning and thank you all for joining. Just so you know this will not be a
regular event, but I have talked with many of you about how in periods of unusually high volatility, it might be
appropriate to provide a little bit of extra color.When we reported our first quarter results on April 14, we
discussed how our regional vice presidents were anticipating results being potentially 15%-plus down, and
how to that point we were tracking down 10% to 11%. This morning we posted a daily sales growth rate that
was up 6.7%. I don't believe that investors are accustomed to such dramatic swings in our short-term results
and so did feel that a brief call might be appropriate.Safety products were up 120% versus last April. This
was entirely a function of what I would call surge orders, expedited PPE intended for critical users as part of
the response to COVID-19. If you exclude the safety category, our daily sales in April would have been down
16.4%, led by a 23% decline in fasteners, and it would be fair to say that safety, excluding the surge orders,
would have been down to a comparable degree.Our manufacturing and construction customers, which were
both down nearly 16%, have been severely hobbled by actions taken to fight the coronavirus. However, some
of our traditional customers, such as food processing, would be considered critical and were actively sourcing
PPE from Fastenal in the period while sales to state and local governments and healthcare customers, which
are typically less than 5% of sales but were close to 10% of sales in April, was up 184%.April's results are a
credit to the entire Blue Team, but particularly impressive has been the work of our sales, procurement,
product and quality control professionals. It's not just about the raw numbers. It's also about Fastenal's ability
to quickly pivot our efforts in order to play a critical role helping existing and new customers manage these
difficult conditions. When I think about the month that just passed, several stories leap to my mind, which
highlights the valuable role that we can play and do play to be a valuable supply chain partner.For instance, a
large food producer that we deal with approached us to manage the logistics for KN95 masks from an
overseas vendor that they had identified. Our international procurement unit, FASTCO, discovered while
vetting that vendor that the mask did not come close to meeting the filtration threshold expected by the
customer. This allowed the customer to cancel the order without taking control of the masks and we have
since worked to find another solution for that customer.In another example, a large OEM engaged our
Industrial Services division to assemble 170,000 what they call back-to-work kits of masks, sanitizers and
temperature gauges. Hundreds of Fastenal employees came together to get this done in less than a week,
allowing the customer to bring employees back.And our safety teams are able to pivot to critical needs
customers getting product to over 450 medical, healthcare and hospital customers that had bought little to no
product from Fastenal in the past. In fact, the surge orders that we experienced in April were a product of
more than 11,000 accounts that had not bought safety products from Fastenal in 2019. We bring this energy
and creative problem-solving to customers daily even when there is not a pandemic, but we're especially
proud of the nearly 22,000 Blue Team members during a time like this.Now it seems appropriate to address
certain other dynamics that are relevant to the second quarter, though with the caveat that conditions remain
really volatile and visibility into the second half of 2020 is nonexistent and so will not be addressed on this
call.In terms of underlying business activity, there is the expectation that May will improve from April as the US
economy begins to reopen, though to what extent is not clear, and we certainly do not anticipate a return to
anywhere near the pre-COVID levels. Further, while surge orders in May might not be quite at the level of April,
they should remain meaningful in the period. What happens to both our regular way and surge business in
June in the back half of 2020 will be heavily influenced by future policies around COVID response, the pace
and degree of economic reopening, the strength of a post-COVID economy and changes, if any, in workplace
practices around safety and social distancing. At this time, it is simply impossible to know how these
variables are going to settle out, and so a very wide range of outcomes remain in play.Where our growth
drivers are concerned, especially onsite and vending signings, we're seeing the poor environment that we
anticipated at the time of our first quarter call. Again, we do not believe this has any bearing on the long-term
effectiveness of our model. But in the short term, the energy of our customers has shifted to immediate needs
over long-term planning. I don't plan on being more specific at this time, but did want to give a bit of directional
color there. It's not clear how long this dynamic will persist.On margins, in the first quarter call, we expressed
caution over the trend in gross margin based on a number of factors. The most important was a sharper shift
in mix toward lower-margin customers and products, which was plainly evident in April. Safety, which was
18% of sales in 2019, was closer to 35% of sales in April, while fasteners fell from roughly 34% of sales in
2019 to around 25% in April. A similar dynamic played out in our end markets and our large customer and
small customer splits. We believe these shifts are event-driven and temporary, but also more dramatic than
we may have envisioned a few weeks ago. A lot of the safety product was also sourced and moved outside of
our traditional supply chains, which does weigh on gross margin. Further, much of the product was shipped
direct and in bulk as opposed to on our trucks and through our network, which means we expect freight
revenues to have worsened with our core customers and to have less efficient utilization of our trucking
fleet.Other areas of the business, such as manufacturing, is also likely to be underutilized and deleveraged in
the current environment. As a result, notwithstanding the higher volumes, the gross margin picture remains
very challenging. On the other hand, the greater than expected volumes and solid labor management by field
leadership should allow for better leverage of operating expenses than might have been expected at the time
of our first quarter earnings call. The current environment continues to pressure profitability. However, the
magnitude of impact to operating margins in the second quarter of 2020 may not be as great as originally
anticipated.On our first quarter conference call, we got the dynamics that produced our April results right.
What we did not expect was the degree to which those dynamics would play out. Visibility, particularly from
June through the rest of the year, is minimal. Whether our sales grow or decline in the second half of the year
depends on the state of the industrial economy and our expectations for the sorts of surge orders we saw in
April. Unfortunately, we don't have visibility into either item at this time. But as the April starting point is
significantly different from what we expected only two to three weeks ago, we felt this call to speak to the
broader investment community was appropriate.That's all that I have for my prepared remarks. So, operator,
in the time we have left, I'm happy to take a few questions.
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QUESTION AND ANSWER SECTION
Operator
Thank you. Our first question today comes from Hamzah Mazari of Jefferies. Please proceed with your
question.

Ryan Gunning

Q

Analyst
Jefferies LLC

Hey guys, this is Ryan Gunning on for Hamzah. Just real quick, with the safety business, are sales to any one
particular end market or a few end markets or is it largely government business? Thanks.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Well, what I would say is I think it's to a lot of end markets, right. And one of the things that I tried to call out
there is, if I think about the surge orders that we achieved in April, those orders were spread across over
11,000 different account numbers in the company. Some of those account numbers didn't previously exist.
Some of them may have existed, but had never bought safety products before at least in 2019 from Fastenal.
And if I look at those top 10 – let's say the top 10 out of those, I mean, we're looking at a number of different
state and local governments. But we also see within that top 10 customers commercial customers that haven't
done business with us before and there's also customers that have done business with us before, but have
never bought these types of PPE product.And so, if I think about the surge orders in particular that we saw in
April, what we'd expect to see in May, are there some large orders in there? Certainly, there are. But I think
more impressive and really getting to the job that was done by our folks in the field was just the sheer number
of accounts that were buying products and for whom we were solving certain critical problems and really tells
you that those surge orders are not built on a single customer or even a handful of customers. Those surge
orders are built on the 2,200 branches we have in the field, the 1,100 onsites we have in the field, the
corporate structures that we've built that allows us to contribute to solving problems not for one customer or 10
customers, but for dozens of customers and, in fact, hundreds of customers, whether they be hospitals or
government customers or customers we know or customers we haven't had a chance to know yet. I think that
those surge orders were built on more than a few customers. That's what the numbers tell me.

Ryan Gunning

Q

Analyst
Jefferies LLC

Great. Thanks.

Operator
The next question is from David Manthey of Baird. Please proceed with your question.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Yeah. Good morning, Holden.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Good morning.

David J. Manthey
Analyst
Robert W. Baird & Co. Equity Capital Markets
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Q

First off, I'm trying to understand your discussion of the safety margin. Should we assume that these safety
sales will be a several hundred basis point drag on the second quarter overall, but a less negative impact on
pre-tax?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Well, I think the problem is it's really difficult to say, right. We still have two more months in this quarter to play
out. Like I said, we have some visibility perhaps into how May might play out, but we really have none in terms
of how June is going to play out. And so, I'm deliberately, Dave, trying not to be overly explicit about this. I think
it's too early to do so. I mean, three weeks ago, we didn't think we'd be up 6.7% in April, right. This is a rapidly
changing environment. I think what I'm trying to convey – I can see where the consensus is and I can see what
the expectations of the Street is. What I'm trying to convey is that the gross margin – what we see with respect
to mix is probably going to have more of an impact on gross margin than we perhaps would have anticipated
three weeks ago, but that the additional volumes is also going to allow for a little bit better leverage than
maybe we would have anticipated a couple of weeks ago.Net-net, there's still pressure on overall levels of
profitability, but it may not be to quite the same degree that we – or that I think investors were expecting when
we spoke last three weeks ago. I think that's what I'm trying to convey without being overly explicit about the
number, right. I mean, essentially the reason I wanted to have this call is because the starting point is different
than we might have thought it would be three weeks ago, but the overall dynamics are still in play. I think the
conditions are still challenging, particularly outside of the safety business. I think that margin pressures are still
there. It's just that with what we've seen in April I think that the starting point is somewhat higher than what
investors were expecting a few weeks back and that's what I'm trying to convey without being overly explicit.
There is just too many open questions remaining for the next couple of months and certainly the rest of the
year.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay. Fair enough. And then just quickly, you told us at the quarter that 120 onsite locations were closed. Can
you give us an update on that figure?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Yeah. When we checked in again in mid-April, we had seen that number expand fairly meaningfully. And I'd
say if we were looking at 120 at the time, it probably expanded to more in the 160 to 175 range. If I think about
where it ended in April, it has actually declined from that peak a little bit. And as we go into May, I think the
expectations are that you're going to begin to see additional openings happen. So I suspect that we have
probably seen the peak of the closings. And going by the commentary from the RVPs, I think the expectation
is that the underlying business conditions in May should be better than where they were in April, although they
should still be significantly below what was the case just as recently as February. And, again, I think that's
consistent with a lot of what you read and see about people trying to open up and finding ways to kind of bring
people back more safely. And as that happens, you would expect that you would see some more of these
onsites open up.Now, it's not just about what in onsite is closed or not closed, right, I mean because we can
talk about that number, but the number of RVPs that also comment, look, X percentage of them are running at
less than 50% capacity. It's really difficult for us to express the full impact of what's occurred. But what it does
appear that we've probably seen sort of the peak in terms of that closing, if you will. I think that it probably gets
better as you roll through May, but I would expect that you're still going to – however May turns out in terms of
the underlying economic activity, we would still expect it to be meaningfully below where we were just as
recently as February.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

All right. Thanks, Holden. Appreciate it.

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.

Thank you, Dave.

Operator
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A

The next question is from Nigel Coe of Wolfe Research. Please proceed with your question.

Nigel Edward Coe

Q

Analyst
Wolfe Trahan & Co.

Thanks. Holden, great decision to do this call, thanks. It's been really helpful.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Sure. Thank you.

Nigel Edward Coe

Q

Analyst
Wolfe Trahan & Co.

I just want to go back to – you're not going to express gross margin targets given the uncertainty. But just
curious, in the past, you've talked about mix differentials between different product lines and in the past you've
talked about 30 to 50 bps I think and that's gone a little bit high in recent year. But how does the dropship
nature of these safety products, what kind of mix pressure does that create between traditional Fastenal sales
and what we're seeing right now?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Well, I'm not sure that the dropship nature of it necessarily is related to the mix element. I think the dropship
nature is probably more reflective of the fact that, in many cases, we're procuring product in a way that's
different than we typically do within our supply chain, right. And in this environment, we're engaging vendors
that may not be typical vendors, right. And so, we're getting to know them, they are getting to know us, we're
entering into transactions that we haven't traditionally entered into, we're finding ways to expedite the shipping
of that product because of the critical need for it, et cetera.And so, I'm not sure that the dropship nature of
what we're doing today is really caught up in the mix conversation. But what I said in the prepared remarks
was that it's not the way we traditionally manage our product and it does come with a slightly lower margin on
those products than we might otherwise expect to see if we were managing through our traditional supply
chains where we simply maximize the efficiency of those, right. So I think that maybe I'm misunderstanding the
question, but I think you're mixing two concepts. Mix obviously is just related to how much of each we sell
compared to the other, and you can kind of see what that is doing. But the issue of dropshipping has a lot
more to how we're navigating supply chains, but I do think that it's going to wind up having an impact on the
gross margin outside of the mix impact.

Nigel Edward Coe

Q

Analyst
Wolfe Trahan & Co.

Okay. Fair enough. And my follow-up is, can you just comment on the run rate of safety through the month?
Clearly, 120% growth compared to 30-and-change in March suggests that it saw a pickup towards the end of
the month. Have you seen that trend continue?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

What I would say is we talked about kind of the back order quantities when we spoke at the first quarter
conference call. I would tell you that we've seen the total amount of back order quantities continue to rise as
we've had customers that continue to approach us to seek out solutions to their problems. It's opened up
additional opportunities for us to purchase additional products. So, yeah, I mean, clearly, we didn't see three
weeks ago the degree to which safety was going to grow in the month. And so, it clearly expanded as the
month went on. But I will tell you that there's still a lot of momentum around being able to procure product and
still a lot of demand from customers for us to be able to do so. So, this is not a situation where the surge
orders were specific only to April. Like I said, I think you go out into June and beyond, it's impossible to know
what that's going to look like. But I think if we look at May based on what we know today, I don't know that
those surge orders will be at the levels that we saw in April, but there is going to be a meaningful amount of
surge orders that we would expect to see in May as well.
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Nigel Edward Coe

Q

Analyst
Wolfe Trahan & Co.

Great. Thanks, Holden.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Thanks, Nigel.

Operator
The next question is from Josh Pokrzywinski of Morgan Stanley. Please proceed with your question.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Hey. Good morning, Holden.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Hey, Josh.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Just following up on one of the earlier comments you made on these kind of return-to-work kits. Is the surge
kind of push that you're seeing from customers because they are reopening or because they just had a hard
time securing PPE last month and earlier and now they're kind of broadening their sources of supply? I'm just
trying to connect that to the comment that onsites are starting to slowly reopen again. It sounds a little bit like a
return-to-work if you read the tea leaves the right way, but I don't want to overstate it.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Yeah. And I'm only trying to report what we're seeing in real time. I don't know – it's much harder to know what's
going to happen the next 30 days. I think when we talked about the return-to-work, I think that was more a
reflection of the creativity that many of our customers are trying to exercise in order to be able to bring
employees back and work safely and we're really able to mirror that creativity and be a part of those solutions,
right. So, I think that's what that story was meant to convey.In terms of whether that's something we're seeing
everywhere, I think you're seeing a lot of things. Again, if I think about the hospitals and the first responders,
the reason they're ordering product is really different from the reason why many of our commercial customers
might be ordering product, right, and we're seeing a tremendous amount of demands from both of those. And
so, you're seeing commercial customers that are considered critical to begin with and never close down, but
have to make sure that they can keep their people safe with more requirements for masks and goggles and
gloves and things of that nature. We're seeing customers that perhaps did shut down that are trying to find
answers to how they can get back to work and bring their people back in and we're participating in finding
solutions in that respect. And then we're participating with the first responders and those folks who were just
really dealing with the day-to-day issues of illness and things of that nature so that we can keep them safe as
well and keep them doing their job. So I'm not sure that I could point out, Josh, a single trend. I think that
there's a lot of people ordering products for a lot of reasons, and I'm not sure that I would say that one is
getting an upper hand over another at this point.

Joshua Charles Pokrzywinski
Analyst
Morgan Stanley & Co. LLC

Got it. Understood. Appreciate the detail.
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Q

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Sure thing.

Operator
The next question is from Chris Dankert of Longbow Research. Please proceed with your question.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

Hey, good morning, Holden.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Good morning, Chris.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

I guess, if we look back, May have held flat or increased sequentially on an ADS basis versus April going
back at least to the early 2000s and it sounds like you expect this track record to continue. I just want to be
explicit that that is kind of the snapshot as of today?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

You know what, this is not an environment, Chris, I think where the normal sequentials are necessarily at play.
Again, if I think about the business and in the context of those normal sequentials, what I would say is you have
to factor in a number of things. The normal sequential always reflects what you see out of the macro, does the
macro get better than what it was the prior month or worse than it was the prior month and that's going to
some extent play a role in dictating what that sequential does. But then I think, at this point, you also have the
question of the surge orders, how many of those do you have, right, and that's going to wreak havoc with the
sequential.So I don't think at this point that I'm particularly comfortable with the idea of guiding on sequentials
for May. I'm trying to provide a general landscape that you should be thinking of in terms, but you really need to
think about not only the underlying economy, which impacts those sequential numbers, but you have to be
thinking as well about the trend on surge orders. And as I said, I'm not sure I would expect the surge orders to
be quite at the level that we saw in April, but I think that they're going to be fairly meaningful. How meaningful?
We still have a full month to figure that out.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

Yeah. No, April certainly broke that macro mold and hence the question. And I guess, just to follow up, that
22% number of customers growing in the month, I guess, how does it compare back to the trough in, say,
2016 or 2009?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I'll have to take that one offline. I don't know the answer to that question. Yeah, Chris, I don't know the answer to
give you. So I would have to go back and check that out.

Chris M. Dankert
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Q

Analyst
Longbow Research LLC

No, no. Fair enough. Thanks for the color, Holden.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Sure. Thanks.

Operator
The next question is from Steve Barger of KeyBanc Capital Markets. Please proceed with your question.

Ken H. Newman

Q

Analyst
KeyBanc Capital Markets

Hey, good morning, Holden. This is Ken Newman on for Steve.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Morning.

Ken H. Newman

Q

Analyst
KeyBanc Capital Markets

Morning. Just curious, my first question was just any color on the growth by geographies and just any moving
parts within those geographies that we should be aware about.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

No. I think if you think about the geographies, I think the geographies are behaving as you would expect in light
of the markets that are weak, right. Oil and gas is a poor market today. As a result, you would expect that our
Mid-South and our Texana regions would be relatively weaker than other areas. And they are. I don't think that
has anything to do with Texana or Mid-South. I think it has everything to do with the markets that are weighted
towards those regions. Automotive is obviously an area to which we don't have a lot of direct exposure, but
our indirect exposure would be meaningful in those areas where automotive is meaningful. And so, I think you
could expect that areas like our Michigan region and our Indianapolis region would also be weak because
those markets have an impact on those.If you think about the coasts, the coasts are a little bit of a different
beast because they tend to have more of the government type business and things like that. And so, I think
that the coasts are probably doing somewhat better than some of those more traditional industrial markets.
But again, I don't think that has anything to do with the region per se. I think it has everything to do with the end
markets that those regions are concentrated within. And I think that the regions are behaving as you would
expect given what you're seeing out of end markets and that's how I'd answer that.

Ken H. Newman

Q

Analyst
KeyBanc Capital Markets

That's very helpful. Thank you. And then just a follow-up question, just any color as to whether you expect to
provide any historical data on safety just so that we have a better way to gauge comps and the impact of
surge orders going forward.

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.
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A

No. I don't believe that we do. We continue to report to you monthly kind of what our safety is doing. I think that
we can have these conversations not in a formal call like this. This is sort of something we expect to do only
this once, but we report to you kind of how safety is doing. I think that we'll verbally be able to provide some
color, but I don't see us breaking down the difference between surge orders and non-surge orders. And as I
said in the prepared remarks, I think if you strip out the surge orders, safety was probably down, pretty much
consistent with the rest of the business, and I think that's probably the color that we're likely to provide.

Ken H. Newman

Q

Analyst
KeyBanc Capital Markets

Understood. Thanks.

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.

With that, operator, I think we're close to the 30-minute mark. One thing I did want to go back to Chris'
question really quickly. Looking back at 2015 and 2016, the number of national accounts that we ultimately
saw growing during that period of time, I think bottomed at 41, so not near where we are today. I don't have
that 2009 number at this point. But to give you a sense, obviously, 2015, 2016 was not on par with what you're
seeing in the marketplace today.So, operator, with that, I'll turn it back to you. I think the question period has
ended and we can close off the call.

Operator
Thank you, sir. This concludes today's conference. You may disconnect your lines at this time. Thank you for
your participation.
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Operator
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Ladies and gentlemen, thank you for standing by, and welcome to the Sally Beauty Holdings Second Quarter
Fiscal Year 2020 Conference Call. At this time, all lines are in a listen-only mode. Later, we will conduct a
question-and-answer session. Instructions will be given to you at that time. And as a reminder, today's
conference call is being recorded. I would now like to turn the conference over to Mr. Jeff Harkins. Please, go
ahead.

Jeff Harkins
Vice President-Investor Relations & Strategic Planning
Sally Beauty Holdings, Inc.

Thank you. Good morning, everyone, and welcome to the Sally Beauty Holdings second quarter earnings
conference call. Before we begin, I will point out that we have made a supplemental slide presentation
available for today's call that can be viewed from the link provided on our investor site at
sallybeautyholdings.com/investorrelations. In addition, given the timing of COVID-19, we will be providing
limited supplemental disclosure for some operating and financial metrics for the month of April, which is
outside of our second quarter financial results. I would like to remind you that certain comments including
matters such as forecast and financial information, contractor business and trend information made during
this call may contain forward-looking statements within the meaning of Section 27A of Securities Act of 1933
as amended and Section 21E of the Securities Exchange Act of 1934, as amended. Many of these forwardlooking statements can be identified by the use of words such as believe, project, expect, can, may, estimate,
should, plan, target, intend, could, will, would, anticipate, potential, confident, optimistic and similar words or
phrases. These statements are subject to a number of factors that can cause actual results to differ materially
from expectations. Those factors are described in Sally Beauty Holdings filings with the Securities and
Exchange Commission, including its most recent Annual Report on Form 10-K. The company does not
undertake any obligation to publicly update or revise its forward-looking statements. The company has
provided a detailed explanation and reconciliations of its adjusting items and non-GAAP financial measures
in its earnings press release and on its website. With me on the call today are Chris Brickman, President and
Chief Executive Officer; Aaron Alt, President of Sally Beauty Supply and Chief Financial Officer; and Marlo
Cormier, Senior Vice President of Finance and Chief Accounting Officer. Chris will start by offering thoughts
on our progress against our transformation initiatives, and on how our second quarter played out, and he will
in particular focus on the dramatic growth of our e-commerce business as well as our already-in-progress
store network restart. Aaron will then discuss our second quarter consolidated and segment financial results,
touch on liquidity and then discuss how we are thinking about the rest of fiscal year 2020. Finally, Chris,
Aaron, Marlo and I will be available for your questions. Now I'd like to turn the call over to Chris.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.
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Thank you, Jeff, and good morning, everyone. What an incredible couple of months it has been. In early
March, our team was reflecting on the significant progress we had made on our transformation agenda. We
had launched the national brand campaign for Sally with good success. We had hired and we're onboarding
new leaders for our digital product and e-commerce businesses. We had fixed the technology issues that we
experienced in the first quarter. We had just launched sallybeauty.ca and a test of new ship-from-store
capabilities in Sally Canada. We had just launched same-day delivery for Beauty Systems Group in one
territory. And our sales metrics were flashing green, with same-store sales in the quarter prior to March 12 of
positive 4.7%, and global Sally same-store sales up 4.8%, Beauty Systems Group up 4.5%, and Europe also
showing positive progress. Then we recognized the massive change that was coming, and we executed a
fast pivot to the future. Because of that pivot, we are a different company today than we were just 60 days ago.
That change will continue and we are going to spend the rest of this call highlighting for you what has changed
in our situation, how we have responded, and why I am so excited about our future. First, let me set the stage
with some observations about our business and our categories in times of financial turmoil. During earnings
calls over the last couple of years, we have gone out of our way to point out that history has shown that our
business has been particularly stable in times of financial distress. We saw it in 2008 and we are seeing it
again today. When it comes right down to it, our customers want to feel good about themselves and they are
willing to sacrifice other things before they sacrifice their investment in themselves and how they look. Of
course, this may mean that some consumers will be value conscious and some business may shift to Sally
Beauty from BSG. However, keep in mind that Sally is the higher profit margin business for us. So we are
comfortable with the natural hedge that may result from a consumer channel shift from professional service to
DIY. That being said, the BSG segment was basically flat over the 2007 to 2009 time period, and that should
serve as further evidence of the resiliency of our business. Of course, COVID-19 is not your typical financial
disruption. In some respects, it has created a growth opportunity for both our retail and our wholesale
businesses. Just as we have been selling gloves to salons, doctors' offices, police departments and even the
postal service during the shutdown, we also expect personal protective equipment will be a must-have for
salons, individual stylists, consumers and other industries going forward, and we are investing in inventory
accordingly. We expect this to be a growth opportunity for both Sally Beauty and Beauty Systems Group. Let
me give you some competitive context. During early March, what was remarkable to us was how our business
was responding differently from specialty retail and differently from apparel specialty retail in particular. Our
traffic was relatively flat, while other specialty retailers were experiencing traffic declines of 30%, 40%, even
50% in the weeks leading up to the COVID-19 shutdown orders. While other specialty retailers were
considering closing their stores for safety reasons and because no one was shopping, we had steady traffic
and good conversion. It was only as we approached the last 10 days of March when news reports grew
increasingly grim that we started to see greater impact to our sales and shortly, thereafter, local authorities
asked retailers to close operations. I want to repeat this point. We did not close our stores because of low
traffic, like many other retailers. As the COVID-19 situation developed, we closed our stores due to our overall
concern for the safety of our employees and customers and in compliance with the mandates of local and
regional authorities. On March 24, we closed all customer-facing operations in stores across the United
States and Canada. All stores in Continental Europe were already closed by that date, except for the 30
stores in the Netherlands, which continue to operate throughout the COVID-19 interruption, and the stores in
the UK and Ireland, which closed on March 26. So, let's talk about how consumer behavior changed. The
direction will not surprise you, but the magnitude of the change might. Within Sally Beauty US and Canada, ecommerce demand spiked to unprecedented levels. For the period from March 12 until April 30, online
demand for the Sally Beauty US and Canada business spiked by approximately eight times the prior year.
Not 8%, not 80%, 800%, and approximately five times the prior 50-day period. In April alone, Sally Beauty US
and Canada had e-commerce sales of approximately $33 million. We also discovered that our customer
base changed. In the retail business, approximately one-third of the huge e-commerce demand was driven by
new customers to Sally Beauty, one-third was conversion of Sally Beauty store customers who were not
known to have previously shopped online with us, and one-third was pre-existing e-commerce customers. In
the same period, notwithstanding the widespread closures of salons across the country, e-commerce demand
at Beauty Systems Group also increased by approximately 190% versus the prior year and by approximately
100% versus the prior 50-day period. Because of our scale, we also saw new customers coming to us in
Beauty Systems Group. Now, some of you that know our story well might be thinking, hold on a minute, Sally
Beauty Holdings has a relatively modest e-commerce operation, even though they have been focused on
building digital capabilities, and you would not be wrong. At the end of Q1 our digital penetration was 4.5%
and our scale was modest as we were still building capabilities. However, when I refer to the fact that we
executed a fast pivot to the future, I was talking about digital. As we planned on March 1, prior to the onset of
the COVID-19 impact, the company had launched a limited test of its new ship-from-store technology in 16 of
its Sally Beauty Canadian stores and a one city test of same-day delivery with Postmates for Beauty Systems
Group. In early March, as we understood what was coming our way, we quickly moved to stop everything we
had underway that wasn't focused on digital growth. And we pivoted to the dramatic acceleration and rollout of
ship-from-store across the United States and Canadian store fleet. As of this week, 1,100 Sally Beauty stores
are operating daily as flexible e-commerce fulfillment nodes. This makes the vast majority of our inventory
accessible to our customers, provides the company with incremental e-commerce shipping capacity and
increases the operational impact of 1,100 of our stores. The Sally store fleet e-commerce shipping capacity
is now twice the capacity of the company's entire traditional e-commerce distribution network and additional
stores are being added daily. That happened in 60 days. Last week the stores, even when they were not open
to the public, fulfilled approximately 45% of our e-commerce sales and some weeks that has gotten as high
as 60%. The company also accelerated its rollout of same-day delivery to additional Beauty Systems Group
stores. As of this week, 300 Beauty Systems Group stores are now offering this service and another 400 are
awaiting launch. I'd like to give you a sense of the magnitude of what this means. In the month of April, the first
full month of our stores being closed to the public, the company had approximate sales of $94 million. More
than half of it from our newly robust e-commerce operations. For comparison purposes, this implied ecommerce penetration would have equaled 16% of sales in the same period in the prior year. A significant
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commerce penetration would have equaled 16% of sales in the same period in the prior year. A significant
change from the 4.5% penetration we were at in Q1. This was our e-commerce business without marketing
and without promotion. This is the pivot to the future, I want to focus your attention on, our continued expansion
of our digital capabilities, our continued expansion of our fulfillment capabilities, our continued focus on
customer marketing and giving her what she wants, where she wants it and at a price that makes sense for
both of us regardless of channel. Now shifting to our store and network restart. While we have made great
progress on digital, the practical reality remains that we have a multibillion-dollar business run through our
stores that we want to bring back online as quickly as possible. We are closely monitoring developments on a
county-by-county and a country-by-country basis, while actively planning the phased restart of customer-facing
operations of the store fleet. The timing of specific store restarts has been and will continue to be driven by
the return to work conditions set by local authorities, the return from furlough of store staff, the implementation
of new safety protocols, social distancing programs in stores, and inventory replenishment. As of this week,
more than 1,500 stores are now open to the public globally, with additional stores being added to the open
door roster on a weekly basis for the foreseeable future, consistent with evolving government orders. Sally
Beauty Supply US and Canada opened its first two stores in the United States on April 16. As of this week,
1,100 Sally Beauty Supply stores are open to the public. We also have 1,500 stores operating as curbside
pickup locations and we have adopted rigorous social distancing and safety procedures. Some of these
curbside stores are also open to the public. However, many are in jurisdictions that do not allow us to serve
customers in the stores as of yet. We expect that additional Sally Beauty stores in the United States and
Canada will come online in the coming weeks and months. We also started reopening stores in Europe. First,
in Germany, our Dutch stores never closed, France and other countries will follow as government regulations
are lifted on retail operations. Beauty Systems Group reopened its first small tranche of US stores to the
public on April 21, with an emphasis on selling sanitation and personal care products, while implementing
supplemental social distancing and safety procedures. As of this week, 375 Beauty Systems Group stores
were open to the public and more than 800 stores were offering curbside pickup. All employees will be
required to wear masks and gloves for the foreseeable future. Additional Beauty Systems Group stores will
come online in the coming weeks and months. In closing, let me offer a few initial thoughts on why we believe
Sally Beauty Holdings has a great opportunity to do well as the world emerges from the COVID-19 shutdown.
Our categories are in high demand and our customer will sacrifice other things before she sacrifices her hair
and beauty regimen. We can see this in our March traffic and in our April e-com results. As I mentioned
earlier, our business has been relatively recession proof and we have a built-in hedge between Sally Beauty
and Beauty Systems Group. As DIY moves to the forefront, Sally may benefit over Beauty Systems Group but
we see opportunities within Beauty Systems Group as well with PPE growth and the potential failure or
downsizing of smaller distributors. We do not face the overhang of mall stores and the fear that consumers
may have of mall crowds going forward. In addition, our store footprints are relatively small and social
distancing is relatively easy to enforce. We are building strong digital platforms at an accelerated pace that
should position us for further growth as the consumer establishes a new normal in retail. Finally, our team is
aggressively pursuing to restart of our continent spanning store networks with an emphasis on safety for our
customers and for our team. Significant work remains, but I am immensely proud of the creativity and the
passion with which our teams have reacted to COVID-19. Now, I will turn it over to Aaron to discuss our
financials and our liquidity in more detail.

Aaron E. Alt
Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.
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Thank you, Chris. Good morning. It was an incredible quarter to work through both because of the things that
were challenging and because of the things that allowed us to lead forward. As Chris noted earlier, our
second quarter was off to a terrific start prior to the impact of COVID-19. In our last earnings call, we observed
that customer traffic had been choppy throughout the holiday season but had normalized after Christmas. Both
traffic and sales continued to show progress in Q2. Prior to March 12, we delivered positive same-store sales
growth in January, February and the first part of March for both accounting segments. We also did not face the
same technology issues that we reported in the first quarter. Given that background, let's discuss our financial
results. Consolidated revenue was $871 million for the quarter, down 7.9% to the prior year driven by an initial
increase in same-store sales followed by the impact of the rolling shutdown of customer-facing operations at
almost all stores starting in the middle of March. A smaller store base with 31 fewer stores versus the prior
year and an unfavorable impact from foreign currency translation of approximately 30 basis points on reported
sales. At the enterprise level, our final same-store sales results were down 7.1%. Our global e-commerce
business grew by 28% for the second quarter. For the month of March, our global e-commerce business grew
by 52% as customers shifted to online shopping as the impact of COVID-19 started to settle in and in-store
operations came to a halt. For the month of April, our global e-commerce business grew by approximately
353%. Consolidated gross margin for the quarter was 49.3%, which was a mere 20-basis-point decrease
compared to the prior year. Decreases in the Beauty Systems Group segment were partially offset by the
stability in the larger Sally Beauty Supply business. For the second quarter, selling, general and administrative
expenses increased by $21.7 million or 6% versus the prior year, with $14.7 million of the increase driven by
COVID-19 related personnel expenses as part of the company's furloughs of 60% of our HQ staff and 70% of
our field staff. This includes the two weeks of disaster pay, we paid to all furloughed employees, as well as up
to two weeks of vacation that many associates elected to take. The remaining increase was related to
increased marketing expenses earlier in the quarter as part of the Sally Beauty brand relaunch and
professional fees. Although, I should point out that we dramatically and aggressively cut back on normal
course SG&A spending, as well as key investments and marketing as the potential for disruption from
COVID-19 became more apparent. As a percentage of sales, selling, general and administration (sic)
[administrative] expenses were 44% compared to 38.2% in the prior year, mainly due to the deleveraging
impact of lost sales, due to the impact of COVID-19 and the personnel expenses related to company's
furloughs. GAAP operating earnings and operating margin in the second quarter were $43.3 million and 5%,
respectively, compared to $112.5 million and 11.9%, respectively in the prior year. After excluding charges
related to the company's COVID-19 furlough expenses and transformation efforts in prior years, adjusted
operating earnings and adjusted operating margin were $61.2 million and 7%, respectively, compared to
$106.7 million and 11.3%, respectively, in the prior year. GAAP diluted earnings per share in the second
quarter were $0.12, as compared to $0.54 in the prior year, a decrease of 77.8%, largely due to lost sales
from the shutdown of public-facing operations in the stores across the globe. Also due to a modest gross
margin dilution from the loss of vendor allowances on lower inventory purchases, and due to incremental
COVID-19 expenses related to the company's furloughs. These headwinds were partially offset by aggressive
cost cutting in March in anticipation of COVID-19. Adjusted diluted earnings per share were $0.23 in the
second quarter compared to $0.51 in the prior year, a decrease of 54.9%. During the second quarter the
company generated cash flow from operations of $13.8 million, a decrease of 76.9% versus the prior year.
Payments for capital expenditures in the quarter totaled $31.1 million. Free cash flow was a negative $17.3
million in the quarter, which was down $66.5 million or 135.1%, as compared to the prior year. Prior to the
impact of COVID-19, the company repurchased and retired $30 million in debt and also repurchased 3.9
million shares at an aggregate cost of $50 million. Since the beginning of the fiscal year 2019 and prior to
COVID-19, the company had reduced its debt levels by over $230 million. However, during March, we drew
approximately $340 million on our revolver to hold cash on the balance sheet out of an abundance of caution.
The outstanding balance on the revolver was $395.5 million of our then capacity of $500 million at the end of
the second quarter. And the company's leverage was 3.54 times, reflecting that incremental ABL drawdown. I
will discuss liquidity more broadly later. Turning to segment performance. For the Sally Beauty segment prior
to March 12, segment same-store sales grew by 4.8% including Europe, which delivered positive same-store
sales as a result of continued progress against product search. However, all-in for the second quarter, global
Sally Beauty segment same-store sales decreased by 7%. The Sally Beauty business in the US and Canada
represented 79% of the segment sales for the quarter. The Sally segment generated consolidated revenue of
$519.5 million in the quarter, a decrease of 8.1% compared to the prior year, driven primarily by the impact of
COVID-19, 17 fewer stores and an unfavorable foreign exchange impact of approximately 50 basis points.
We continue to make meaningful progress with Sally's US and Canadian e-commerce business, which
helped drive e-commerce revenue growth of 56% for the entire second quarter. E-commerce growth
accelerated in the month of March with a growth rate of 117.8%, and after the second quarter ended, the
growth rate was approximately 872% in April. Gross margin for this segment was flat in the quarter at 55.6%
with expansion in the US and Canada territories of 30 basis points offset by contraction in Latin America
while Europe was flat. Segment operating earnings were $56.4 million in the quarter, a decrease of 35%
versus prior year, driven primarily by lost sales from the impact of COVID-19 and higher SG&A expenses
related to marketing earlier in the quarter in support of the Sally Beauty brand relaunch. Segment operating
margin declined by 440 basis points to 10.9% compared to the prior year. Now turning to the Beauty Systems
Group segment. Prior to March 12, segment same-store sales grew by 4.5%. However, same-store sales
decreased by 7.4% in the entire second quarter. Net sales for this segment were $351.5 million in the quarter,
a decrease of 7.6% compared to the prior year, driven primarily by the impact of COVID-19 and closing fewer
stores. Foreign currency translation had no impact on the quarter. Additionally BSG's e-commerce plan grew
by 9.7% for the second quarter. For the month of March, e-commerce grew by 12%, and following the end of
the second quarter, the month of April grew by 129%. BSG's gross margin was 40% in the quarter, a
decrease of 40 basis points from the prior year. Segment operating earnings for BSG were $41 million, a
decrease of 27.4% versus the prior year, driven primarily by lost sales from the impact of COVID-19, lower
gross margin and an increase in SG&A expenses related to higher distribution cost. Segment operating
margin declined by 320 basis points to 11.7%. With that, I'm sure our stakeholders are interested in how we
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margin declined by 320 basis points to 11.7%. With that, I'm sure our stakeholders are interested in how we
are managing liquidity. It is good news that the quick pivot that Chris described earlier also certainly apply to
our pursuit of cash and liquidity. We are a company, which historically has generated a lot of cash. In response
to COVID-19, we were aggressive, we acted quickly and we left no stone unturned. Let's start with outflow of
cash. We immediately launched negotiations with our landlords on near-term shared paying rent abatements
to get us through the drop in sales. We are pleased with the results to-date and continue those discussions.
We closed our receiving doors March 17, and worked aggressively with our merchandise vendor partners to
lower inventory and extend payment terms. We are pleased with the results to-date and with the partnership
from some of our vendors. We moved quickly to review capital investments for the remainder of the year and
cut the investments back to always support capital spend related to the continued growth of our digital
business, whether it was e-commerce, ship-from-store, or same-day delivery. We furloughed approximately
70% of our field staff but continued to pay their health benefits. We furloughed approximately 60% of our
corporate office staff and reduced executive compensation across the team. Finally, we aggressively cut back
on marketing spend, non-personnel field spend, and shared services back-office expenses. Of course, we
also focused on additional sources of cash to weather the storm. Since none of us know exactly how COVID19 will play out, out of an abundance of caution, we did the following. We borrowed approximately $340
million on our revolving line of credit in March to hold this cash in our balance sheet. We started the work in the
second half of March to amend our revolving line of credit and increased the capacity from $500 million to
$620 million, which included the funding of a $20 million FILO loan, first-in, last-out, by increasing the advance
rate on our collateral. The upsize was completed in early April, further enhancing our liquidity under this credit
facility. As we sit here today, we do not intend to draw upon the remaining availability on the enhanced ABL
facility and view it as contingency. Also in April, as the high-yield market began to show some activity, we sold
$300 million of senior secured notes as an additional insurance policy against the uncertainty surrounding
COVID-19. The notes were issued at par and bear interest at 8.75% per annum. The five-year notes mature in
April of 2025 and have a two-year no-call provision. The cash from these notes will sit on our balance sheet
for the foreseeable future as we assess the ongoing impact of COVID-19, execute the upswing of our
business as stores open, but plan for the unexpected given the learnings over the last 60 days. The high-yield
bond was an insurance policy against the unknown, nothing more. Now, I know I'm going to get the question on
burn rate, and while I will not disclose the dollar figure or time period, I will offer a couple of observations. As
Chris called out, we are aggressively reopening our stores and have aggressively offered curbside and ecommerce options in a new safety-first operating model, which a large number of states are adopting. So, as
long as we do not face a prolonged total network shutdown in the future, we have sufficient liquidity for the
medium term without drawing on the ABL or using the bond cash. Alternatively, in a different fact pattern, if our
stores were to remain shut or be closed for the foreseeable future, and even if we did not take additional
management actions to address cash burn, which of course we would, then we have sufficient liquidity to
survive well into the next fiscal year. So, overall, we believe we have sufficient liquidity to weather COVID-19
and continue to invest against our business. Now, I'm sure that many of you are also looking for guidance on
the rest of fiscal 2020 and I'm likely to get several questions on it, let me start by saying this. We will not be
providing full-year fiscal 2020 guidance at this time. There are too many unknowns around COVID-19 for us to
be able to do that, however, I am happy to offer you some perspective. We intend to rapidly return our store
fleet to operation and move quickly on the way down, we will move quickly on the way up. Of course, our
efforts will be consistent with state and local regulation, we'll leave with safety first. With the exception of the
West Coast and the Northeast, while we have no guarantees, we expect our stores to be largely operational
by the end of the 2nd week of June. For the West Coast and the Northeast, we will lead with curbside and
supplement with ship-from-store as soon as we are allowed by local regulation to have associates in the
stores, even if they cannot open to the public. I will observe for those stores that we have opened to the public
recently demand has been robust. What is truly to say with any certainty, how demand will play out over the
next couple of months we are quite pleased what we are seeing in the newly reopened stores in key states
such as Texas. We will continue to invest in our business, but we will redirect that investment somewhat
consistent with our updated priorities. Store openings and remodels have been largely, but not entirely
delayed or canceled. To that end, we're also assessing further cuts to our real estate portfolio, optimization of
our geographic presence, further efficiencies within our shared services functions, and clearing inventory
using our newly enabled ship-from-store capabilities. We will have more to say on these topics during our Q3
earnings call. Digital demand continues to be robust and having doubled capacity and then double it again.
We believe that we have sufficient runway to maintain much of our progress. We will continue to invest
aggressively in this area. Finally, let me address capital allocation. As I have just alluded to, we will continue to
invest against our business. But our priorities have changed; we are optimizing our business for cash. As a
result we have canceled and reprioritized elements of our capital investment. Most of our capital spend was in
the first half of the year. Nevertheless, we will be smart with any remaining investments we make in the back
half. With respect to debt, our long-term goal remains the reduction of our indebtedness. However, for the
foreseeable future, we intend to hold cash on the balance sheet in excess of our historical practice. We will
not be using the cash from the bond to repay the ABL at this time. As we see how COVID-19 plays out at the
end of this calendar year, we will consider our options. So, for the moment, expect to see us hold cash, and to
see the increased interest expense that comes with it. I want to close my remarks with the following
observation: Sally Beauty Holdings was in transformation long before COVID-19. It is a direct result of the
changes that were already put in place and several of the work streams that are still underway, that this
company was able to pivot as fast as it did and to do it in a way which carries us forward, versus holding us
back. I want to express my appreciation to the leaders and the teams that have worked tirelessly over the last
couple of months to put us in a place where we can be putting our teams back to work and servicing our
customers in old and new ways. Thank you for your time this morning. Now, I'd like to turn the call back over to
the operator for Chris and I to take your questions.
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QUESTION AND ANSWER SECTION
Operator
Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Cynthia, we see 10 people in the queue, so I don't know what the count is, but...

Operator
Okay. All right. And it'll be just a moment. And our first question is going to come from the line of Mark
Altschwager. And please go ahead with your question.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Hey, Mark.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Hi, Mark.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

...on the other side of this, where do you think you're going to be in terms of normalized digital penetration,
and how has your thinking on the size of the store base changed as a result of everything that's happened
over the last few weeks.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Hey, Mark, I think we missed the first 10 or 15 seconds of that. I heard on the other side of this where do you
want to end, but I don't know what you started with.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

I was just commenting. I was saying, congrats on the progress and all the digital initiatives.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.
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A

That's right. Well, let us jump in. So I think it's very hard for us to predict. What we're seeing is that a significant
number of these customers are new to Sally, and of course some are store customers who are new to e-com
and that's true on the BSG side, a significant number of the BSG customers are new to BSG as well. I do
expect it to be a much larger piece of our business. And obviously we're going to be extending service
models to both in the near future as well. And that's what we want to be able to do is be able to serve the
customer how they want to be served in the future. Clearly, behavior is going to change here. Some people
will not want to go into a store and they'd prefer to either through buy online, pick-up in store, or they'd prefer to
do ship-from-store or some other type of delivery model. So we think it will be sizeably larger, I don't want to try
and predict where it will settle out at. But I do think what we've been working towards and the infrastructure
we've built over the last 18 months is really now paying out for us. And the fact that we can now commercialize
these service models so quickly and be able to serve the customer in a way they're going to want to be served
in this new normal.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

I think I would add to that. When you combine the change in consumer behavior to the fact that this spike we
saw in the e-commerce business was driven without really any marketing and without really any promotion and
an increase in our free shipping threshold, we believe that now that we're turning the marketing back on and
focused on the strategy around driving the business with the new capabilities that we have a great opportunity
to further leverage this part of the portfolio.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Thanks. And then I guess the second part of that question. Just on the size of the store fleets, any changes to
your thinking there?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

We'll talk more about it at the end of the current quarter. What I would observe is we went out very quickly for
conversations with the landlords around a short term of shared paying rent abatement experience. We're now
assessing how consumer demand has changed by metro area and doing an overall portfolio review. So the
combination of how we look at the diagnostics around consumer behavior shifts as well as whoever the
landlords that were willing to work with us as well as the medium-term view of each store that will create a list
of opportunities for us.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

That's helpful. And then understanding it's almost impossible to guide at this stage, I'll ask the question
anyway but...

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Of course.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

...any help you can provide in terms of how you're thinking about revenue ranges in the fiscal third quarter
based on the results in April and what you've seen with the stores that are reopened? And then similarly just
any guideposts regarding the magnitude of SG&A cuts you've been able to achieve in order to offset the
revenue pressure?

Aaron E. Alt
Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.
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A

Unfortunately, I can't give you a lot of satisfaction with the details, but we'll offer a couple guides. We were
purposeful on providing the total revenue number for April. And the context I would give you there is April is
really the month where e-commerce was spiking and no stores were operating. Not really of any scale. And so
I would be view April as the nadir, right from a sales perspective. You will have noticed that we are ramping the
stores up rapidly, every day, as more we intend to get the network back up and running, plus adding the digital
piece to it as fast as possible. And so we're hopeful that most of the impact here is a Q3 event and not a Q4
event.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

And Mark what I'd say just in general as Aaron mentioned, we're seeing good, strong response to store
openings. And customers are finding us pretty quickly and demand is rebounding. And, as I mentioned in my
comments that it is that we do serve resilient categories, as well as there's some pent-up demand here for
people who haven't been able to do some of the care they would normally have done in the last six weeks.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

It's also been quite interesting to us the professional demand on BSG. So even with the number of states
across the country where still not allowed to operate, and we are seeing advanced orders coming in, and
Mark Spinks and the team are pleased with what we're seeing even with most of our stores closed in that
segment still at this point. And so while the ramp down was painful, the ramp up will be fast, we're hopeful that
the combination of the text we took will get us there. With respect to your question on SG&A. I guess, what I
would say is, keep in mind, from a personnel expense perspective, the vast majority of the fleet is still on
furlough. The vast majority of our corporate staff is still on furlough. So we will absolutely continue to have
personnel savings in Q3. And we did cancel all marketing, right? We are putting our toes back into that now
particularly with respect to our e-commerce business with the capability we have, that will be an SG&A upside
for us as we carry forward. As you would have heard from my comments on liquidity, we canceled every – or
we changed everything from the executive compensation schedule down to cancelling the folks that cut the
grass at all of our facilities, right? And so it's the full range there, until we are looking to offset as much of the
expense burden as we can, until we have the fleet completely back up and running. But that's as detailed as I
can get for you.

Mark R. Altschwager

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

That's helpful. Thanks for the detail and best of luck with the re-ramp here.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Thanks Mark. I appreciate it.

Operator
Thank you. And next we will go to line of Rupesh Parikh with Oppenheimer. Your line is open.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Hi, Rupesh.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Good morning. Hey, Chris, am I'm happy to get on this time. Thanks for taking my question. So I guess just
going back to your comments about the demand for reopened stores you're seeing very robust demand at
this point. Is there any way to help us frame like the productivity you're seeing in some of these reopened
stores versus where you were historically on both the Sally Beauty and BSG side?
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Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Rupesh it's really too early. As Aaron mentioned, a lot of these stores have opened in the last 10 days. And in
many cases, we have a couple of days of revenue. And so we're excited about how strong demand has been
in those first couple of days. But we don't know whether that's pent-up demand. And we need to let that settle
out before we'll have knowledge. But in my mind, what it suggest is that there is ample demand for these
categories and that we're well positioned to win. But we're not in a position to give you like details of exactly
sales relative to historical trends in each store.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

But from a productivity model perspective, one thing that I think is important to call out is, because so many of
our stores are now e-commerce nodes as well that isn't with incremental labor, right? And so the productivity
of the 1,100 stores that are now servicing the e-commerce business as well will actually go up dramatically,
we'll better leverage the inventory or better leverage the investment in SG&A in the form of store hours. And
we'll give the consumer more options as far as how to interact with those.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Okay, great. And then I guess switching gears to e-commerce, two questions there. Where are you in your
backlog of filling all the demand out there? And then given some of the changes within your e-commerce
business, how should we think about the margin impact related to the growth in your e-commerce
penetration?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

We have a backlog of a couple of days. It goes up or down depending on how close we are to the weekend,
as well as how much marketing we are doing. We have been exploring the limits of our capabilities at turning
various marketing on or off in the last couple of days particular. Like a lot of retailers, we have suffered a
backlog, it's taken longer to get the shipments out than we would like, so we are like Amazon, Ulta and others
in that respect, but we're pleased with the progress we're making there. Of course it's been complicated by
the fact that most of our corporate staff including the call center has been furloughed, right? So, we have some
conversations to have with some customers as we carry forward to make the experience better in that
respect.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

In terms of the economics, Rupesh, we did raise our shipping limit, as you may have seen raised it to $40. In
addition, over time, ship-from-store will allow us to ship from locations that are much closer to the customer as
well, which will improve our distribution economics significantly. That's still a work in progress, and we'll
continue to optimize across the network based on where stores are opened and how can we distribute orders
based on where inventory is in place, but it'll get better and we'll dial at in over time.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Yeah. We are working towards a world where, at worst, the economics are the same from a ship-from-store in
the stores, and the supply chain. We're not there yet, but it's not far off.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Okay. And my last question, just in terms of some of the new customers that you're acquiring, let's say, on the
Sally Beauty Supply, are they signing up for your Sally Beauty Rewards program?
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Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Yes.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yes. Many of them are. And again, they may find us because of PPE or cleaning or sanitation, or they might
may find us because they're testing out DIY nails or DIY color for a long time, or they may find us because
other capacity is leaving the industry and, as a result, we will probably increase our share to some extent, as
other retailers struggle. And so, all of those are good reasons for us to be obviously upping our penetration of
our loyalty card and building a relationship with these customers over time.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Given the technology issues we had in Q1, we had actually gone light on the communication on the loyalty
program over the first part of Q2. And now that we have this capability behind just now we've been collecting
the contact details, the e-mail addresses of all the new customers as well, one thing you can expect to see is
we will heavy that up as well over the course of the rest of Q3.

Rupesh Parikh

Q

Analyst
Oppenheimer Securities

Great. Thank you. Best of luck.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

You bet. Thanks, Rupesh.

Operator
Thank you. Our next question will come from the line of Oliver Chen with Cowen. Your line is open.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Thank you. Hi, Chris and Aaron.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Hi, Oliver.

Oliver Chen

Q

Analyst
Cowen and Company LLC

The gross encouraging. What are your thoughts for what level of gross margin going forward and the nature of
the promotional environment? We also were curious about the state of the inventories being down 1% relative
to sales down 8%. How are your inventories positioned and what should we know in terms of you thinking
about working capital management and your relationship with vendors and ?

Christian A. Brickman
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A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Why don't you take the – I'll take the promotional environment question. I'll let Aaron take the inventory question
because I think we are making progress on both. So, listen, we see this is a great opportunity for us actually to
move away from a more promotional-driven approach to attracting business to both businesses, not just Sally,
but both businesses. We want to focus on our expertise, whether it's the expertise of helping the DIY
enthusiast or whether it's the expertise of helping a stylist, as she operates in the new world. And so I think
you're going to see us really push to fewer, deeper, bigger, much lower promotional intensity, which will be
focused on key categories where we can drive traffic, and then a lot of our marketing, social media and other
things will focus much more on our expertise and empowerment, empowering the DIY enthusiast, or
empowering the stylist to be successful in this new environment. And so I expect that the promotional intensity
will go down over time. And that's also consistent with what we're seeing in the marketplace, honestly, as
people focus on just the challenges of supplying customers, as opposed to focusing on promotional intensity.
Aaron, I don't know if you want to take a shot at the inventory question.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Sure. So, somewhat tongue in cheek, Oliver. We were blessed with a strong inventory position going into the
crisis. What I would tell you though is the – then we didn't have gaps going into it. The team, led by our Chief
Merchant, Pam Kohn, took aggressive action late March, early April and canceled virtually all inbounds over
the course of April and first part of May. And so we did not pile on, so to speak, with us having to shut our
receiving doors on March 17, and so we felt good about that. Team has, also, over the course of the last
couple of months, put in place a new order to buy process with very specific targets around – by category, by
business around how do we ensure that we are getting the biggest bang for the buck for the orders that we
are bringing in. And so while our – you will not see a spike in inventory, you will see us continue to make
progress over the course of this year and beyond in that way, but there will be some areas where will be
investing. Obviously, PP&E, as Chris called out and of course the core categories of color here.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Thank you. ?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Oliver, it's – unfortunately, it's impossible to understand the question right now. I mean, we'll try one more time,
if we can.

Oliver Chen

Q

Analyst
Cowen and Company LLC

Social distancing ?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

What I'm hearing is social distancing and the need and how that affects our store operations. I'll answer that
and hopefully it's what you were getting at. We are going to impose social distancing requirements
specifically around the number of people in the store at one time. For the vast majority of the stores that will
not affect our customers, because we typically don't have more than the 10 that is recommended. But there
will be some stores where we will have to ask customers to wait outside as other customers finish their shops.
And we are going to do that and implement that, we're obviously implementing gloves and masks, as well as
increased cleaning practices. At this point in time we feel that our store footprint is much better suited to
operate in this new environment than other stores that have large mass traffic and it's very difficult to control
customer entry and exit from the store. That being said, we need to get our fleet opened before we fully
understand the implications, but right now we feel pretty good about implementing the practice.

Aaron E. Alt
Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.
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A

And I would say as well from the operation side that, the stores teams have been struck with how enthusiastic
the customers have been that were opened for them. And as a result, we haven't had any notable issues
around asking people to comply with our social distancing. And we've seen appreciation for the safety
protocols we have put in place, just to emphasize our team members are required to wear masks, they are
required to wear gloves. We're doing extensive cleaning and we are monitoring at the front door of the store
how many people are in the store at any given time.

Operator
Thank you. Our next question will come from the line of Olivia Tong with Bank of America, and your line is
open.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Hi, Olivia.

Olivia Tong

Q

Analyst
BofA Securities, Inc.

Thanks. Good morning. Good morning. How are you?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

I am good. Thank you.

Olivia Tong

Q

Analyst
BofA Securities, Inc.

Very good to hear from you. I guess the first question just why do you think you were able to keep traffic steady
for so much longer versus your peers. You talked about sort of through mid-March, it was still pretty good.
Clearly, some of the numbers you gave in terms of the pre-COVID-19 same-store sales numbers were pretty
impressive. Was it – were consumer still buying in sort of the usual categories, particularly hair color, hair
styling? Was there any pivot, obviously, gloves, masks, clearly became a big topic later in the quarter. How
much of that helped you out? And as you look at what people were buying on e-commerce, how does that
compare to, what you were seeing prior to COVID-19 – prior to the COVID-19 breakout in the stores?
Thanks.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

It's a bit of a journey in every couple of weeks the band patterns change again. So, listen, I think in early March
what we saw was the resiliency of our categories, right, people were still interested in coloring their hair, doing
their nails, doing them all the things they would come to us for and stylist were still, obviously cutting hair. As
the stores beginning to shut down, and the crisis became more front and center, you're correct, PPE did spike
and there was a lot more demand for gloves, cleaning products, sanitation. We still were selling color and
nails and other categories. Interestingly though, nails really picked up kind of in as we got into April. And I think
nails is a long-term opportunity for us. I think nail, salons are going to be a problematic place for customers to
go back to, and I think DIY nails will be a nice opportunity for our Sally business and our BSG business over
time. We do see PPE demand continuing and we expect that will be ongoing for some time. Later in April, we
saw spike in clippers. Mid to late April we saw a big spike in clippers as perhaps as men's hair began to
grow out to a certain level and they were forced to do their own haircuts. We've continued to see that demand.
We think that will normalize as we get into May. And so it's going to continue to evolve but we – listen, we
believe the cores is going to be strong. I think color will be strong. We think nails will pick up or continue to be
strong, and we think PPE is going to be a new category for us as well as the extent of our cleaning supplies
where we have some really excellent disinfecting products that have always sold to salon but now are selling
to retail consumers as well.

Aaron E. Alt
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A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

And just maybe two adds to that. First is, we've seen incredible growth in color. Right. And so it's the core to
who we are, and we've seen incredible growth in color as you would expect. The second add is there was a
bit of a treasure hunt going on for things like hand sanitizer. And you may have noticed that over the course of
the crisis we were a couple of times called out in the national media where the three places you could buy
hand sanitizer were Target, Walmart and Sally Beauty. And that goes to our sourcing there. By the way I
completely agree with everything Chris said.

Olivia Tong

Q

Analyst
BofA Securities, Inc.

Great. Thank you. And then can you just talk through sort of how your strategy around how you're reopening
stores? Are you going region by region all stores, or is there a consideration in terms of opportunities when it
comes to efficiencies, like if you have stores in close proximity, are you opening all of them at the same time,
or is there some consideration in terms of generating enough sales to sort of cover the costs? As you bring
the stores back, how are you thinking about costs overall, because you've obviously – with that you're going to
have to bring back furloughed employees, albeit rent expenses associated with that as well. And, given that
there will be a limited number of people that are allowed in at a time there will be some challenges. So if you
could just talk through that that would be helpful?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Let me take it high level and then I'm going to ask Aaron to jump in. I think you've got a flawed hypothesis here.
There are some retailers who as they open stores are looking at very weak demand, and as a result they
really have to focus on the cost model and worry about whether they can amortize that across the demand.
We're not experiencing that demand as we open up either CosmoProf or Sally stores. We're experiencing
high levels of demands that honestly are – more than justify the labor we would put into those stores. So I don't
think we're going to have this slow ramp up of demand, at least we're not experiencing that. That obviously
some retailers may experience the categories that are call it more discretionary from a consumer standpoint.
And so I think you have to look at us in a different lens than that. Aaron, any thoughts on the specifics of
opening the network.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

A couple of thoughts. The first is in many local municipalities, counties and some states we are often leading
with curbside and ship-from-store before we open the store to the public. And we do that only where we have
the inventory and the demand is appropriate. So we effectively have a first step back into activity, if you will.
We open the full store to the public, where local regulations allow us to do so, where we have trained and
brought in place the safety protocols as I alluded to earlier with gloves, masks, cleaning and social distancing.
And then we start with voluntary recalls of the store managers of the stores as well. But there's another
element here which I want to make sure you're aware of, which is we have been opening our stores with more
limited hours than we first went out with, and this goes to the efficiency point. Really you have to keep in mind
these – many of these stores are now operating, not just the business they had before, which was someone
walking in the front door. They had the incremental business of being significant e-commerce shipping nodes
for us as well. And so that is an optimization play for us where we're getting productivity out of the team
members that we might not otherwise have received.

Olivia Tong

Q

Analyst
BofA Securities, Inc.

Great. Just last question, if you can provide any color on where you think your store count might be by yearend?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

By fiscal year end?

Olivia Tong
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Q

Analyst
BofA Securities, Inc.

Correct.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

100% of it.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

I think she means...

Olivia Tong

Q

Analyst
BofA Securities, Inc.

No, no, I mean .

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

I like my answer better.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Again, we're not prepared to comment on store count, but we are doing a review of a network and understand
obviously as the shift to online occurs and how demand materializes, we'll relook at the network and to make
the decisions that for efficiency purposes that we should make.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

But we had previously guided to door growth. We stepped away from our guidance. Part of that, part of our
numbers will be down, right? We aren't giving guidance as to how far they'll be down, but we will be down, not
up.

Olivia Tong

Q

Analyst
BofA Securities, Inc.

Got it. Best of luck. Thank you.

Operator
Thank you. Our next question comes from the line of Steph Wissink with Jefferies, and your line is open.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Thank you. Good morning, everyone. We have a couple of housekeeping questions. The first is just on your ecommerce comments, can you remind us, do you report, sales, based on where they originate via e-com or
digital or where they're fulfilled? How should we think about the accounting?

Aaron E. Alt
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A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Where they originate.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Okay, easy one. And then the second one is just on the capacity shakeout, I think Chris you mentioned this a
couple of times. And I want to just give you a chance to extrapolate. Is there a view that you could see some
consolidation among distributors across your key markets? And then also maybe talk a little bit about the
salon industry and the health of the industry and what you've seen in past periods of crisis. Is there a shakeout
period, in terms of those salons that are able to survive in those stylist renting booths or renting chairs and
maybe able to continue their business or may have to change their business outcomes. Thank you.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Let me take them in order. So listen, first and foremost, I do think whether it be on the wholesale side or the
retail side, there is going to be competitors – exiting competitors who are going to be smaller than they were
before, competitors who are loaded up with debt. And so there's going to be a change in the competitive
landscape. It would not surprise me, if there were some competitors do either downsized or exited especially
in wholesale. They'll be smaller, because there aren't a lot of big ones. But there maybe some opportunities
for us to increase our territorial brand rights. And on the Sally side, I would expect that there will be some retail
stores that sell beauty in a material way, who either have less stores or exit the business. And so our job
though is to serve our customers in the categories where we see the greatest opportunity, and to make sure
we're capturing share where we can. In terms of next point – I'm sorry, I forgot. What was the next question?

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

About the salon.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

About the salons and I'll come back to that. A great example by the way of retail is, let's see what happens with
Penneys and Sephoras and competitors like that. I don't know what will happen, and we'll see whether that
creates opportunities for us. In terms of salons, there has been a long-term trend in the salon business shifting
away from salons to independent booth renters and suite renters. If you think about the network or the
lighthouse, there are some very, very large salons call them A salons, who typically buy direct from the brand
manufacturers. They tend to be in the biggest cities like New York City. Obviously those markets are going to
be affected for a while. That doesn't have as much of an impact on our business because they buy direct.
Then you've got these middle-sized salons. I certainly think there is some potential that some salons may
struggle coming out of this or may not come back. What happens when that tends to happen is that stylist find
a new home. They either go to booth renting or suite renting, or they get engaged in opening a small salon
with their friends. So we'll see. I don't think you'll see a lot of stylists leave the industry. You may see some
salon leave the industry. And that's exactly what we're seeing is we're seeing, they're scrappy. They're going to
find a way to make this work, whether that means working longer hours if they can't have as much density in
their salon or whether they find – we also think that during the crisis there was many stylists, independent
stylist, who were probably cutting hair in people's houses or their own home. And so we're going to see a lot
of resourcefulness from the stylist community because this is their bread and butter. This is how they make a
living and they're going want to sustain their income. We expect there'll be a lot of pent-up demand to be
served right after markets open, and they're going to work hard to serve that demand, and then we'll see
where it levels out. But again, the good sign is we've got some opportunities with PPE and sanitation
products to sell the more as well as we think there is opportunities to gain share in the business.

Stephanie Wissink

Q

Analyst
Jefferies LLC

That's great. And final one is just on PP&E or PPE. Can you talk a little bit about your access to supply? Any
sort of backlog, in your order book in terms of access to the key ingredients or key supply that you need to
really put together those kits for your salon, salons, excuse me.
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Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

We have a robust supply of sanitizer, masks, gloves and other elements coming into our network. Of course,
we don't know the absolute demand as we carry forward, we expect it to be significant, but we're feeling good
about the work the sourcing teams and the merchant teams have done globally on finding new sources of
those supplies for us.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

And we actually think this will be a long-term practice change in the industry where this is the category we're
going to want to build out both online and in-store and put better digital merchandising around it. And actually
we think our customers are going to want to be buying these categories a year from now, not just in the next
three months.

Stephanie Wissink

Q

Analyst
Jefferies LLC

Very helpful. Thank you guys.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Great.

Operator
Thank you. Our next question will come from the line of Simeon Gutman, and your line is open.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Hey, good morning guys.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Simeon, how are you doing?

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Pretty good. Thanks. I know we're not getting too much detail on the couple days of opening. Chris, was the
volume across the store, was it broad-based, was it confined to, or was it just a breakout sales, days you've
opened the whole store did well?

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

No. Listen, I think it's broad-based even for the stores that have been opened a few weeks. Again we just
don't see the kind of – I don't think people treat this as a discretionary category like a high-end apparel
purchase or an accessory or something like that, and of course our stores are not in malls, they are in strip
malls, many of them are close to Walmarts and Targets and grocery stores where customers are going
anyways. So, I think for us, it's just – what we're trying to communicate is, we'll let demand settle out, but it
looks pretty much like normal demand and maybe a little bit of pent-up demand on top of it.
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Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Fair enough. And on the gross margin, this is pre-COVID-19, it may be moved, but it looks pretty solid in
SBS. How do you think about – I know you're not giving guidance, but how do you think about gross margin, it
feels like consumers are more price taking at this point. I don't know if that changes when the economy opens
up. You're in a pretty defensive category. A lot of merchandise is unique to you. So what's driving it and can
you have a little more visibility on the gross margin of SBS as we go forward.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

Broadly, I would say we are already a value play within SBS. Our promotional cadence will change as Chris
has talked about before, as we take stock of the assets we have and the value we bring to the customer as
we carry forward, and we're working as you would expect every element of gross margin that's otherwise
available to us. The only one that will have a short-term negative impact that I can think of is, of course,
because we did turn off our inventory buying aggressively, right, we will have to have conversations with
vendors about allowances, but I believe that will be offset by the opportunity we have on promotions.

Christian A. Brickman

A

Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Yeah. And Simeon, it's hard to protect the long term. Obviously, as I mentioned, I want us to be focusing on
expertise first and empowering the DYI enthusiast and empowering the stylist. And that will mean a lower
promotional cadence over time. I also think that there will be some benefits from retailers who are exiting the
business and not reopening their stores, creating a greater demand for us, so there's some opportunity there
not to be as promotional. And as we ramp up our purchases, you'll see allowances get back to a normalized
level. But we'll have to wait and see what happens in the environment three, four months from now. Overall, I
think we're pretty well-positioned.

Simeon Ari Gutman

Q

Analyst
Morgan Stanley & Co. LLC

Okay. One more and I'll make in two parts and then I'll jump off. The 4.8% pre-COVID-19 SBS again, it may be
moved, because the world is completely different. Do you think – I forget the timing with your marketing
campaign. I wonder if that was a boost. I know Aaron mentioned we've shut marketing off, will that come back
on if it was a meaningful driver? And the second part completely unrelated, rents, leases, is there any
magnitude you can share as we look forward, hey, we think we're going to be in a position paying 10% less
than what we were paying before. I don't know if you're comfortable talking about like that on the call.

Aaron E. Alt

A

Senior Vice President, Chief Financial Officer & President-Sally Beauty Supply
Sally Beauty Holdings, Inc.

A couple of thoughts, let me start. Let me go in reverse order. With respect to the rent abatements, our initial
approach was to go out, seeking a couple of months' rent abatement shared paying experience with the
landlords and we've been quite pleased with the results that has happened. As you would expect given that
we have a lease portfolio where the leases are generally five years, we have some options in those
conversations relative to the length of our partnership with landlords that do work with us or don't and we are
exploring all of our options on the portfolio overall. I can't give you a dollar number, the work is still underway,
but we're quite pleased with the abatements we've received so far from a cash and expense perspective.
With respect to marketing, absolutely, the brand campaign was doing well for us. While we can't tell you how
many basis points of same-store sales positivity we're tied just to the brand, we believe to the brand
campaign, we believe in the campaign, we believe in the effort, and we'll have a continuing role for us. We're
still figuring out that role, more focused on digital than more traditional, as well as, as we bring the stores up,
what was the marketing even look like in stores, as we carry forward and so more work to do there. We are
going to be very careful about ramping up SG&A in any area over Q3 as we continue to watch COVID-19, and
that's all I can say.

Simeon Ari Gutman
Analyst
Morgan Stanley & Co. LLC

All right. Thanks guys. Be well.
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Q

Operator
Thank you. And due to time constraints, Chris, I'd like to turn it back over to you for closing comments.

Christian A. Brickman
Director, President & Chief Executive Officer
Sally Beauty Holdings, Inc.

Thank you. And thank you all for your questions today. To summarize, the company was on track for an
excellent quarter, having achieved important milestones in our digital and retail transformation and delivering
excellent same-store sales results prior to the COVID-19 impact. When COVID-19 struck, the team
accomplished an incredibly adept pivot by dramatically reducing our cost structure and managing cash,
aggressively reinforcing liquidity, accelerating the rollout of in demand delivery service models, and managing
through a massive increase in online demand. Our teams led by our stores, distribution, and e-commerce
teams, are the real stars of this story and because of them, we expect to emerge as a transformed enterprise
with a much larger digital footprint and an even stronger competitive position in professional hair color and
hair care. Additionally, with our recent capital markets transactions, we believe we have enhanced our
financial flexibility and are well-positioned to survive a prolonged downturn and emerge a stronger company.
Thank you again for joining us today.

Operator
Thank you. And ladies and gentlemen, that does concludes your conference call for today. Thank you for your
participation and for using AT&T Executive Teleconference Service. You may now disconnect.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Company:
Date:
Pages:

B&G FOODS, INC.
5/5/2020
19

Notes: Example 2020 earnings call and meeting transcripts that mention face mask
requirements

07/31/2020 12:10:04 PM
Intelligize, Inc.

info@intelligize.com

1-888-925-8627

05-May-2020

B&G FOODS, INC.
Q1 2020 Earnings Call

CORPORATE PARTICIPANTS
Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.

Bruce C. Wacha
Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

OTHER PARTICIPANTS
Andrew Lazar
Analyst
Bank of America Merrill Lynch

David Palmer
Analyst
Evercore Partners (Securities)

Bryan C. Hunt
Analyst
Wells Fargo Securities LLC

Carla M. Casella
Analyst
JPMorgan Securities LLC

Matt Fishbein
Analyst

Hale Holden
Analyst
Barclays Capital, Inc.

Kenneth B. Zaslow
Analyst
BMO Capital Markets (United States)

MANAGEMENT DISCUSSION SECTION
Operator

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Good day and welcome to the B&G Foods First Quarter 2020 Earnings Call. Today's call is being recorded.
You can access detailed financial information on the quarter in the company's earnings release issued today,
which is available at Investor Relations section of bgfoods.com. Before the company begins its formal
remarks, I need to remind everyone that part of the discussion today includes forward-looking statements.
These statements are not guarantees of future performance and, therefore, undue reliance should not be
placed upon them. We refer you to the company's most recent Annual Report on Form 10-K and subsequent
SEC filings for a more detailed discussion of the risks that could impact the company's future operating
results and financial condition. The company undertakes no obligation to publicly update or revise any
forward-looking statements whether as a result of new information, future events or otherwise. The company
will also be making references on today's call to the non-GAAP financial measures, adjusted EBITDA,
adjusted net income, adjusted diluted earnings per share and base business net sales. Reconciliations of
these financial measures to the most directly comparable GAAP financial measures are provided in today's
earnings release. Ken Romanzi, the company's President and Chief Executive Officer, will begin the call with
opening remarks and discuss various factors that affected the company's results, selected business highlights
and his thoughts concerning the outlook for the remainder of fiscal 2020. Bruce Wacha, the company's Chief
Financial Officer, will then discuss the company's financial results for the first quarter as well as expectations
for 2020. I would now like to turn our conference over to Ken.

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.
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Thank you. Good afternoon. Thank you all for joining us today for our first quarter earnings call. I pray this finds
you and your loved ones safe, healthy and weathering these most difficult times. We find ourselves in
unprecedented and extremely volatile and uncertain times driven by the COVID-19 pandemic. But through it
all, we at B&G Foods have maintained a steadfast commitment to our core values and strategic imperatives
to ensure the long-term success of our company and to make B&G Foods a more valuable company. During
this crisis, every single decision we make is guided by our following priorities. First and foremost, protecting
the health and safety of our employees, assuring our usual high level of quality and integrity of our products,
meeting unprecedented customer and consumer demand, helping our communities and, lastly, making the
right decisions and investments to ensure the long-term financial health and success of B&G Foods when we
emerge from this pandemic. On today's call, I will cover three topics. First, I'll discuss the actions we're taking
during this unprecedented time to service all of our stakeholders. Second, I'll provide a year-to-date update on
our business. And later, after Bruce's comments, I'll provide perspective on our outlook for the remainder of
the year. Consistent with our core values, the health and safety of our employees and the quality and safety of
our products are our highest priorities. At B&G Foods, we have implemented a wide range of precautionary
measures at our manufacturing facilities and all of the work locations in response to the COVID-19 pandemic.
Precautionary measures the B&G Foods has taken to protect our employees, customers, suppliers and other
business partners and to maintain our ability to supply food products include the following, among many
others. First, the establishment of a COVID-19 task force consisting of top company executives and senior
management in mid-May; screening of all employees, including temperature checks before entering our
manufacturing facilities; enhanced sanitation procedures at all of our manufacturing and other work locations;
social distancing at all manufacturing locations, including the required wearing of masks, the installation of
plexiglass safety shield barriers at spots where line workers must work in close proximity; the staggering of
shift times and breaks; the restructuring of break rooms, including separating lunch tables, marking chairs for
socially distant seating and the installation of plexiglass safety shield barriers at each table to maintain proper
employee separation; quarantine for at least 14 days with pay of all employees who have either been
exposed to COVID-19 or who are exhibiting any symptoms of COVID-19; the notification of manufacturing
employees of any COVID-19 positive test at their location and the quarantine for at least 14 days with pay any
employee who may have had contact with the employee who tested positive; manufacturing plant shutdowns
for thorough sanitation upon any COVID-19 positive test with continued pay for employees; and instituting a
work-from-home policy for office workers beginning March 16 and as of this date until at least June 1, 2020.
We believe the early and aggressive actions we've taken in our facilities has helped keep our employees safe
and productive with very few positive test results and no widespread infection. While employee safety is our
highest priority, we are also aggressively managing our production to ensure that we can meet the
unprecedented increase in demand from our customers. Our teams have been working tirelessly, producing
and delivering products to help maintain the nation's food supply with minimal disruption. Our manufacturing
employees have been brave and agile in responding to rapidly changing market dynamics driven by our
rapidly changing consumer behaviors. Our frontline employees are true heroes during this pandemic and
thanks to the tremendous effort of our employees, our ability to serve our customers has not to-date been
materially impacted. In fact, our customer service rate for March was strong, fulfilling more than 95% of all
orders for both the month and for the last two weeks when the demand surge peaked. Well, that has declined
with continued increased demand. Our service rates have declined to just below 90% in April, we're pleased
we're doing our part to keep the nation's food supply chain strong. This would not be possible without the hard
work and perseverance of our amazing team here at B&G and our valued customers who continue to serve
local communities during this difficult time. We are incredibly proud of how our team has responded to this
unfortunate crisis, and we've rewarded our dedicated manufacturing employees by increasing wages for
hourly employees by $2 per hour from March 30 through at least May 22 and provided supervisors and
managers with bonuses of up to $500 during that time as well. We are also very grateful for the recognition
our employees are receiving from our customers who greatly appreciate the efforts our employees are doing
to keep their shelves stocked. I would like to share an example of the type of feedback we've been receiving
from many of our retail partners. The following are just some highlights of a recent note we received from a top
customer. "I just wanted to send you a note touching upon the true value your team has provided us over the
past month as we worked through the availability of products for the customers that shop at our stores. Your
employees' over and above commitment to give me the most up-to-date visibility from the trenches has been
awesome. The work your team has done has been best-in-class." At B&G Foods, we have always prided
ourselves on the can-do attitude of our employees and their willingness to outwork the competition. It has
been such an amazing experience to see the tremendous results our team has delivered and see these
efforts recognized real time by our customers. All of these efforts generated very positive results for the first
quarter. While the onset of the COVID-19 pandemic has been traumatic in its human and economic costs, the
measures that we have taken as a society to combat it, particularly with regards to social distancing and
staying at home, has led to a significant increase in Americans and Canadians preparing and eating their
meals at home, and we expect this trend will continue at some level for an extended period of time. Our B&G
Foods portfolio has been constructed to include a stable of over 50 brands with solid positions in the
categories in which they compete. And while some have questioned the health of center-store and even
frozen vegetable brands, these are our foundation at B&G Foods and just the trusted products that consumers
have turned to in a time of crisis. As you likely saw from our earnings release earlier today, we reported net
sales of $449.4 million for the quarter, an increase of more than $36 million or 8.9% compared to last year.
We delivered adjusted EBITDA of $80.7 million for the quarter, an increase of nearly $5 million or 6.5% (sic)
[6.4%] compared to last year, despite being negatively impacted by foreign exchange to the tune of $1.9
million. We reported net cash provided by operating activities of $57.6 million, an increase of nearly 15%
compared to last year. As we highlighted on our last earnings call, we initially had modest expectations for the
first quarter. In January and February, we continued to work with our retail partners to execute our trade
optimization strategy during the non-holiday season promotional calendar, which resulted in softer top line
performance to start the year, although it was the right thing for the business. By early March, sales were back
on track, and we began to build momentum as we headed toward the Easter holiday. During the first half of
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on track, and we began to build momentum as we headed toward the Easter holiday. During the first half of
March, we quickly realized that we were in a very different environment following the outbreak of the
coronavirus. At that point, we immediately shifted gears and began to test our supply chain to ensure we keep
our employees safe while at the same time ramping up production to ensure that we were doing the best that
we could to satisfy what would become unprecedented demand for our products. In fact, the last week of
March was the strongest sales week in B&G company history with more than $65 million in net sales. We
experienced strength in almost all of our brands, but especially Green Giant, Ortega, Cream of Wheat,
Clabber Girl, B&M, Bear Creek, Victoria and Underwood. Contrary to some belief that consumers were only
pantry loading for the long term, consumers have been consuming a large percentage of the increased
volume, driving continued strong performance throughout the month of April, with our net sales increasing
more than $70 million or more than 60% ahead of last year for the four weeks ending April 25. Now while we
don't expect to see the same level of outperformance in the second quarter and long term, our open orders
through the middle of May showed similar growth as April. This outsized sales performance was driven by
strong retail consumption in the quarter. Consumption as reported by Nielsen Services for all of B&G Foods
increased 12% in the 13 weeks ending March 28, driven by a strong five-week March of plus 44% and
specifically driven by the last two weeks of March by plus 87%. In fact, for the week ending March 21,
consumption of all B&G Foods products more than doubled at 122% versus last year. Several of our brands
doubled or nearly doubled their year-ago consumption for the entire month of March, including Green Giant
and Le Sueur canned vegetables, Clabber Girl baking powder, B&M baked beans, Underwood, Victoria, and
McCann's. Total B&G Foods consumption trends have continued very strong in April with the four weeks
ending April 25 up nearly 41% versus last year. B&G Foods is largely a North American retail-oriented
business with a portfolio with distinct advantages in this current environment. These strong consumption
trends are testament to the popularity and consumer trust in our brands and their utility as consumers prepare
more meals at home. However, we have experienced softness in our foodservice business, which represents
approximately 13% of our net sales in 2019. We expect that our foodservice sales will remain challenged as
people continue to shelter in place and their away-from-home eating options remain limited. Some of the
businesses mostly impacted by the decrease in foodservice sales include our spices & seasonings business,
B&G brand, Don Pepino and Maple Grove Farms. While our overall business is trending very strong, we do
recognize brand building and innovation remain critical pieces to our long-term success. And while the
innovation we plan to introduce this year will be delayed somewhat due to the retailer movement of reset
timing and the manufacturing focus on getting existing products through the shelf first, we plan to step up
investment against our new products to ensure their success. Any loss in sales from delayed resets and other
innovation delays will be more than made up in the current consumption trends of our stable of core brands
like Green Giant canned and frozen vegetables, B&M, Bear Creek soup mixes, Polaner All Fruit, Victoria
pasta sauce and Underwood. Our largest innovation is in Green Giant frozen vegetables where we will
continue to launch that we began in the fall of 2019 with Green Giant Pizza with Cauliflower Crust, Green Giant
Veggie Hash Browns, Green Giant Cauliflower Gnocchi and Green Giant Cauliflower Breadsticks, which are
already in distribution in an average of 40% of the ACV and performing very well there. In addition, we are
very excited about our recent Farmwise acquisition as we expect it will add fuel to our Green Giant innovation
pipeline as well as provide us a brand name more appropriate for the natural channel. This fall, we plan to
leverage this acquisition of Farmwise by introducing Green Giant Veggie Fries in innovative new varieties
including Zucchini Garlic Parmesan, Cauliflower Ranch and Bacon, and Broccoli and Cheese, along with a
totally new product called Green Giant Veggie Rings, our cauliflower based take on onion rings. These will
come in varieties such as Cauliflower French Onion and Cauliflower Three Cheese and Bacon . Regarding
the Farmwise brand, we plan to relaunch the brand in the natural channel plus a few current mainstream retail
customers later this year as well. On the grocery side of the business, we will continue to launch a shelf-stable
version of Green Giant Riced Veggies, a nutritious alternative to traditional dry rice, made from 100% plantbased legumes like lentils, sweet peas and chickpeas. Retailer acceptance of this innovation has been very
good and we expect to be in 30% of the ACV by year-end, less than anticipated due to category resets being
cancelled or delayed due to COVID-19, but building throughout 2021 with a targeted goal of 65% ACV. Not to
be outdone by Green Giant, the Ortega brand is moving ahead with its introduction of Cauliflower Taco Shells
and Cauliflower Tortillas as well as the line of street taco sauces. These new products have been very well
received by our customers, with many of them saying it's the first real innovation they've seen in the category
in quite some time. We expect to achieve an average 30% ACV distribution by year-end, also less than
anticipated due to delayed category resets, but we expect this will continue to build in 2021 with the goal of
75% ACV. Another area in which we will make additional investment this year is in e-commerce. We estimate
our e-commerce sales are less than 1% of our business. And although it's really have taken off this past
quarter, growing more than 100% on Amazon alone, we know we need to catch up to many of our competitors
in this space. By the end of 2020, we plan to make significant progress in building our e-commerce capability
by completing the foundational work needed on our digital imaging, content and product data, improving our
product offerings with innovation and e-commerce-friendly packaging and improved data compliance. We will
combine this with a greater investment in internal resources, including marketing, sales and supply chain
personnel, along with increased investments to build out our e-commerce shopper marketing program,
including branded stores, banner ads, social media links and search engine optimization, amongst other
activities. Lastly, B&G Foods has long been supportive of the communities in which we live and work and that
has only accelerated during this time of crisis. In addition to our partnership with St. Jude's Hospital, we've
established relationships with Feeding America and No Kid Hungry and are using our electronic billboards in
Times Square New York along with our social media channels to help raise awareness for these very
important charitable causes In summary, B&G Foods has so far successfully managed through these very
trying times by keeping focus on our highest priorities, executing the plan with which we entered the year and
then quickly exercised the adaptability and determination for which our company is known to respond to an
unprecedented time in our country and in our world. I am extremely proud of our employees and I'm confident
they can continue their terrific performance going forward. I will return later to provide perspective on our path
forward first quarter in more detail and thoughts about the remainder of the year. Bruce?
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Bruce C. Wacha
Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.
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Thank you, Ken. Good afternoon, everyone. I hope that you and your families are staying safe and healthy.
Before I begin, I would also like to add my own thanks to our incredible team of dedicated employees across
all of B&G Foods for their hard work during this time. As Ken mentioned earlier in the call, while the onset of
the coronavirus has been traumatic in its human and economic costs, the measures that we have taken as a
society to combat it, particularly with regard to social distancing and staying home, have led to a significant
increase in Americans preparing and eating their meals at home. And this is something that we expect to
continue at some level for an extended period of time. We constructed our portfolio of brands over time to
include a broad range of shelf-stable products and frozen vegetables. These are exactly the types of brands
and products that consumers are gravitating to in the current environment. And we are happy to be doing our
part to help feed America. Not surprisingly, given this backdrop and our portfolio of brands, we had a very
strong finish to the first quarter of 2020 with outsized growth in March in terms of net sales and adjusted
EBITDA. This was driven by the final two weeks of the month, which had frenzy demand for our products and
coincided with the establishment of the country's social distance policies, stay-at-home mandate and the
shutdown of large portions of the economy. We have seen this heightened demand for our products continue
throughout April and into the beginning of May. In the first quarter of 2020, we reported net sales of $449.4
million, adjusted EBITDA of $80.7 million and adjusted diluted earnings per share of $0.46, results that are far
greater than we had expected in the beginning of the year. Adjusted EBITDA as a percentage of net sales
was 18% for the quarter, which is in line with our expectations for the quarter and for the year. We were
negatively impacted by about $1.9 million in FX for the quarter as well as some discrete incremental spending
associated with coronavirus preparedness that I will walk through a little later on the call. Absent these costs,
we would have generated a little bit more than $83 million of adjusted EBITDA and approximately 18.5% in
adjusted EBITDA as a percentage of net sales. Net sales for the quarter represented an increase of $36.7
million or 8.9% versus the year-ago period. The acquisition of Clabber Girl in May of 2019 benefited the
company and contributed approximately $18.7 million to the first quarter of 2020 net sales. Base business net
sales, which excludes the impact of M&A, increased by $17.8 million or 4.3%. First quarter 2020 net sales
benefited by approximately $9.2 million from net pricing, inclusive of the wraparound benefit of our spring
2019 list price increase and our trade spend optimization program. These pricing benefits were
complemented by approximately $8.2 million from increased volumes in our base business. As a reminder,
while we are seeing a tremendous benefit from increased consumption following the onset of the coronavirus,
we really only began to see these benefits in the final two weeks of the quarter. Green Giant led our
performance with net sales increasing by $22.2 million or 16.3% in the quarter. We saw outsized growth in net
sales of both our frozen and shelf-stable Green Giant products. Frozen growth was driven by our core legacy
frozen bag and frozen bag-in-a-box line as well as our innovation products. Frozen innovation net sales growth
was primarily driven by our power innovation SKUs as well as Green Giant Riced Veggies and Green Giant
Veggie Spirals while many of our 2020 innovation launches have been delayed as a result of the turmoil that is
occurring in the grocery aisles as our retail partners are focused on keeping their largest and fastest turning
items on the shelf. Among our other large brands, Victoria was the leader and increased net sales by $1.9
million or 17.4%. New York Style had another strong quarter and net sales increased by $1 million or 11.1%.
Cream of Wheat increased by $1.5 million or 8.7%. Ortega increased by $1.5 million or 4.1%. Maple Grove
Farms increased by $0.5 million or 3%. Net sales for our spices & seasonings business inclusive of the
business that we acquired in 2016 and our legacy brands such as Dash and Ac'cent were down significantly.
Unlike the majority of our business, spices & seasonings has a significant foodservice weighting, and these
sales were negatively impacted by the coronavirus and the resulting shutdown of large portions of the
American economy. This is the one significant area of our portfolio where we have seen a negative drag on
performance and, not surprisingly, net sales were down $12.9 million or 15%. Clabber Girl, which we acquired
in mid-May 2019, also performed exceptionally well. As I mentioned earlier in the call, Clabber Girl generated
$18.7 million in net sales during the first quarter. And while we didn't own the business at this point last year
and thus all of the sales are purely incremental, the business generated approximately $15 million in net sales
under the prior ownership's watch during the same time period last year. I would also like to highlight our
quarterly net sales performance for some of the other brands in our portfolio. B&M, which increased net sales
by $1.7 million or 49%, had outstanding performance in the first quarter. Net sales of McCann's Irish Oatmeal
increased by $0.7 million or 20.9% as that brand continued to build momentum since our acquisition. Others
such as Las Palmas increased net sales by $1.1 million or 12.3%, Mama Mary increased net sales by $0.9
million or 12.8% and Underwood increased net sales by $0.7 million or 13.2%. Gross profit was $104.9
million for the first quarter of 2020 or 23.3% of net sales. Excluding the negative impact of approximately $2.3
million of acquisition/divestiture-related and non-recurring expenses during the first quarter of 2020, gross
profit would have been $107.2 million or 23.9% of net sales. Gross profit was $88.1 million for the first quarter
of 2019 or 21.3% of net sales. Excluding the negative impact of $13.1 million of acquisition/divesture-related
and non-recurring expenses during the first quarter of 2019, gross profit would have been $101.2 million or
24.5% of net sales. Selling, general and administrative expenses were $40 million in the first quarter of 2020
or 8.9% of the quarter's net sales, up slightly in dollar terms, but a decrease as a percentage of net sales.
Selling, general and administrative expenses were $38.3 million in the prior-year quarter, which was 9.3% of
net sales, or an improvement of almost 50 basis points. The dollar increase was composed of increases in
selling expenses of $2 million and general and administrative expenses of $1.7 million, partially offset by a
decrease in M&A and non-recurring expenses of $1.2 million, consumer marketing of $0.5 million and
warehousing expense of $0.3 million. We generated $80.7 million in adjusted EBITDA in the first quarter of
2020 compared to $75.8 million in the prior-year period. The increase of $4.9 million in adjusted EBITDA
represents our second consecutive quarterly increase in adjusted EBITDA, which follows our finally lapping
the one-year anniversary of the divestiture of Pirate Brands in the fourth quarter of last year. Adjusted EBITDA
as a percentage of net sales was 18% for the first quarter of 2020, which is consistent with our performance
last year and our expectations for full year 2020. While we are seeing unprecedented growth in net sales and
representative increases in adjusted EBITDA, we haven't necessarily seen an outsized increase in margins
from the incremental sales driven by some of the incremental costs associated with the coronavirus. For
example, we have engaged in precautionary screenings for factory workers, enhanced cleaning of our
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example, we have engaged in precautionary screenings for factory workers, enhanced cleaning of our
facilities and we were paying additional compensation for our factory workers. Additionally, we had an
increase of nearly $2 million related to transactional losses related to FX during the quarter, which helped to
depress our profit. Absent these charges, we would have delivered a little bit more than $83 million in
adjusted EBITDA and approximately 18.5% in adjusted EBITDA as a percentage of net sales. While we
expect elevated costs associated with operating in the age of the coronavirus throughout the rest of the year,
we also expect operating leverage of our increased net sales on our corporate structure and enhanced
utilization in our factories to largely offset these costs. Net interest expense was $26 million in the first quarter
of 2020, an increase of almost $3 million that was largely expected over the prior-year period. Net interest
was negatively impacted during the quarter primarily due to incremental borrowing used to fund our
acquisition of Clabber Girl, as well as our share repurchases last year and the higher cost of debt associated
with last year's refinancing of our 4.625% notes. Additionally, we have also drawn on our revolver and we were
sitting on more than $125 million in cash at the end of the quarter as a precautionary measure, which while the
right decision to take for the company has involved an increase in our interest expense. Separately, we do
expect to see some benefits in the back half of the year as a result of lower interest rates, which should help
create favorable result for us with regards to our term loan that carries a rate of LIBOR plus 250 basis points.
As a reminder, LIBOR was at approximately 2.2% when we placed our term loan last year compared to
approximately 1% today or 120 basis points cheaper. We generated $0.46 in adjusted diluted earnings per
share in the first quarter of 2020 compared to $0.44 in adjusted diluted earnings per share in the prior-year
period, benefiting from improved operating performance, a lower effective tax rate, and a reduction in our
share count. Cash generation was strong for the first quarter of 2020; as expected with $57.6 million in net
cash provided by operating activities versus $50.3 million in the first quarter of 2019. The unprecedented
demand for our products in the final two weeks of the quarter led to a greater than expected decrease in
inventories with inventories decreasing from $472.2 million at the end of fiscal 2019 to $399.2 million at the
end of the first quarter. This benefit was offset in part with an increase in accounts receivable, particularly for
those sales at the very end of the quarter, to $200.6 million from $143.9 million at the end of fiscal 2019 and
compared to $162.8 million at the end of the first quarter 2019. Finally, it should come as no surprise for
longtime followers of B&G Foods that our management team and our board of directors remain committed to
our longstanding dividend policy. And during the first quarter, on February 24, 2020, our board of directors
declared B&G Foods' 62nd consecutive quarterly dividend in the amount of $0.475 per share. Now I would
like to touch on our expectations for fiscal 2020. As you know, the guidance that we issued a little more than
two months ago on February 25 called for net sales to be in the range of $1.66 billion to $1.68 billion, adjusted
EBITDA to be in the range of $302.5 million to $312.5 million and adjusted diluted earnings per share to be in
the range of $1.60 to $1.80. Based on our results through today, we expect to materially exceed that guidance
for 2020. We also believe that improving P&L results will drive increased cash flows and help us to accelerate
the deleveraging of our balance sheet. However, the ultimate impact of the coronavirus on our business will
depend on many factors, including, among others, the duration of social distancing and stay-at-home
mandates and whether a second or third wave of coronavirus will affect the United States and the rest of North
America; our company's ability to continue to operate our manufacturing facilities and maintain our supply
chain without material disruption; and the extent to which macroeconomic conditions resulting from the
pandemic and the pace of the subsequent recovery may impact consumer eating habits. At this time, we are
unable to fully estimate the impact of the coronavirus will have on our company's second quarter, third quarter
and full year fiscal 2020 results; and therefore, we are unable at this time to provide guidance for the
remainder of 2020. We do, however, expect our performance to be strong for the remainder of the year. We
had our strongest finish to the quarter ever and that momentum has continued into the second quarter with
April – net sales through the week ending April 25 increasing by more than $70 million or more than 60% as
compared to last year, and we expect continued outperformance. Early indications suggest that net sales in
May will also be quite robust and materially larger than net sales in May of 2019. We have continued to
generate substantial cash from these incremental net sales as we work our way through the second quarter
and our cash position has increased from approximately $127 million at the end of the first quarter to
approximately $200 million today, even after taking into account $30 million quarterly dividend payment we
made last week. That being said and based on everything that we know right now, we assume that our
outperformance may have peaked as stay-at-home restrictions are starting to lessen and markets are starting
to reopen in certain parts of the country. We don't know the pace as to which consumers will begin to return to
eating some of their meals away from home, but we expect the hyper growth in net sales we are seeing today
to moderate over time as stay-at-home restrictions and work-from0home policies evolve. However, based on
our experience with previous economic crises and downturns, we expect to see modest growth continue with
a meaningful and lasting shift from away-from-home consumption to at-home consumption that will persist for
some time after the economy reopens due to the likely economic downturn that is broadly anticipated at this
point. We also expect to see this shift benefit B&G Foods given our heavy portfolio weighting towards US and
Canadian traditional retail grocery. Also, we have a portfolio of great tasting high quality branded foods. One
of the key focuses has been to support our brands and our retail partners, leveraging our supply chain and
logistics expertise to keep our products on the shelves and maintain historical fill rates as best we can,
demonstrating to our customers our importance as long-term partners. While this is of utmost importance, we
have also been focused on our end users and improving their consumer experience. We have seen
tremendous demand from long-term consumers of our products. We are also seeing new consumers and
increased trial during this period of heavy consumption and we believe this will translate into increased
demand over time. We certainly believe that we will come out of the coronavirus period better positioned to
grow our business, reduce leverage and generate value for our shareholders. On the other side of the coin,
we do have some factors that could limit our performance. We are currently selling everything we can produce
for most of our brands. Our factories are running full steam ahead as are those of our co-packing partners.
We are also working with our suppliers particularly with regards to our seasonal pack that supports Green
Giant so that we can really lean in from a production standpoint and satisfy all of this demand. And as Ken
mentioned earlier, thanks in part to the precautionary measures we have taken and the cooperation of our
manufacturing and other employees in adhering to those policies, together we've been able to help flatten the
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

manufacturing and other employees in adhering to those policies, together we've been able to help flatten the
curve and keep each other safe, and we have been blessed with limited disruptions to-date to our supply
chain both in terms of manufacturing and distribution and, more importantly, very few coronavirus tests. We do
expect to continue to invest in our manufacturing facilities and our dedicated manufacturing employees at this
very difficult time and we also expect to reinvest some of our incremental proceeds in additional consumer
marketing and an acceleration of our e-commerce readiness efforts. So, while we do not know how long this
unprecedented increased demand for our products will last and while there are risks associated with
operating in this unprecedented environment that could cap our upside performance and while we also plan to
make incremental investments in brand building and e-commerce preparedness that we will look to fund with
our anticipated incremental cash flows, we do believe that we will materially exceed the guidance that we
provided to you just two months ago. We look forward to providing in the coming months additional insight as
to our plans and expectations for the remainder of the year as we get a better understanding of the extent to
which the coronavirus resulting societal changes will impact our full year results. I would now like to turn the call
back over to Ken.

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.

Thank you, Bruce. While the coronavirus pandemic is still evolving, we believe that the foundation we have
built at B&G Foods has positioned us to come out of the crisis stronger than we entered in. As Bruce
mentioned, we believe we will have elevated financial performance throughout the crisis and beyond as
consumers gravitate toward our products while cooking and eating more at home. We also plan to take this
opportunity to make incremental investments behind brand innovation and e-commerce preparedness. We
are optimistic because we believe that the increase in consumers eating at home is resulting in trial among a
new set of consumers we were not reaching previously. Our consumer research has uncovered encouraging
news regarding bringing new consumers into our franchise. We believe new households are like a fountain of
youth to food brands and our research shows that the percent increase in total brand buyers due to new
buyers since the COVID-19 outbreak ranged from 15% to 45% amongst B&G Foods brands. As a result,
we're seeing a significant increase in volume from new buyers increasing by an estimate of between 14% to
53% across our brands. Encouragingly, new brand buyers during this time indicate they have a strong
appetite to continue buying our brands as the repurchase intent or the percent of new buyers who plan to buy
again range from 40% to 82% among our brands. So, going forward, our job is very clear. We must work hard
to retain as many of these new households as possible. So, we're optimistic about our outlook for 2020,
powered by changes in consumer behavior, our stable of time-tested and trusted brands ideal for preparing
meals at home and the strength, flexibility and commitment of our employees to excel even during these most
difficult times. We look forward to updating you on our progress over the course of the year. In the meantime, I
pray that all of you and your families and friends remain safe and healthy. This concludes our remarks today.
And now we'd like to begin the Q&A portion of our call. Operator?

QUESTION AND ANSWER SECTION
Operator
Certainly. Our first question comes from Andrew Lazar of Barclays. Please go ahead.

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

Good afternoon, Ken and Bruce. Glad to hear you're doing well.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Thanks, Andrew.

Kenneth G. Romanzi
President, Chief Executive Officer and Director
B&G Foods, Inc.

Thank you.
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A

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

I've got two questions, if I could. The first one is more of a quick one. I know that you'd mentioned that overall
consumption in 1Q I think was up 12% or so. And that was a little ahead of overall sales growth and obviously
well ahead of the organic increase of a little over 4%. I was hoping you could just kind of bridge those two for
us a little bit. I don't know if there was any inventory drawdown. I guess, in any couple of week period you can
have differentials obviously between consumption and shipments due to retailer inventory levels. And then I've
just got a follow-up

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Well, we didn't see any inventory.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Sorry. Go ahead, Ken.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

No. Go ahead.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Yeah. Part of it also, Andrew, is we saw massive sales in April and so there may be a little bit of a timing, as
you referenced. So, we had, as Ken mentioned on the call, our busiest week ever to close out March and then
just continued strong demand through April. So, I think it's just a matter of shipments catching up.

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

Okay. And then maybe...

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Also, shipments would have lagged a little bit on consumption because although not a big part of our
business, our foodservice business, as we mentioned, was very soft and started out the year very strong and
then in March really was soft and continues to be soft. So, that would be a driver of the shipment number of our
total business net sales number growth being less than our consumption growth.

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

Got it. And it's interesting, from what we're hearing, I assume the same is true for you guys is that obviously
retailer inventories are also incredibly low, like, by any historical measure just given, obviously, they're shelving
everything they basically have. So, anyway, it will be interesting as time goes on, if people are worried about
some big sort of pantry unwind or something even though there's clearly consumption happening with people
at home, one would think retailers are going to have to restock inventory at some point as well. And I don't
know maybe even have to reappraise what an ongoing level of inventory might look like going forward. But I
assume that your levels of retail inventory at this stage are also very low.
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Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Well, you're right. We don't expect there's going to be a pantry de-loading to a great degree because of how
frequently we're seeing consumers come back and research that shows that most people or a very, very high
percentage of people, based on research, we've heard are coming back within two weeks. So, not staying out
of the grocery store for long periods of time. And just our continued strong consumption and order rates
through April and May, we don't think people are – the data doesn't suggest that all they're doing is stocking
their pantry, there was probably a little bit of that in that spike in March, in mid-March, but since then it's been
pretty consistent.

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

Yeah. I mean, more interesting, I think, is and I appreciate your commentary towards the end of your prepared
remarks around sort of trial and repeat because I think that's really going to be interesting to track for a lot of
the packaged food brands that are getting all this trial as many of yours are. And how successful you and
others can be in converting even some portion of those , if you will, into more permanent consumers? And you
went through a couple of numbers pretty quickly, but I was hoping you could just cover that a little bit more just
– I guess, where has that data sort of come from. I assume it's just sort of a panel survey type data of
consumers. And how do you parse out how much of that is consumers that are still in a current mindset, if you
will, of sort of all things pandemic versus maybe when we're in a more normalized sort of environment, what
the repeat could look like? So, any comments there would be really helpful.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Well, some of the data came from third-party sources, but some of it also came from our own consumer
research that we didn't do new this time, it's something that we do ongoing. So, the interesting and very
encouraging news was that during Easter period, for instance, we usually see a jump in households given the
brands that tend to drive higher seasonality during that timeframe. But we saw even bigger increases this year
than we've ever seen in the past. So, it's encouraging trend. Anytime you can get new household, that's a very
hard thing to do. And anytime you can get new households, just retaining some of them should have a positive
impact. So, while we certainly won't project out the sales growth rates that we're seeing now, we want to
closely monitor this so that we can get when things return to "normal" we're going to have to include this in our
brand forecasting going forward.

Andrew Lazar

Q

Analyst
Bank of America Merrill Lynch

Great. Okay. Well, thanks very much. Stay well.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

This is like a new product. You take a new product and you measure trial and you measure repeat and your
project out what the volume can be. So, a new household on an old brand, that's like a new product. So we
really have to kind of apply those consumer marketing disciplines to determine the long-term effect on the
brands.

Andrew Lazar
Analyst
Bank of America Merrill Lynch

Thank you.

Operator
Our next question comes from David Palmer of Evercore ISI. Please go ahead.
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Q

David Palmer

Q

Analyst
Evercore Partners (Securities)

Thanks and good evening. Your comments about April growth of 60% and similar growth based on the orders
for May, that's obviously pretty remarkable stuff. It looks like you've swung from under-shipping consumption by
8 points or so based on your numbers to out-shipping consumption just based upon some of the consumption
numbers that we saw for April might be 20 points, 30 points light of the type of growth that you're seeing in
terms your shipments. Although if we were to spread that over the quarter, that might be more like 10 points
whatever. But as you said, May continues to be very strong on the demand for shipment. So, do you see
shipments outpacing consumption at this point? Why do you think that is and where do you see this quarter
playing out in terms of how you're going to end with retailer inventory? And I have a follow-up.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

I think you have to be careful, the numbers don't always match exactly because not all of the business is
measured by the consumption numbers. You have to look at them over time. So, you can't pinpoint exact
numbers. Keep in mind, if you listened carefully to the numbers, we shipped over 60% growth in April and our
order fill rate dropped below 90%. We could have shipped a lot more if we had our historical 98.5% order fill.
So, the demand is really there, and you can't look at one month and have the same exact numbers between
shipment and consumption. There are shipments that go to unmeasured channels or unmeasured customers.
And of course, the foodservice element I talked before has the opposite effect on that. So, so far, that's why
we're so – so, I mean, we don't believe this will last forever, but we are so attentive to what's happening with
our order patterns and our open orders and how we can see them now into the third week of May as of today
and they remain strong. So, our own inventories have been dramatically depleted. So, as Bruce said, we're
producing everything we can sell. And when things slow down, we'll actually have a chance to rebuild some of
our inventory to rebuild our customer fill rates to the traditional high 90s like we normally want to do. But right
now, we're producing everything we can to meet the spiking demand that continues.

David Palmer

Q

Analyst
Evercore Partners (Securities)

Thanks for that. And then just two quick ones in terms of how we should think about our modeling going
forward. You talked about the $70 million of revenue growth in the month of April. If we're just to say round
numbers just – even though it's not going to be this number, but you had $100 million of new sales or of
incremental sales in this quarter, should we think of that being EBITDA of $19 million to $20 million or
something like that, which would be similar to your EBITDA margin in the past? Bruce, you made a comment
about incremental cost being offset by the leverage, so hard to believe that at that type of sales, you wouldn't
get – even with a co-packer model in large part of your business, you wouldn't get some leverage that would
outpace your costs. So, any comment on that. And then thinking about free cash flow conversion of EBITDA
for this year, how would we think about that for 2020? Anything unusual that you would think would impact that?
And I'll pass it on. Thanks.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

I'll let Bruce answer in more detail. But to be clear, we do about half of our business through co-packers. We
do not see volume leverage with our co-packers – to a great extent. So, about half of our business that is
doing well in our own manufacturing, we do expect to get leverage off of that volume and incremental margin
off of that volume. But as Bruce mentioned, there are higher costs. So, it's a really unprecedented time right
now to pinpoint that, but we will have materially increasing sales and we will have margin that will cover a lot of
those increased costs.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

And so, to Ken's point, I think if we were in that 18%, 18.5% margin area, we would be happy because it
means things are going well. And from a cash standpoint, the cash should follow the sales, we're always pretty
efficient from a cash flow standpoint. As I said on the call earlier, we finished the first quarter with a little bit
more than $125 million in cash. We were sitting on somewhere around $200 million today in cash and that's
after paying our dividend payment.

David Palmer
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Q

Analyst
Evercore Partners (Securities)

Okay. Thank you.

Operator
Our next question comes from William Reuter of Bank of America. Please go ahead.

Operator

Q

Hi. This is Mary on for Bill. Thanks for taking my question. First, just on private label, the environment, have you
seen any shift towards or away from private label, and do you expect that their share may increase as
consumers become more focused on value?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

I think we've been in that mid to high teens private label as a percent of US grocery for some time and there's
increased demand for private label and there's increased demand for branded food and people are eating at
home and I think we should expect that to continue.

Operator

Q

Got it. And then lastly, how are you thinking about timing as far as repaying your revolver balance?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

I think we're watching how the world evolves. We drew down a little bit on the revolver as a precautionary
matter as the whole coronavirus started to sweep through and we're going to continue to monitor things just to
be on the safe side. Our revolver is fairly cheap. We're L plus 175 from a cost standpoint.

Operator

Q

Okay. Thank you very much.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Yeah.

Operator
Our next question comes from Bryan Hunt of Wells Fargo Securities. Please go ahead.

Bryan C. Hunt

Q

Analyst
Wells Fargo Securities LLC

Thank you for your time and thank you for the script, very detailed. My first question is, you have generated a
significant amount of excess cash. If I think about discretionary cash, in the month of April, it's over $100
million. Is there any way you could put some bands around the incremental spending you plan on doing to
develop your e-comm as well as the heightened marketing you planned on – you plan on putting some
incremental cash to work in kind of given the windfall you're seeing today?

Bruce C. Wacha
Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.
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A

I think from a timing standpoint, we're going to let the year build and continue to generate that cash. I don't
think it's going to be in a material where it's going to hurt margins necessarily, but we do see an opportunity as
we work through the year to continue to invest in our brands and continue to develop our e-commerce
capabilities. And we think it's a good opportunity to do so while we're benefiting from this increased demand.

Bryan C. Hunt

Q

Analyst
Wells Fargo Securities LLC

Okay. And my second question is, do you see any opportunities to put money to work on CapEx to improve
your throughput in the very short term and/or take advantage of high return opportunities that you may have,
given that again you have a cash windfall? And can you remind us what your CapEx guidance is for the year?
Thank you for your time.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

CapEx was $45 million was our guidance. That's probably still a fair number and that probably has some of
those investment opportunities in there. If you think about the last couple years, we were implementing our
ERP system, and so that's largely done. And so, we are already planning on putting some money to work from
a growth standpoint anyway. Feel pretty good about that number.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Yes. Our plan also included investments to drive efficiency and throughputs in our facilities. But in specific
answer to your question, there are no short-term things that we can turn on a dime to do. Normally, those
things are pretty long lead time projects. So, we're staying with our capital plan, as indicated, with some minor
variations where we can, but nothing major.

Bryan C. Hunt

Q

Analyst
Wells Fargo Securities LLC

All right. Ken and Bruce, just stay healthy and thanks for your time. Best of luck.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Thanks.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Thanks so much. You, too.

Operator
Our next question comes from Karru Martinson of Jefferies. Please go ahead.

Karru Martinson

Q

Good afternoon. Just on the foodservice part, the 13% of sales. Where are you on that today? I mean, has that
grounded down to zero or are we still seeing some throughput on that?

Bruce C. Wacha
Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.
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A

Not zero. We still are seeing foodservice sales, but certainly you saw with our spice business, it was down,
and I think that will come back as people start to go back to work, go back to restaurants and get out of the
stay-at-home. And so, for us, it's a small part of the business. So we're getting the large benefit from a retail
branded grocery standpoint and a little bit of a drag from a foodservice standpoint.

Karru Martinson

Q

Okay. And just wondering in terms of the investments that you're making. Today is Cinco de Mayo, Ortega
would have had a great opportunity to sell through. Where are you reallocating marketing dollars here in the
frontend that may not be invested given that the demand is so strong?

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Well, we certainly took part in the Cinco de Mayo promotions with many retailers with Ortega. Ortega
participated in that like it normally does. We did hold back some dollars where we could because there was
driving demand even higher when we were seeing order fill rates decline was not something. So, we'll take
those dollars and reapply them mostly in second half of the year as well as some incremental investments,
mostly just getting ready on e-commerce and accelerating that timeframe we're already planning for this year
as well as supporting the innovation. Since we're launching it later, we'll be putting a little bit more of the
awareness and trial efforts against the Green Giant and Ortega innovation in particular.

Karru Martinson

Q

Thank you very much, guys. Appreciate it.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Thanks, Karru.

Operator
Our next question comes from Carla Casella of JPMorgan. Please go ahead.

Carla M. Casella

Q

Analyst
JPMorgan Securities LLC

Hi. Just a couple little follow-ups on the prior questions. Can you tell us how much of your foodservice
customers have their locations closed versus that are just operating on a limited basis?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Most of our foodservice customers are the large institutional guys.

Carla M. Casella

Q

Analyst
JPMorgan Securities LLC

Okay. And then it sounds like the cost increases from the bonuses you pay and extra spacing, et cetera, it
sounds like that you expect the sales windfall to more than offset those increased costs. Is that a right way to
read it?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

From an incremental EBITDA dollar standpoint, yes. From a margin standpoint, not necessarily, maybe a little.
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Carla M. Casella

Q

Analyst
JPMorgan Securities LLC

Right. Okay. And then, are there any of your – the non-foodservice customers or the foodservice customers
where you have a concern or bad debt expense concerns?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Nothing material.

Carla M. Casella

Q

Analyst
JPMorgan Securities LLC

Receivable balances?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Yeah. Nothing material. I mean, obviously, the end of March, we are watching things pretty carefully and early
April, but people seem to have been able to maintain their businesses.

Carla M. Casella

Q

Analyst
JPMorgan Securities LLC

Okay. Great. The rest of my questions were answered, so thank you so much for the time.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Thank you.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Thank you.

Operator
Our next question comes from Rob Dickerson of Jefferies. Please go ahead.

Matt Fishbein

Q

Analyst

Hi. Good afternoon. It's Matt Fishbein on for Rob. Thanks for the question. Just a quick one to follow up. Sorry
if I missed it. But did you give a dollar amount of the incremental costs related to the COVID-19 situation in the
quarter and how much of these would you consider non-recurring? Some of these costs like the incentives,
they sound like they're one-time in nature. But which of these new costs are maybe a little bit stickier as we
think about employee screenings and protective equipment? How should we think about those costs in Q2
assuming they would be higher than they were in Q1 and maybe beyond in the rest of the year? Thanks.

Bruce C. Wacha
Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.
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A

Yeah. Less than $1 million in Q1 and the cost will probably continue so long as we're in the current
environment that we are in. And as that environment begins to recede, I think those costs will start to
normalize.

Matt Fishbein

Q

Analyst

Okay. That's helpful. Thank you.

Operator
Our next question comes from Hale Holden of Barclays. Please go ahead.

Hale Holden

Q

Analyst
Barclays Capital, Inc.

Hi. I just have two quick ones for you guys. I was wondering with the excess cash that you're generating, sort of
given any thoughts of restarting or becoming more aggressive with share repurchases?

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

I think we're looking at the entire capital structure. And so, we do have a share repurchase program in place.
We ended up not buying any shares last quarter, but we're also looking at our debt levels as well. We'd like to
come out of this than we went into it.

Hale Holden

Q

Analyst
Barclays Capital, Inc.

Thank you, Bruce. Now the second one is, you guys said that I think in the script, one of the brands you had
was up with 45% trial and repeat. I think it was the range of 15% to 45% and I was wondering what brand was
at the high end of the 45% range.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

I'll have to look at that.

Hale Holden

Q

Analyst
Barclays Capital, Inc.

It's new consumers in the category, new households, using the brands, increasing brand buyers due to new
buyers between 15% and 45% among brands that you're seeing new consumers come into. I can come back
to you guys...

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Yeah. I'm just trying to open up the – Green Giant was a large one. You're saying the percentage of new
buyers.

Hale Holden
Analyst
Barclays Capital, Inc.

Yeah. New buyers category.
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Q

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Yeah. New buyers.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

You're going to see brands like Green Giant, even McCann's.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Yeah. Green Giant, Victoria was very high at 40%, Polaner All Fruit was 40%.

Hale Holden

Q

Analyst
Barclays Capital, Inc.

Okay. I appreciate it. Thank you, guys.

Operator
Our next question comes from Ken Zaslow of BMO. Please go ahead.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Hey. Good afternoon, everyone.

Bruce C. Wacha

A

Executive Vice President-Finance & Chief Financial Officer
B&G Foods, Inc.

Hey Ken.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Just two for me. One is, you said that your new product innovation is still going on as scheduled. How are you
getting the placements of that? That seems a little unusual given more and more companies are saying
they're just kind of sticking with their core products. Can you discuss that? And my second question would be,
I know it's early but the optimism that you have seems almost a point to the idea that you potentially may
actually eventually change your long-term growth algorithm. Is that on the table? It just seem the emphatic
nature of what you're doing. So, those are my two questions and I'll leave it there.

Kenneth G. Romanzi

A

President, Chief Executive Officer and Director
B&G Foods, Inc.

Well, I'll start with the second one first. It is way too early to try to think about a long-term growth algorithm.
Well, we're still in the middle, as you can see, it's not over for us. I mean, our growth rate in April or May is
going to be higher than our growth rate in March. So, we're trying to figure out just the short term and making
sure that we're filling our customer demand in a high quality way and keeping our employees safe. I think it's
going to take a while for us to figure out whether or not there's any long-term algorithm change. We hope that
we can emerge stronger than we came in and that'll be something that we'll have to look at going forward. In
terms of innovation, we didn't say it's business as usual. We are planning to launch the new products that we
had planned to launch in 2020 yet just many of them – just about all of them are delayed because of the
retailers changing their timing on when they're going to reset. So we're working with our retail partners based
on when they want to reset and many of them are delaying, not cancelling resets for 2020.
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Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Great. Thank you very much.

Operator
This concludes the question-and-answer session and today's conference call. You may disconnect your lines.
Thank you for participating and have a pleasant day.
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Good morning and welcome to the First Quarter 2020 Pilgrim's Pride Earnings Conference Call and
Webcast. All participants will be in a listen-only mode. At the company's request, this call is being recorded.
Please note that the slides referenced during today's call are available for download from the Investor
Relations' section on the company's website at www.pilgrims.com. After today's presentation, there will be an
opportunity to ask questions.I would now like to turn the conference over to Dunham Winoto, Head of Investor
Relations for Pilgrim's Pride. Please go ahead.

Dunham Winoto
Director-Investor Relations
Pilgrim's Pride Corp.

Good morning and thank you for joining us today as we review our operating and financial results for the first
quarter ended March 29, 2020. Yesterday afternoon, we issued a press release providing an overview of our
financial performance for the quarter, including a reconciliation of any non-GAAP measures we may discuss.
A copy of the release is available in the Investor Relations' sections of our website, along with the slides we
will reference during this call. These items have also been filed as 8-Ks and are available online at
www.sec.gov. Presenting to you today are Jayson Penn, President and Chief Executive Officer; and Fabio
Sandri, Chief Financial Officer.Before we begin our prepared remarks, I'd like to remind everyone of our Safe
Harbor disclaimer. Today's call may contain certain forward-looking statements that represent our outlook and
current expectations as of the day of this release. Other additional factors not anticipated by management
may cause actual results to differ materially from those projected in these forward-looking statements. Further
information concerning those factors has been provided in today's press release, our 10-K, and our regular
filings with the SEC.I'd now like to turn the call over to Jayson Penn.

Jayson Penn
President & Chief Executive Officer
Pilgrim's Pride Corp.
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Thank you, Dunham. Good morning, everyone, and thank you. Thank you all for joining us today. For the first
quarter of 2020, we reported net revenues of $3.07 billion and adjusted EBITDA of $165 million or a 5%
margin and a GAAP EPS of $0.27.Before I begin discussing more detail results of our operations, I would like
to express my gratitude to our global team members for their commitment, dedication, and continued hard
work in supporting our ability to keep our team members safe and healthy while maintaining production supply
to customers during this unprecedented crisis.At this time, while we've adapted our global operations to the
changing channel demand, we've also adjusted our operations to be able to continue the operations at all our
plants and minimize any significant disruption due to labor and health issues.I would like to outline some of the
precautionary proactive actions we have implemented that go beyond our already rigid standards at all of our
facilities to combat the spread of COVID-19 in accordance with health and disease guidelines recommended
by specific government health authorities. We are taking these steps to better safeguard the wellness and
health of each team member while fulfilling our central business duty as a food producer to people here in the
US and globally.We have increased the frequency of daily sanitation and cleaning of the commonly used
areas and repeatedly touch surfaces, limited visitors to our operations and offices, perform daily wellness
screenings of team members which includes required temperature checks, self-screening and reporting,
suspended all non-crucial business travel and meeting attendance, and implemented remote work for
business office team members where possible.Inside our plants, we are promoting social distancing by
staggering starts, shifts and breaks, increasing spacing in cafeterias and adding outdoor space to reduce
density in our break areas. We're also requiring masks to be worn 100% of the time while on our property. We
are removing vulnerable population from our facilities and offering them full pay and benefits. For those team
members who are not able to come to work due to illness related to COVID-19, we are requiring them to selfisolate and shelter at home with short-term disability benefits. We are offering free preventative care to all
team members and offering free live health online services that allow for virtual doctor visits at no cost.Turning
to our business, despite the volatile and challenging market environment in Q1, we have continued to achieve
a solid relative performance to the competition. Operating performance in Europe also improved year on year
as well as sequentially. However, this was more than offset by weak market dynamics in the US and Mexico. In
spite of a difficult global macro conditions, our results have remained well balanced, and are the result of our
vision to become the best and most respected company, creating the opportunity of a better future for our
team members.To support our vision, we are continuing our strategy of developing a unique portfolio of
diverse, complementary business models, continuing to relentlessly pursue operational excellence, becoming
a more valued partner with our Key Customers, and creating an environment for safe people, safe products
and healthy attitudes.During the first quarter of 2020, our team members have remained focused on executing
and delivering our strategy regardless of market conditions. The disruptions caused by COVID-19 on each
individual country's demand for protein consumption as well as the flow of global trade presented a significant
challenge the world has never seen before and generated volatility far beyond normal seasonal factors
throughout the quarter.In the US, the first half of Q1, the market tracked normal seasonality before wider
implementations of travel and movement restrictions due to COVID-19 disrupted retail and foodservice
channel demand. The large bird deboning market was especially volatile in Q1 and remained challenging
compared to 2019 with quick short gains followed by declines towards the end.Operationally, however, we
continue to improve our relative performance versus the industry across all our business units, including in
large bird deboning. In Europe, implementation of the strategy at the legacy operations to better mitigate
future input cost challenges has continued to produce expected results while the integration of our newly
acquired operation is on track.In Mexico, the market looks very challenged for the much of the quarter.
Despite these challenges, the diversity of our portfolio and our global footprint continues to minimize the
impact of volatility due to the individual market conditions and increases the resiliency in our operations. We
will maintain our strategy while continuing to improve the portfolio to better respond to individual market
dynamics and generate a relative increase in performance over our peers.We believe this approach will give
us a higher and more consistent results for the mid to long run and minimize the four peaks and troughs of the
commodity sectors. In Q1, we experienced greater than normal volatility within our US fresh chicken business.
While the first half of the quarter was mostly in line with normal seasonality, wider implementation of stay-athome orders nationwide during March drove the fastest ever shifts in channel demand and significantly
increased the volatility within our businesses. Despite the sharp decline in foodservice requirements, we were
able to quickly respond to the shift in channel demand by increasing our volume mix to Key Customer
retailers.A large portion of our foodservice customers are within the QSR segment, which further dampen the
impact across our fresh business units. Our portfolio of differentiated products along with our Key Customer
model are giving us a better insulation against the volatility. We are also much better positioned to adjust
product and channel mix given our presence across all three bird sizes and strong customer
relationships.While we continue to make relative operational improvements in our large bird deboning
operations, the market was extremely volatile in Q1, the cutout appreciate very quickly during March before
reversing to reach close to historic levels by early April. However, the market began to adapt to these changes
in supply and demand and prices are already starting to adjust. Within the less commoditized small bird and
case-ready segments, market supply and demand balance was better during Q1.Demand from our retailers
is very strong. Our case-ready business in particular continued to be much more stable during the quarter and
generated great results, driven by strong demand for our chickens, especially Key Customers. In Q1, retail
volume demand for our case-ready Just BARE Chicken including those online through Amazon where we are
the leading brand was up by 81% compared to last year.Online sales increased 205% versus same period a
year ago in March quarter and momentum is increasing with volumes in the last four weeks up 498%. Our
market leadership in these categories and more differentiated product portfolios have continued to strengthen
the growth of our competitive advantage versus the industry. While the commitment to our Key Customer
strategy has been reflected in the consistency of our past results, the value of this approach has never been
more relevant to our growth than during the current period of uncertainties and challenges.The strong
relationships we have with Key Customers are giving us many opportunities to sustain our volume increase
since these customers rely on us to satisfy their need for growth. In addition, many of our Key Customers
maintain a leadership position in their respective categories. As a result, we're the direct beneficiaries of their
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maintain a leadership position in their respective categories. As a result, we're the direct beneficiaries of their
ability to outgrow their competition. Beyond driving pure growth, our Key Customer strategy also promotes
trust, enhances long-term relationships and strengthens our margin structure.Within US Prepared Foods, in
Q1, revenue was relatively flat year-over-year while volume was up 2%. Foodservice volume was down 6%
year-over-year while retail increased 64% in March driven by our Pilgrim's and Just BARE brands. The strong
start to Q1 in our Prepared Foods' operations began to be impacted by the reduction in foodservice demand
in March. The escalating closures of foodservice operators throughout the month from schools to commercial
restaurants drove a significant demand shift to retail. We will continue to adapt their operations to changes in
short-term demand in foodservice.For the period ending Q1, US cold storage was up about 6% versus last
year but 4%down sequentially compared to Q4. During Q1, we began to experience the positive impact of
China opening its market for US chickens. Our sales to China began to increase in Q1 to approximately 86
million pounds, already accounting for about 20% of our exports, include a broad range of chicken products,
not only paws and dark meat. This is a positive signal for the potential for further growth in the future. The
increase in export to China was further supported by the duty abatement by the Chinese government. While
there were some volume contractions in some markets, others exceeded expectations and saw a significant
increase. Most of this growth was likely driven by ASF in several Southeastern Asian countries, but there was
also significant growth in Latin America and several African markets.Our export sales were 24% higher in
volume year-over-year. Besides intermittent equipment shortages, our logistics pipeline was mostly
interrupted due to our scale and close relationships with cold supply chain partners, and we believe that we
will continue this positive trend in Q2. Our broad product and geographic portfolio allows us to be nimble and
proactive in maintaining and growing our export market share while we continue to expand our product mix
and export destination by country mix.Market environment in Mexico during Q1 was difficult as the effects of
weak macro conditions which contributed to uncertainties in consumer spending persisted longer than
expected. Chicken prices especially in chicken markets, traditional markets were well below seasonal
expectations before reverting to reach closer to normal levels by the end of the quarter. Our increased share
of non-commodity products, strong execution, and growth in Prepared Foods have all helped to partially offset
the market weakness.We continue to believe in long-term growth and demand prospects in Mexico. The
results in our Prepared Foods in Mexico have continue to outperform our expectations. We continue to lead in
developing the market in Prepared Foods in Mexico by launching significantly more products to meet
demand. We are making great advances in our Prepared Foods' business with innovation as the core
competency of our strategy. We are generating excellent results under premium Pilgrim's and Del Dia brands,
both of which have continued to receive very favorable acceptance by customers at retail, club stores, and
QSRs. We have a strong team in Mexico committed to continued delivery of strong results by focusing our
control levels and making sure that our team members are safe during the current unusual and unprecedented
conditions.Our legacy European operations delivered strong results in Q1, continuing the trend achieved in
the last three quarters of 2019. We generated revenue that was in line with last year while EBIT improved
year-on-year and over prior quarter. The increase in EBIT performance is supported by better operating
efficiencies by remodeling our supply and manufacturing network, improving labor management and
implementing more automation to drive higher yields. We have also invested capital in maintaining existing
assets to enhance the safety of our people, ensure the quality of our products as well as a compliance with
environmental and bird welfare rules.A relative performance measured as the results of the last 12 months
continues to put us above the average in the competition in Europe, which further validates the effectiveness
of our strategy. We have started to experience in the last month of Q1 the initial impact of the slowdown in
foodservice on our legacy European business. With some foodservice operator closure starting in Europe
during March and with U.K. foodservice now completely closed also, we're expecting some deceleration in
our volumes and results in Q2. Despite the partial offset, we start to see an increase on the retail side of our
operations. We are taking the appropriate measures and implementing actions to mitigate this impact as
much as possible.Our newly acquired European operations performance continued to improve generating
increasing positive EBITDA. The performance was driven by robust demand at retail, partially offset by a
reduction in foodservice, continuing strength in pork exports, especially to China, as well as the initial
implementation of operational improvements to capture synergies. Exports to China were up by more than
80% in Q1 and we are seeing improved momentum leading into Q2. All of our European fresh pork facilities
are approved for China, so we're well positioned to benefit from export opportunities. We also continue to
evolve in our strategy and we will significantly increase our volumes with new Key Customers in the next
quarters.Integration of the new European operations is tracking well to expectations. Over the next few years,
we continue to expect to generate EBITDA improvement to achieve a level that is competitive with leading
companies with similar portfolio. We have a proven history of successful and efficient integrations of
companies we have acquired, and we will apply similar methodologies in integrating the new
operations.We're optimistic about building upon our existing operational improvements by continuing to
optimize its manufacturing footprint, extract best-in-class operational excellence, capitalize export
opportunities, optimize the portfolio of channels, segments and products, as well as strengthen and grow
business with Key Customers to drive innovations in value added and higher margin areas. We are
leveraging resources available through both our legacy and newly acquired operations in Europe in
conjunction with our global team in order to further strengthen our competitive advantage by increasing our
ability to offer Key Customers a much wider selection of highly differentiated innovative products to fulfill the
growth and consumer demand.We look forward to sharing innovation and best practices internally to enhance
our operational and financial efficiency and position Pilgrim's as a whole for increased profitability and more
consistent margins. Corn prices have fallen sharply since the beginning of March driven by – lower by a sharp
decline in ethanol and fuel demand. USDA also reported that farmers intend to plant 96.9 million acres of
corn, the largest acres ever reported in March. Ethanol production also fell to the lowest reported number ever
in April while ethanol stocks also grew to a record as reported by the Department of Energy.In the latest
WASDE report, USDA forecasted all crop ending stocks of corn increased to 2.1 billion bushels with future
revisions likely to show even more increases. ethanol demand combined with record intended planted acres,
corn stalks are likely to continue to grow into an even bigger surplus next year which will weigh on corn prices.
Soybean meal features are also at their lowest price for the year with large South American crops and record
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Soybean meal features are also at their lowest price for the year with large South American crops and record
weak currencies weighing on US export demand. With combined 180.4 million corn and soybean acres
reported by USDA March, there should be ample supply of acres for row crops this summer to ensure surplus
for both corn and soybeans.Wheat prices in U.K. rallied at the end of the quarter as the British pound moved
to multi-decade lows against the dollar, pushing the wheat prices higher, also contributing to higher prices
while restrictions placed on wheat exports and a few of the larger exporters which could lead to higher US and
EU exports. Whether in Western Europe and the Black Sea have improved recently and once the market feels
more confident that export restrictions recently put into place will not have a major effect on supply, wheat
prices should ease to reflect the large surplus of global grains.According to USDA, Q1 industry production
was up slightly more than 6% when accounting for the extra workday production that will likely moderate over
the next few quarters as the market adopt to supply and demand conditions. For the first quarter of this year,
larger productivity contributed to significant year-over-year growth in egg sets and chick placements. Pullet
placements were slightly above year ago levels as new capacity which is not expected to significantly disrupt
the industry's longer term supply and demand balance is being ramped up. However, restrictions due to
COVID-19 is led to more consumers staying at home resulting in more retail demand for all proteins including
chicken.This shift in demand away from foodservice has resulted in unexpected short-term imbalance in
supply and demand as some foodservice items cannot be easily redirected towards retail and are causing
dislocations among the different bird sizes. More recent numbers from USDA, except in chick placements,
are beginning to show reduction versus the year ago levels. The latest weekly slaughter reports also show
lower production versus a year ago levels indicating the industry is already adapting to the changing market
conditions.In addition, COVID-19 has also caused supply-chain disruptions for competing proteins as beef
and pork slaughter numbers have also recently trended downward, which we believe could have a positive
benefit to chicken. With rebalancing of chicken supply and demand, pricing is already rebounding from the
low points in early April. With the rapid change in macro environment and unemployment rising, consumer
uncertainty will likely impact the channels of our businesses differently. Shelter-in-place orders and restrictions
on restaurants are causing consumers to stay home and increase consumption of at home meals favoring
retail demand.Since chicken is one of the most affordable and versatile proteins, retail demand is likely to
remain strong as consumers continue to be restricted in their access to restaurants while they also adjust to
the change in their personal economic situations. We expect future of this demand will remain volatile at least
in the near term until the channel normalizes. However, the QSR segment is holding up relatively well and is
expected to drive a faster comparative recovery in demand versus full service as the population gradually
resumes more normal routines.Our strategy is well suited to the challenging macroeconomic as well as
market conditions. While we're already well balanced in terms of our bird size exposure, we will continue to
seek opportunities to incrementally diversify our product mix and reduce the commodity portion of our portfolio
by increasing the number of differentiated products to Key Customers while optimizing our existing operations
by pursuing operational improvement targets. Our Key Customer approach is strategic and creates a basis to
further accelerate growth in important categories by providing more customized high-quality innovative
products to give a clear, long-term sustainable competitive advantage.With that, I'd like to ask our CFO, Fabio
Sandri, to discuss our financial results.

Fábio Sandri
Chief Financial Officer
Pilgrim's Pride Corp.
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Thank you, Jayson, and good morning, everyone. For the first quarter of 2020, net revenues were $3.07 billion
versus $2.72 billion from a year ago, with an adjusted EBITDA of $165 million or 5% margin compared to
$204 million or an 8% margin for the year prior. Net GAAP income was $67 million, including one-time gain of
approximately $22 million after tax for case settlement versus $84 million the year prior. Operating margins
were 4.4% in United States, negative 7.3% in Mexico and 2.8% in Europe, respectively.Our operating profits
in US growing to almost $85 million versus $150 million a year ago. We experienced significant volatility
during the quarter across all of our fresh business units and particularly within the commodity segment. Our
case-ready operations were very strong and performed well as demand far outstripped supply at many
retailers across the US. We further benefit from our strong Key Customer partnerships as well as our ability to
react quickly to the demand shift by moving product to retail from foodservice.Despite some reductions in
volume from QSR, during Q1, our small bird business results continue to be on the top of the industry. The
markets for large bird deboning was the most volatile. As under pressure with increased production by the
industry, followed by a quick increase in response to pantry loading before reverting to historical lows by early
April. Despite the challenging environment, we continue to improve the operating efficiencies of our large bird
deboning business while introducing more product differentiation in order to counter the volatility.Our
consistent focus on Key Customer strategy is also yielding positive results, helping us to continue achieving
an increase in relative performance against the peers. In Mexico, we recorded an operating loss of $24
million as the weak macro environment persisted longer than expected and constrained consumer spending
and demand. Chicken prices, especially in the traditional markets, were weak below seasonal expectations
for the majority of the quarter before reaching normal levels by the end of Q1.We expect the results to continue
to be volatile due to local economy and impacts of the as the chicken demand in Mexico improves and the
market recovery is balanced. Within Prepared Foods in Mexico, we remain as the leader in developing the
market and to launch many new products this year. Our strategy is supportive of the goal to increase our
higher margin differentiated products while having product coverage from entry level to premium across
multiple channels in both fresh and prepared in the country.Once again, our strong team in Mexico is our true
differentiation with our operational excellence and market leadership, and we expect the strength in relative
performance against industry peers to continue in the future. As I mentioned, quarter-over-quarter
performance can be quite volatile in Mexico given market conditions, but Mexico has been very consistent on
a year-over-year basis and we expect this positive trend to hold. The recovery in legacy Europe's operation
profit continued in Q1 due to improved operational efficiency and improved cost mitigation.We also further
developed our Key Customer strategy, including more integration with our newly acquired operations and
enhanced revenue optimization initiatives to give us better management of our mix and increase margin
contribution. We will also continue to leverage our marketing and sales infrastructure to optimize SG&A costs,
and we believe we can maintain the lead in relative results to the industry. Our newly acquired operation –
European assets continue to improve their performance and also again contribute positive EBITDA results,
due to the strengthening pork exports and good domestic demand, especially at retail, as well as some good
returns from the initial implementations of operational improvements.Since all of our Europe fresh pork
facilities are now approved to China, we are well positioned to further benefit from the strength in export
opportunities. The integration is tracking well to expectations and over the next few years, we are expecting to
generate an EBITDA improvement to achieve a level that is competitive with leading companies with similar
portfolios. We are proud of our history of successfully and efficiently integrating companies we have acquired,
and we will apply similar methodologies in integrating the new operations to achieve comparable results.Our
SG&A in the first quarter was 3.3% of sales, in line with a year ago, as we improved the efficiencies of our
expenses despite more support from expanding the Just BARE brand nationally and the investment for our
new Prepared Foods' products, both in US and Mexico, as well as the inclusion of the new assets in Europe.
We will continue to prioritize our capital spending plans this year to optimize our product mix, that is aimed at
improving our ability to supply innovative, less-commoditized products and strengthen partnerships with Key
Customers.Even during these uncertain times while evaluating all CapEx projects and deferring those we
deem non-essential, we reiterate our commitment to investing on strong return on capital employed projects
that will improve our operational efficiencies and projects tailored to customer needs to further solidify
competitive advantages for Pilgrim's.Our balance sheet continue to be robust given our continued emphasis
on cash flow from operations, focus on management of working capital, and disciplined investments in highreturn projects. Our liquidity position is very strong with more than $1 billion in total availability. We have no
short-term immediate cash requirements with our bonds maturing in 2025 and 2027, respectively. And our
term loan maturing in 2023. Despite our continued strong cash flow position, we have up to draw a total of
$350 million on the ABL during the quarter at a very attractive rate, purely as a defensive move to protect PPC
against potential market liquidity issues.During the quarter, our net debt was $2.1 billion with a leverage ratio
of 2.2 times less 12 months EBITDA. Our leverage remains at a good level, and we expect to continue to
produce positive cash flows this year, increasing our financial capability to pursue strategic options.We
expect 2020 interest expenses of around $140 million. We have a strong balance sheet and a relative low
leverage that can generate great opportunities during these uncertain times. We remain focused on
exercising great care in ensuring that we create shareholder value by optimizing our capital structure while
preserving the flexibility to pursue a growth strategy, and we will continue to consider and evaluate all relevant
capital allocation strategies that will match the pursuit of our growth strategy, and we continue to review each
prospect according to our value creating standards.Operator, this concludes our prepared remarks. Please
open the call for questions.

QUESTION AND ANSWER SECTION
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Operator
Thank you. Our first question today will come from Ben Theurer with Barclays. Please go ahead.

Benjamin M. Theurer

Q

Analyst
Barclays Capital Casa de Bolsa SA de CV

Hey, good morning, Jayson, Fabio, and Dunham. Thanks for taking my question and I hope you're all safe and
sound. Two questions. So, one, you've talked about the industry reducing capacity within beef, pork, but also
within chicken. Can you elaborate within that a little more on what you in particular have been doing in terms of
– on your supply side, have you been reducing some line speed, output, et cetera? And where do you think
we're going to head within the next couple of weeks, particularly on the supply side, within chicken and within
PPC's productions? That would be my first question.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Sure. Sure, Ben. So, we had said on the previous quarter that Q1 in 2020 will be around 6% increases
in production, higher on the front end and lower on the backend. And with the extra working day allocated, the
production for Q1 was 6.4% higher in pounds year-over-year. So that was right where we had expected that
that to be. Now, recently those numbers are showing much lower. We've seen slaughter pounds 4% to 5%
below last year's numbers and they're actually now 11.8% below the pre-COVID level. So, the decreases are
starting to come through fairly heavily.Chick placements are now showing decreases of nearly 8% year-overyear and they're 10% down versus pre-COVID level. So, while we start to see some mid-term cutbacks within
our own business, we shifted our head from our commodity sectors into our case-ready business, so we really
– one of the things we did was ramped through our case-ready business and we downsized some of our
commodity business. So, those are a couple of things that we're doing. On a go forward, we're obviously
seeing the other proteins right now down in production most recently around 35%. So, we're starting to see
those cutbacks cutting through the system on the near term, and our business is well positioned to capture
some of that market that's we're seeing that space in.

Benjamin M. Theurer

Q

Analyst
Barclays Capital Casa de Bolsa SA de CV

Okay. Perfect. Very clear. And then, one for – that would be actually I guess for Fabio, within your – and you've
briefly managed it but I couldn't capture it, so clearly income – pre-tax income benefited significantly from a
FX gain as well as those miscellaneous. Can you elaborate more what drove first of all the FX gain but what's
behind miscellaneous because that $34 million figure was quite sizable?

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

No. Sure. Thank you, Ben. So the FX gain is the hedge that we did have against the operation in Mexico, the
working capital. So we have 100% of our working capital that is in pesos hedged in US dollars. That's what
drove the FX gain. On the miscellaneous, it is a legal claim. There was a settlement on stockholder derivative
action case dropped by minority shareholders on PPC against JBS under the selling of Moy Park to JBS. The
settlement was agreed and PPC received the net cash payment of $34 million. That created that one-time
gain of approximately $0.09 per share.

Benjamin M. Theurer

Q

Analyst
Barclays Capital Casa de Bolsa SA de CV

Yeah. Okay. Did you in the past somehow provisioned for that and that's where you now take it back in?

Fábio Sandri
Chief Financial Officer
Pilgrim's Pride Corp.

No, we have not provisioned. So it was a net gain for us.
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A

Benjamin M. Theurer

Q

Analyst
Barclays Capital Casa de Bolsa SA de CV

Okay. Perfect. That's all. I'll go back into the queue. Thanks.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Thanks, Ben.

Operator
Our next question will come from Heather Jones with Heather Jones Research, LLC. Please go ahead.

Heather Jones

Q

Analyst
Heather Jones Research, LLC

Good morning. Thanks for taking the question.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Good mooning.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Hey, Heather.

Heather Jones

Q

Analyst
Heather Jones Research, LLC

So, I just wanted to try again on the volume question. So, on your Q4 call, you mentioned that you would be
transitioning one of your large bird plants to small bird. So I was wondering if, one, that's still happening; and
two, how should we be expecting Pilgrim's volumes to trend in the coming quarters? I appreciate the color
Jayson you provided for the industry, but just what should we be thinking about in terms for you guys?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Heather, from the question around the facility transition, the right thing to do for us now is to push that off
due to the added complexity that we would see within our facility. So, we made the decision to – and the right
decision to push that off and we'll most likely bring that up in the first quarter of 2021. But until we see the
environment clearing up, we'll push that off.Regarding our volumes, Heather, we've cut back slightly as well as
moving our head count from big bird to our case-ready business. So we cut back a few percentage points on
the big birds' side and a few percentage points on our small bird business. But, again, we're seeing these
volumes falling through the industry as well as our business. So we've cut back in two of our businesses in the
US.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

And I think, Heather, we have a significantly lower exposure to the foodservice than most of our competitors. I
know we have a higher exposure in the foodservice to QSR. And as we see the QSR that Jayson mentioned
coming back, we are seeing strong demand for our products in the – especially our Key Customers.
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Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Heather, just to add on, over 50% of our foodservice volume is in the QSR segment, and we are seeing
those coming back today to very close to pre-COVID levels.

Heather Jones

Q

Analyst
Heather Jones Research, LLC

Okay. That's consistent with what I've heard. Awesome. On Mexico, so when I look at the numbers and all, the
pricing impact even including FX, I mean it wasn't insignificant that it wasn't horrible. It seemed like the bigger
driver of the deterioration was on the cost side and your relative performance there in that region deteriorated
significantly too. So, were there some unusual costs or something and that are going to abate as the year
progresses, just if you could help me understand what happened there?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Sure. Sure, Heather. As you mentioned, the chicken prices in the traditional markets were weaker and
meaningfully lower than the seasonal expectations for the majority of the quarter, but they reached normal
levels by the end of Q1. And we expect our results to continue to be volatile and we've seen this before. Due
to the local economy and impacts of the exchange rate, the exchange rate impacts our costs in terms of the
grain that we purchase.As chicken demand in Mexico returns and the market recovers balance, we expect the
fundamentals to improve. And once again, I mentioned that in the prepared remarks. Our strong team in
Mexico is our true differentiation. We have strong operational excellence and market leadership, and we
expect this to strengthen the relative performance against the industry peers to continue in the future. We
continue to invest in Mexico. We are growing – in the Prepared Foods, we are growing in the fresh with our
competitor in Veracruz. In longer term, despite the volatility, we continue to see Mexico as a growing economy.

Heather Jones

Q

Analyst
Heather Jones Research, LLC

Okay. Perfect. Thank you so much. I'll get back in the queue.

Operator
Our next question will come from Ben Bienvenu with Stephens. Please go ahead.

Benjamin Bienvenu

Q

Analyst
Stephens, Inc.

Hey thanks. Good morning, guys.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Good morning.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Good morning.

Benjamin Bienvenu
Analyst
Stephens, Inc.
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Q

I wanted to ask about in light of higher levels of absenteeism in plants grappling with COVID infections as well
as kind of the recommendations from the CDC on how to operate facilities and mitigate risk associated with
the spread, can you help us think through kind of the productivity and capacity utilization on your plants, and
what it might take to get back to normal with respect to that?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Sure. Sure, Ben. Our absenteeism is varying across our business, but our teams have managed this
really well. Our commercial teams have worked very closely with our Key Customers to simplify our mix, so
that we create a more optimal footprint. So, just because we have absenteeism does not mean we have to be
less efficient on the back end of our facility. So, I will tell you that our Key Customer relationships have really
added a lot of value there, and so, the efficiency of our facilities are actually very good due to the working
relationships we have with our Key Customers. That's been again our Key Customer relationships that's
giving us a very strong competitive advantage in terms of us keeping our operations running smoothly.With
regards to, we call it, the new CDC guidelines, look, we believe that the recent executive order will provide a
consistent and sound and guided platform for which we can rely upon as we navigate our business across the
14 states in which we do business here in the US and we welcome that consistency. We look forward to
working with local health and labor leadership really so we can continue to do two things together that we both
have in common which is to keep our team members safe and continue to provide safe food for our
communities in our country.

Benjamin Bienvenu

Q

Analyst
Stephens, Inc.

Okay. That's great color. Thanks. You gave some good detail in response to Heather's question about the
plant conversion. I'm curious as it relates to other capital projects in particular and maybe upgrades for
automation, does the current labor environment change the math at all around how you might think about
investing in automated deboning equipment either for the front half or back half of the bird, or any other
equipment upgrades that you guys can make to make your plants more efficient and less exposed to labor
tightness?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Ben, I think it's a great question and this is something that in pre-COVID we've been addressing and
doing with inside of our facilities using more automation and more robotic. You've been hearing us talk about
this for the last several years in terms of taking the facilities down and putting in automation equipment and
that's been again another competitive advantage I believe that's helped us through the current environment. It
doesn't change the way we are going to invest in automation. We believe in automation, we believe in
robotics, and we're going to continue to move down that path. It's the right thing to do from a socioeconomic
perspective for our team members and the right thing to do for our business.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Yeah. Just as a reminder, we've invested more than $30 million in automation last year. And connecting to the
absenteeism question, these automation projects help a lot of our plants to continue to run very efficiently this
year.

Benjamin Bienvenu

Q

Analyst
Stephens, Inc.

Okay. Thanks. Good luck.

Jayson Penn
President & Chief Executive Officer
Pilgrim's Pride Corp.

Thanks, Ben.

Operator
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A

Now our next question will come from Ken Zaslow with Bank of Montreal. Please go ahead.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Hey, good morning, everyone.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Hi, Ken.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Hi, Ken.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Just three questions. One is what are the costs associated with the COVID-19 in your plants? Second, what is
the actual impact do you think from the beef and pork cycles on chicken prices of late? And then I'll have one
more follow-up.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Ken, regarding the costs, I'll tell you they're fairly minimal, call it non-impactful across the enterprise. One of the
bigger costs I would say would be that we installed and built over 10,000 barriers inside of our facility. So our
engineering teams, our maintenance teams did an absolutely great job in a short period of time across all of
our facilities to build these barriers where there may be 6 foot or less distance between our team members.
Again, they've built 10,000 of these within 30 days and absolutely great job with that. One of the other costs,
we did offer a gratitude payment to our team members. And just to thank you for doing what they're doing in
the US and that was one of the higher incentives that we gave for gratitude and that will be a $10 million
payment and we'll do that. We'll realize that and recognize that in Q2.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Beef and pork.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Beef and pork, so on the beef and pork side, we've obviously seen the depressed production. We're
seeing ground beef year-over-year higher numbers, that the 20% level lamb, like I said pork chops up 23%
year-over-year. So, we are seeing that increase at the retail level. So, we do believe chicken will be a more
competitive product and a better value in the environment that we're currently in, Ken.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

And then my last question is you did say, usually you're about a third, a third, a third, big, small, medium, where
are you now? And do you need to change it given that 50% of your foodservice is QSR and you say that's
largely back? Can you talk about that? And I'll leave it there. And thank you very much.
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Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Thanks. Thank you. So, yeah, we've been developing and optimizing this portfolio over many years, and
you've followed us and you've seen the changes in our plants setups and our plant dynamics moving these
products, and we believe we're in a sweet spot today. I think we may wind up tweaking this. You know we
might find people more at the end of this doing more eating at home and we might increase our retail shift.
But I will tell you we believe we're in a pretty good spot. And look, we took advantage of this opportunity to do
more retail. I'll attribute that to three things. And you just said that our portfolio is one of them.We have deep
relationships and we have a deep network into the retail channel and that enables us to shift quickly into this
channel when we needed to. We reached out to our Key Customers. Again, that's another piece of how we
were able to shift very quickly into retail channel. Our Key Customers gave us first right of refusal for adding
new growth items. We increased our IF business by 150% over the last 30 days. We increased our fresh
bagged parts that were commodity to a commodity sector. Moving it into the retail sector, we increased that
business by over 250%.And I'll tell you that the last piece of this is the culture of ownership and accountability
that we have inside each of our businesses. We're not a command and control operation. We have
businesses that are autonomously run, and when this opportunity for retail started shifting, we quickly – our
teams quickly using a lot of agility moved a lot of business into the retail channel. And over the last 30 days,
our team has introduced and put on shelf 10 new SKUs adding a significant amount of volume to help our
retailers continue to grow their business.So, three things, our portfolio, our Key Customer model and our
culture of ownership and accountability really allowed us to take a good advantage of the current situation, and
we believe we're optimizing and we may tweak the model a little bit after we see some – maybe there's some
permanent changes in the consumer habits after the pandemic.

Kenneth B. Zaslow

Q

Analyst
BMO Capital Markets (United States)

Okay. Thank you very much.

Operator
Our next question will come from Michael Piken with Cleveland Research. Please go ahead.

Michael L. Piken

Q

Analyst
Cleveland Research Co.

Yeah. Hi. I just wanted to touch base a little bit more on kind of longer term production plans. I know some of
the egg sets have been declining, but have you guys made any changes to your breeding flock and what do
you sort of see as kind of a longer growth trajectory for the industry?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Michael, I would say that again we've made some short to medium term adjustments and nothing
permanent. We believe in the protein. We believe in the markets. And in terms of breeders and pullets, we've
not made any changes there. We're going to stick with our plan. And again, we initially said this 2020's growth
will be around 3% to 4%. We still believe that's going to be the case and we may see some declines, more
declines towards the backend. Again first half is – first Q was 6%. I think we'll see some lower numbers here
in Q2. It may adjust slightly back up depending on what the market dynamics do, and obviously, the other
proteins absolutely play a significant part relative to the protein space. So, we'll see how those proteins react
in Q2 and Q3 as well.

Michael L. Piken

Q

Analyst
Cleveland Research Co.

Okay. Great. And then you are shifting over to exports, I know you talked a little bit about the pickup in
business to China. Obviously, the dollar is strengthened versus some of these currencies, especially some of
these oil markets, and you talked about the weakness in Mexico. I mean, how do you sort of see the export
picture playing out? Is there a chance in your mind that there might be some restrictions placed on you guys in
terms of the exports if the domestic meat situation gets really tight, particularly with the red meat production
recently? Thanks.
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Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Michael, so the USDA's estimate on the front end of the year was around 4.5% growth. And I will tell you
from a Pilgrim's perspective, our perspective, we've seen a 24% increase in our export sales, okay. And so,
we're running a little higher than the 4.5% USDA number but we anticipate for us, for this year to grow our
exports by about 15%, primarily driven by China, our China run rates still show, and we said this few quarters
back that we're going to see a lift of between $75 million and $100 million to our bottom line. We still expect
that to happen and we're actually more confident in our ability to grow our business in China really for a couple
of reasons. And they're willing to adopt to the OIE guidelines as they relate to the regionalization in the event
of a .They've already shown that they will follow through with that. That was great news for us and they've
implemented a duty abatement process for the Chinese imports of poultry. And so, I think those two things,
Michael, really show that there is intent for China and the US to continue to do business in the poultry sector.
Look, China, they're still importing a lot of protein exports to China by the four major pork exporting countries
in January. They're up 129%. Beef exports in January by the major seven beef exporting countries, they're up
55% year-over-year. And exports of poultry to China by the three major exporting countries were up 77%. Just
in March, beef exports to China was 113% year-over-year increased, pork was 202%, and chicken was over
100%. So, Michael, I think all indications from me are that China will be there, and I don't see any reason why
that's going to change and they're still continuing to be a net and large net importer of protein.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

And Michael, just to add to this, the exports are a great complements to the overall cutout. So, we typically
export parts that we don't typically consume in the United States. So paws and major leg parts . So it's not
reducing the availability of chicken in the United States. It's actually complementing the overall cutout for the
chicken producers.

Michael L. Piken

Q

Analyst
Cleveland Research Co.

Thank you.

Operator
Our next question will come from Adam Samuelson with Goldman Sachs. Please go ahead.

Adam Samuelson

Q

Analyst
Goldman Sachs & Co.

Yes. Thanks. Good morning, everyone.

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. Good morning, Adam.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Good morning.

Adam Samuelson
Analyst
Goldman Sachs & Co.

Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Q

Hi. So, I was hoping just to kind of wrap up kind of the comments around kind of market environment, cost
dynamics. I mean feeds become more favorable but that takes some time to roll through. As we think about
April, we think about the second quarter, just how our margins in aggregate when you roll those pieces up in
April relative to the first quarter average, and I'm thinking mostly in the US business but any commentary on
Mexico and the EU is also appreciated?

Jayson Penn

A

President & Chief Executive Officer
Pilgrim's Pride Corp.

Yeah. I'll give you those. I'll give you the landscape right now. Adam, in terms of what we're seeing in the
marketplace, and again, this has been a very volatile past four months and we're still in this volatility period.
But, look, we're seeing several reasons that are driving in food markets today. First, retail demand continues
to be robust, that was 70% at its peak, and most recently, it's still running 20% and pushing higher today in
year-over-year numbers. That's just the retail environment.The QSR business, it went through its trough and
that business is now strengthening, and as I said this earlier, those businesses are now operating at or very
near pre-COVID levels. Even broad line , we're starting to see increases. So, we're seeing a 70% – 65% to
70% negative range and those levels are now actually the deficit cut in half . We're starting to see – even our
broad line business starting to come back with a fairly strong trajectory of improvement as these shelter-inplace orders are expiring. Look, we're seeing the less availability of other proteins that's hitting the markets
today.Cutbacks in the chicken industry, we've talked about those. They're now like double digits below preCOVID numbers. We talked about this ground beef, our pork, at the retail levels are 20%, 25% higher yearover-year. And the chicken, right now it's the value option for many households where the budgets are
strapped, so these factors what we're seeing is an increase in the cutout. It's been driving through the breast
meat markets. That market has improved 25% just over the last week and that's a major driver in the value of
the cutout. I mean, I think people are looking right now for healthy foods. And I think foods that add to their wellbeing and I think chicken right now falls directly into that category.

Adam Samuelson

Q

Analyst
Goldman Sachs & Co.

Okay. So with what we know of how April pricing has played out and your view of May and June, and I get that
it's incredibly volatile right now and things are changing. All right. In the US business, between the mix
dynamics probably are net positive to you, but also the commodity price movements which have been
negative, do you actually think you can have margins up quarter-on-quarter in the June quarter?

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

I think, Adam, these will depend a lot on how the market will react to all the factors that Jayson just mentioned,
right. We have a very sharp decline in the cutout in the beginning of April to unprecedented levels. But we're
seeing the market recovering and we expect that back to normality with everything that Jayson said. As you
also mentioned, the feed inputs looking at today prices will be a benefit up close to $200 million for the rest of
the year. So, we're not looking only into Q2. We're looking into the rest of the year and I think the recovery is
already in place.

Adam Samuelson

Q

Analyst
Goldman Sachs & Co.

Okay. I appreciate the color. I'll pass it on. Thank you.

Fábio Sandri

A

Chief Financial Officer
Pilgrim's Pride Corp.

Thank you.

Jayson Penn
President & Chief Executive Officer
Pilgrim's Pride Corp.

Thanks, Adam.

Operator
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A

This will conclude our question-and-answer session. I would now like to turn the conference back over to
Jayson Penn for any closing remarks.

Jayson Penn
President & Chief Executive Officer
Pilgrim's Pride Corp.

Thank you. We would like to reiterate our continued commitment to our team members to provide them with a
safe and healthy working environment while supporting our duty to maintain food production supply to
customers. We're looking forward to a solid year in 2020 despite volatility. Our diverse portfolio of
differentiated products, tailored to support our Key Customer strategy in conjunction with our broad
geographic footprint will continue to generate consistent performance and minimize market volatility in
challenging market conditions relative to competitors.We will continue to see new growth potential both
organically and through acquisitions while offering even more differentiated product portfolio within our
businesses to support Key Customers' needs by cultivating a culture of constant innovation. We would like to
thank everyone in the Pilgrim's family including our family farm partners, suppliers and our customers who
make our business possible. As always, we appreciate your interest in our company. Thank you for joining us
today.

Operator
The conference has now concluded. Thank you for attending today's presentation and you may now
disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Welcome to Avery Dennison's Earnings Conference Call for the First Quarter Ended March 28, 2020. This
call is being recorded and will be available for replay from noon Pacific Time today through midnight Pacific
Time May 2. To access the replay, please dial 800-633-8284 or 1-402-977-9140 for international callers. The
conference ID number is 21930678. I'd now like to turn the conference over to Cindy Guenther, Avery
Dennison's Vice President of Investor Relations and Finance. Please go ahead, ma'am.

Cynthia S. Guenther
Vice President-Investor Relations and Treasury
Avery Dennison Corp.

Thank you, Frank. As you saw in the materials we released this morning, the pandemic is changing how we
operate in myriad ways, including how we communicate with our various stakeholders. We hope that you've
found our more extensive news release and supplemental materials, which are available at the Investors
section of our website, helpful in understanding both our results this past quarter, as well as recent
developments associated with the virus. Please note that throughout today's discussion, we'll be making
references to non-GAAP financial measures. The non-GAAP measures that we use are defined, qualified and
reconciled with GAAP on Schedules A-4 to A-8 of the financial statements accompanying today's earnings
release. We remind you that we'll make certain predictive statements that reflect our current views and
estimates about our future performance and financial results. These forward-looking statements are made
subject to the Safe Harbor statement included in today's earnings release. We undertake no obligation to
update these statements to reflect subsequent events or circumstances other than as may be required by law.
On the call today, dialing in from different locations, are: Mitch Butier, Chairman, President and Chief
Executive Officer; and Greg Lovins, Senior Vice President and Chief Financial Officer. And I'll now turn the call
over to Mitch.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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Thanks, Cindy, and hello, everyone. Clearly, the pandemic is having a huge impact on all of our stakeholders.
The situation has been evolving in unpredictable ways, and the team is doing a tremendous job adapting to
the new reality, anticipating and planning for various scenarios. Our first priority in this crisis has been and will
continue to be protecting the health and welfare of our teams followed immediately by continuing to deliver
industry leading product quality and service to our customers. We took aggressive and decisive measures
early on to protect the health of our team. When the crisis first developed in China, we provided and required
face masks, temperature checks and social distancing among other things within our operations. We then
implemented these best practices in other sites modifying them where appropriate as the virus rolled across
other countries. As a result, we have had fewer than ten confirmed cases of the virus among the team to-date.
I am proud of the actions we've been taking to help keep our people safe. In addition to protecting their health,
we also took measures to soften the initial economic shock to employees when we were required to close
operations or where we experienced the precipitous drop in volume. We delayed some of the restructuring
actions we had planned for the year. We have extended salary continuation particularly in jurisdictions with
weaker social safety nets and the Avery Dennison Foundation has stepped forward to provide grants for
employee assistance. I'd like to say thank you again to our team and especially to those in our plants for their
tireless efforts to maintain our industry leading quality and service through this crisis. You are keeping each
other safe, meeting our customer's needs, and bringing a whole new level of agility and dedication to meet the
unique challenges at hand. Thank you. Turning now to the impact on our businesses. As you saw on our
published materials, Q1 earnings came in higher than our expectations. We'll provide a few quick highlights
on the quarter and address any additional questions you have in the Q&A. In LGM, we delivered strong
volume growth both from the anticipated recovery of prior year share loss as well as a demand surge late in
the quarter related to the pandemic. As you know, we entered this year with a focus on protecting our margins
in the period of lower growth, and we beat our expectations on that front. In RBIS, continued strong growth in
high value categories was offset by a roughly 7% decline in volumes in the base, reflecting shutdowns early in
the quarter in China and then late in the quarter in other countries as the pandemic spread. These pandemic
related headwinds in the base as well as the tough prior year comp drove the margin decline in this business.
The high value categories were up mid-teens on an organic basis within RBIS. Enterprise-wide, RFID was at
mid-teens in the quarter. As you know, we have been continuing to invest in growth in these categories and
that includes our recent acquisition of Smartrac. This acquisition accelerates our strategy to build our
intelligent label's platform that now spans both RBIS and LGM. Just a couple of months into our integration
with Smartrac, we are confident our combined capabilities position us extremely well to capture the long term
growth opportunity in an increasingly digitized word. And lastly on the quarter, the IHM team successfully
delivered their planned margin expansion despite a drop in sales from lower industrial demand, especially for
automotive. Focusing on more recent trends, it's clear that the early stages of this downturn are playing out
differently than past recessions. Label and Packaging Materials, our largest business, serves essential
categories that are experiencing higher demand during the pandemic. In particular, our operations in Europe
and North America experienced a significant surge in demand in March and, thus far, in Q2, driven by food,
hygiene, and pharmaceutical product labeling, as well as variable information labeling related to e-commerce.
In contrast, RBIS, which primarily serves apparel markets is seeing a significant decline in demand, reflecting
widespread retail and store and apparel manufacturing closures. Overall, we anticipate a decline in organic
growth in earnings for the company this year, as anticipated strong volumes in essential label categories is
more than offset by declines in categories serving apparel and industrial end markets. We saw the
beginnings of these trends in March which accelerated through April, pointing to a substantially more
pronounced impact to our second quarter results, particularly for RBIS. While still early days in the downturn,
we expect that these trends will improve sequentially in the back half of the year as retail and manufacturing
reopens. Due to our longstanding focus on innovation, productivity, and capital discipline, we entered this
crisis from a position of financial, operational and commercial strength. Though the nature of the macro
challenges is different than in past recessions, our business is resilient across economic cycles. Historically,
our businesses have rebounded quickly in the year following the recession. Now, it's too early to call, but if the
depth and duration of the economic impact across this cycle is similar to what we experienced in the Great
Recession, we will be targeting 2021 earnings and free cash flow above 2019 levels. As for our financial
position, past scenario planning has ensured that we have ample liquidity and a strong balance sheet, and
we're targeting free cash flow in 2020 of more $500 million, comparable to what we delivered last year. Our
years of relentless focus on productivity and capital discipline continue to serve us well. We are continuing to
execute our long-term strategic restructuring initiatives to enhance our competitive position in our base, free
up resources to invest in high-value categories, and support our margins. In addition to these long-term
initiatives, we are implementing short-term temporary actions to reduce costs in the face of this disruption to
global demand. That said, our strategic priorities are unchanged. We are protecting our investments to
expand in high-value categories, including RFID, while driving long-term profitable growth of our base
businesses, and we remain confident in our ability to continue to create significant long-term value for all of
our stakeholders. Over to you, Greg.

Gregory S. Lovins
Senior Vice President & Chief Financial Officer
Avery Dennison Corp.
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Thanks, Mitch, and hello, everybody. I'll speak briefly to our financial condition and then our outlook. As you
know, one of our key strategic pillars has been our drive for increased productivity. As a result, our businesses
are stronger and more agile today than ever before, with the ability to generate additional productivity to help
us manage through this crisis. Another key strategic pillar of ours has been strong capital discipline. This
discipline reflects our focus on creating long-term economic value in terms of both capital efficiency and
allocation. It has also been the frame we've used to build a strong balance sheet. In short, our long-term
scenario planning has prepared us for the downturn we are now experiencing. That planning led us to
terminate our US pension plan last year in a highly opportune window, extend our revolver two years ahead of
schedule, which we initiated before the pandemic, and issue long-term debt in advance of the recent market
disruptions. Today, our net debt-to-adjusted EBITDA ratio is 2.0, below our long-term target of 2.3 to 2.6. And
we have ample liquidity. We renewed our $800 million revolving credit facility in February, improving its terms
and extending the maturity date to 2025. We also completed a $500 million debt offering in the quarter to fund
both the Smartrac acquisition, as well as the repayment of debt that matured a couple of weeks ago. In light of
uncertainty regarding availability of commercial paper in this environment, as well as relatively favorable terms
under our revolver, we drew $500 million under this facility in March with the six-month duration. Our near-term
capital allocation priorities conserve cash while supporting our long-term value creation goals of delivering
faster growth in high value categories, alongside profitable growth of our base businesses. And we are
continuing to ring-fence our investments in high value categories, while curtailing our capital spending plans in
other areas of the business. Specifically, we're reducing capital investments by $55 million for the year,
resulting in the spending plan in the range of $165 million to $175 million. We're also heightening our focus on
working capital. Our efficiency on this front declined in the first quarter, reflecting the late March closures that
impacted many of our customers resulting in delayed collections and higher inventory levels. We're targeting
significant improvement in working capital levels over the balance of the year. It's worth pointing out here that
we increased our receivables reserves at the end of Q1, consistent with our standard relatively conservative
accounting policies. While we don't currently have significant concerns here, we do see some heightened risk
in certain areas, particularly in areas where we've seen extended industry shutdowns. Turning to shareholder
distributions, at our April meeting, the board voted to maintain the dividend at its current rate, while we have
taken a temporary pause on share repurchases. Shifting to our outlook, given all the uncertainty regarding
global demand, we have suspended our annual guidance. We planned to arrange a call, an update call,
sometime later in the quarter to let you know how things are playing out. In the meantime, I can speak to some
of the pieces of the equation that we can see now. Based on April trends in which sales are down roughly
18% versus prior-year, we expect that our second quarter sales will be down 15% to 20% on an organic
basis, as continued strength in LPM is offset by declines in RBIS and to a lesser extent, Graphics and IHM. In
particular, we're assuming that RBIS sales will be down roughly 40% in Q2. Based on recent rates, currency
translation represents a roughly 3% headwind to reported sales growth for 2020 and a $28 million headwind
to operating income. And we expect that Smartrac will add roughly 1.5 points to the company's reported sales
growth in 2020. And note that the sales and earnings impact from this acquisition are split between LGM and
RBIS, based on the sales channel. Sales through converters are captured in LGM to leverage our strengths
there while sales through RBIS' traditional channels flow through the RBIS segment. And we anticipate that the
2020 sales split will be roughly 60% LGM and 40% RBIS. And we expect to generate restructuring savings
net of transition costs of $50 million to $60 million this year. The actions we're taking should generate
carryover savings of approximately $60 million for 2021. And we're targeting roughly $120 million of shortterm temporary savings, from belt tightening, and other actions such as reductions in travel and other
discretionary spending, reduce use of overtime and temps and some furloughs. And keep in mind that most of
the temporary actions we're taking are expected to be a headwind for us when markets recover. And we are
targeting to generate roughly $500 million of free cash flow this year. In summary, we are very well-positioned
to navigate this challenging environment and we look forward to coming out even stronger when our markets
recover. And now, we'd open up the call for your questions.

QUESTION AND ANSWER SECTION
Operator
Thank you. Our first question comes from the line of Ghansham Panjabi with Robert W. Baird & Company.
Please proceed.

Ghansham Panjabi

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, guys. Good afternoon. Hope everybody's doing well.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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A

Yeah. Hello, Ghansham.

Ghansham Panjabi

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

On slide 6 where you talk about backlogs within the LGM segment, can you just give us some more color on
what exactly you're seeing? Historically, I think your business has had pretty short lead times. So what do you
think that's different now? And then sort of on the RBIS side, Greg, I think you mentioned 40% decline for RBIS
in 2Q. Would that imply that RFID is also negative on the quarter?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah. So, I'll take the first part of that question. Greg can take the second part. So as far as – normally, you're
absolutely right, Ghansham, as you know we do not normally have much in the way of backlogs in the LGM
business. We fulfill the majority of our orders within 24, 48 hours. And so, it's unusual for us to have the
extended backlog extended into the weeks, a couple of months at one point and that was from two effects.
One was a surge in demand so orders if you were to look at it particularly between weeks 12, the last week of
March through the third week in April both in North America and Europe, orders were up in the 40% to 80%
range depending on which week you are referring to. So, orders were up tremendously related to the increase
in consumption as we talked about as well as the inventory build both along the supply chain as well as pantry
loading. And then that combined with, it would – the surge happened right at the same time particularly in
Europe, where the backlogs were longer in North America, a little bit increasing backlogs but not too much. In
Europe, it happened at the same time where the pandemic was hitting particularly in France and we have one
of our largest plants in France, another very large plant in Luxembourg right on the border with France and so,
we had some employee absenteeism understandably so during that period. So, we are now shipping record
volumes out of our facilities and quickly chewing through that backlog.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Thanks, Mitch. And then on your other question, Ghansham, on RBIS. To your point, as I said earlier, we
expect RBIS to be down around 40% in the quarter. We're seeing the biggest impacts that we think in April.
We were down closer to 50% or around 50% in the month of April. And that's really driven by the extended
retail closures that we've seen in a number of areas and our factories are closed. So, for instance in South
Asia and Central America, a number of factories that we serve as well as our own plants have been shut down
pretty much the entire month of April. So, we expect April to be the worst of it but continuing to be down about
40% for the whole quarter. And of course given that a large portion of our RFID business is related to apparel,
we would expect the RFID then to be down commensurately a bit as well given just the overall impacts on the
apparel industry here particularly in April.

Ghansham Panjabi

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Got it. And then on slide 13, where you have your outlook as it relates to the financial crisis, your comments on
RBIS and Graphics, you generally expect them to experience deeper declines in demand relative to 2008,
2009. Can you just give us more color on that? Thanks so much.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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A

Sure, Ghansham. Yes, so we expect a deeper decline initially, in the last recession particularly for folks on
RBIS that was down up to 20% for a couple of quarters in a row. But in that situation, while there was a
dramatic drop in demand and there was a lot of inventory in the system and inventories have since been much
leaner, we obviously did not experience all of retail being closed and apparel factories being shutdown and
that's really what the big impact is right now. When China shutdown early in the crisis, our operations were
largely, not entirely, but largely closed down for a couple of weeks. Now, more recently, in late April really –
sorry late March, but really April, it's essentially all of South Asia and Latin America largely closed. So, that is
what's having the big impact. So, clearly going to have a bigger immediate impact than what we saw in the
last recession. Now, similar to the last recession, we would expect a bounce once the recovery begins.
People still need apparel and we would expect that there'd be a resurgence once things get back to "normal."
So this is something that we are closely watching and managing through. And I think one of the things that
we've seen while the market has been obviously extremely challenging as far as our position, our global
footprint has been a point of advantage. Early on in the crisis we were able to supply products that we
normally would supply out of China, supply out of other countries such as Vietnam and later in the crisis
products that we would normally supply out of Honduras for example, we were supplying from China. So this
has been a point of relatively strong position that we've been able to leverage but clearly can offset what's
going on in the marketplace.

Operator
Our next question comes from the line of George Staphos with Bank of America. Please proceed.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Hi, everyone. Good morning. Thanks for the details and congratulations on your efforts with COVID and with
your employees, guys. I guess first question I had, I'll piggyback a bit off of what Ghansham had teed up in
terms of RBIS. Can you comment on what you're seeing and how omni-channel may ultimately help or maybe
is helping on the volume side recognizing again lines are down significantly so far? Then I guess kind of the
parenthetical is why are we not seeing that much benefit now? Is it just that there's less demand for apparel
given everybody is working from home? And do you therefore worry perhaps the snapback down the road
won't be as strong because it'll be much more of a work-from-home mode than we are used to given past
periods?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah. So a couple of questions in there, George. And so as far as what we're seeing right now, I mean, our
revenue is tied directly to – our direct customers are the apparel factories, our end customers are the retailers
and brands where we get specked in, but our direct revenue is to the apparel factory. So if they're shutdown
and anything going through omni-channel or the Internet ordering would be of inventory that the retailers and
brands already have largely in the Western markets. So, that's where most of our end business is. So, that's
what we're seeing directly is related to what's happening within the apparel manufacturing industries. As far
as omni-channel, absolutely omni-channel is picking up. It's just from a smaller base. Omni-channel is a
smaller portion of overall apparel sales. Retail still the biggest channel for apparel and so, if retail is shutdown
then obviously it's going to have an impact on overall demand as well. So, Internet ordering is picking up. We
see this as a relative strength as we talked a lot about our position, what we are enabled is faster supply
chain, shorter lead times and RFID is really a technology that we see as something that will in the past we've
talked about is about providing higher quality, more accurate visibility, inventory and a greater velocity of the
supply chain. We're also now interacting with customers about how it can get to touchless retail and reduce
the amount of interaction at the retail level. So, we continue to see ourselves extremely well positioned being
the market leader in RFID. And as we look to build out the intelligent label platform and with the additions of
Smartrac that we are going to continue to invest here and we see tremendous opportunities, all that we saw
before and maybe more so for as people are focusing driving more efficiency, automation and not just for the
sake of speed and lower costs but also from a standpoint of touchless interactions.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Okay. I'll come back in terms of my apparel question later. But the other question I had was just on the cost
reductions, the $50 million to $60 million this year, the carryover $60 million next year. Can you give us a
cadence if you will in terms of how that should flow through and similarly that $120 million of temporary
savings? How should we feather that into our models and how would we recognize there's a lot of
unpredictability here? How do we then pull that out of the model, so that we're not double counting and
creating too high of a bar for you to reach at some point? Thank you.
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yeah. Thanks, George. On your first question on restructuring, as we said we are expecting this year
somewhere between $50 million to $60 million of savings. About half of that is still carryover from projects that
we completed in 2019 with the biggest one being again the European footprint project that we've talked about
quite a bit that the savings started to kick in the middle part of last year. So really that $50 million to $60
million will be largely spread evenly throughout the year given about half of that is carryover. There's a number
of projects that have been initiated around other parts of the company that are being put into place here,
especially around some of the businesses that have been heavily or more heavily impacted. So that will start
to pick up in the back half of this year and have some carryover effects into next year as well as we talked
about earlier. The temporary cost levers as you said about $120 million, much of that – some of that we've
started already of course when it comes to things like travel reductions, head count freezes, reducing overtime
temps and businesses that are more heavily impacted et cetera. So, we've largely started much of that
already. Some of the other areas when we start getting into furloughs and some smaller pieces of that savings
bucket really started more recently as we've seen more extended closures in a number of countries. But for
the most part, we've started that temporary cost savings already and we'll continue managing that depending
on the length and depth of the downturn here.

Operator
Our next question comes from the line of Anthony Pettinari with Citigroup Global Markets. Please proceed.

Anthony Pettinari

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Good morning.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Hello.

Anthony Pettinari

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey, it looks like your provision for doubtful accounts doubled in 1Q and many of your label converting
customers are much smaller than you and presumably have less access to capital. Just wondering if you could
kind of summarize the health of your converting customers and if there's any particular region or customer
base that's potentially an area of concern and just kind of how you think about the potential impact and risks to
Avery this year and beyond?

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yeah. Thanks, Anthony. I think as I mentioned in my earlier comments, the bigger areas where we increase
reserves in the quarter were really around some of the business that are hit a little harder. So particularly
apparel as well as in some of our businesses like the Graphics business within LGM, and some of our
customers there. And overall, our collections generally and if we look at April, our general collections have
largely been in line with what we would have expected. But as I said, there's a couple of pockets here and that
some of these businesses that are hit deeper, as well as some of the areas where we've seen complete
industry closures as I mentioned for the last four or five weeks in South Asia, Central America for instance.
So, those are areas that we've built up some reserves. From a converter perspective, we haven't seen much
or haven't anticipated as much of a challenge from converters. Generally, our converters are in better shape
overall, so we haven't seen many issues or anticipate many issues on that front at this stage.

Anthony Pettinari
Analyst
Citigroup Global Markets Inc. (Broker)
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Q

Okay, that's very helpful. And then regarding the decision to pause repurchases, understand that, that's
prudent. But given you're expecting to generate over $500 million in free cash flow this year, you're below your
leverage target. You don't have any maturities until 2023. Just what would you need to see from a demand
perspective or kind of in the broader economy or in the market to maybe revisit that decision?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yes, so, Anthony, as far as what would we need to see, for me, the biggest thing is just show stability and
footing on as far as what the markets, and I'm talking about our end markets that we sell to, and that would be
the first thing. This is a normal recession, if there is such a thing, but this is not being triggered by any type of
the normal activity. This is being triggered by a pandemic. And so, out of being cautious, we've slowed that
down. For us we have done our scenario planning, it's been a strength of ours over time. And for us, our bias
is to lean forward when others pull back. And we were prepared and preparing for a recession to do just that
on multiple fronts. This is obviously unfolding in a way that none of us could have foreseen. So, we are out of
caution, suspending that, we've maintained the dividend. We're committed to that. And we're going to
continue to look for opportunities but wait for a little bit more stronger footing on what the world – how things
are going to unfold across the world.

Operator
Our next question comes from the line of Adam Josephson with KeyBanc Capital Markets. Please proceed.

Adam Jesse Josephson

Q

Analyst
KeyBanc Capital Markets

Good morning, everyone. I hope you and your families are healthy.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Thank you.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Thank you. Same for you, Adam.

Adam Jesse Josephson

Q

Analyst
KeyBanc Capital Markets

Thanks, Mitch. Yeah. Mitch or Greg, by the way, this presentation is terrific. Thank you for putting all the details
in it. On slide 6 of it, where you talk about your RFID pipeline being up north of 20% since the beginning of the
year but that you've had some trials delayed. Can you just talk about how you think this situation will affect
retailers, airlines, other RFID customers' ability and willingness for that matter to trial and adopt this
technology? Just wondering if perhaps some of them are in such dire financial straits that they're just not going
to be able or willing to incur that cost.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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A

Sure, Adam. So, I'll take that. So, the thanks goes to Cindy for the fine investor materials. So thank you, Cindy.
Yeah, so the pipeline is up more than 20% as you highlighted since the beginning of the year and 60% from
where it was last year and a lot of that traction is in logistics, food and beauty. As far as – and there's
obviously been a good amount as there's a 17% increase movement in the apparel category into rollout or full
adoption as well within the pipeline. So, pretty good movement overall, continue building momentum. Now,
most of that activity was obviously before the pandemic hit across the globe. So what we are seeing right now
is some of the pilots – so, first of all anything that was in adopting or right on the cusp of adopting, continue to
move forward. So those are where people already done the work and everything else and that's all moving
forward. We're not seeing any hesitation there. Within as far as trials, we have seen a slowdown in some trials
as you would expect within food if you're working through to support a quick-service restaurant and now the
restaurants are closed or only doing drive-thru, then that obviously some of those are being delayed. This is in
our conversations with customers, they are overall seeing the need for greater automation and need for
greater technology of which RFID is a key factor. That's in areas of food, in areas of logistics, we're seeing a
huge ramp-up within the logistics if you think about the volume of packaging going through e-commerce, and
that's likely to only increase. So overall, the discussions with our customers mix, just depending on some trials
being put on hold just because there's not the ability to run the trials, and in the example I shared where the
restaurant or the retail stores might actually be closed, one. Two, companies needing to take just a quick
pause to manage through the crisis, but we're seeing other customers saying – who we've been talking with
us now saying it's paramount that we adopt this technology and they want to accelerate how they adopt it. So
overall, our conversations continue to reinforce the confidence we have in this business, this product, that's
RFID, the building out of the intelligent labels platform as we get to a more digitized world.

Adam Jesse Josephson

Q

Analyst
KeyBanc Capital Markets

Thanks. But just one on margins, if I may. Given the short-term measures that you're implementing and the
restructuring, expanded restructuring program that you talked about, I'm just trying to get a sense of what you
think your margin sensitivity will be this year to significant sales and volume declines. I ask because your
margins – you've done a phenomenal job with expanding margins over the past 30-some odd quarters.
They're in their all-time highs now and I'm just wondering what your incrementals are, just in light of these
restructuring programs, the other short-term measures, et cetera?

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yeah. And thanks for the question. I think given that some of the areas that we're seeing more of the challenge,
if we think about within RBIS as well as Graphics or in some of our higher-value areas that are typically higher
variable margins. We're looking at I guess decremental margins, I would say, around 30% range, inclusive of
the actions that we're taking this year. So I think that if we see a recession similar to the level of decline we
saw in the last recession, we'd be targeting to try to maintain our EBITDA margins this year, and we'll
continue, of course, if it goes deeper than that, to look for other cost reduction opportunities. But that's how
we've been thinking about it generally.

Operator
Our next question comes from Joshua Spector with UBS Securities. Please proceed.

Joshua Spector

Q

Analyst
UBS Securities LLC

Yeah. Hi. Thanks for taking my question. Just a question on LGM and your guidance around the growth there, I
mean, you made the comment that you expect LPM to perform better. But kind of triangulating on where your
guidance is, you might have LGM down around 10% organic for the June quarter, which is pretty similar to the
last recession performance. So just curious about the dynamic and the divergence between LPM within that
segment and specialty and Graphics.

Gregory S. Lovins
Senior Vice President & Chief Financial Officer
Avery Dennison Corp.
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A

Yeah. So actually, as I said, right now, in April, we're down about 18% in total, with the biggest declines in
RBIS, where, as I mentioned, we're down about 50%. And that's pretty similar for our Graphics business, also
down around 50% for graphics within LGM. At the same time, we continue to see strength in our label
categories. So our Label business is up mid- to mid-to-high single digits in the month of April still. So we
continue to see strong performance in our Label business; within LGM as a whole, down a little bit in the
month of April, given the sharper decline in the Graphics business, but continue to see strength in Labels,
offsetting most of that decline within LGM.

Joshua Spector

Q

Analyst
UBS Securities LLC

Do you think that label strength continues after you work through the backlog, or is this mostly the backlog
benefit that we're seeing over the next few weeks to a month?

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yes, so we continue to feel like....

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

...in this quarter, we'll continue to have good volumes as we work through that backlog, but we also just see
increased consumption driving part of this as well as people are eating from home more. They're obviously
using more packaged goods that's requiring more use of labels. In that, I think is not just a surge or pantry
hoarding that, type of thing, it's also just increased consumption of label materials. So, we would expect it to
come down a little bit from the pace that it's been particularly in North America and Europe in March and April
up 10% or more than 10% on the Label side. We would expect that to come back down a little bit as we move
through the quarter, but right now, largely expecting the Label business to stay relatively strong and stable as
we move through this.

Operator
Our next question comes from Neel Kumar with Morgan Stanley Investment Research. Please proceed.

Neel Kumar

Q

Analyst
Morgan Stanley & Co. LLC

Good afternoon. Thanks for taking my question. You mentioned still expecting to deliver 2021 EPS and free
cash flow greater than 2019 levels. Can you just talk about what level of conviction you have in that based on
your scenario planning, and the range of outcomes? This would be helpful to get a sense of different puts and
takes, and perhaps any incremental levers at your disposal in meeting those targets? Thanks.

Gregory S. Lovins
Senior Vice President & Chief Financial Officer
Avery Dennison Corp.
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A

Yes. So, overall the level of – I mean this is around scenario planning. So, let's say if the downturn looks similar
to what we saw in the last recession, that's what tells us we would expect to be able to recover that in 2021.
So, that's what's in that assumption. Now clearly, it's paying out where there's a bigger impact in the first
quarter of this recession that's unfolding right now. But if you look at the economic activity overall and our
growth relative to economic output over a two-year cycle, it follows what we saw in the last recession, we'd
expect to be back in 2021, and this is just really reinforcing the point about how our top line has performed
across cycles. We have what we traditionally call the post-recession bounce. Part of that was and historically
because of restocking of inventories and so forth where we saw destocking early on. We're not seeing that so
much in LGM but just given where overall end demand is in our outlook if it follows that general pattern, we'd
expect to be north of 2019 levels again for both earnings as well as free cash flows I laid out.

Neel Kumar

Q

Analyst
Morgan Stanley & Co. LLC

Great. That's helpful. And then within LGM, you talked about continuing to see a demand surge in Europe and
North America in March and April, but a decline in South Asia because of the lockdowns. What's causing the
differential in terms consumer behavior? Is there just less empty loading activity from those customers and
perhaps there's a difference in terms of the e-commerce impact?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Sorry. I'm not following your question.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Sorry. Mitch, go ahead. Please go ahead.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

I'd say more of the challenge in South Asia has really been to the extended shutdowns. So, for instance in
India, most of the month of April, our factories and much of the factories we serve have been shut down. So,
it's just a longer shut down in some of these countries versus what we've seen in North America and Europe
and how that's playing out across the different countries.

Operator
Our next question comes from the line of Jeffrey Zekauskas with JPMorgan Securities. Please proceed.

Jeffrey Zekauskas

Q

Analyst
JPMorgan Securities LLC

Thanks very much. I do have a question about the first quarter, the margins in LGM were pretty terrific in that I
think your operating profits were up, I don't know, $27 million on flat sales. How did you do that or if you had to
look at the $27 million like where did it come from? And is there a very positive price raw material variance
that continues?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah. So we did have strong margins, as you said, really driven by, again, the strong volumes that we had on
the Label side, and we didn't really start to see the slowdown on some of the businesses, like Graphics till the
very end of the first quarter. That's now moved through the second quarter. At the same time, as you said, we
have seen, I would say, some low single-digit sequential deflation as we move from Q4 to Q1 and some low
single-digit price changes we've moved across the last few quarters as well. But overall, net benefit between
price and deflation is well still year-over-year as well sequentially, in addition to the strong volumes that we've
talked about already in the Label side.
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Jeffrey Zekauskas

Q

Analyst
JPMorgan Securities LLC

For my follow-up, on your RFID revenues, how much of revenues come from ongoing customers, and how
much of revenues tend to come from new business that you book each year? So in other words, how much is
the business dragged down by the poor retail environment and how much has it boosted by the new business
that you're picking up this year or that you pick up in any year?

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yes. Jeff, I think I know what – look, so I wouldn't characterize it as so much new customers versus existing
customers. It's more of new programs or adoptions because a lot of the – particularly in apparel, it's adoptions
of RFID for existing customers. So the way to look at it, the vast majority of the growth that we've seen where
we've seen 15%, and we target 15% to 20% plus over time, is from new adoptions and new rollouts. So that is
the growth, the way to think about it, it's from new program rollouts. So, majority of the business, 90% of the
legacy RFID business of the company, and then with Smartrac 75% of the combined businesses are in
apparel. And so a good chunk of that obviously is going to be linked. So, as you look at Q2 obviously given
that the majority of that is existing program rollouts and so forth, it will clearly be impacted by the downturn in
apparel.

Operator
Our next question comes from the line of John McNulty with BMO Capital Markets. Please proceed.

John P. McNulty

Q

Analyst
BMO Capital Markets (United States)

Yeah, thanks for taking my question. Again, maybe back to the raw material front, I guess how are you thinking
about the kind of relief that you may get as the year progresses and do you expect to give the bulk of it back
on the pricing side or can you retain it just given that you have seen such strong demand in at least part of the
markets that are going to be benefiting from the raw material declines?

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yeah. So our focus right – it's all a question about where the commodity prices go. And we're largely linked
also to specialty categories, which are linked as much to capacity upstream from us as it is to actually just
underlying commodity costs. So, we did see some deflation sequentially here. We came off of a pretty big
inflationary cycle as you remember a year or so ago. And so, these things will move near-term. Right now, our
focus is on getting the surge demand out and our ability to continue to have industry-leading quality and
service through this cycle is what we're focused on right now. One thing – a big part of the margin expansion
within this business was what we invested in around the restructuring, particularly in Europe. Q1 of last year,
the margins that we had – actually had lower than average margins within Europe and lower than they
historically have been, because if you recall we had some transition costs there. And so those transition costs
being pulled out going into the restructuring and now we have the savings of the restructuring baked in, that
was a key driver of the expansion as well. So overall, if you look at just the impact of mix and deflation and
price that's already baked in, that's definitely – been a benefit, but a lot of it's cycling off where we were a year
ago. And you got to count in the restructuring as well. So not answering your question directly, we don't have
pass-through contracts and so forth. This is a competitive industry. Our focus is really right now on making
sure that the essential categories get the quality service levels that they need as we work through the crisis.

John P. McNulty

Q

Analyst
BMO Capital Markets (United States)

Got it. Fair enough. And then may be just a question on the RBIS front. As the factories come on, they may
come on a little bit faster than actual retail consumption picks up at least at the on-site or brick-and-mortar
retail side. Can you remind us, in terms of the average, if there is such a thing, piece of apparel, how should
we compare the value of tags on a piece of apparel that's sitting in a brick-and-mortar store versus the value
that you would get on an e-commerce driven sale? Like, is there a way to think about that just that we can think
about how quickly the business comes back on as some of these factories come up?
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Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Yeah. So I think your question is what's the value of our solutions on garment that's going through e-commerce
versus a garment that's in retail. Is that right?

John P. McNulty

Q

Analyst
BMO Capital Markets (United States)

Exactly. That's right.

Gregory S. Lovins

A

Senior Vice President & Chief Financial Officer
Avery Dennison Corp.

Okay. Equivalent. The real thing here is it's mostly omni-channel. And so they don't have separate supply
chains for garments that will be sold just through the Internet versus apparel garments that are going to be sold
via retail. So there are warehouses and they've got the retail stores but virtually when you buy online, the
objective is that every garment is basically a part of the virtual warehouse that they can pull from when you
order on the Internet. So there's not a real difference between the two. It really just reinforces the desire for
better visibility because when you implement RFID, you can reduce your safety stocks, shorter lead times,
because it accelerates the velocity of the supply chain. So we really see, again, in the discussions we're
having with our customers and just our clear view on this business is that we see this as being a huge
opportunity to help retailers and brands manage through this challenging environment to come out even
healthier and more successful at the end.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

I think one additional point to add onto that, I think as we see retailers, as things start to open back up and
move into more buying online and picking up in-store. To be able to do that, you really have to have strong
accurate inventory and that's where really RFID continues to come in play as well. So we feel good about
being able to continue to drive RFID, the more moves to these omni-channel type of avenues.

Operator
Our next question is from Paretosh Misra with Berenberg Capital Markets. Please proceed.

Paretosh Misra

Q

Analyst
Berenberg Capital Markets LLC

Thank you. In your RFID business, so what's the biggest category or categories after apparel? And is the
pricing for those tags similar to apparel or is it higher or lower?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Sorry, Greg was waving me on the screen that I was on mute. Sorry. So yes, as far as the biggest categories
after that, if you look at logistics and food, those would be some larger categories. I think you've got to think
about it both in terms of what are the end markets and then also the channel. So from end markets, apparel
and retail is the largest category, 75% combined with Smartrac. So that's one angle, and then followed by, like
I said, food and industrial and so forth. With Smartrac, we picked up a decent-sized industrial business which
includes automotive tags. And then from a channel access, we are going to market directly to end customers
through RBIS, so whether that be retailers or restaurants or actual logistic companies. And then, as Greg said,
some of the revenue of Smartrac and pre-legacy Avery Dennison was going through LGM, and that's more
through converters, where the converters will convert the tags. So that's the overall mix that we have. As far as
pricing, there are some highly specialized tags, both legacy Avery Dennison and our Smartrac that are very
high price points but they're low volumes. And so I would say that Avery Dennison's legacy RFID business was
focused more on the higher-volume opportunities with lower price point but higher return, and Smartrac had
more of a mix where half their business was in apparel and more of the volume-focused, and the other half
was lower volume, higher price point items. So there's not a single answer to that question overall.
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Paretosh Misra

Q

Analyst
Berenberg Capital Markets LLC

Got it. Got it. And then just for RFID and from your customers' viewpoint, what is the ROI, and was that ROI the
highest for the apparel customer, or how would you quantify it, I guess?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

ROI from the customer's perspective I think is your question. So the ROI, we don't share what the customers
share with us and what we see, but it's a very strong return, and the payback is very quick within a year once
adopted. So, it's why you see the adoption happening across the full spectrum of types of retailers and
brands.

Cynthia S. Guenther

A

Vice President-Investor Relations and Treasury
Avery Dennison Corp.

I think this question was across different end markets, is the ROI higher for our customers across the different
end markets.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

The ROI is sufficiently high for a return for every customer that we've interacted with.

Operator
Our next question comes from George Staphos with Bank of America. Please proceed.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Hi, guys. Thanks for taking the follow-on. I want to come back to apparel Mitch. So, ultimately you're expecting
a snap-back when we come out of recession and history says that we should see that. When we look though
at the apparel business and how this recession that we're in and the pandemic may affect apparel
consumption and usage, what are you baking in, kind of a return to normal consumption or a change in mix or
perhaps less consumption? What are you baking in right now?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah, we've got a range of scenarios. So, obviously the near term, what we're talking about Q2 and so forth is
just about apparel starting to ramp up a little bit later in the quarter but not ramping up to a high degree. So,
when you say bake in, if you think beyond that, I think you're asking more of a longer-term secular trend
question.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Correct.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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A

That we've got a range of scenarios. And so, for each of the businesses, we've traditionally used scenarios.
We are very focused on, what are the trends, macros that are happening and what are the various disruptions
and how do we basically be part of that disruption to help – that we're focusing on investing in. Intelligent
labels is one where we're investing heavily, we see it as a disruptive technology, and we've also been talking
about investing in sustainability, a scenario where we see an opportunity to lead. And so, specifically on this,
what would be the impact, our assessment, our – if you recall our assumptions around apparel growth in
general, we were more conservative about what we thought apparel industry's growth would be than a lot of
the – than the apparel industry itself assumed over the long run. We think that continued focus around speed
and velocity of supply chains will continue to reinforce our value proposition, and that's what we've been
looking to further invest and harden , particularly with RFID but also in external embellishments where we're
getting more into the ability for late-stage differentiation and personalization. So we've got a range of
scenarios when we say baked in. We got a range of scenarios and plans accordingly to adjust to those range
of scenarios, I would say our plans and what we've communicated over the long term, our assumption on the
end markets were more conservative than what the actual apparel industry was using at the time for that. So I
know it's not a direct answer to your question, George. It's a range but – yeah, go ahead.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Yeah. I was going to say – I mean, if you have visibility into it, you might not, are your customers assuming it's
a back-to-normal whenever we reach normal in terms of the demand curve or they don't know where they
assume a steeper increase in consumption or for whatever reason, made a lower rate of consumption on
apparel again if we're maybe working less from the office and more from home, that's kind of where I was
going with the question.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yes. So we're not hearing a lot of hypotheses about the big shift about the macro trends other than musings
and loose hypotheses out there. If you remember the last recession there was a lot of musings about various
things that we're going to change on the macro. There were no longer going to be large trucks or SUVs in the
US and so forth, and that all changed pretty quickly. So, I would think overall, fashion is something that people
use for their own way to identify and from a personalization standpoint, that trend of personalization has been
a long going trend and I think will continue. And I think fashion is a key element of it. You read a lot about –
even on Zoom people trying to stand out and show their personality bit through what they're wearing. So, yes,
it's mostly from the top ups, but that's – I think those trends we will continue to be reinforced. So, we're not
hearing any of our customers talking about a real shift here. I think the bigger question is really just – and this
is retailer-by-retailer, brand-by-brand, what is their strength and ability to kind of manage through the
challenging situation, so they can come out stronger on the other side, and that's really where their area of
focus is right now. They're not thinking what will the market look like in three years. They're really focused on
the here and now.

Operator
Our next question comes from Adam Josephson with KeyBanc Capital Markets. Please proceed.

Adam Jesse Josephson

Q

Analyst
KeyBanc Capital Markets

Thanks for taking my follow up. Mitch, just one on sustainability, if you don't mind. It was obviously been a – it
was a huge buzzword over the past year or so, and a big focus among packaging companies. I'm just
wondering if you could just recap what your customers had been telling you pre-COVID about sustainability
and the extent to which it was affecting their choice of packaging formats, and how that conversation has
changed if there is any conversation in this COVID environment we're in.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.
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A

Yeah. So overall, the discussions before the COVID crisis were really around just the need for businesses to
be more sustainable, and reduce our environmental footprint and that's something that we have been a leader
on, we've embarked on our sustainability program broadly back in 2015. And since then we've been reducing
the environmental impact of our business, 30% reduction in greenhouse gas and that's not relative, that's on
an absolute basis despite the growth of more sustainably sourcing materials. And then it shifted more recently
which I think you're referring to Adam is towards packaging in general and getting more sustainable
packaging.

Adam Jesse Josephson

Q

Analyst
KeyBanc Capital Markets

Right.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

So we had a number of discussions with them about using our innovation leadership to be able to make sure
that we're meeting their needs. I would say that there were a lot of different areas of focus and messaging
about what that means, and how they would accomplish that and the various packaging forms, whether it be
paper or plastic or glass, aluminum. So, a lot of activity overall. We continue to see opportunities to lead in
that category. That said, those are not the areas of focus right now that we're seeing. I think everybody sees it
as strategically important long-term, but that is not what's being focused on. I think even with what's happening
I think the value of even plastic around hygiene and smaller packaging and so forth seems to be more from a
consumer level, something that's obviously valued. And I think one of the key values around packaging isn't
just branding and imaging, but it's also to make sure products are sanitary and safe and that's I think going to
reinforce the value of packaging overall as we continue to think through how to do it more sustainably as an
industry.

Operator
Our next question comes from Jeffrey Zekauskas with JPMorgan Securities. Please proceed.

Jeffrey Zekauskas

Q

Analyst
JPMorgan Securities LLC

Thanks. What do you expect the price pattern to be in LGM through the course of 2020? Do you think prices
will sequentially go up or down or you can't tell?

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

We don't know – we don't have long-term pricing contracts yet. So we – yes, so we don't have contracts like
that, we don't have pass-throughs and so forth. So we basically manage to the situation, and it's a product-byproduct, customer-by-customer evaluation about where the price points need to be. So we don't have an
outlook for that, Jeff. And that's why we often talk about it on a net basis relative to deflation and mix and
everything else, so.

Cynthia S. Guenther

A

Vice President-Investor Relations and Treasury
Avery Dennison Corp.

We'll take one last question.

Operator
Our next question is from George Staphos with Bank of America. Please proceed.

George Leon Staphos
Analyst
Bank of America Merrill Lynch
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Q

Hi guys.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Hi, George.

George Leon Staphos

Q

Analyst
Bank of America Merrill Lynch

Hi guys. Thanks for the time to follow up. So last one from me. One, where do you think more of the cost
savings will be focused when we're looking at this 2020, 2021 and beyond? Is it more in LGM or more in RBS
(sic) [RBIS] , obviously given the volume effect? And what proportion of the temporary savings that you called
out could in fact become permanent savings and Avery is really good at productivity and on learn productivity
so perhaps some of these temporary savings become permanent. How much would you say might be? Thank
you. Good luck in the quarter and thanks for all the details.

Mitchell R. Butier

A

Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Yeah, George. More of the higher proportion of the cost-saving initiatives are happening in the businesses are
seeing the biggest declines. So where we've been seeing the biggest issues in RBS (sic) [RBIS] , in
Graphics, in the automotive areas within IHM, these are the areas that we'll see a larger portion of the cost
reduction initiatives managing through that volume environment that we have there. From an overall
perspective, and we'll continue, of course, to always looking for new options for productivity and we always
continue to find new ways to drive productivity and that's been a strength of ours over many years. So some of
these temporary cost levers will come back. Will they come back at the same level of travel and things as they
historically would be? I don't know yet and how long that will last. But we'll obviously continue to drive for
productivity. That's a key strength of the company and something we'll continue to do as we move to the next
phase here.

Operator
Mr. Butier, there are no further questions at this time.

Mitchell R. Butier
Chairman, President and Chief Executive Officer
Avery Dennison Corp.

Okay. Great. Well, thank you everybody for joining us today. These are clearly challenging times. Extremely
pleased and thankful to our team for, again, the agility and the dedication they've been demonstrating and
continuing to keep each other safe and serving our customers in this critical time. And as we've kept – I think
the message we're relaying here is while these will be more challenging times, we are well-positioned for our
business' resilience and we're focused on continuing to deliver for long-term success for all of our
stakeholders. Thank you.

Operator
Ladies and gentlemen, that does conclude the conference call for today. We thank you for your participation
and ask that you please disconnect your line. Have a great day, everyone.
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MANAGEMENT DISCUSSION SECTION
Operator
Ladies and gentlemen, good morning, and welcome to the Blue Apron Holdings First Quarter 2020 Earnings
Conference Call and Webcast. At this time, all participants are in a listen-only mode. As a reminder, this call
is being recorded for replay purposes. A slide presentation has been created to accompany today's remarks
and can be accessed on the Blue Apron Investor Relations website. Following the conclusion of today's call,
the Blue Apron team will host a question-and-answer session and instructions will be given at that time. On
this morning's call we have Linda Findley Kozlowski, Chief Executive Officer of Blue Apron; and Tim Bensley,
Chief Financial Officer. Before handing the call over to the company, a few remarks about this call. Various
statements that the company makes during this call about its future expectations, plans, and prospects,
constitute forward-looking statements for the purpose of the Safe Harbor provisions under the Private
Securities Litigation Reform Act of 1995. Actual results may differ materially from those indicated by those
forward-looking statements as a result of very important risks and other factors, including those described in
the company's earnings release and SEC filings. In addition, any forward-looking statements represent the
company's views only as of today and should not be relied upon as representing its views as of any
subsequent date. The company specifically disclaims any obligation to update these statements. During this
call, the company will be referring to non-GAAP measures which are not prepared in accordance with
generally accepted accounting principles. You are encouraged to refer to the earnings release and SEC
filings where it has been described these measures in more detail, and to review the reconciliation of these
non-GAAP financial measures to the most directly comparable GAAP measures. In addition, reconciliations
of certain forward-looking non-GAAP measures referred to during this call is included in our earnings release,
which is available on the company's Investor Relations website located at investors.blueapron.com under
Events and Presentations. With that, I would now like to turn the call over to Linda Findley Kozlowski, Blue
Apron's CEO. Linda?

Linda Findley Kozlowski
President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.
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Thank you, Ilene. Good morning, everyone. And thank you for joining us today. As the world continues to
confront the health and economic challenges created by the COVID-19 pandemic and as our country
responds to changes in our day-to-day lives, our priority, as it always has been, is the health and safety of our
employees, customers, and the communities where we operate. We take our role in delivering unique meal
experiences into people's homes at a time when their – when home matters more than ever very seriously.
Before we get started, I want to express our heartfelt appreciation for all the brave frontline health care and
other essential workers who are serving our country through this pandemic. We are also grateful to all our
employees and their commitment and efforts at providing consumers access to our high-quality meal kits
made from delicious ingredients during these unprecedented times. My remarks today will primarily focus on
three areas: one, an overview of the heightened demand we have been experiencing since late March as a
result of the changes to consumer behavior in response to COVID-19; two, a review of our first quarter
performance which includes indications of continued progress towards our previously announced growth
strategy prior to the effects of COVID-19; and three, a more detailed look at changes we implemented as a
result of COVID-19 as well as some of the most recent trends we are seeing in our business and what we
believe that means to the second quarter. We operate in two very distinct environments so far this year, a pre
and post-pandemic world, and I'm proud of our team's ability to execute on our changing business needs in
both situations. First, let's talk a bit about the recent heightened demand for our meal kit. With regard to
consumers' response to the COVID-19 pandemic, the initial sharp increase in demand among new and
existing Blue Apron customers came in late March as the country started to adapt to stay at-home and
restaurant restriction orders that took effect around much of the country. We believe these government actions
contributed to more people looking for options to have their food delivered directly to their door. While we've
had to make some temporary adjustments to our offerings in operations as demands started to shift, the
sequential quarter-over-quarter efficiencies we've driven in our business have helped us provide the
necessary infrastructure to adapt to this increase in demand. This positioned us to be able to immediately
begin ramping up our capacity in our Linden, New Jersey and Richmond, California fulfillment centers
primarily focusing on increasing head count to enable us to fulfill meal kit orders. We recognize that we create
a product that helps people during this challenging time and have been relentless in our focus to serve as
many households as possible. We expect that our Q2 results will begin to reflect this increased demand, and
in a moment, we will speak about what we expect that to look like. In addition, based on recent indications of
the expected longer-term impact that we believe COVID-19 may have on consumer behavior relating to
cooking at home, we believe there will be an ongoing positive impact on our business for at least the near and
immediate term. There has been a significant increase in the number of household cooking at home as a
result of the stay at-home and restaurant restriction orders around the country. Even as restrictions on
consumer behavior begin to ease, we expect that there will be a shift to new economic and social norms
reflecting the changes in cooking and eating habits developed during the weeks or months consumers spend
at home, and these will persist for some time. We also believe that even as restrictions begin to lift, there may
be a long-term negative impact on the ability of some restaurants to operate at levels prior to the pandemic if
at all. These factors combined with the work that we're doing to retain and engage customers lead us to
believe that a portion of the uplift in demand we have recently experienced can be maintained beyond the
period of the direct impact of COVID-19. At the same time, I want to be clear that even with the increased
demand we have seen in recent weeks, we remain focused on our growth strategy which we believe
strengthens our ability to serve our customers, including during these times of uncertainty. Before we get into
additional detail on some of the effects of COVID-19 we have been seeing, we will quickly summarize our Q1
results. Both net revenue and new customers increased sequentially quarter-over-quarter as we continue to
make progress with our growth strategy. In addition, average revenue per customer saw another quarterly
sequential increase to $271. Our variable margin improved to 150 basis points from the fourth quarter of
2019 to over 40% in Q1, and net loss was favorable compared to the range that we provided when we
reported fourth quarter results. Tim will review each of these metrics in more detail shortly. We believe our first
quarter performance demonstrates the progress our team is making towards this strategy that we announced
last August to engage more customers that have our best customer characteristics, increase choice and
flexibility to better integrate into our customers lives, and scale our marketing spend efficiently. This worked
through a quarterly sequential and a year-over-year rise in orders per customer which we believe in turn
reflects the effectiveness of the new products and new customer engagement that we are creating. While
we've had to scale back or delay some new products to meet the current heightened demand, we believe our
growth strategy combined with the solid fiscal discipline that we've consistently demonstrated over the last six
quarters provides us with a foundation for future profitable revenue growth beyond the current business
environment. The first quarter was a significant period for new product launches. In fact, we launched more
new products in Q1 than in any other quarter before. Specifically, we added five new major products in the first
quarter compared to just five new major products in the prior 10 quarters combined. These product launches
included Meal Prep which had an 8 serving plan that can be prepped in as little as 90 minutes per week as
well as our Premium offering that delivers an elevated cooking experience with the best cooking techniques
and specialty protein combinations. We've been pleased with the performance of both since launch. In
addition to introducing new products, we continued our culinary partnerships with the six-week collaboration
with Chef Seamus Mullen that focused on recipes for healthy lifestyle and we plan to soon launch a
partnership with award-winning chef and restaurateur, Tim Hollingsworth with a focus on the comfort food this
summer. These examples of how we continue to add more choice and variety to our menu demonstrate the
progress we were already beginning to achieve towards our growth strategy prior to the COVID-19 pandemic.
Moving on to what has happened in our business since the COVID-19 pandemic, I'm going to devote the
balance of my prepared comments this morning to review expected business impact, a number of the actions
we've taken to meet increased demand including operational changes, hiring and HR progress, implementing
safety enhancements, and managing our supply chain and marketing functions. I believe the work that we
previously put into the implementation of our growth strategy has helped position us to meet this rapid surge in
demand. Based on trends we've seen in response to COVID-19 as well as certain assumptions which Tim will
note in his comments, we now expect Q2 revenue to grow year-over-year by high-single digits on a
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note in his comments, we now expect Q2 revenue to grow year-over-year by high-single digits on a
percentage basis and expect net loss to continue to narrow versus the previous quarter. We also expect both
adjusted EBITDA and operating cash flow to be positive in the quarter. As a result of the changes in consumer
behavior we've been seeing in response to COVID-19, including both an increase in meal kit orders and an
increase in meal kit average order value, we saw meal kit demand increased by approximately 27% in the
first three weeks of April compared to the first three weeks of March. As we noted earlier, this increase came
quickly and we initially were not able to meet all of this heightened demand, and as a result, meal kit net
revenue increased approximately 22% to the same comparable time period. We define meal kit demand as
the number of meal kits ordered in that time period multiplied by the average order value for that period. And
we define meal kit net revenue as orders actually fulfilled by multiple – multiplied by the average order value.
We have been working to build our fulfillment center back labor force to enable us to meet this new increased
demand. And assuming the heightened level of demand is sustained or continues to grow as we believe there
is the potential for, we have enough labor to meet the demand directly. In a moment, Tim will provide more
details around our second quarter expectations. Now, let's move on to the actions we've taken to meet
demand. First, on operations, as I mentioned, the initial spike came late in Q1 and we quickly prioritized
increasing our fulfillment capacity. While working to increase capacity, we initially prioritized fulfilling the
increased demand from existing customers, and we canceled or delayed a portion of our shipments to some
new customers and recently reactivated customers by one week. We then built our plan to quickly increase
capacity while enhancing our already comprehensive personal hygiene and sanitation standards following
CDC and other government regulations designed to prevent the spread of COVID-19. As we work to continue
to meet increased consumer demand, we believe that one of the challenges from Blue Apron's task is now
serving as well as we have additional fulfillment center capacity. We believe we have the equipment, facilities,
food safety standards, and supply chain to support the higher demand. So, our primary need at this time has
been hiring at our fulfillment operations. As we began the process to accelerate temporary and permanent
staffing in our Linden, New Jersey and Richmond, California fulfillment centers, we also created an immediate
capacity to serve the higher demand by reducing variety in our menu options to limit the need to frequently
change the production lines in our fulfillment centers. This decision allowed us additional time to pack meal
kits and allowed us to get more meal kits out to more customers. We did this by discontinuing a subset of
recipes for an interim period and closing some weekly offering cycles as early as we continued to hire. We
understand this practice is in line with others in the meal kit space that are adapting to meet new demand
levels. On hiring and HR, we extended the closing date for our Arlington facility by a few more weeks for
added capacity, but we still intend to close this facility in the second quarter as planned and transfer that
volume to Richmond and Linden. To show our support for all our teams at our fulfillment centers and to help
attract new hires, we recently implemented a temporary wage increase and an attendance bonus for our
dedicated hourly employees. This applies only to our fulfillment center employees as our corporate, test
kitchen, and customer experience employees have been working from home since mid to late March. Inside
our fulfillment centers, the safety and well-being of our employees remains our top priority. As I referenced in
my earlier remarks, during this time, we have also enhanced our existing comprehensive personal hygiene,
employee safety, and sanitation standards and have instituted other measures to help prevent the spread of
COVID-19. As an FDA-regulated operation, our employees have always been required to wear appropriate
protective equipment at all times on the production floor including nitrile gloves, smocks, hair and beard nets,
and safety glasses. We also hold an additional food safety certification from Safe Quality Food's Food Safety
Code, which is widely considered to be one of the most rigorous and comprehensive food safety standards in
the world. In addition, employees are not allowed to enter the production floor without stepping through a
disinfecting footbath and washing their hands thoroughly. In response to COVID-19, starting in early March, we
enhanced our existing procedures with additional hand washing requirements, changed shift interactions to
reduce human contact, increased social distancing efforts and awareness both on and off the production floor,
and further strengthened equipment sanitation procedures. Also, we are now providing our fulfillment center
employees with masks in line with recent guidance from CDC, FDA, and local regulations. All employees are
now required to wear masks while in any area of our fulfilment centers. Next, I would like to discuss supply
chain availability and safety. To-date, we have not experienced any significant disruptions in our supply chain.
Blue Apron tightly manages the supply chain and we seek to work with the suppliers who hold and value the
same eye safety and sanitation standards that we do. Because we operate on a just-in-time sourcing model
and have a strong network of suppliers, we can make adjustments as needed based on both our needs and
the needs of our suppliers. Also, this same tightly controlled supply chain means our food has a much more
direct path from producer to box with minimal human contact in between. We are grateful to be able to
continue to support our valued suppliers that have been affected by other closings and slowdowns in the food
service industry. Our team continues to actively manage our supply chain to minimize impact to customers
while maintaining the high standards we are known for on animal welfare, freshness, and quality. Finally, I want
to provide an update on our current marketing efforts. While marketing remains an essential part of our
business, we have slowed and adjusted our marketing spend based on the heightened demand we've been
seeing. We have temporarily shifted some of our marketing dollars to ramping up production and engaging
our existing customers with content, social engagement, and support for staying at-home. We are also using
this period to build our marketing strategy for the future, based on the third pillar of our growth strategy as to
how we expand our reach for future growth in a scalable and sustainable way. I'll conclude my comments this
morning with a review of some of the positive metrics that I believe underpin our second quarter guidance. As
mentioned, the increase in demand started the last weekly cycle of March. Since that time, we have continued
to see improvements in both the number of active Blue Apron customers as well as increase in average
revenue per customer. The improved average revenue per customer generally reflects the decreased orders
per customer as well as higher average order value. Blue Apron had generated year-over-year increases in
both of these metrics in the last five consecutive quarters. We have seen a further increase in those metrics
over the last few weeks as our customers look for meal solutions following the various stay at-home and
restaurant restriction orders and other restrictions on consumers that have been implemented throughout
much of the country. While our trends have been positive in recent weeks, our focus remains on continuing to
build on our products and services in order to both meet the immediate need of our existing and new
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

build on our products and services in order to both meet the immediate need of our existing and new
customers and work to retain those who've developed an appreciation for cooking at home and connecting
with loved ones over meal time. As we don't know what the future will hold in regard to the longer-term impacts
of the pandemic on our business, we are not relying on this recent demand and continue to be focused on our
three-pronged growth strategy as we move forward in the current environment. We believe that the strategic
planning and budgeting done in the last year is helping us to adapt to meet this demand increase. We also
remain confident that our previously announced growth strategy continues to be the right strategy even now.
And as we stated in February, our board is undertaking a strategic alternatives review process to support the
execution of the strategy and enhance long-term shareholder value. We are grateful to our long-standing
customers and those new to Blue Apron who are inviting us into their homes. I believe these customers
appreciate the many attributes of the meal experience we deliver from discovery to quality, to connection, and
we expect that many of them will continue to cook with us in the future. Our growth strategy is a critical
component to retain our customers and attract new ones. We currently plan to continue to ramp up our
operations to meet the demand to get as much food as many homes as possible while maintaining our high
level of customer service, satisfaction and safety. I'd also like to thank our dedicated employees for their
flexibility as we've made changes to their work environment to meet elevated demand, and we put in place
additional personal hygiene, sanitation and safety procedures. Even with the rapid evolution in our fulfillment
center processes and the need for our non-fulfillment center in place to work from home, we continue to
provide our customers with the delicious meals they crave at the level of quality they come to know and expect
from Blue Apron. I will now turn it over to Tim to talk to our financials in more detail.

Tim Bensley
Chief Financial Officer
Blue Apron Holdings, Inc.
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Thank you, and good morning, everyone. Echoing Linda, I would also like to thank our entire team as they
continue to navigate and quickly adapt to this ever-changing environment, enabling us to deliver as many Blue
Apron meals to our customers as we possibly can during these unprecedented times. Now, turning to Blue
Apron's first quarter performance, we delivered first quarter results within the guidance range we provided on
our February earnings call. As Linda stated earlier, we believe that these results validate the progress our
cross-functional teams have made against our previously announced three-pronged growth strategy. Net
revenue in the first quarter of 2020 was $101.9 million compared to $141.9 million in the prior year and $94.3
million in the fourth quarter of 2019. As indicated previously, we have spent the last year refocusing our
marketing investments aiming to become more efficient and how we attract and engage customers. While we
knew this transition would likely have a negative impact on net revenue throughout 2019, strengthening our
customer base is a foundational step for executing our growth strategy as we work towards building a healthy,
long-term sustainable business. As we enter 2020, and prior to seeing the effects of COVID-19 pandemic on
our business, we lean back into our marketing investment to leverage improvements to our product and
customer experience. As a result, we saw a sequential quarter-over-quarter growth in both net revenue and
customers as well as continued improvement in certain customer metrics. Marketing spend in the first quarter
of 2020 increased in both absolute dollars and as a percentage of net revenue on a quarter-over-quarter and
year-over-year basis to $15 million or 14.8% of net revenue, driving an increase in the number of customers of
7% quarter-over-quarter to 376,000. While maintaining our disciplined customer acquisition mindset, we also
saw improvements in certain key customer metrics that point to a strengthening customer base. Average
revenue per customer and orders per customer improved 5% and 4% year-over-year and 1% and 2%
quarter-over-quarter, respectively, finishing the first quarter at higher levels than we've seen in the last few
years. On the cost side, COGS, excluding depreciation and amortization, as a percentage of net revenue,
improved 150 basis points quarter-over-quarter to 59.5% in the first quarter of 2020 from 61% in the fourth
quarter of 2019. The quarter-over-quarter improvements in COGS largely reflect the expected seasonal
trends of the business as well as our continued focus on cost efficiencies. Product, technology, and G&A or
PTG&A cost declined 13% year-over-year to $34.2 million reflecting our team's ongoing commitment to
optimizing our cost structure and diligently managing expenses. Other operating expense was $3.2 million in
the quarter and $8.1 million – with $8.1 million of changes related to the planned closure of our Arlington,
Texas fulfillment center, partially offset by a gain of $4.9 million from the unwinding of our build-to-suit
accounting as a result of our exit from our unoccupied Fairfield, California lease. We officially exited the
Fairfield, California lease on March 31, and we are scheduled to be fully exited from our Arlington fulfillment
center by June 1. On the bottom line, net loss for the first quarter of 2020 improved 8% on a quarter-overquarter basis to $20.1 million from $20.9 million in the fourth quarter of 2019. Adjusted EBITDA finished the
quarter at a loss of $5.8 million, representing a 30% improvement quarter-over-quarter compared to a loss of
$8.3 million in the fourth quarter of 2019, driven primarily by efficiencies in our fulfillment center network and
our continued focus on cost optimization. Now, turning to our financial outlook, let me preface our Q2 guidance
by sharing some assumptions. Our guidance attempts to account for the continued impact of COVID-19 on
our business, including as a result of changes in consumer behavior and grocery alternatives, and the
magnitude and timing of the impact on our business when the effects of COVID-19 and related restrictions
begin to ease. Further, our guidance assumes that we will not experience any significant disruptions in our
fulfillment operations or supply chain as a result of the COVID-19 pandemic. As Linda discussed in her
comments, we have seen a sharp increase in demand for our meals in Q2 as a result of the COVID-19
pandemic, driven primarily by a growth in customers as well as improvement in certain customer metrics such
as orders per customer and average revenue per customer. Because of this increased demand, we are
expecting net revenue in Q2 to grow year-over-year in the high-single digits on a percentage basis to
approximately $130 million. Notwithstanding substantial investments in our frontline fulfillment center team as
volume ramps up, we expect to deliver a net loss of no more than $6 million, positive adjusted EBITDA of at
least $5 million, and positive operating cash flow of at least $10 million. As Linda mentioned, we believe that
the COVID-19 pandemic will continue to affect our consumer behavior for some time and will continue to
benefit our business going forward beyond Q2. We also believe that our liquidity outlook will benefit beyond
Q2 as a result of the increased demand we have seen to-date. We cannot, however, provide specific
guidance on beyond Q2, since at this stage it is difficult to access the duration of magnitude of the impact of
this new normal on our business for future periods. As we announced in February, the company's board of
directors continues to evaluate a broad range of strategic alternatives to maximize shareholder value
including to support the execution of the company's growth strategy. For easy reference, a reconciliation chart
of our net loss to adjusted EBITDA is included in our earnings release, which had been posted to the Blue
Apron Investor Relations website. Linda and I will now take your questions.

QUESTION AND ANSWER SECTION
Operator
Our first question will come from Maria Ripps with Canaccord.

Maria Ripps
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Q

Analyst
Canaccord Genuity LLC

Good morning. It's great to see customer growth and strong demand here. I just want to toss you a couple of
questions. Maybe can you spend a minute talking about how you're thinking about maintaining this healthy
level of demand and customer engagement when we are past sort of this wave of heightened demand due to
the pandemic?

Linda Findley Kozlowski

A

President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.

Sure. I can start with that and then Tim can add anything if he'd like to chime in. So what we see, first of all,
from the third party research out there is that there is expected changes in core customer behavior that
encourage more cooking at home even after some of these challenges pass and that there's going to be quite
some time that sort of lags behind as people are looking at them. That being said, we assume and
understand that the only way that we retain and engage people past this point is to give them a great
experience with the product. That's why we're particularly happy with some of the product initiatives that we put
forward in Q1 as well some of the work that we've been doing over the last 18 months to try to drive more
variety, more choice, and more experience because all of those were designed to retain and answer the
questions about health, about variety, and about flexibility that our current customers and past customers have
been looking for in the products to begin with. In addition to that, we are also continuing on with our existing
roadmap to add more of those options in that we had already planned for 2020 as we believe that that's a big
indicator in how people will retain with our products and a big part of what they're looking for. What hasn't
changed and what we will continue to maintain that we know is important for our product or for consumers
coming in is that we have great recipes, great flavors, high-quality ingredients, high animal welfare standards,
and we intend to continue to maintain those so that we can have that differentiation of the quality of the product
along with the fact that we're meeting customer's needs when it comes to health, variety, and flexibility. In
addition to that, we've also been changing and enhancing our marketing program to look at both acquisition
and retention and assuming how we can actually apply that to our existing customer base as well as the new
demand that's come in from this to maintain the appropriate proportion of that going forward. We have been
looking carefully at the data to understand trends and understand the trends in our underlying customer base,
and we are seeing that strength there through some of the key customer metrics that we were talking about
earlier in the call. Tim, do you want to add to that?

Tim Bensley

A

Chief Financial Officer
Blue Apron Holdings, Inc.

Yeah, no, I think that's great. A couple of things kind of to put the pieces together, just to go back again, the first
thing is, in Q1, we actually were very happy that when we increased our marketing spend a bit year-over-year
and quarter-over-quarter as well as starting to see the positive results of the growth initiatives that Linda was
just talking about. Yeah, we're pretty happy that we did see quarter-over-quarter increase in revenue, and
specifically increase in all of these key customer metrics, and maybe most importantly, ends up being called
beginning of the question, that 25,000 increase in overall customers quarter-over-quarter, like a 7% increase
in customers. So, even though we didn't see any real impact of the COVID-19 pandemic on our business in
Q1, we did see positive impact of our growth strategy in Q1, so that was great, and that's something to think
about as we move you know beyond Q2. Of course, we talked about in Q2, we're seeing this sharp increase,
it's driven by an increase in customers, as well as increasing customer orders and revenue per customer, so
that's great. And as Linda talked about, we're seeing that happen on, with very efficient marketing spend. So,
when you put those two things together, as we go into the second half of the year, we do believe that there will
be extended effects of that shifting behavior related to customer – consumer eating habits that Linda talked
about, and then that's going to end beyond the direct Q2 COVID-19 period. But at the same time, as Linda
was just talking about as well, we will be continuing to lean into those growth initiatives. We think that we'll
have – be able to be quite efficient from the marketing side as we continue to lean back into marketing in the
second half of the year. And we think that – and we will, of course, as Linda just pointed out, continue to lean
into those growth initiatives that we've been talking about for some time. So, I think the combination of those
things puts us in a good position going forward and we can't specifically guide to what's going to happen in
the second half of the year because of all the uncertainties. We do believe that there'll continue to be some
positive effects as we move out of Q2.

Operator
Our next question will come from Ari Cole with Cole Capital .

Operator
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Q

Hello. Good morning. Thank you, again, for doing your call. Three quick questions. I recognize the fact that
you've had a strong demand in the April timeframe. I was trying to better understand how many sort of – how
much lost revenue there was may be in the month of April due to canceled orders that you were not able to
fulfill? And then question number two, as you know, your full menu is not available now to customers. I was
wondering through your hiring efforts, when you would expect the full menu options to be available because
right now even when one orders from May, the full option – the full menu options are not available yet? And
then third question is just on, I may have missed this earlier comment from you, but have you made any
comment about how materially higher revenue per order and frequency of orders has changed here in the
April timeframe when COVID-19 was more evident?

Tim Bensley

A

Chief Financial Officer
Blue Apron Holdings, Inc.

Yeah. Linda, I want to just step in on the first part of that, and I'll let you talk a bit about...

Linda Findley Kozlowski

A

President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.

Sure. Yeah.

Tim Bensley

A

Chief Financial Officer
Blue Apron Holdings, Inc.

Okay. So, yes, so Ari , by the way, thanks for the call. I appreciate you and I appreciate the question. Linda
went through on her – in her section is pretty much what happened in April in terms of the demand versus what
we're able to service. And to be clear, the pickup in demand largely related to the impact of the COVID-19
pandemic on top of, of course, the growth initiatives that we already had out there in the market in Q1 was
pretty big. So we saw that 27% increase in total demand. Now without going into the individual specific
metrics, I can tell you that that was driven by kind of multiple things. It was driven by an increase in the number
of customers during that time period, an increase in the orders per customer that time period, and an
increase in revenue per order during that time period. So, all of those things were kind of positively moving us
toward that 27% increase in demand. Now it happened pretty quickly so we had to start ramping up labor and
our FTEs very quickly to service that. And so we were able to service about a 22% increase. So the
difference between that 27% pickup and 22% that we're able to service was – obviously represents a little bit
of missed opportunity in April. But as Linda also said, we've been continuing obviously to ramp up as we look
for increased demand through the rest of Q2, and believe that we'll be in good shape beyond and going to the
rest of the quarter. So, hopefully, that handles that part a bit. And then, Linda, do you want to talk about the
menu offerings?

Linda Findley Kozlowski

A

President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.

Sure. So, on the menu offerings, obviously, one of the things we never really want to sacrifice is variety for our
customers, at the same time recognizing the importance of being able to provide as many people as possible
with food in their homes. So, we did make a decision to limit the choices on the menu in order to speed up
our ability to deliver food safely. And so, we were – we did make that difficult decision in order to reduce
some of the variety that was available, and we're expecting that within the quarter we'll be able to return to that
same level of variety, and we're working very hard to get to that as quickly as possible. But, again, we still feel
like our priority is making sure as many customers, both new and existing, can get the food that they're looking
for first, and that's what we're prioritizing now. But we are getting close and continuing to ramp up. So, we'll be
able to have news for you fairly soon on going back to full variety on the menu.

Operator

Q

Okay. Thank you. And best of luck.

Linda Findley Kozlowski
President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.

Thanks so much.
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A

Tim Bensley

A

Chief Financial Officer
Blue Apron Holdings, Inc.

Thanks, Ari .

Operator
I'm showing no further questions. This will conclude our question-and-answer session. As we approach the
conclusion of our call, I will now turn it back over to Ms. Kozlowski for closing remarks.

Linda Findley Kozlowski
President, Chief Executive Officer & Director
Blue Apron Holdings, Inc.

Thank you very much. On behalf of everyone at Blue Apron, we do want to wish you, your families, colleagues,
and friends well in this extremely unsettling time and let you know that our teams are working diligently and
effectively to bring incredible home cooking into people's home in this important and challenging time. Thank
you.

Operator
The conference is now concluded. Thank you for attending today's presentation. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Greetings. Welcome to the Empire State Realty Trust First Quarter 2020 Earnings Call. At this time, all
participants are in a listen-only mode. A brief question-and-answer session will follow the formal presentation.
Please note this conference is being recorded. At this time, I'll turn the conference over to Thomas Keltner,
Executive Vice President, General Counsel. Mr. Keltner, you may now begin.

Thomas N. Keltner
Good afternoon. Thank you for joining us today for Empire State Realty Trust's first quarter 2020 earnings
conference call. In addition to the press release distributed yesterday, a quarterly supplemental package with
further detail on our results and our latest investor presentation are posted in the Investors section of the
company's website at empirestaterealtytrust.com. On today's call, management's prepared remarks and
answers to your questions may contain forward-looking statements as defined in applicable securities laws,
including those related to market conditions, property operations, capital expenditures, income and expense.
As a reminder, forward-looking statements represent management's current estimates. They are subject to
risks and uncertainties, including ongoing developments regarding the COVID-19 pandemic which may
cause actual results to differ from those discussed today. Empire State Realty Trust assumes no obligation to
update any forward-looking statement in the future. We encourage listeners to review the more detailed
discussions related to these forward-looking statements in the company's filings with the SEC. Certain of our
disclosures today are added specifically in response to the SEC's direction on special additional disclosure
due to the changes in our business prompted by the COVID-19 pandemic and our unique to this instruction.
We do not expect to maintain the same level of disclosure when we resume normal business operations.
Finally, during today's call we will discuss certain non-GAAP financial measures such as FFO, modified and
core FFO, NOI, cash NOI and EBITDA which we believe are meaningful in evaluating company's
performance. The definitions and reconciliations of these measures, the most directly comparable GAAP
measures are included in the earnings release and supplemental package, each available on the company's
website. Now, I will turn the call over to Tony Malkin, Chairman and Chief Executive Officer.

Anthony E. Malkin
Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.
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Thanks, Tom and good afternoon to everyone. Our thoughts are with all those affected by the COVID-19,
particularly our colleagues and their families that experienced illness and loss. My thanks go out to the
frontline responders in New York City, the United States and the world and we honor them with the Empire
State Building's nightly beating heart. The heart of New York City beats for all of us. We recognize that the
situation remains fluid and continues to evolve. We will share the stats that we have at this time to the best
extent possible as we navigate this environment. In the week of February 24th, we began the implementation
of our Crisis Management Plan. From the beginning, we looked at this as a marathon and not a sprint. Our
actions have been driven by our theme, keep calm and carry on. Our perspective and team preparedness
derived from our experience with many cycles executed our plans and governed our actions. Our observatory
remained open until we were instructed to close by the authorities. Happily none of our observatory personnel
contracted the COVID-19 during this period. Our CapEx teams remained at work to fulfill our obligations
under our assigned leases not commenced and our long term capital plans until they too are instructed to
cease work by authorities. Even today essential work continues in our New York City portfolio as governed
and limited by authorities. We have had no interruption of construction in our Connecticut portfolio. Our
buildings remained open, clean, and safe for our tenants' use while we followed the guidelines from
authorities. Our business continues as witnessed by the leasing activity and financing we completed towards
the end of the quarter. Our leasing team has done an excellent job to advance the leases we still have
underway and the new leases that certain prospects wish to continue. We have utilized the combination of
work from home and small rotational crews at are buildings. Our transition team led by President and COO;
John Kessler has continued its timely and excellent work with special call outs to Greg Faje, an IR; John Hogg
at FP&A and our Treasurer and Acting CFO Drew Prentice. We have maintained company spirit with
extensive employee engagement activities from mid-day stretches to end of work trivia contests. From our
ESRT quarantine playlists to end of week quarantines; our culture committee deserves special
commendation for the excellent work. We have provided counseling and assistance to employees in need
and tracked all incidents of confirmed and probable COVID-19 infections amongst our salaried and union
colleagues. Special call outs to our Chief Talent Officer, Jackie Burns and her team, Vince Altana, our Crisis
Manager Coordinator and Suresh Rangarajan, our Chief Technology Officer and his team for flawless
execution. Our board and I have gratitude and appreciation for the hard work of all ESRT employees during
this time. I would like to take a moment and pause as we honor the memory of family of our team who have
passed in this time of unprecedented challenge. For years, I have said repeatedly that we would maintain the
balance sheet to execute our strategy and provide for future growth. During that period, we have been
criticized for too much cash on our balance sheet, too low leverage, failure to repurchase stock and failure to
buy of what we have repeatedly said we thought was a market top. We have avoided exposure to fads like coworking and short-term leases. As of the quarter end, we held over $1 billion in cash on hand. Commenced in
the early March and through April 22nd, we purchased 8.5 million shares at a weighted average price of
$9.37 per share totaling $79.8 million in aggregate. We have taken advantage of volume when it was
available and limited purchases during periods of lower value through combination of open window purchases
and subsequently through an in place 10b5-1 program. I said in the past that we do not wish to use stock
repurchases to inflate our share price and we do not feel we have impacted our stock price with our
purchases. We believe shareholders will benefit long-term from our purchases. As we look forward, I'm
pleased to announce that we have appointed a new EVP and CFO. Please watch for our press
announcement and 8-K which will follow today's market close. We are also very close to the announcement of
our next hire, a Chief Investment Officer to build our external growth initiative to take advantage of our balance
sheet and an environment that we feel will offer the opportunities upon which we have maintained the ability to
act. While all this presently closed, the excellent better than market performance of our observatories in the
first two months of 2020 disclosed on page 19 of our investor presentation even without the annual bump of
Lunar New Year travel from China gives us great confidence for the future. There is only one Empire State
Building. Its brand is better than ever and we look forward to the future with this in mind. Finally, a
congratulations to our Director of ESG, Senior Vice President and Senior Leasing Counsel, Justine Urbaites;
and Dana Robbins Schneider, Senior Vice President of Energy and Sustainability for the excellent work and
the expanded actions disclosed in our proxy. I will now turn the call over to John Kessler. John?

John B. Kessler
President & Chief Operating Officer
Empire State Realty Trust, Inc.
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Good afternoon and thank you, Tony. In the first quarter, we had a healthy January and February across the
business prior to the early disruption from the emerging pandemic. We saw steady leasing activity and a
strong pipeline and the observatory showed significant revenue growth post completion of our
redevelopments at the end of last year. In the remainder of today's call, Tom Durels will speak about the first
quarter leasing results and how we have responded to the COVID-19 impact on our business. Greg Faje will
then review our financial performance and balance sheet and Tony will then provide some additional details
on our outlook for the observatory. As always, we're joined by Drew Prentice, our Chief Accounting Officer,
Treasurer and Acting CFO; and John Hogg, our Head of Financial Planning & Analysis who can also assist
with questions. In March, we completed our planned actions to bolster our already strong and flexible balance
sheet. We are grateful for the excellent work by our team and our wonderful financing partners. In two
financing, we raised $300 million of net incremental cash proceeds at attractive all-in blended cost of
approximately 3.6% inclusive of the effect of swap agreement and with a weighted average maturity over
eight years. In the first transaction, we raised $175 million in a private placement of 12-year and 15-year
unsecured notes to Prudential, MetLife and AIG. In the second transaction, we proactively refinanced our
existing $265 million unsecured term loan which was due in 2022 with two new unsecured term loans totaling
$390 million which mature in 2025 and 2026 respectively. This term loan financing generated net incremental
proceeds of $125 million. To ensure adequate liquidity not just for a very extended runway of operations, but
also to take advantage of new opportunities, we have drawn down $550 million under our $1.1 billion
unsecured revolving credit facility. As of quarter end, we held over $1 billion in cash on our balance sheet and
continue to have ample undrawn capacity under our credit facility. We will now assess potential longer-term
options for financing to restore the full credit facility drawdown capacity. Finally, I would like to add my
welcome to our new CFO and to say he's got a great experience to lead our transition team as we have
executed at a high level and not missed a beat during our nearly one year without a permanent CFO. I'll now
turn the call over to Tom Durels. Tom?

Thomas P. Durels
Executive Vice President-Real Estate
Empire State Realty Trust, Inc.
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Thanks John, and good afternoon. Today I will comment on our first quarter leasing results and then provide
insights into our operations during the COVID-19 situation including April rent collections, rent deferral
requests, actions taken to reduce operating expenses and capital improvement costs and preparations for
when shelter and place orders as listed. First, a word about our properties and our staff; as Tony mentioned,
all of our buildings have remained open during the current crisis to all our tenants who provide essential
services as permitted by the authorities. We thank our dedicated building staff who make this possible. They
are well-prepared and trained and we are incredibly grateful for their work and commitment to serve our
tenants as we continue with day-to-day pivots and course corrections. In the first quarter, we signed 35 new
and renewal leases totaling approximately 149,000 square feet. This included approximately 94,000 square
feet in our Manhattan office properties, 24,000 square feet in our Greater New York metropolitan office
properties, and 32,000 square feet in our retail portfolio. The most significant new lease signed during the
quarter was a 23,000 square foot new retail lease with Starbucks as reported in The Real Deal yesterday who
will occupy three levels including the recently vacated Northeast Corner Store at the Empire State Building.
This unique concept will be a tremendous amenity, providing an engaging experience and amenity for our
office tenants and observatory visitors and a destination attraction, allowing time to relocate our recently
extended term with our move of an existing Chipotle store, we expect Starbucks to be open in 2021. During
the first quarter, rental rates on new and renewal leases across our entire portfolio were 3.4% higher on a
cash basis compared to the prior cash escalated rents, and at our Manhattan office properties, we signed
new leases at a positive cash rent spread of 19.4%. Except for lease transactions that were in negotiation
prior to the city's order to shelter and place, lease prospect tours have stopped and new leasing activity has
slowed to a trickle. While physical showings are prevented by order of the authorities, we remain fully
engaged with the brokerage community with digital outreach and virtual space tours. We will continue to do
these online social interactions after the shelter on place order is lifted. Moving to rent collections; as shown
on page eight of the investor presentation as of April 20th, we collected 69% of our total April rent charges
with 73% for office tenants and 46% for retail tenants. To the extent we apply the applicable portion of security
deposits which we hold as cash or letters of credit, we will have collected 87% of the total April rent charges
with 93% for office tenants and 59% for retail tenants. Such application is currently in process and will require
impacted tenants to restore their full security deposits. We have received requests for rent deferral from 170
office and retail tenants that represent approximately 32% of our annual rental revenue. Three tenants
represent approximately 8.8% of an annualized rent and have agreed to deferral terms in documentation.
Before any consideration to any tenant request for rent deferral, we require that tenant provide an explanation
of the actions taken to mitigate the impacts of COVID-19 on their business, current financial statements
including recent monthly comparisons to prior year, proof that the tenant has applied for financial relief through
the CARES Act and verification that a claim under their insurance policy has been submitted. In the event that
the Federal government provides new supplement to typical exclusions and limitations on business
interruption insurance in response to the COVID-19 situation. We then assess each request on an individual
basis. Deferral requests to date have generally been for no more than three months. Our smaller food and
service type retailers have been hit particularly hard. They provide critical amenities and services to our office
tenants. Our plan is to convert the remaining 2020 fixed rents to a percentage rent structure with a payback of
the difference between current and percentage rent over a defined period. We want these service and food
providers to reopen so that they are there to provide services when our office tenants reoccupy. Given the
current disruption, it is logical to suspend temporarily and update of our four growth drivers. We continue to
provide on page six of our supplemental, the schedules of free rent burn off and signed leases not
commenced. For the timing of lease commencement, specifically the GAAP revenue components, we
assume at July 1st date for when the government mandated suspension of nonessentials construction will be
lifted. Our quarterly supplemental continues to provide the details on vacant space without an estimate of
market rent. We have provided the historic mark-to-market for the office and retail space and will not
speculate on taking rents given the absence of leasing activity. We have scaled back certain building
operations in cleaning, security, lobby concierge and recurring maintenance which will reduce costs until
buildings are repopulated. We estimate that these efforts will reduce operating expenses by approximately
25% from 2019 levels or approximately $40 million to $45 million on an annualized basis. A portion of the
reduction in operating expenses will be offset by a reduction in tenant expense recoveries. Our operations
team is hard at work to maintain plans for when work from home orders are lifted and our tenants reoccupy
our buildings to ensure a safe, clean and healthy work environment. These plans involve additional staffing,
cleaning and maintenance and changes to building operations for building access by tenants and their
guests. Our New York state capital improvement work except for essential work is defined by the authorities
which includes safety related and worked demobilized previously started projects has been stopped until such
time that the government restrictions are lifted. The spend is significantly curtailed under the current
restrictions. Work continues in Connecticut as permitted by the authorities. We have looked at every one of
our leases for where we have an obligation to complete work. We have notified tenants where appropriate of
the Force Majeure event which will extend to completion date without penalty. Despite the challenge of the
uncertain near term environment, we continue to believe in the long term demand for office space. Most of us
have now experienced the inefficiencies of working from home and miss the connectivity and productivity that
an office environment provides. That said, we believe the pandemic may cause some fundamental changes
to how tenants use their office space in the future including less densification and smarter open floor plans
with appropriate spacing. We also believe current co-working build outs are too dense and will be poorly
positioned for tenant demands in the new paradigm. We believe in the resilience of New York City and the
demand for employers and employees be located here. New York City has recovered from past economic
cycles and external shocks and come out stronger, more diversified and more vibrant each time. For now, we
continue to run our business and serve our tenants as allowed by the guidelines and instructions of the
authorities and preserve value for shareholders. And now I will turn the call over to the Greg Faje. Greg?
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Greg Faje
Vice President-Investor Relations

Thanks, Tom. For the fourth quarter, we reported a core FFO of $54 million or $0.18 per diluted share. Samestore property operations, if you exclude one-time lease termination fees and the observatory results for the
respective period, drove a 4.8% increase in cash NOI. Turning to our observatory operations, we started the
year off on a strong basis following the conclusion of our observatory redevelopment project in the fourth
quarter of 2019. Revenue for the first two months of 2020 was up 13.2% compared to the first two months of
2019 reflecting previously announced pricing action. Visitation was flat in this two-month time period
compared to the prior year. This attendance and revenue growth occurred despite the absence of Chinese
New Year activity in January and a pullback in demand in March from European countries where COVID19
was ramping. In the first half of March, the observatory saw lower visitor density. We followed the mandate of
government authorities and closed the observatory on March 16th. Page 16 of our supplemental details our
observatory results. Revenue for the first quarter of 2020 declined to $19.5 million or 5% from the prior year
period driven primarily by the aforementioned observatory closure. Observatory net operating income
decreased 12.3% to $11.4 million. The observatory hosted approximately 422,000 visitors in the first quarter
of 2020, a decrease of 29.8% compared to the first quarter 2019, primarily attributable to the 15 days as the
observatory was closed in the quarter due to the COVID-19 pandemic. Now, for a word about our strong and
flexible balance sheet. We have looked at our near-term cash requirements as part of our stress testing
analysis and believe we are in great shape leaving us with significant capital to deploy opportunistically as we
see fit. As of March 31st, 2020, the company had total debt outstanding of approximately $2.5 billion on a
gross basis and $1.5 billion on a net basis. The company's total debt has a weighted average interest rate of
3.6% and a weighted average term to maturity of 7.2 years. Our consolidated net debt to total market
capitalization was 35.5% and consolidated net debt to EBITDA was 4.4 times. We have no near-term
maturities and a well-laddered maturity schedule. Our revolving credit facility expires in August 2021, has two
six-month extension options. Our next maturity is until November 2024. And last we would highlight that we
have no joint ventures, no WeWork, or similar new generation shared office tenants and no debt book. I would
like to add my own welcoming congratulations to our new CFO. I look forward to working with her. Finally,
thanks to John Kessler for his leadership of the transition team. Now I will turn the call over to Tony to provide
some additional thoughts on our observatory business as we think about it on a go-forward basis. Tony?

Anthony E. Malkin
Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Thanks, Greg. Before we go to Q&A a little more information about the observatory expenses and a view of
how a reopening may look. On expenses, we have reduced our annualized expense run rate from $35 million
in February to $14 million, a 60$% reduction. There have been certain wind down costs that have continued in
April and we will reach this run rate in May. Approximately two-thirds of the reduction is attributable to lower
payroll costs as we furloughed staff and the balance is due to lower operational and other costs. We
anticipate we will initially reopen on a reduced hours basis and most of these expenses will come back when
we reopen. Our remaining costs payroll for our management and sales staff, certain fixed operating costs,
skeleton custodial and security crew and other contracted costs. With respect to our outlook for reopening,
our current base case for us admissions ramp up is outlined on page 20 of our investor presentation. It
assumes 2019 monthly levels as the baseline visitation comparison reference point and that we will reopen on
July 1st. We anticipate an opening of July 1st with admissions at 20% of the 2019 level and we subsequently
project that admissions will ramp up 40% for the August 2020 through March 2021 period. By Easter 2021,
we expect admissions to be at 60% of the 2019 level. Admissions then ramp up to 75% by June 2021
followed by 90% in August 2021 and hold for the remainder of 2021. We anticipate return to full admissions
by January 2022. These estimated visitation levels are entirely of our own derivation and just happen to align
with certain independent consulting work, of which we are aware, that was prepared for other market
participants. We anticipate initially that we will have a higher local visitor mix followed by a ramp up of
nationally sourced travel and then followed by a restoration of our typical visitor mix that is approximately twothirds international that will not be achieved until the broad resumption of international air travel sometime in
2022. While the observatory has been closed, we have remained relevant and active in the promotion of our
brand through numerous social media initiatives. As known broadly and shown on pages 36 and 37 of the
investor presentation, we are the heartbeat of New York City and have achieved significant growth and
engagement metrics in our digital social presence. These results along with the reported results from the first
two months of 2020 give us confidence that we are well-positioned for when the observatory reopens due to
the authenticity and iconic status of the Empire State Building. We believe when the dust clears, we'll emerge
stronger than ever as the brand and icon of New York City. With that, I would like to open the call for your
question. To keep the call moving, as always, we ask that each participant limit him or herself to one primary
question and one follow-up and rejoin the queue if you have an additional question. Operator?

QUESTION AND ANSWER SECTION
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Operator
Thank you. We'll now be conducting a question-and-answer session. In respect to everyone's time, we ask
you you ask one question and one follow-up and re-queue for additional questions. Thank you and our first
question is coming from the line of Craig Mailman with KeyBanc Capital Markets. Please proceed with your
question.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

Hey guys. So Tony I appreciate the commentary here particularly surrounding the balance sheet and kind of
how you guys have been deliberately conservative there now potentially of the ability to unleash it. So I'm just
curious on two things. Number one what's the incremental appetite for buybacks here? Then just number two
with the hiring of a CIO, I mean are you guys expecting to see a real ramp in opportunities coming on the other
side of this?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Thanks, Craig. First of all, the buyback is a decision made from time-to-time. We have unused capacity and
our board authorization. In all cases, our effort is to buy at a time when we can avoid impact on our stock price
and that means candidly what we can take advantage of really significant volumes, it's hard to when they're
center trading. Outside of that, I would say that we look at how we deploy our capital in the way that's going to
create the greatest benefit over time. And really I don't want to add anymore other comment with regards to
the buyback. With regard to our plan for external growth, we do have a candidate that will shortly be
announced; number one. Number two just some color; candidate is from a private equity background. We
expect to build a team and we do think that this situation will create a significant change in the economy and in
the valuation and availability of assets and we view this as a really a 12-month to 36-month opportunity set
and I've always said – we've always said we'll come to a fork and we take it we think this is a fork in a the road
and therefore it's time for us to move to this different footing.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

That's helpful. And just as a follow-up would you guys be interested in if there's any dislocations in buying debt
positions or are you solely focused on kind of equity positions?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

We'll look at equity, joint venture, we'll look at participations, we'll look at fee positions, we will look at ground
lease positions, we will look at senior preferred equity, we will look at mezz, we will be omnivorous opportune
of ours, that is what we were in the past before our IPO and that is as what we will be going forward.

Craig Mailman

Q

Analyst
KeyBanc Capital Markets

Great. Right. Thank you.

Operator
Our next question comes from the line of Jason Green with Evercore. Please proceed with your question.

Jason Green

Q

Analyst
Evercore Partners (Securities)

Thanks. On office collection coming in at 72% so far for the month of April, are you able to elaborate on the
tenants that are driving this figure lower whether it's their average size or general common characteristics?
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Hey, Jason. This is Tom. What we've seen is that as of April 20th, there're roughly 170 office tenants and retenants representing about 32% of our annualized rental revenue have requested rent deferrals. We've seen
tenants make deferral request, tenants of all sizes, public companies, private companies and companies in
various industries. Clearly, there are certain industries that have been more severely and directly impacted by
COVID-19, particularly those with direct ties to retail, hospitality, travel and then even some of the advertising,
consulting and legal firms that support those businesses. I'd say that we have seen opportunistic requests by
both office and retail tenants with good balance sheets and credit and we're surprised by those requests and
we will pursue aggressively collection of rents. These tenants are obligated to pay their rents, but overall the
tone out there by tenants is to conserve cash, lengthen the runway of cash spent through the downturn and
some of this approach has showed up in tenant's attitude towards rent payments. We'll work with some
tenants on deferrals. We will reject certain deferral requests. And we will pursue all collections across the
board. What we saw in April is not an indication of the future, and at this point, we certainly can't make any
prediction about May and the months ahead.

Jason Green

Q

Analyst
Evercore Partners (Securities)

Got it. And just on the capital allocation side, I mean how should we think about the $1 billion capital you have
for some of these collection issues that you guys are experiencing? Can you opportunistically utilize capital in
this environment or do you need to see collections back to a normal level before you do so?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

It's Tony here. We've done extensive stress testing of our company model. We've done this internally through a
granular breakdown of our expenses. We have modeled a broad variety of run rate and runway length
experiences. We have reviewed this in pieces and with our finance committee. It will be a presentation to our
board shortly and we believe that we have two things going for us. Number one; we have the $1 billion of cash
but we can always increase that to a $1.5 billion with our line, and again, on that first leg on the finance side,
we will proceed with it as to look at terming out those borrowings against our line so that we have an
opportunity to restore that. And number two; we have the strongest balance sheet amongst our peers,
possibly aside from companies in liquidation in the office sector in total. We have the ability to commit new
capital. We with confidence continued our share buyback. We feel very comfortable that this is life during
wartime, if you will, and the fact is this is where we should shine and we look forward to the opportunity.

Jason Green

Q

Analyst
Evercore Partners (Securities)

Got it. Thank you.

Operator
The next question comes from the line of Manny Korchman with Citi. Please proceed with your question.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Hey, it's Michael Bilerman. I'm not here with Manny but Manny is on the phone with me. Tony, I wanted to go
through a little bit the decision to hire an actual CIO. If we go back to the IPO process a number of times on
these conference calls, you've talked a lot about your relationships, your family's relationships with potential
other families and investment opportunities that have come about. I think about your executive management
team today, the top five executives are making close to $30 million. Total G&A is approaching $65 million in
aggregate. You are still acting as CEO. You have Kessler as a President, Durels obviously as the operations.
To be hiring a CFO that sounds will be much more CFO-esque than acting as a quasi-capital market
investment person. I guess I'm struggling why hire another person into an already pretty bloated management
team that has the relationships relative to the size of your enterprise which is about $6.5 billion, $7 billion
gross assets. So can you sort of explain a little bit how you sort of see this evolving in different roles and
responsibilities across the management team?
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Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Hi there, Michael. I think it will be clear what our actions will be towards your thinking and your question in the
months ahead.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

I guess, what is that, are you realigning your existing management team or you know are you reducing base
salaries or comp of the existing management team to fit more people in. What does that mean?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

As I said, I think it'll be clear what we're doing in the months ahead.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

What you're doing on the management team or what you're doing in the external growth front. I'm just trying to
figure out what question your answer?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Michael, your question wasn't about external growth. Your question was about the, if I recall correctly, the term
you used was bloat, and we will be clear on our actions in the months ahead.

Michael Jason Bilerman

Q

Analyst
Citigroup Global Markets Inc. (Broker)

Okay. Thank you.

Operator
Your next question comes from the line of Jamie Feldman, Bank of America Merrill Lynch. Please proceed
with your question.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Great. Thank you. I was hoping you could dig down a little deeper into 32% of the tenants that didn't pay April
rent versus the 8% that sounds like you're going to give deferrals to. How do we think about what's in that
pool? Does it include any of the tenants on your top 20? And how do we kind of handicap the buckets of,
which – how much of that is opportunistic versus how much of that is stuff that you'll seriously consider?

Thomas P. Durels
Executive Vice President-Real Estate
Empire State Realty Trust, Inc.
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A

Hi Jamie. It's Tom. I just have to repeat some of the comments I've made before. But as I said, we've seen
request for deferrals from tenants of all sizes, public companies, private companies and in various industries.
And certainly those tenants with direct ties to retail, hospitality and travel have been more severely impacted,
but then as you work down the tenant list to some of those appropriate firms that have ties to those
businesses, such as in consulting and legal have also been impacted and they've made requests. We're
going through a very methodical approach. We are not ramping blanket deferrals across the board. There's
not one formula that fits all. In fact, just the opposite. We have established SOP, we take very clear deliberate
steps with our tenants. We seek information from them that we've outlined in our investor deck and those
requests range from updated financials seeking a verification a tenant has applied for financial support under
the CARES Act. We want to understand the impact to their businesses and then actions taken to reduce
costs and then of course we're looking at the existing lease and the conditioner space and things like that. We
are also looking at opportunities to extend term or do early renewals where we think there's an economic
benefit and makes sense for us, but for those tenants that's taken an opportunistic approach to seek a
deferral or not pay the rent, we will aggressively pursue collection of the rent because generally we're
surprised by some of those requests. So, there are tenants with good balance sheets that have the ability to
pay their rent and we will pursue them.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. Can you say how much of that 32% is comprised of that last group you were talking about?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

No. We haven't provided a greater breakdown than what I've already provided. As we did report, we have
agreed to three deferrals that represents about 8.8% of the rental revenue, but again as we move through this
in a very methodical approach, certainly, we will give further update.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. That's helpful. And then thinking about just when people start to go back to work; two questions. One is,
can you talk about what tenants are requesting? What type of changes tenants might be requesting
immediately to their workspaces and kind of building floor or anything like that? And then also to the extent
there need to be upgrades to air quality and ventilation, do you think your portfolio – that would take a lot of
CapEx your portfolio to be able to meet those standards or the renovations you've done already are at the
highest end?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Yeah. I think it's a really good question, Jamie and I will say it first. We will follow the guidelines laid out by the
government authorities and any new guidelines they come out with. But as I commented in my opening
remarks, our operation team is incredibly hard at work in the development of plans for when our tenants return
to work. Those protocols, which will be guided by the authorities augmented by our own considerations, may
include things like temperature checks through thermal scans, requirement of face masks before entry to the
building, hand sanitizing before entry to our building, that's going to apply to tenants, building employees,
visitors, vendors, contractors, delivery personnel. We'll look at staggering and restricting certain deliveries.
We will require food delivery and pickups by tenant outside the building lobbies. We will certainly increase our
frequency of cleanings and high touch-point areas, require social distancing and lobbies, stagger occupancy
of elevators, and then we will also use a reservation system to limit the number of persons allowed into our
gyms and other amenity spaces. There may be some added costs and staffing costs associated with these,
but I view most of the change being operational in nature along the lines of what I just mentioned and many of
our clients have requested the things that I just stated and we give our tenants updates on regular town hall
meetings. As far as air filtration systems, we already meet or exceed ASHRAE 62.1 standards for ventilation
and we expect to use MERV 13 filters which are high performance filters all our fan systems and we already
performed annual indoor air quality testing in all our properties and we'll look to see if we want to increase the
frequency of those air testings.

Jamie Feldman
Analyst
BofA Securities, Inc.
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Q

Okay. And is that the air quality you're talking about? I mean is that standard across a lot of New York City or
because you've done so many renovations that's actually you kind of upgraded all of that?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

We'll see the industry norm. MERV 13 filters are high performance filter.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

And that's in all of your building?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Yes except for where we have a handful of legacy systems, but for the vast majority of systems out there,
they're up currently using MERV 13 filters.

Jamie Feldman

Q

Analyst
BofA Securities, Inc.

Okay. All right. Thank you. This is helpful.

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

You bet.

Operator
Our next question is from the line of John Guinee with Stifel. Please proceed with your question.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Great. Thank you very much. Nicely done, guys. Question just and doing back at the envelope so I might have
this wrong, but it looks like your cash balance went up by $775 million this quarter but your debt outstanding
went up by $843 million so that's a $68 million gap. How much of that went to share repurchases in the quarter
and how much of it was just cash bleed?

Greg Faje

A

Vice President-Investor Relations

Hey, John. It's Greg Faje here. The vast majority we gave you some details there on the share repurchase, it
was $80 million. The vast majority of it did occur during the quarter, but you know there's some remaining
CapEx that's also detailed in the supplemental.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

So how much of the $80 million was spent in 3Q and how much was spent in 4Q?

Greg Faje
Vice President-Investor Relations
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A

I'm sorry you're talking...

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

I think 1Q, 2Q John, don't you.

John B. Kessler

A

President & Chief Operating Officer
Empire State Realty Trust, Inc.

Yeah.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

I'm sorry...

John B. Kessler

A

President & Chief Operating Officer
Empire State Realty Trust, Inc.

We're not going to break out the share repurchase. We're just giving you a year-to-date total there. I'm happy
to talk about the CapEx offline and give you a little more color.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. And then the share count want down...

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

It's safe to say John as to Greg's earlier comment that the meaningful component of this took place in the first
quarter, but a very meaningful component but also took place in the second quarter.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

I mean why would you not give this answer, this is...?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

...we did not.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Okay. All right. Hey Tom, I was looking at your lease economics for this last quarter on both Greater New York
and New York City on page 7 and 8. And as you know they were extraordinarily weak. I think it spent $120 a
foot to have rents go up 3.4% in the city and out in the suburbs, just spend about $55 a foot, maybe $60 a foot,
have rents were down by 8%. Is that the new normal or is that just a bad hair day?

Thomas P. Durels
Executive Vice President-Real Estate
Empire State Realty Trust, Inc.
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A

I think it's a good question, John. Thanks for raising it. I would first point to you on page 15 of our investor
presentation that talks about our historical net effective rent growth, but specifically this quarter with regards to
lease costs, our lease costs for office for Manhattan were about $14.52 per square foot per year which is
higher than where we have been trending over the last four to five quarters, but this was due to a higher
percentage of our leasing was comprised of first generation pre-builds. And in fact, roughly two-thirds of our
leasing in Manhattan was for first generation new pre-build. Now the good news is as we've seen in prior
quarters depending on the volume of leasing that we're doing and depending on the mix of spaces, what will
be seen is that when those first generation second gen we spend significantly less leasing costs so that will
appear in later quarters. Next on retail, we did have higher leasing costs related to the Starbucks' lease that
was announced by the press. We think it's a unique deal and what it brings to the building. And then we did
have some relocation costs one for Chipotle in connection with a relocation as necessary to implement the
Starbucks installation and a FedEx relocation down at Union Square in order to consolidate the corner. So I
think that this was a unique quarter from those two perspectives, higher percentage of first generation prebuilds and then these unique retail leases.

John W. Guinee

Q

Analyst
Stifel, Nicolaus & Co., Inc.

Great. Thank you.

Greg Faje

A

Vice President-Investor Relations

John just a quick follow-up I want to get back to on the share repurchase activity, it was $61 million in the first
quarter.

Operator
Thank you.

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Hey John, Tony here. John we're not trying to be acute here. We're – all of us in different locations and
certainly take a moment to go forward you know us well enough to know we're not cute, we're not that
attractive.

Operator
Thank you. The next question is from the line of Daniel Ismail with Green Street Advisors.

Daniel Ismail

Q

Analyst

Great. Thank you. I understand it's still a bit early but can you maybe share any insights on the conversations
you're having with both new and renewal tenants on rental rates and tenant concessions?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Sure Dan. This is Tom. As I mentioned in my opening remarks, new leasing activity is large frozen at this time.
Physical lease tours have stopped but we have seen some leases that were in negotiation before the shelter
and place orders have continued. Some of those leases and term sheet remain in negotiations. Some have
been placed temporarily on hold. And we expect that they will resume once the shelter and place orders have
lifted and some deals have died. So we're seeing a bit of a mixed bag out there from the carryover of the
activity we had in the beginning of the first quarter. But as far as new leasing activity, it's pretty much frozen at
the current time until lease tourists can resume and the shelter and place orders are lifted. We are in
discussion with a number of tenants on renewals. Into second quarter we signed a good-sized renewal lease
out in the greater New York metropolitan portfolio and have some other renewal activity underway right now.
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Daniel Ismail

Q

Analyst

So anything you could share on the rental rates or the level of successions for those leases?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Yeah. As far as rental rates, with the absence of transactions, there really are no comps. And it's really difficult
for – we cannot speculate. So it's the fact that you see in our investor presentation. We removed the market
rates typically shown in our mark-to-market slides, but at this point where we are right now with the absence of
transactions and there're not being any leasing cuts, we just don't want to speculate on where asking rents are
headed.

Daniel Ismail

Q

Analyst

Okay. And then, maybe just if I could ; if I take a step back is there anything specific about the Empire State
portfolio that would make it more or less impacted by these type of rent collections or I guess, said differently,
is this a city-wide – it would be comparable this level of rent collections?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Well, I think our portfolio is a pretty good reflection of the broader market and economy because we have a
very, very diversified portfolio and a diversified rent roll. And we have seen these requests come in from a
variety of tenants. So as I mentioned earlier, there are those industries that are clearly more directly and
severely impacted. What we do liked about our portfolio and our rent roll is that that is diversified. We are
multi-tenanted and we think that at least it gives us some protection going forward. We're not too heavily
weighted in one single industry, but beyond the remarks that I made earlier, can't really give you any further
insight.

Daniel Ismail

Q

Analyst

Okay. Thank you.

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

You bet.

Operator
Thank you. The next question is from the line of Blaine Heck with Wells Fargo. Please proceed with your
question.

Blaine M. Heck

Q

Analyst
Wells Fargo Securities LLC

Great. Thanks. Good afternoon. Just following up on the Dan's first question Tom. You guys have done a good
job of capturing some of the additional demand from tech tenants that has come to the city. The cycle, and I
think before the coronavirus hits, there was an expectation for a substantial amount of leasing to be done by
some of the large tech players that were growing their footprint in Manhattan. Can you comment at all on what
you're seeing from those guys and tech tenants in general? Are they going ahead with leasing? Is that leasing
on hold or is there any chance of them just backing away from those expansion plans?

Thomas P. Durels
Executive Vice President-Real Estate
Empire State Realty Trust, Inc.
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A

Well, I would prefer that you refer those questions to those other landlords that you may be talking about that
are in negotiation or having negotiation on some large tech deals. But I would say overall, we have certainly
seen an increase in the tech demand in the city. And as you know within our portfolio we have a good
collection of really high quality tech tenants that includes Microsoft; Lengthen division of Microsoft, Expedia,
Shutterstock, Workday, ServiceNow, Anaplan, these are all really, really solid tenants and they have been
growing with us pre-shutdown and I'm happy that they're in our portfolio and look for more growth going
forward. But as far as those active lease negotiations, of course we hear things but I really would not want to
comment on those others activities.

Blaine M. Heck

Q

Analyst
Wells Fargo Securities LLC

Okay. That's fair and helpful response. And then just real quickly as a follow-up sorry if I missed this, but can
you talk about the terms of deferral that you guys have agreed to thus far? I think you mentioned on average
you're deferring for three months. How long are you giving them to pay back that deferred rent or is that also
kind of on a case-by-case basis?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Yeah, Blaine. First, just remember, we're not necessarily approving every deferral request. We will reject many
deferral requests. On average, the requests have come in for a three-month deferral or less. And as a
reminder, this is – we will only consider a deferral not an abatement. Generally, we're looking for a payback
within 12 months or less. And then separately opportunistically if there's an opportunity to recast the lease or
do do an early renewal where it makes economic sense and the tenant has a good business, then we'll
certainly look at those opportunities, but generally the payback is 12 months or less and a three-month
deferral or less.

Blaine M. Heck

Q

Analyst
Wells Fargo Securities LLC

All right. Thanks, guys.

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

I think we're going to move to the speed round because we realized people are going to want to get to the SL
Green call. So that's one more call. We have some closing comments to make. One more question, let's keep
it quick.

Operator
Thank you. And the next question is from John Kim with BMO Capital Markets.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Thank you. Can you provide any more color on why you decided to drawdown on the line at this time without of
the use of proceeds? And just you have any like kind capital?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

We are concerned of what occurred in prior crises. So with our board we decided to flex our minds.

John P. Kim
Analyst
BMO Capital Markets (United States)
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Q

On the investment team and CIO hire, are you contemplating providing any capital to your tenants or making
any investment outside of real estate?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

No.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

If I could squeeze in one more, deferral request?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Yeah.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Are any of those related to May?

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

No. No. No. Let's go to BMO please.

Thomas N. Keltner

A

Operator?

Operator
Yes, Mr. Kim from BMO on the line.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Are there any of those forward requests related...

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Do we have anybody else?

Operator
Sir, there are no additional questions in .

Anthony E. Malkin
Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.
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A

Okay. Okay.

Operator
Please proceed, Mr. Kim.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Yeah. The deferral request, are any of them related to May rent; or is that just for April?

Thomas P. Durels

A

Executive Vice President-Real Estate
Empire State Realty Trust, Inc.

Yeah, John. It's Tom. The deferral request came in, in April. Some of those have paid up rents and still seeking
as much as a three-month deferral which would commence in May.

John P. Kim

Q

Analyst
BMO Capital Markets (United States)

Great. Thank you.

Operator
Thank you.

Anthony E. Malkin

A

Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

You bet.

Operator
Mr. Malkin, it's over to you.

Anthony E. Malkin
Chairman & Chief Executive Officer
Empire State Realty Trust, Inc.

Okay. That's a wrap. Just as a reminder if we could please, the depth and breadth of disclosures this quarter
are unusual and specifically to address the SEC direction to assure the impacts on our business of COVID19. We anticipate will fall away, the kindness and compassion towards each other and the opportunity to
engage with each other helps, level heads coordinated teamwork, smart thinking and turn out to have good
luck will see us all through this and a good balance sheet helps as well. Things will continue to develop over
time. Please remember the forward statement; three of an observatory and return to business or for
discussion purposes only and to help you with your models in our guidance. No other guarantees. So, we
thank you all very much. We're busy on our end and we look forward to our second quarter results in July. Until
then, please stay safe and .

Operator
Thank you. This concludes today's conference. You may disconnect our lines at this time. Thank you for your
participation.
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MANAGEMENT DISCUSSION SECTION
Operator
Good day and welcome to the Allegion First Quarter Earnings Call. All participants will be in listen-only mode.
Please note this event is being recorded. I would now like to turn the conference over to Thomas Martineau,
Vice President, Treasurer, and Investor Relations. Please go ahead.

Thomas John Martineau
Vice President, Treasurer, & Investor Relations
Allegion Plc

Thank you, Jason. Good morning, everyone. Welcome and thank you for joining us for Allegion's first quarter
2020 earnings call. With me today are Dave Petratis, Chairman, President, and Chief Executive Officer; and
Patrick Shannon, Senior Vice President and Chief Financial Officer of Allegion. Our earnings release, which
was issued earlier this morning, and the presentation which we will refer to in today's call are available on our
website at investor.allegion.com. This call will be recorded and archived on our website.Please go to slides 2
and 3. Statements made in today's call that are not historical facts are considered forward-looking statements
and are made pursuant to the Safe Harbor provisions of Federal Securities law. Please see our most recent
SEC filings for a description of some of the factors that may cause actual results to differ materially from our
projections. The company assumes no obligation to update these forward-looking statements. Today's
presentation and commentary include non-GAAP financial measures. Please refer to the reconciliation in the
financial tables of our press release for further details.Dave and Patrick will now discuss our first quarter 2020
results which will be followed by a Q&A session.Given the high uncertainty around the duration and severity of
the COVID-19 pandemic, we had previously pulled our outlook for 2020 and will not be providing an update
during this call. For the Q&A, we would like to ask each caller to limit themselves to one question and one
follow-up and then reenter the queue. We will do our best to get to everyone given the time allotted.Please go
to slide 4 and I'll turn the call over to Dave.

David D. Petratis
Chairman, President & Chief Executive Officer
Allegion Plc
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Thanks, Tom. Good morning and thank you for joining us today. Like all responsible global companies,
Allegion is closely monitoring and assessing the COVID-19 outbreak which continues to evolve. We are
focused on doing what's right for our employees, customers, and communities. We're also maintaining our
business health and supporting essential critical infrastructure around the world.Allegion operates within
several different critical infrastructure sectors, making our work essential to our customers and, in many case,
their customers. Our people create the security and life safety devices so many others depend on whether for
private homes, government buildings, or medical facilities. We are regularly called on to provide our products
and solutions for hospitals and health care facilities, most recently, new construction for laboratories that will
support the fight against COVID-19. This work gives us clear purpose, especially in these unprecedented
times.With the exception of Italy and Mexico where government and health decrees have temporarily paused
production, our manufacturing sites may operate. We monitor for demand and material shortages related to
COVID-19, taking necessary short-term actions, such as adjustments to production to protect the long-term
future of Allegion.Such measures are being implemented in a way that minimizes disruption to customers and
the overall business. In the case of Italy, we are shipping orders for finished goods with government approval
and continue to engage in dialog with Mexican authorities to open prior to the lifting of its general decree.In
the meantime, we are working with our supply chain, existing inventory, and channel partners to fulfill customer
requirements for goods normally coming out of Mexico. It remains our intention to continue to serve our
customers the best of our abilities. You've heard me say before but it bears repeating. We have one of the
safest work forces in the world. I could not be prouder of our company of experts who have leveraged our
strength and safety to adapt to the current reality. We have faced COVID-19 team since mid-January in China
and developed operational practices that keep our people safe.We're modeling best practice and safe
hygiene guidelines based on standards from the World Health Organization and the Centers for Disease
Control and Prevention. We're conducting deep cleaning of our facilities on a regular basis, we're social
distancing, and we're limiting crowds.We've increased our personal protective equipment and supplies.
There's additional cleaning solution, wipes, hand sanitizers throughout our facilities. Employees can ask for
PPE supplies like gloves and we're requiring face masks in manufacturing and distribution facilities.We
paused all non-essential meetings and visitors, as well as air travel early in the crisis. Essential meetings are
encouraged in virtual ways. We're adhering to government decrees and orders, and monitoring health
conditions, and wherever possible and where necessary, employees are working from home.The strength of
Allegion's global supply chain is a major asset and allows us to continue servicing our customers. We have
many levers to pull, from utilizing safety stock and inventories, to leveraging dual and alternate supply, to
sharing components across our own facilities or regions. Without doubt, these options that our team have in
place are increasing Allegion's credibility and customer loyalty in the marketplace.Of course, our business
must be healthy to continue to support our employees, customers, and communities. We have proactively
taken actions to mitigate financial implications associated with COVID-19. These actions include reductions
in discretionary spending, elimination of non-essential investments, a hiring freeze, and re-prioritization of all
capital expenditures, including a temporary suspension of share repurchases. Importantly, we believe Allegion
has an extremely strong balance sheet and liquidity that provides flexibility and positions us well throughout
this time.Our net debt-to-adjusted EBITDA ratio was 1.6 times at December 31, 2019. We have an undrawn
credit facility of up to $500 million, if needed, and no principal payments due on an outstanding debt until
September 2022. Our business generates significant cash flow due to industry leading EBITDA margins and
low capital intensity. Allegion's available cash flow conversion to earnings ratio has averaged over 100% as a
stand-alone company.Yes, there will be challenges ahead. The start of 2020 has made that clear. Allegion can
take on great challenges with an engaged, safe, and healthy workforce, financial strength, legacy brands that
have stood the test of time and a steady focus. Allegion will remain true to our values and strong business
fundamentals.Please go to slide 5. Let's turn to results for the first quarter. We have a strong disciplined
supply chain and our team did an outstanding job navigating the early challenges posed by COVID-19
pandemic as evidenced by the revenue growth we experienced in the quarter. In particular, the Americas had
a stellar quarter, offset by weakness in Europe and Asia Pacific.The Americas region had reported growth of
7.7% and organic growth of 8.2% in the quarter, driven by both non-residential and residential businesses.
EMEIA markets continued to be soft through the quarter and our business was further impacted by the
COVID-19 pandemic impacts beginning in March. For Asia Pacific, Asian markets remained weak and the
region as a whole experienced the COVID-19 impacts as well.Electronics growth in the Americas came in at
12% in the quarter. We continue to see electronics as a long-term positive trend, as more and more products
become connected for ease of access. The underlying fundamentals of the business are strong and will serve
us well as the global pandemic subsides.Adjusted operating margin were up 190 basis points in the quarter.
Margin expansion led by the Americas region, we saw adjusted margins up 270 basis points. EMEIA and
Asia Pacific margins were down due to volume declines in both regions. EMEIA margins were further
pressured by continued operational inefficiencies from the move of our operations from Turkey to Poland. We
highlighted last quarter our expectation that the impact would carry over in the first half of this year.In the first
quarter, adjusted EPS growth came in at a robust 18%, and available cash flow was up nearly $44 million
versus the prior quarter – or prior year.Overall, I'm very pleased with our Q1 2020 results. That said, the nearterm future will be more difficult as we continue to navigate the uncertainty brought on by the COVID-19
pandemic, and I expect financial headwinds. Beyond the expense and cash management actions previously
discussed, we are implementing cost reduction actions to optimize and simplify the European and Asia
Pacific regions.These actions are intended to address weaker end market fundamentals, enable enhanced
customer focus, and will help position these regions for future success. And there's one accounting item to
mention. We recognized a $96.3 million non-cash charge related to goodwill and indefinite-lived trade name
impairments for our non-US operations, predominantly related to the COVID-19 and the expected future
impacts.Please go to slide 6, and I'll take you through the first quarter financial summary. Revenue for the first
quarter was $674.7 million, an increase of 3%, inclusive of 4.3% organic growth. Currency headwinds and the
impact of the divestitures of our business in Colombia and Turkey offset some of the organic growth.
Americas led the way on revenue growth, offsetting the weakness we experienced in EMEIA and Asia Pacific.
Patrick will share more detail on the regions in a moment.Adjusted operating margin increased by 190 basis
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Patrick will share more detail on the regions in a moment.Adjusted operating margin increased by 190 basis
points in the first quarter. As I stated earlier, we saw significant margin expansion in the Americas with
declines in Europe and Asia. Adjusted earnings per share of $1.04 increased $0.16 or just over 18% versus
the prior year. The increase was driven primarily by higher operating income. Favorable share count and tax
rate offset the increase in other expense.Available cash flow came in at $19 million, an increase of nearly $44
million versus the prior year. Increased adjusted earnings and improvement in net working capital were the
driving factors for the increase.Patrick will now walk you through the financial results, and I'll be back for a
wrap-up.

Patrick S. Shannon
Chief Financial Officer & Senior Vice President
Allegion Plc
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Thanks, Dave. Good morning, everyone. Thank you for joining today's call. Please go to slide number 7. This
slide depicts the components of our revenue growth for the first quarter. I'll focus on the total Allegion results
and cover the regions on their respective slides.As indicated, we delivered 4.3% organic growth in the first
quarter, led by the Americas region with strong growth in both the non-residential and residential businesses.
Price realization was again solid in the quarter, more than offsetting material inflation. The impact of the
divestiture of our businesses in Colombia and Turkey, along with continued currency pressure in EMEIA and
Asia Pacific, were headwinds of total growth.Please go to slide number 8. Reported net revenues for the first
quarter were $674.7 million. As stated earlier, this reflects an increase of 3% versus the prior year, up 4.3%
on an organic basis. We delivered good price realization and saw solid volume, driven by the Americas
region. We experienced an estimated $10 million revenue loss related to COVID-19 during the quarter,
primarily in our international regions as a result of business closures.Adjusted operating income of $128.2
million increased more than 14% over the same timeframe from last year. Adjusted operating margin of 19%
increased 190 basis points. The margin expansion was primarily driven by solid operating leverage on
incremental volumes in the Americas, along with pricing and productivity outpacing inflation.Headwinds of
margin performance include incremental investments, which had a 30-basis-point impact on adjusted
operating margins, and an estimated $4 million impact to adjusted operating income related to COVID19.Please go to slide number 9. This slide reflects our earnings per share reconciliation for the first quarter.
For the first quarter of 2019, reported earnings per share was $0.84. Adjusting $0.04 for the prior-year
restructuring expenses and integration costs-related acquisitions, the 2019 adjusted earnings per share was
$0.88.Operational results increased earnings per share by $0.16, as favorable price, operating leverage on
incremental volume and productivity more than offset inflationary impacts and unfavorable currency. A yearover-year decrease in adjusted effective tax rate drove another $0.04 increase. Favorable year-over-year
share count increased adjusted earnings per share by another $0.02.The impact of incremental investments
in the quarter was a $0.02 reduction and an increase in other expense drove another negative $0.04 per
share impact. This results in adjusted first quarter 2020 earnings per share of $1.04, an increase of $0.16 or
18.2% compared to the prior year.Lastly, we had a $1.04 per share reduction for charges primarily related to
goodwill and indefinite-lived trade name impairments. These charges were related to COVID-19 and its
impact on expected future results. After giving effect to these one-time items, you arrive at first quarter 2020
reported earnings per share of $0.00.Please go to slide number 10. First quarter revenues for the Americas
region were $512.1 million, up 7.7% on a reported basis and up 8.2% organically. The growth was driven by
solid price realization and strong volume. Both the non-residential and residential businesses grew highsingle digits. The business saw a growth across all product segments and verticals, particularly in institutional
end markets.The electronics growth for the quarter was 12%. Electronic products continue to be a long-term
growth driver, as consumers and end users value the connectivity and convenience they offer over their
mechanical counterparts. The overall growth of the Americas reflects the company's strong position in the
market, as well as the returns associated with incremental investments in new product development and
channel strategies.Americas' adjusted operating income of $146.6 million increased 19.1% versus the prioryear period, and adjusted operating margin for the quarter increased 270 basis points. Volume leverage on
the revenue increase, along with price and productivity significantly exceeding inflation, drove the substantial
margin expansion. The team continues to deliver solid cost leverage and productivity to further improve
operating performance and our competitive position. Lastly, incremental investments were a 40 basis point
decrease on margins.Please go to slide number 11. First quarter revenues for the EMEIA region were $129.9
million, down 9.1% and down 6.2% on an organic basis. The lower volume was driven by continued
weakening in end markets across the region and COVID-19 impacts, primarily in the southern region.The
impact of the divestiture of the business in Turkey and currency headwinds also contributed to the reported
revenue decline. EMEIA adjusted operating income of $3.3 million decreased 71.8% versus the prior-year
period. Adjusted operating margin for the quarter decreased by 570 basis points.Also, during the quarter,
inflation exceeded price plus productivity. Revenue declines had a negative impact on operating margin, and
we continue to experience cost pressure associated with the plant relocation from Turkey to Poland.Earlier in
April, we announced cost reduction initiatives aimed at optimizing and simplifying our operations, improving
our customer service, as well as addressing the cost structure in our non-US locations. These are not specific
to the COVID-19 pandemic but part of our long range business planning process.Please go to slide number
12. First quarter revenues for the Asia Pacific region were $32.7 million, down 11.1% versus the prior year.
Organic revenue was down 4.9%. The decline was driven by continued weakness in Australian end markets,
primarily residential, as well as impacts related to COVID-19. Total revenue continued to be affected by
currency headwinds.Asia Pacific adjusted operating loss for the quarter is $1.6 million, a decrease of $0.9
million with adjusted operating margins down 300 basis points versus the prior-year period. Significant
volume declines and unfavorable mix had a large impact on the reduced income and margin.Of note, we did
have approximately $95 million in impairment charges for goodwill and indefinite-lived trade names. These
charges were related to COVID-19 and its impact to expected future results. As with the EMEIA region, the
cost reduction actions announced earlier in April will have a favorable impact on operations in Asia Pacific.
These actions are also the result of our long-range business planning and not specific to COVID-19
impacts.Please go to slide number 13. Year-to-date available cash flow for the first quarter 2020 came in at
$19 million which is an increase of nearly $44 million compared to the prior-year period. The increase was
driven by higher adjusted net earnings and improvements in the net working capital. Looking at the chart at
the bottom of the slide, it shows working capital as a percent of revenues decreased based on a 4-point
quarter average. On a year-over-year point-in-time basis, working capital as a percent of revenues is down
220 basis points. This was driven by accelerated turnover in both inventory and receivables. As always, we
remain committed to an effective and efficient use of working capital. We will continue to evaluate
opportunities to minimize investments in working capital in order to continue to drive substantial cash flow
conversion.Please go to slide number 14. This slide provides an update on our capital structure. As you can
see, our leverage has dropped steadily over the past five years and we ended 2019 at 2.1 times gross
leverage and 1.6 times net leverage to adjusted EBITDA. In looking at our debt maturity profile, we do not
have any loans maturing until September 2022. We also have a $500 million untapped credit facility should
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have any loans maturing until September 2022. We also have a $500 million untapped credit facility should
we need additional liquidity.Our balance sheet is in a strong position, and our high level cash flow conversion
provides us flexibility and optionality to run the business going forward. These same strengths have led
Allegion to six consecutive years of annual increase in dividends, and our most recent dividend increase of
nearly 19% announced in February remains intact.During the first quarter, the company repurchased
approximately $94 million of stock. Due to the uncertainties related to the pandemic, we have placed
repurchase plans on hold and we will review further as the year progresses.I will now hand it back over to
Dave to wrap up.

David D. Petratis
Chairman, President & Chief Executive Officer
Allegion Plc

Thank you, Patrick. Please go to slide number 15. We recently announced that we were withdrawing our
outlook for 2020 based on the magnitude and uncertainty surrounding the COVID-19 pandemic. We respect
the need for financial guidance for the analyst community and shareholders. However, the COVID-19
pandemic is ongoing. Healthcare experts are still learning about the virus, and there is tremendous
speculation on the economic recovery and the path it will take. The many unknowns include the scope and
effect of further government, regulatory, fiscal, monetary, and public health responses.Our update will come
when we release Q2 2020 results. The fundamentals of Allegion are strong. And as the world adapts to the
new normal, we should have more clarity on the rest of 2020 at that time. We do expect the COVID-19 will
have a near-term negative financial impact on the business including a reduction in year-over-year revenues
operating profit and cash flow due to government decrees, and softening demand.With that said, Allegion's
sound fundamental business strength provides some resiliency in times of economic downturn, and our longterm investment thesis remains unchanged. For the past several years, we have delivered above market
organic growth. The strength of our channel relationships, new product development, large installed base,
brands, and market positions have helped us continually drive higher organic growth than the market.Since
spin, Allegion have delivered a 5.4% organic revenue CAGR. In the first quarter, the company grew
organically at 4.3%, with the Americas at 8.2%. Our strategy of seamless access takes full advantage of the
keyless and connected technologies, increasingly demanded in our industry. The electronic products needed
to facilitate these demands continue to be a long term growth driver for the company.The Americas business
experienced 12% growth in electronics in Q1. Even with the growth we have seen in these products since we
became a standalone company, adoption is still in the early stages. Therefore, the industry conversion
opportunity remains robust.Although Allegion has industry-leading EBIT margins, our focus on price
realization, productivity, and cost management allows us to expand margins when volumes are up, like the
170 basis point increase we produced in Q1, but also facilitates the margin profile to be resilient through
economic cycles. Our strong balance sheet, low capital requirements in tandem with the high level of cash
flow conversion our business generates allows us to have capital allocation optionality. We are well within our
debt covenants and have no near-term debt repayments. For the six full years that Allegion has been a standalone company, the conversion of net income to available cash flow has, on average, exceeded 100%.The
COVID pandemic has caused worldwide disruption in economic markets where they are haltering growing
economies or further softening ones that were in decline. Nonetheless, we feel that our company is set up well
to weather the storm and our strong fundamentals will serve us well when the pandemic subsides.Allegion
have the right people in place to help ensure this. Our employees have shown a great deal of adaptability
during these uncertain times. I could not be prouder of our people. Our management acted early to mitigate
the economic impact. Our supply chain has proven itself to be flexible, proficient, and dependable, and we are
positioned to continue leveraging it as a strength moving forward. And, of course, our legacy brands have
stood the test of time and delivered incredible value.Allegion is strong, its people are resilient and we remain
focused and disciplined. I do want to thank every member of the Allegion team on a successful Q1
2020.Everyone, stay safe and healthy. And now Patrick and I will be happy to take your questions.

QUESTION AND ANSWER SECTION
Operator
We will now begin the question-and-answer session. First question comes from Tim Wojs from Baird. Please
go ahead.

Tim R. Wojs
Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, gentlemen. Good morning. Hope everybody is well.
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Q

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Good morning, Tim.

Tim R. Wojs

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Maybe just my first question, maybe if we can just add a little bit of color particularly in Americas, how the
demand trajectory you saw kind of trended through the quarter and maybe if you could give us just some flavor
of how April has trended here, just to give us an idea what Q2 and kind of the near term may look like?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Glad to do that. I would say, first, the company got on the COVID-19 response early with a focus on our supply
chain and protecting our people with a strategy for us to gain market share in Q1. So we went extremely
strong through the first quarter. I think that's reflected in our Americas result and the strength, our ability to
keep our supply chain strong.As we got into March, we saw a slight decline in the last two weeks. But again,
we had our foot on the gas and we communicated that. As we moved into April, we're 17 days into this, I think
the things that we've seen are rather predictable. We've seen some softness in the overall residential. I would
say we have a view in the point of sale and the big box and I'd say it's off low-teens. And as I look at that, I'd
say, yeah, that probably makes sense.Second, I think from a positive standpoint, we see softness in bookings
in the commercial and institutional. Our backlog is strong. We see the continuation of construction projects
and we think if ground's broken, if permits are issued, these projects are going to roll in. As I came into work
this morning, I see our construction continue to move forward.The last thing I'd add, Tim, is our specs and
quotes continue to be very positive. I know you can spec yourself and quote yourself right off a cliff, but it's a
positive indicator. That work continues to roll.

Tim R. Wojs

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay. Okay. As you guys look into maybe the back half of this year and into 2021, is that really the part of your
leading indicator of what might give you confidence that COVID is really more of kind of a temporary issue as
opposed to something maybe more cyclical for non-residential construction in general?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I think you've got to be more critical than – people would call it a V. I think the construction pipeline that we
have today, again, projects that are approved and are in progress will roll. I've got uncertainly about 2021,
commercial and institutional. Commercial is going to be soft. I think that's where the strength of our spec
writing, our wholesale channel. Whatever the market gives us at Allegion, we expect to do better than the
market.Thanks, Tim.

Operator
The next question comes from Jeff Sprague from Vertical Research. Please go ahead.

Jeff T. Sprague

Q

Analyst
Vertical Research Partners LLC

Thank you. Good morning, everyone. Hope everyone is well. Thanks for that color and also just trying now to
kind of think about – since we're all going to make our assumptions here, could you give us a little additional
thought on decrementals and how linear or not linear the relationship is. In other words, if revenues are down
10%, what do you think the decrementals might be; and if they are down 20%, what they might be? And frame
it however you like, but we've all got to kind of take a shot here at what's coming at us and try to put a stake in
the ground in terms of an earnings estimate.
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Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Yeah. So, the big question mark, I think Jeff, relates to what's on the demand horizon. And as we've
highlighted, very difficult to predict just kind of given the government decree, as we've highlighted, we have a
couple of plant closures today that will inhibit us a little bit on the top side and also will provide some cost
pressure just from an under absorption perspective near term. As I think about it, and you try to run some
correlations to prior cycles, that type of thing, I mean, everyone knows 2008 was pretty drastic, I think it's too
early to make some comparisons to that. Right now, we're still, as everyone else, is collecting data from
economists, and a lot of people have different opinions.But as I think about it related to Allegion, some couple
of points I'd like to highlight why I think we're better positioned than perhaps we were at the last downturn.
Several reasons. Number one, we have a much stronger business franchise, a lot better stronger portfolio of
businesses. As you know, we've divested poor performing businesses. We added businesses to our portfolio
that I think are more resilient in a downturn and less susceptible to market downturns. This whole convergence
of electronics is a – you kind of look back 10 years ago, it wasn't a big driver in the business. And whereas
today, it is a driver. It's growing at 1.5 to 2 times the market today. And as you know, we continue to put up
really good numbers related to that. So, I think that's an item that needs to – or will continue to grow and will be
a continued focus for us going forward. And as you know, it's a higher average selling price, similar margin
which means more EBIT dollars.The channel investments we've made, particularly in the repair retrofit market,
discretionary markets, we have a much broader product portfolio to serve our customers in that segment. And
I think we're better positioned to participate in that market segment whereas at time of spin, we weren't. I think
that will be good for us going forward.And then to your question on the margin profile, we would say,
historically, we've been able to adjust our cost profile. We can react pretty quickly. We historically have shown
some margin decrements related to the last cycles. If you kind of go back to 2008, small margin deterioration.
We adjusted our cost position fairly aggressively. Pricing, we will continue to push that lever. It was a good
driver for us in the quarter.So, I would say, maybe some margin pressure, but not substantial, relative to where
we are. And if you think about where we are today, we're at a high watermark. Again, we had another record
Q1 performance, up 190 basis points. And so, we're coming from peak margin performance and we'll
continue to take the actions necessary to address our cost base. We talked about those, eliminating the
discretionary spend, hiring freeze, kind of re-prioritization of essential investments.You will see a reduction in
some of the incremental investment, but we will be focused on long-term areas. And so, we'll see how things
kind of pan out here. But I think it's going to be more demand driven, and we'll adjust our cost profile to meet
future demand, both at the factory and SG&A level.

Jeff T. Sprague

Q

Analyst
Vertical Research Partners LLC

Thanks. And as an unrelated second question, just on the goodwill, it's awful early in the COVID. It sounds like
you're kind of using that as kind of a justification for knocking out that goodwill. It sounds like – but you've really
beyond kind of COVID made a clear judgment that those acquisitions just have not lived up the snuff. And I just
wonder if any of the other acquisitions in Europe or anything, as you've gone through this goodwill testing, are
kind of close to being on the bubble here?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So Asia Pacific, as we indicated, a write-down there, goodwill and indefinite-lived assets, which pretty much
releases the entire balance there. I think there's a de minimis amount that remains. As we kind of talked about
in Q4, the pressure there really given from the Australian market and just weak end market fundamentals. And
so, we relooked at that, particularly given the COVID-19, which really accelerated the market decline kind of
as we look at it going forward. And so, it put us in a position to kind of do that analysis, which is kind of a
discounted cash flow, et cetera.When we look at Europe, there is some cushion left there. We didn't need to
take an impairment. I think, hopefully, we took a conservative view on the discounted cash flow and, hopefully,
we're okay. But time will tell, and we'll see where this pans out going forward. But again, end markets
continued weakness, particularly in Southern Europe. But I feel really good about our electronics business
there in the Germanic area.You mentioned acquisitions; SimonsVoss has been a home run for us. And I think
there are some good growth opportunity there going forward. So, again, we'll kind of re-evaluate as the year
progresses and we'll see what happens when the fog lifts.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I'd add one other comment. As you think about the Asia Pacific, our acquisition profile has been Australia and
one acquisition in Korea. All of those markets were in free fall in the second half of 2019. Throw the COVID19, and it's hard to retain that goodwill in the books.
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Jeff T. Sprague

Q

Analyst
Vertical Research Partners LLC

Great. Thanks for the color. Best of luck.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Thank you.

Operator
The next question comes from Andrew Obin, Bank of America. Please go ahead.

Andrew Obin

Q

Hi, yes, good morning.

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Good morning, Andrew.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Hey, Andrew.

Andrew Obin

Q

I'm just wondering – so the first question I have, how should I think about your ability to release working capital
in this environment because a lot of companies are telling us that they're going to run off inventories, run for
cash. But my understanding also is that a lot of your product in the US is highly customized. So how should I
think about your ability to release working capital in second and third quarter as the COVID-19 sort of sweeps
through the US?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Yeah. Most of companies would be...

Andrew Obin

Q

Europe as well, I guess.

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Yeah. Most companies in downturn would show a higher cash conversion than earnings because of the runoff
in working capital. I think we'll be no different in that situation. However, I just remind everyone, our working
capital as a percent of revenue is fairly low; 4-point average, worth like 6% of revenue. So there's not a lot of
room there or significant cash flow conversion on further reductions in working capital.And actually, Q1, we
made substantial progress in both inventory turns and receivable DSO. So there's probably a little
improvement there, but I wouldn't look at it as a significant opportunity and further cash flow generation for us,
just kind of given where we are relative to maybe other industrial companies.
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David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I'd add to that, too, that one of our objectives, coming through the first quarter, was to have the right inventory
and we made some investments there. As we go through the summer here, we'll probably run a little stronger
on finished goods inventories as an opportunity. The strength of our supply chain and the ability to get the
component parts into the right products where we need them, I think gives us an advantage. And then I'll use
that advantage, instant inventory to try and get orders to help the business.

Andrew Obin

Q

And the second question I have is sort of unrelated. But given that a lot of municipalities are shut down, how
does the industry deal with the whole permitting process? And what does that mean for the construction
activity in the summer, both in residential and institutional space? Thank you.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I think you've got to keep an eye on permits. You've got to assume that the permitting processes that run
through government will slow down. I think though too and – whether it's institutional or commercial housing,
when people want to commit capital, they'll force that process to move forward. But as you well know, permits
is the key indicator for us. We'll keep an eye on it and see where that trend goes.I think today, Andrew, you
could think about if we in fact do go into recovery, the permit process, the ability to do that will loosen up. It's
then, how is capital deployed to be able to go out and drive this industry.

Andrew Obin

Q

So you think it's economic activity driving permitting process and if economy improves, permitting logjam will
improve as well?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Yes.

Andrew Obin

Q

Thank you very much.

Operator
The next question comes from David MacGregor from Longbow Research. Please go ahead.

David S. MacGregor

Q

Analyst
Longbow Research LLC

Yeah. Good morning, everyone.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Hey, David.

David S. MacGregor
Analyst
Longbow Research LLC
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Q

I hope you're well. Just wanted to ask about the strength of the North American volume here in the first quarter,
and there's been various observations from different people in the industry about pull-forward, particularly in
the case of education, but maybe in some healthcare applications as well. And I'm just wondering if you're
able to characterize the degree to which you may have pulled forward revenue from the summer quarters here
in 1Q?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

We announced a price increase, so we'd get some natural pull-through as a result of that. But I'd say,
generally, if you look across North America, a rather mild winter, I think – and we executed at a high level. And
we picked up opportunities in the quarter that others could not serve. So, I'd say a robust market.Really, in Q4
and Q1, you've got the electronics driver. And I think the strength of Allegion shown heart. And the price
increase pulled forward slight demand, which I like as we go through Q2 to be able to serve the local market.

David S. MacGregor

Q

Analyst
Longbow Research LLC

Okay. I guess just as a follow-up, you're undertaking restructuring in Europe. I know you've been working on
Turkey for a while now. We talked about that last quarter and again this quarter. And those things never
happen quickly, I understand. But when you think about sort of the disparate nature of – from scale and the
profitability, and the growth standpoint between the North American business and what you're doing now or
what you have been doing recently in Europe and in Asia, I guess the question at a high level is, do you need
to be in Asia and Europe, or would this be a stronger business if you were just solely a North American
business? And as part of that, maybe if you could talk about the extent to which North American results may
benefit some degree from being in Europe and Asia? Thanks.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I would say, again, the adjustments that we made in the quarter with the restructuring announcement will
strengthen those franchises. I think both region – I'd also emphasize, I've been very clear that we lack scale
outside of North America. I think the moves that we're making allow us to focus where we can win, rip out
costs that we think will simplify the business and continue to sharpen our focus on what we call seamless
access.There is some complementary nature to the Australia, New Zealand business, especially on
residential which is still developing. And I think our SimonsVoss, Interflex business, which we've been
extremely pleased with, gives us a looking glass into seamless access. And again, I think look to Allegion to
have more focus on where this business is going, deploy more human and financial capital into that seamless
access experience as we compete wherever we're at in the world.

David S. MacGregor

Q

Analyst
Longbow Research LLC

Okay. Great. Thanks very much, gentlemen. Stay well.

Operator
The next question comes from Josh Pokrzywinski from Morgan Stanley. Please go ahead.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Hi. Good morning, guys.

David D. Petratis
Chairman, President & Chief Executive Officer
Allegion Plc

Good morning.
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A

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Dave, just on the pipeline of spec writing that you mentioned was fairly strong, do folks use this opportunity or
if you look back at other points in time where we've had kind of pauses in activity, is there kind of a natural lag
where everyone says, okay, here's something I was working on but I'm going to rethink it, and maybe that adds
three to six months to kind of the recovery timeframe where there's just an air pocket.Is that the way you guys
have experienced it in the past and how should we think about kind of like a natural delay as folks kind of get
back to work and the economy reopens? Or does activity continue throughout on the spec writing side?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

So, Josh, this is my seventh little disruption in the economy since I began my career in 1980. So, I think the
experiences give you some strength as you go through this. There will be an air pocket. And that's what we're
trying to understand. Our bids, quote activities, specs, we track that in terms of a dollar level of activity. But you
can actually have specs kickback and say, hey, let's revalue engineer this.You can't look at this current
situation and say hey there's going to be an air pocket of demand activity because of all supply chain factors,
spec writing, quotation, wholesale activity, construction, other supply challenges on the construction site. So,
it's a part of our thinking. But I think as a lead indicator, that spec writing is a clear strength of Allegion and it
will help us as we navigate through this.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

That is helpful. And then unrelated and kind of back to Jeff's question on decrementals. If I look back to the
same business or at least most of it under Ingersoll ownership back in 2009, the margin expansion during that
timeframe on a pretty significant revenue decline was pretty phenomenal, 100 basis points, obviously, a
higher starting point today. So, not all those levers are available.Dave or Patrick, can you just remind us some
of what happened since then and maybe whether those actions can be revisited or re-examined today versus
stuff that was maybe more of kind of a one-time realignment of the cost base?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

I would characterize it this way. Entering the 2008 financial crisis, there was probably more options to reduce
the cost profile particularly on manufacturing footprint. I think IR at the time was fairly aggressive in closing
certain factories related to the security technologies business at the time that helped protect the margin
profile. Pricing was another lever, I think was pushed pretty hard. You kind of have to look at it over the 2008,
2010 timeframe. And if I remember correctly, it showed a slight margin decrement over that time period.I
would characterize today relative – going into this situation, we're a better franchise, stronger portfolio of
businesses that we can maybe protect ourselves more on the top line side. And, again, we are taking the
appropriate actions to reduce our cost structure. Dave talked about actions we're taking in international
arena. We're doing things here to tighten the belt, obviously. In Americas, we'll continue to do that and adjust
to future demand.I would say quite frankly, we don't maybe have as many levers to pull. But having said that, I
wouldn't expect a significant margin degradation relative to where we are today. So, dollars will come down,
basis of demand, i.e. top line. But margin percent, we'll do what we can to try to maintain that.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Got it. Appreciate the color and best of luck, guys.

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So one other quick thing that's probably worth noting is that short term, again, given the governmental decrees
and the fact that some of our facilities are closed, I mean you're going to have – it's going to be a lot more
choppy, right. I mean you kind of have – you're talking about margin profile, you need to really look at it over a
12-month period. You're always going to get hit initially immediately. You make adjustments and then you start
to kind of level out. And so just kind of keep that in mind as you're thinking through this.
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Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Got it. Will do. Appreciate that.

Operator
The next question comes from John Walsh from Credit Suisse. Please go ahead.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Good morning, John.

John Walsh

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Hi. Good morning, and glad to hear everyone is well. I wanted to follow on to that question. Clearly, you're
getting ahead on the cost action. Is there a way to quantify how much is kind of structural? You did make the
comment that some of it would have been done regardless of COVID-19 and then kind of those variable cost
actions. Just wondering what might come back as volume returns, paying employees, et cetera, things like
that?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So, there are variable components relative to our cost structure as you would expect in any business and it
could be anything from the way that we have our pricing structure, kind of volume rebates. For example, you
can look at things like salesmen commissions, those type of things naturally will come down and correspond
with the volume decrease.The things that we're adjusting now, some of the discretionary spend, really
relooking at some of our things relative to investments and making sure that we went through a reprioritization of those that's really focused on the things that matter so that we're coming out of this stronger,
particularly on revenue growth opportunities associated with electronics. We're taking that into
consideration.But collectively these variable costs, I mean it's tens of millions is how I would – if you're looking
for a type of a magnitude. We will give you more color in Q2 as Dave mentioned when we have a better kind
of outlook on revenue. But it's fairly significant.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I would add the announced restructuring, we saw significant softening in Asia Pacific and in areas of Europe
as we exited the second half of 2019. We were not pleased with our position and we took actions regardless
of the COVID-19 pandemic as not. The other thing I would say, when you're in the construction-related
industries, you do have variation of demand and Allegion's ability to adjust our cost structure I think can be
seen over the last 20 years, and we'll be making the moves that help keep this business strong.

John Walsh

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Great. And then, maybe what about end markets. So I guess the CARES Act fixed somewhat of a bonus
depreciation glitch that wasn't part of the tax plan. Wondering if you're hearing from folks that with the QIP
adjustments, that they're more willing to do interior improvements? Or if that's something that's nice but just
given the severity of what's happening right now, it's not enough to kind of offset some of the demand?

David D. Petratis
Chairman, President & Chief Executive Officer
Allegion Plc
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A

I'm not aware of that feature of the CARES Act. I'm sure there's people here at Allegion, if we feel that's an
opportunity, we'll go after it. So I can't give you a good response to that one.

John Walsh

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Thanks for the color. Appreciate it.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Okay, bud. Thank you.

Operator
The next question comes from Joe Ritchie from Goldman Sachs. Please go ahead.

Joseph A. Ritchie

Q

Analyst
Goldman Sachs & Co.

Thanks. Good morning, everyone.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Good morning.

Joseph A. Ritchie

Q

Analyst
Goldman Sachs & Co.

Yeah, maybe just starting off, I know a lot of the questions so far had been on the forward but maybe just going
back for 1Q for a second. Clearly, the margins in Americas means this is your best 1Q margins by a long shot.
I'm just wondering, was there anything kind of either like onetime-ish that came through in the quarter or
maybe you can elaborate a little bit more on like pricing this quarter and how you expect that to hold up as the
year progresses?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Yeah. So nothing unusual in the quarter that accelerated the margin improvement. It's the old blocking and
tackling and execution. The team did a great job. We went into the year, I'd say, with a really healthy pipeline of
productivity activity around both material and the factory. We got great volume leverage on incremental
volume. And then you add on top of that, price was good, particularly in the commercial segment. We've
continued to drive that. And so, everything kind of played out and again no real big surprises but the team
really kind of continue to drive good execution all around.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I'll go back even farther, Joe. As we exited 2018 as a leadership team, we felt we left margin on the table. We
put a pipeline of activities in 2019 that we worked on throughout the year and we picked up strength as we
went in to the second half of 2019 and 2020 that strengthened the business.

Patrick S. Shannon
Chief Financial Officer & Senior Vice President
Allegion Plc
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A

The other comment I'd just mention too on the input costs, so think about commodity prices, they've come
down. So, year-over-year there was some benefit there where we didn't have any inflation on the materials
side.

Joseph A. Ritchie

Q

Analyst
Goldman Sachs & Co.

Got it. No. That makes sense. But Patrick, is that something that's going to continue as the year progresses
as well? And how sticky do you think pricing will be?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

Basis of the current costs for steel, zinc, copper, brass, et cetera, that will continue throughout the course of
the year, yes.

Joseph A. Ritchie

Q

Analyst
Goldman Sachs & Co.

Okay. That's helpful. And then maybe my one follow-up. Going back into several years, several quarters, the
level of outgrowth you saw this quarter relative to your biggest competitor based in Europe, in the Americas
was I think like higher than any other quarter that we've seen. I guess I'm curious if maybe you can elaborate
what you're doing or the effect of the share gains that you're seeing specifically this quarter. And I know we're
all trying to figure out what the demand environment's going to be like, but should you continue to kind of
outpace your peers in this downturn?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

So I think, number one, I'll give you a sports analogy. Why did the Patriots roll up six championships, six rings,
same head coach, great quarterback, good offensive strategy. If you look at our competitors over the last 24
months, quite a bit of turnover at the top. A lot of management change.One of the strengths of Allegion is our
experience. We have a system of management here that we're pretty disciplined to. It doesn't mean it's
perfect, but I think the strength of the leadership team, the knowledge that cascades through our business and
some favorable markets, regionally in the country, helped us to continue to put up growth that we have built on
over the last six years.So a combination of things there. I think the electronics, as well, is another. This is an
industry trend, and we continue to prioritize our investments to take advantage of that opportunity. And I think
it'll continue to reward us, Joe.

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

And I'll add, Joe, too. To be fair on the analysis, we did have a little bit easier comparison on residential. You
may recall we had some channel difficulties in Q1 last year. Those, obviously, have been worked through. We
continue to get really good electronics growth, and we added a substantial customer on the new construction,
Lennar, that helped our year-over-year comparisons as well.

Joseph A. Ritchie

Q

Analyst
Goldman Sachs & Co.

Yeah. That makes a lot of sense. Thanks, guys.

David D. Petratis
Chairman, President & Chief Executive Officer
Allegion Plc

Thank you.

Operator
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A

The next question comes from Julian Mitchell from Barclays. Please go ahead.

Julian Mitchell

Q

Analyst
Barclays Capital, Inc.

Hi. Good morning. Maybe just wanted to double check again the mix of business. So within the Americas, if
you could just remind us in terms of 2019 splits, let's say, how much within the resi and non-resi pieces of the
business, how much of each of those was related to newbuild versus aftermarket or replacement activity for
Allegion?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So we would say it's around 50/50, collectively, across the entire portfolio.

Julian Mitchell

Q

Analyst
Barclays Capital, Inc.

I see.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Julian, you'd want to think that the non-residential is a little heavier, I think, on the new construction versus the
aftermarket, and then it's flipped on the residential. But then, it nets out to about 50/50.

Julian Mitchell

Q

Analyst
Barclays Capital, Inc.

Thank you. How much, related to that, of your resi sales are going via the big box channel nowadays?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So we'd say it's about a third, 40% of the business, 50%, maybe up to 50%.

Julian Mitchell

Q

Analyst
Barclays Capital, Inc.

Thanks very much. And then my second question would – following up on that question from Joe around
pricing and productivity. So those items were, I think, almost a 200-point tailwind to margins in the first quarter
year-on-year. Based on your comments, should we assume that that remains a very strong tailwind for the next
nine months? Perhaps not quite at the level of Q1, but should be a material contributor.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Yeah. I think we'll continue to have a tailwind there. But, again, some of the issues associated with the closure,
reduced demand, et cetera, will put some pressure on those comparisons.

Julian Mitchell
Analyst
Barclays Capital, Inc.

Understood. Thank you very much.
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Q

Operator
The next question comes from Jeffrey Kessler from Imperial Capital. Please go ahead.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Thank you. Hope you guys are doing well.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

And you too.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Quick question on the – looking at the channel, the integration and the installation channel, we've been seeing
that there is continuation of big projects going on. There are some problems in getting people onto sites at
some of the midsized projects. And obviously when they get on, they have to be wearing the types of PPE and
things like that that are mandated by the local ordinances. And them some places, the smaller SMB-ed
market seems to be shut down completely.Can you make some comments on what you're getting back from
your installers and integrators with regard to their ability to do work on projects? What's continuing, what's out
there, where there's some restriction on their ability to get to the site? And what's out there, which is
completely closed down?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I think it's clearly a step-back in terms of being able to go in, service, install. Here, at Allegion, we have a
policy. Visitors are highly controlled. We don't want infection. With that said, it depends on where you're at.
The Dallas market continues to be very active. We are moving around college campuses, but it's not going to
happen in New York City; it certainly could happen in Denver.So, again, it depends on where you're at and it
puts an air pocket into the work. So I actually think if things straighten themselves out, there'll be a pickup in
intensity short-term and, over time, it schedules itself out. I do think that normal project activity that we have
typically, that goes on college campuses, will roll to schedule, which is really May through August. It's an
important driver for us. Could be moved up a little early if access is there, but it depends on where you're at
geographically, Jeff.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Okay.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Higher the infection rates, more difficult access.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

We'll see what happens out West over the next few weeks. Second thing is, what investments have you
made? And I know you've made some in the past with regard to obviously collaborative spec writing, if you
want to call that, in the cloud, touchless access, NFC, things like that. Are you in a position to take market
share because of, number one, touchless access; number two, some of the – let's just call it some of the
newer investments that you've made in trying to just make the process easier for your customers? Is that
something that can continue a market share gain at least in the Americas for the moment, because it seems
to have worked at least over the last year or so?
Delivered by Intelligize. Copyright © 2020 FactSet Research Systems Inc. All rights reserved.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I believe if you look at our overall growth, the investments that we're making in collaborative tools, Overtur,
which we'll continue to invest and develop. Overtur's been rolled out in the bulk of the world as a collaborative
working tool, and it's been extremely well-received by our partners, spec writers, architects, and they have
been collaborative in the creation of Overtur. So I really give Tim Eckersley credit to creating that. We continue
to invest in the electronics side of this. I think you may have seen, Jeff, our investment in Openpath...

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Yeah.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

...as a partnership in investment that we think will help expand the world of seamless access. would be
another. And our continued investment in electronics and new products, we also brought together
SimonsVoss and Interflex under one leadership team because we believe that that's a looking glass into
seamless access, and our growth there in electronics in the DACH regions is gaining share. So, I think you've
got the right sense in that, collaborative tools, electronics, and seamless access is going to help us as we go
through this crisis and come out the other end.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Is that at the margin, or is that something that can actually really move the needle as we come out of this
recession?

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

I think the drivers of seamless access, keyless activity simplifying the world that our customers live in,
eliminating master keys, and intelligence that goes with seamless access is going to be a driver for the next
two decades.

Jeff T. Kessler

Q

Analyst
Imperial Capital LLC

Okay. Thank you very much. I appreciate it.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Thank you.

Operator
The next question comes from Deepa Raghavan from Wells Fargo Securities. Please go ahead.

Deepa B. N. Raghavan
Analyst
Wells Fargo Securities LLC
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Q

Hey, good morning. Dave, you touched a little bit on the restriction on construction site actually impacting
project activity especially you mentioned institutional. Now, institutional evolve is considered long term in
nature, and more defensive as we go into a down cycle. Now, does that dynamic now make it less defensive
this down cycle?And extending that question, if site access continue to be restricted through this construction
selling season, does it mean you're able to recover beyond fall or inventory season or you think that's then now
pushed to the next construction season which is next summer.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

So, I like our position in institutional. I was looking last night. 22 of the states are generally in pretty good
financial shape. Infrastructure has aged. We still have the driver of security in public settings. So, you got to
like that, and then our spec activity would also suggest that this whole market continue to develop.With that
said, an earlier question described an air pocket, we're going to have our eyes wide open and understand
that air pocket. Part of it is you get some immediate shock. Second is, it's that snowplow effect that we've
talked about in the past. Projects will get pushed out but we may see that air pocket again as we move into
2021 because budgets are a little bit tighter. So, to be seen. I like our institutional position. In my 40 years, the
institutional markets have always been a good place to operate, and we'll try and get more than our share, out
of whatever market is there.

Deepa B. N. Raghavan

Q

Analyst
Wells Fargo Securities LLC

Got it. So, can you talk about your Mexico and Italy plant closures? I mean, what percent of sales is coming
from those two regions? And when you talk about working with your channel partners to ensure demand is
fulfilled, does it entail higher costs?

Patrick S. Shannon

A

Chief Financial Officer & Senior Vice President
Allegion Plc

So, I'll take a stab at the revenue base. I mean, just to kind of put it into perspective on Mexico, that's
predominantly the supplier for our residential business here in Americas which we've characterized is about a
third of the overall Americas portfolio. Keep in mind, the decree was extended through the end of May.
However, we've got inventory on hand. We're working with our distribution partners to ensure customers can
be served. When that comes back online, there will be a restocking in the channels for the depletion of the
inventory, so we're kind of working that. But I think, the message is, near-term, you're going to see a decline,
obviously, in revenue for some piece of that, certainly in Q2.Italy, again, the data I think on that is May 3 is the
current decree. We will see. That's subject to change, based on what the government dictates. That might be
kind of, call it, 20% of our portfolio in Europe. We are shipping finished goods inventory out of the warehouse
there in Italy today.So that activity is taking place. It's just the production, manufacturing, et cetera right now
that were inhibited from producing anything. However, it doesn't necessary mean we're losing business. I think
it just means delays, deferrals, that type of thing because the reality is the customers are close also. And so,
they don't have the ability to be able to receive inventory. So, this is just going to be a deferral. And we'll see
how quickly that may or may not pick up in the back half of this year.

David D. Petratis

A

Chairman, President & Chief Executive Officer
Allegion Plc

Deepa, I have to give a shout-out to our Italian teams. We operated safely longer there, there are many
manufacturers. Same in Mexico, we've got a few extra days until that decree came down, working hard to
petition to government not to consider . I believe in Mexico we can keep our people safer than many are on
the Street. And so, we're pushing that. Again, we've got a good supply of residential inventory on the shelf.
And if we can cut through this, we're going to be in good shape.

Patrick S. Shannon
Chief Financial Officer & Senior Vice President
Allegion Plc

All right, Jason.

Operator
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A

Yes. There are no more questions in the queue. And this concludes our question-and-answer session. I would
like to turn the conference back over to Tom Martineau for any closing remarks.

Thomas John Martineau
Vice President, Treasurer, & Investor Relations
Allegion Plc

Yeah, appreciate it. So, we'd like to thank everyone for participating in today's call. And today more than ever,
please have a safe day.

Operator
The conference has now concluded. Thank you for attending today's presentation. You may now disconnect.
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MANAGEMENT DISCUSSION SECTION
Operator
Greetings and welcome to the Boston Beer Company First Quarter 2020 Earnings Call. At this time, all
participants are in a listen-only mode. A brief question-and-answer session will follow the formal presentation.
As a reminder, this conference is being recorded. It is now my pleasure to introduce your host, Jim Koch,
Founder and Chairman for the Boston Beer Company. Thank you. You may begin.

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.

Thanks. Good afternoon and welcome to everybody. This is Jim Koch, Founder and Chairman, and I'm
pleased to kick off the 2020 first quarter earnings call for the Boston Beer Company. Joining the call from
Boston Beer are Dave Burwick, our CEO; and Frank Smalla, our CFO. In keeping with these times of social
distancing Dave, Frank and I are in separate locations for this call. I'll begin my remarks this afternoon with a
few introductory comments, including some discussion on the COVID-19 pandemic and the highlights of our
results, and then hand over to Dave who'll provide an overview of our business. Dave will then turn the call over
to Frank who'll focus on the financial details of our first quarter results. Immediately, following Frank's
comments, we'll open up the line for your questions. As the world is grappling with the COVID-19 pandemic,
our primary focus is on operating our breweries and our business safely, and supporting our partners in the
beer industry. We have a strong cash position and balance sheet and feel very fortunate to be in a position
where we can help others. Supporting the communities in which we live in and work is one of our core values.
Afterall our business got its start in bars and restaurants, and we recognize the role we can play right now in
giving back. We're proud to share some of the initiatives we've gotten off the ground in a very short period of
time that we hope will make a difference. We've established the Samuel Adams Restaurant Strong Fund and
donated over $2.1 million to support bar and restaurant workers that have been impacted by pandemicrelated closures in 20 states. In addition, we are a founding partner of Restaurant Relief America which is
committed to helping the restaurant industry workers experiencing hardship in the wake of COVID-19. Both
funds will distribute 100% of their proceeds through grants to bar and restaurant workers. Also to support our
internal needs as well as local hospitals we begun production of hand sanitizer at our Dogfish Head distillery
in Milton, Delaware. We're thankful for our outstanding coworkers, distributors and retailers for their focus on
our business during COVID-19 and their diligence to continue to operate and help us grow our Boston Beer
Company business. The company's depletions increased 36% in the first quarter of which 30% is from
Boston Beer legacy brands and 6% is from the addition of Dogfish Head brands. Our business in the first
quarter was strong, though there remain some significant uncertainties due to COVID-19. These uncertainties
include our continued ability to operate our breweries at a level of safety that meets our standards, the
continued ability to distribute to the off-premise retail locations, the duration of the current on-premise
shutdown, and how long consumer pantry loading will continue in the weeks ahead. We will continue to work
hard throughout the COVID-19 pandemic and prioritize safety above everything else. I'm proud of the passion,
creativity and commitment to community that the Boston Beer Company has demonstrated during this
pandemic. I'm now going to pass over to Dave for a more detailed overview of our business.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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Thanks, Jim. Hello, everyone. Before I review our business results, I'll start with our disclaimer which, given the
current circumstances, we modified. As we stated in our earnings release, some of the information we
discuss and release and that may come up on this call reflect the company's or management's expectations
or predictions of the future. Such predictions and the like are forward-looking statements. I'd also note, as we
state in our earnings release and Frank will later discuss in more detail, the company is not in a position to
accurately forecast the future risk to revenues and earnings resulting from the impact of disruptions and other
effects related to COVID-19 and has withdrawn its full-year fiscal 2020 financial guidance. All that said, the
company's actual results could differ materially from any results projected in such forward-looking statements.
Additional information concerning factors that could cause actual results to differ materially from those in the
forward-looking statements is contained in the company's most recent 10-K and first quarter 10-Q. You should
also be advised that the company does not undertake to publicly update forward-looking statements, whether
as a result of new information, future events or otherwise. Okay. Now let me share a deeper look at our
business performance. Consistent with the first quarter of last year, our first quarter shipments volume were
significantly higher than depletions volume as we took active steps to ensure that our distributor inventory
levels are adequate to support drinker demand. Our depletions growth in the first quarter was a result of
increases in our Truly Hard Seltzer and Twisted Tea brands and the addition of the Dogfish Head brands that
were only partially offset by decreases in our Angry Orchard and Samuel Adams brands. The growth of the
Truly brand and the recently launched Truly Hard Lemonade have accelerated and continue to grow beyond
our expectations. Since early January, Truly has accelerated its velocity and maintained its market share while
other national hard seltzer brands have ceded share. We'll continue to invest heavily in the Truly brand and
evolve our brand communications and work to improve our position in the hard seltzer category even as more
competitors enter. We're ready to launch an exciting new Truly advertising campaign, but have postponed the
launch due to the uncertainties surrounding COVID-19. Twisted Tea continues to generate double-digit volume
growth rates that are above full-year 2019 trends. We see significant distribution and volume growth
opportunities for our Truly and Twisted Tea brands and are looking to continue to expand distribution of our
Dogfish Head brands. Pursuing these opportunities in 2020 remains a top priority. Sam Adams (sic) [Samuel
Adams] and Angry Orchard's volumes continue to decline, as they're more deeply impacted by the onpremise shutdown. We continue to work hard on returning these brands to growth, but do not expect them to
grow during 2020. We've reacted decisively to COVID-19 and continue to work to control what we can control,
with our primary focus being the safety of our coworkers, our distributors, retailers and our drinkers. We've
worked aggressively to put in place many safety protocols at our breweries, including entrance screening and
temperature checks, face mask requirements, reorganizing work to increase social distancing between and
among shifts, and adding cleaning time to each shift. Additionally, we closed all of our hospitality locations
beginning on March 13. We're working hard to rebalance our supply chain to address additional demand in
can and bottle packages at off-premise retailers against very low demand for kegs, given the shutdown of onpremise venues. This shift in volume mix is likely to come at a higher incremental cost due to the increased
usage of third-party breweries, which negatively impacts our gross margin. We defer some of our new
marketing campaigns, as we closely assess and manage this situation. Drinker demand for our brands
continues to be very strong, particularly our Truly and Twisted Tea brands. Pre-COVID our depletions growth
through the nine-week period ended February 29 was approximately 32% from the comparable period in
2019, and we saw further acceleration in demand for our brands beginning in the second half of March. It's not
possible for us to estimate the amount of the new demand that's a temporary reaction to COVID-19. We're in
a very competitive business, we're optimistic for continued growth of our current brand portfolio and we
remain prepared to forsake short term earnings as we invest to sustain long term profitable growth in line with
the opportunities that we see. Based on information in hand, year-to-date depletions reported to the company
through the 15 weeks ended April 11, 2020, are estimated to have increased approximately 32% from the
comparable weeks in 2019. Excluding the Dogfish Head impact, depletions increased 27%. Now, Frank will
provide the financial details.

Frank H. Smalla
Chief Financial Officer & Treasurer
Boston Beer Co., Inc.
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Thank you, Jim and Dave. Good afternoon everyone. For the first quarter, we reported net income of $18.2
million or $1.49 per diluted share, a decrease of $0.53 per diluted share from the fourth quarter of last year.
Net income decreased as higher net revenue was more than offset by increases in operating expenses and
lower gross margins. We began seeing the impact of the COVID-19 pandemic on our business in early
March. Prior to then, we were on track to maintain our full year fiscal 2020 financial guidance. Given the many
rapidly changing variables related to the pandemic, we are currently not in a position to accurately forecast the
future impact of the pandemic and are therefore withdrawing our full year fiscal 2020 financial guidance. Todate, the direct impact of the pandemic has primarily shown significantly reduced case demand from the on
premise channel and higher labor and safety related costs with our growth rates. In the first quarter of 2020,
we recorded COVID-19 pre-tax related reductions in net revenue and increases in other costs totaling $10
million. This amount consists of a $5.8 million reduction in net revenue for estimated keg returns from
distributors and retailers, and $4.2 million of other COVID-19 related direct costs of which $3.6 million are
recorded in cost of goods sold and $600,000 are recorded in operating expenses. In addition to these direct
financial impacts, COVID-19 related safety measures resulted in a reduction of internal capacity. This has
shifted more volume to third-party breweries, resulting in increased production costs and lower gross
margins. We will continue to assess and manage this situation and will provide further updates in our second
quarter earnings release to the extent that the effects of the COVID-19 pandemic will then be known more
clearly. Shipment volume was approximately 1.42 million barrels, a 32.2% increase since first quarter 2019.
Excluding the addition of the Dogfish Head brands beginning July 3, 2019, shipments increased 27.5%.
Shipment volume for the quarter was significantly higher than depletions volume and resulted in significantly
higher distributor inventory as of March 28, 2020 when compared to March 30, 2019. We believe distributor
inventory as of March 28, 2020 averaged approximately 6 weeks on hand and was at an appropriate level
based on the supply chain capacity constraints and inventory requirements to support the forecasted growth
of Truly and Twisted Tea brands over the summer. We expect wholesaler inventory levels in terms of weeks on
hand to return to more normal levels of approximately 4 weeks on hand later in the year. Our first quarter 2020
gross margin of 44.8% decreased from 49.5% margin realized in the first quarter of last year. The decrease
was primarily a result of higher processing costs due to increased production at third-party breweries and
higher processing costs and finished goods keg inventory write-offs at company-owned breweries, partially
offset by price increases and cost saving initiatives at company-owned breweries. Excluding our current
assessment of the impact of COVID-19 keg returns and other related direct costs, first quarter gross margin
was 46.8%. First quarter advertising, promotional and selling expense increased by $26.2 million in the first
quarter in 2019, primarily due to increased investments in media, production and local marketing, the addition
of Dogfish Head brand-related expenses beginning July 3, 2019, higher salaries and benefits costs and
increased freight to distributors due to higher volumes. General and administrative expenses increased by
$3.6 million in the first quarter in 2019, primarily due to increases in salaries and benefits costs and the
addition of Dogfish Head general and administrative expenses beginning July 3, 2019. We drilled down $100
million from our existing line of credit in March 2020 to enhance our cash position and our ability to address
the impact of the COVID-19 pandemic. We expect that our March 28, 2020 cash balance of $129.5 million,
together with future operating cash flows and the $50 million remaining in our line of credit will be sufficient to
fund future cash requirements. We will now open up the call for questions.

QUESTION AND ANSWER SECTION
Operator
Thank you. Our first question comes from the line of Bonnie Herzog with Goldman Sachs. Please proceed
with your question.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

All right. Thank you. Hi everyone.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Hi Bonnie.

Bonnie L. Herzog
Analyst
Wells Fargo Securities LLC
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Q

Hi. I wanted to ask about your operations. You touched on this, and I'm just curious if you can give us a little
more color on how fully your operations have been running. I know you're certainly being careful with safety for
your employees. So I'm curious have you limited the hours and the shift, and then as such then the output is
more limited at this time given everything. I guess I'm just trying to get a sense of how much you've had to
scale back. And then I think you did give us your inventory that's on hand right now, but I just want to make sure
I heard that correctly.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Okay. Bonnie, thanks. This is Dave. I think because we're at all different locations, I'll sort of act as the MC to
then kind of follow the questions. I think this is quite good one for Frank to address.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Okay.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah. So Bonnie, clearly the capacity was impacted. I mean, when the whole thing started, we were very, very
much focused on the safety of our coworkers and employees, but also on keeping the breweries running that
was critical to us. So what we did is we implemented significant sanitation and safety measures in the
breweries to make sure that they are really safe place to work and then we can keep on running them even if
we had incidents. As a result of that we've separated shifts for example, and put time between shifts so that
the crews don't meet each other, and we've also implanted sanitation procedure so that the workstations have
been sanitized before new shift starts. That has reduced capacity. Now, we haven't had any significant impact
on the overall, but we have shifted more volume to third-party breweries, which as you know increases our
cost and therefore lowers the margin. That is reflected in the financial. The part that hits like at the end of
March is not included in the $10 million that we spelled out as direct cost. The $10 million that we spelled out
is literally direct cost related to keg returns and extra costs that we incurred as a company, but it doesn't
include the indirect costs of the shift or capacity.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Okay. That was helpful. And so as you think about this environment, no one really knows how much longer it's
going to last. But I would imagine that this overhang of pressure is going to continue. So is there a way for you
to give us a sense of what percentage of your business may be in the quarter was outsourced? I think it was
around maybe what 26% or 27% of your business last year?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

No.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

I assume that's gone up to – no?

Frank H. Smalla
Chief Financial Officer & Treasurer
Boston Beer Co., Inc.
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A

Yeah. So I mean, clearly it has gone up. As we have indicated also in the last call, but we still provided
guidance in February because our volume is growing so significantly, we're putting in additional capacity, we
have put in the new line in terms of just coming on stream pretty much now. But the volume continues to
outpace our old capability. So it was pretty clear that Q1 was going to be a quarter where we have
significantly more external production. We don't disclose those numbers what the percentage is, but it was a
significant increase even without COVID-19 hit. And then I think within March when we implemented those
measures, there was an incremental that shifted over. There's a reason we don't provide guidance because
we don't know exactly what's going to happen, but of course, we do have a scenario planning. And we were
super cautious when we put the measures in, and I think we will get better at it. That means we will definitely
even take level of safety and sanitation but we will – as with everything, you're getting better things as you
continuously do them. So we think we will improve the capacity internally as we move throughout the year.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

And, Bonnie, this is Dave. Just to add to what Frank said, we jumped on this very early. So in making some
changes. So we are down the one curve a bit. But we've been doing the temperature checks, put facemask,
everything from the very beginning. So hopefully it gets better. We just don't know how this pandemic hits,
because we know it's going to come in waves, but we feel like we've learned a lot, and I'm pretty confident that
we know what we're doing right now. But again, like I said, we can only control what we can control.

Bonnie L. Herzog

Q

Analyst
Wells Fargo Securities LLC

Understood. All right. Thanks. I'll get out of the queue. Thank you.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Yeah. Thanks, Bonnie.

Operator
Our next question comes from the line of Vivien Azer with Cowen & Company. Please proceed with your
question.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Hi, good evening. Thank you. I hope all three of you guys are safe and healthy and the rest of your team. But
just a follow up on the Bonnie's question on capacity. So you called out the capacity build out in Pennsylvania.
And I heard you say that capacity will continue to ramp over the year. Are there incremental CapEx projects
that need to happen this year, or was it just a one line in Pennsylvania? Thanks.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

This is Dave. We have a line in Memphis that will be going in in the second quarter. We'll see that is on
schedule, so we feel good about that. We've also, well we haven't decided where to put the capital, we have
committed. We got board approval internally to put more lines in either Pennsylvania or in Ohio sometimes
starting very soon. So we'll continue to move down that path as aggressively as we can. Even in this
environment where we're kind of looking at sort of some capital projects that may not be strategic or critical
we're putting them off, this is one that we're going full steam ahead to build more capacity.

Vivien Azer
Analyst
Cowen and Company LLC
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Q

Okay. That's great. It's so good to hear that the construction continues hopefully broadly unfettered. On the
impact of keg returns, do you guys have a sense of kind of like where you are in that process, just trying to
think about like the second quarter impact, like have you received 50% of your kegs back, is there any way to
know?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

So, Vivien, this is Frank. We haven't – the process hasn't really started from an operational perspective. But
what we have done is we have a longstanding policy of any returns that we get for freshness reasons that we
get from our distributors that we reimburse them for 50%. We for packages for kegs. We are not intending to
change that, and we've communicated that to our distributors, And we have looked at the inventory that we
have with the distributors, and we have looked at the inventory that is at the retail which is likely to come back
through the distributors as well. And based on that we have accrued for the cost in Q1, and that's what you
see, that is part of the $10 million. So $5.8 million is a reduction in revenue because we have accounted for
the keg inventory that we expect to come back and reimburse at 50%. We believe we've a fairly good handle
on that inventories, so we don't expect any significant changes to that on that.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Okay perfect. Thank you that's super helpful. Last one from me and I'll jump back in the queue. Can you just
remind us what your revenue mix is for the total company portfolio on-premise versus off-premise? Thanks.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah, Vivien we don't share that. I think when we said we reduced somewhere – we talk about our keg as a
percent of total which is 12%. So the keg sales are 12% of our mix, but we don't breakout on-premise versus
off-premise. Largely there's more the kegs that go into the on-premise channel.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Suffice it to say its de minimis for Truly?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

It is de minimis. It's fair to say it's de minimis for Truly, it's de minimis for Twisted Tea as well.

Vivien Azer

Q

Analyst
Cowen and Company LLC

Okay. Thank you so much.

Operator
Our next question comes from the line of Kevin Grundy with Jefferies. Please proceed with your question.

Kevin M. Grundy
Analyst
Jefferies LLC
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Q

Thanks. Good evening everyone. I just would echo, I hope that you and your family loved ones are safe and
healthy. I want to start with sort of a bigger picture question for Jim and for Dave. I understand there's still a lot
unknown at this point. But I think what's sort of maybe a little bit more increasingly known is there's a broader
consumer shift to at home consumption. Consumers will be working from home more frequently as well. It just
seems like there will be some protracted implications from social distancing that are going to be with us for
some period of time. And as a consequence it would appear there'll be a lasting negative impact on the onpremise channel, maybe you agree or disagree with that. But if that is indeed the case I'd be interested to get
your perspective on the longer term implications not just for your portfolio but for the industry as well in overall
alcohol consumption.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks, Kevin. I'll let Jim jump on that one.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yeah. We've seen so far just complete devastation of our keg business, it's down near zero and it happened
very quickly. So it's hard to – so that's what we know. The lockdown in the states where it's been implemented
has meant that our keg business is a trickle. How much of that will come back, it's anybody's guess. I mean, in
a normal year there is a decent amount of turnover in restaurants anyway. They go out of business, new ones
take their place. So there will be a lot that don't reopen, some of those will probably going to close during the
year anyway. It's probably beyond my capacity to predict how much lower the on-premise business will be in
the short term and the long term, other than to say it's going to be lower and it's going to be significantly lower.
And if I had to guess, some of its driven by shutdown, but a lot of it's just driven by who wants to go out and rub
elbows with a lot of people until there's a vaccine or an effective treatment or therapy. So we are anticipating
that the on-premise business is not going to just snap back, and it maybe matter of a year or two years before
it gets anywhere near what it was at the end of February. And we do feel like, as opposed to many of the craft
brewers, we have developed a portfolio and a business model that is able to prosper even in this new normal.
And the strong sales results so far this year, I think, validate that business model that is built on strong brands,
on successful innovation, on the support of our distributor network and our best-in-class sales force. So we
see the results so far this year as a validation of our strengths. And because we are pretty confident in our
business model and our position in the marketplace, we're willing to invest aggressively in programs and in
media when and where we can drive continuing double-digit growth. And we're going to make the capital
investments, as Vivien asked about, that are necessary to support that growth primarily in-house but also
investments at our contract brewing partner. And we're also going to invest capital to increase our gross
margins from their current level. They've been declining for several years even as we scaled up, and that's just
not natural or even healthy. So we think we can get significant improvement in gross margin over the next
couple of years, and we're going to invest the capital that's necessary to do that. Does that answer your
question?

Kevin M. Grundy

Q

Analyst
Jefferies LLC

Thanks for that, Jim. I appreciate it. Just in the interest of time, I do want to touch on Seltzers, if that's okay, as
well as tons of questions to be asked obviously. Understanding what we don't know necessarily with respect
to the magnitude of pantry loading and then timing around how long it's going to take consumers to destock,
maybe you could talk about I guess kind of what we do know and maybe what you've learned over the past
three months since last we spoke with respect to new customers and sort of frequency of consumption among
existing customers and strength of the brand and consumer loyalty, because as you guys rightly point out, the
brand has held up, Truly that is, pretty well, in light of some of the new entrants. So maybe talk a little bit about
some of the brand equity and what you have learned about the core consumer and even new consumers over
the past three months, and I'll pass it on. Thank you, guys, very much.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Okay. Thanks, Kevin. Actually I think maybe I'll jump in on the Truly one. To answer that question fully, it'll take
about an hour, I'll try to give a briefer. I think, first of all, I feel like what we did in the end of the fourth quarter of
last year to prepare for the onslaughts, we call the White Walker who has come in to add us in January, we
feel very confident in that with the reformulation increasingly we spend in the fourth quarter, to build some
brand awareness, readying Lemonade for launch. And where we are right now is that Truly right now is the
only hard seltzer brand to grow share sequentially since beginning of January. So starting to begin this year,
we only want to grow 22% to 22.1%, it's only a tenth of a share point, but we'll take it. And the growth rates
have sustained. So they've been over 200% the last 13 weeks – with the last 13, last 4, last 1, 210%, 238%,
218%, so it's growing. I think we also look at sales per point, really important. It's accelerating. So in the last
four months in sequence, plus 65%, plus 71%, plus 89%, plus 99%. And now Truly Lemonade is coming in at
about 52% share, which is significant. So now from a consumer perspective what we've learned, and it's been
really interesting to have other players come in because then you can see where the share is going from –
which brand to which brand. And when we dig into the final data and we will do with numerators as well, which
is kind of interesting, but if you look at Nielsen, you see, I'll just compare Truly to White Claw, by the way, White
Claw is a phenomenal brand, we'll have to be respectful with how they built that brand, but just choose that as
comparison, the Truly has higher income households, younger buyers, more diverse, ethnically buying
households, more sourcing from wine spirits, 51 to 39, higher basket ring, higher repeat rate actually now
36% to 34%. We're seeing that the income similar, a little bit more diverse, but similar to White Claw in many
respects. And so we carved out, we believe, is a different consumer. What's most interesting to me if you look
at the last month, the weeks post-COVID which is sort of first week of March and the first week in April, Truly
penetration doubled in that time between that February and March timeframe and repeat grew by 25%. So
we're seeing – and you guys whilst seen it, the growth rates are continuing in this category, and people
bringing home, we'll get an opportunity to get trial along a lot of new consumers. 41% of the consumers that
tried Truly in the last month were new to the brand. So we feel pretty good. And then the household penetration
is continuing to grow significantly in the category. So 7.5% over the latest 52 weeks, White Claw is at 3.7%,
Truly is at 2.7%, but over the last four weeks, I think it's around 7.7%. So it's almost where we think hard seltzer
could be on its way to 8%, 9%, 10% of beer during that time. So those are the headlines and I'll leave it with
that.

Kevin M. Grundy

Q

Analyst
Jefferies LLC

I appreciate all the time. Thank you guys and good luck.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thank you, Kevin.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Thank you.

Operator
Our next question comes from the line of Steve Powers with Deutsche Bank. Please proceed with your
question.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Hey, guys. Thanks. Thanks for the question. Maybe first real quick back to on-premise, a technical question I
think for Frank. Frank, in the Q if I read it right, it talks about reimbursements to distributors on the order of
about $8.2 million. I guess, the question is, is that inclusive of the $5.8 million that you called out is COVIDrelated or is the COVID number additive to the $8.2 million?

Frank H. Smalla
Chief Financial Officer & Treasurer
Boston Beer Co., Inc.
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A

I'm not sure of the $8.2 million. The keg return for the reduction in revenue is $5.8 million. That's the number.
We have some other costs related to the COVID impact, which is like mainly is breweries and that's the
balance to the $10 million operating expenses, but on the side of the $5.8 million, there's like $3.6 million also
in the gross margin line, but those are direct expenses. There's no additional cost to that.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Right. Okay. I can follow up offline.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Yeah.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

I guess then stepping back maybe to build on what you just said Dave around the seltzer category as you – I
guess I'm thinking through is, do you think the disruption of the category is facing now that the whole industry is
facing now will have lasting impacts good, bad or indifferent on how the category develops, the seltzer
category that is. As you said you're getting new trial right now as folks stay home and try and pantry load, I
guess as you go forward though, the good news is you've got this new trial period. On the other hand just
social gathering in general will probably be limited for some time. I think of seltzer as a social occasion type of
beverage. Maybe that's wrong. But just how do you think about the go forward impact on this category
specifically and how it was developing and how this may change how it develops over the remainder of the
year into next year?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Okay. And another hard ones you predict, I would say, I mean, obviously the one benefit the category has really
that it exist in on-premise but it's not very significant. So while our on-premise is shut down, and as Jim talked
about coming back, very slowly, it has much less of an impact on this category. And you have people who
have stocked up a lot. Actually we're seeing the numbers, the stock up really is replenishment buying, it's
almost at the same rate of growth as the stock up. So it's come down a little bit. We're still looking significant
growth as you know across the entire beer business, but certainly within seltzers as well. So I think anytime
you have unique product, a new category, a new brand, that's getting a lot of trial that has a lot of appeal to it,
it's going to benefit. And I think we're getting basically, I think we're getting a lot of incremental trial, we mean
in the whole category, is getting a lot of incremental trial that it would not have gotten in other situations. So to
me, if I were to bet, I will bet that this sub-segment of the beer category will fall to head further and faster than it
would have, had this situation not occurred. And in terms of the social piece, I think we look at on the the
social occasions anyway, so it's probably, it cancelled out. And I think if I look at one winner, I mean, hasn't
changed in the category for the last couple of years. I think this is still the same, the winning part of the
category.

Steve Powers

Q

Analyst
Deutsche Bank Securities, Inc.

Yeah. Great. Okay. I'll leave it there. Thanks so much.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Sure.

Operator
Our next question comes from the line of Nik Modi with RBC Capital Markets. Please proceed with your
question.
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Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Yeah, thanks. Good afternoon, everyone. Dave, when you think about the capacity situation, and obviously you
guys been busting to expand lines. But just given what's going on across the competitive setting. I'm just
curious, like do you see any opportunities out there to either have unique partnerships to produce let's say at a
lower cost, and what you're potentially doing about co-packers, or even acquiring capacity out right? That's
the first question. And then the second question is really coming down to what we just talked about. It's
amazing kind of acceleration trial that we've seen in the category that probably we would never have seen
prior to COVID-19. And how you can do marketing relative to digital or on television and what have you, like,
how can you create stickiness with those consumers that are being trying the category and the brand over the
last several weeks?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Great. Thanks Nik. I'll defer the first question to Jim and then maybe I'll come back and answer the second
question.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

I was ready to the second. Nik, repeat the first question.

Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Yeah. The first question Jim is really about the capacity and while you guys are investing in CapEx to expand
lines, like do you see opportunities out there to buy capacity?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

We are always looking at opportunities. We will prefer to own our own capacity if the economics are equal.
But we have been fairly agnostic if the economics are superior. So within that framework we do anticipate
there will be opportunities that haven't yet surfaced. But I think there are craft brewers who borrowed money
and expanded. And as you probably know, for craft breweries, that part of Boston Beer's business in craft
beer general skews way more heavily on-premise, sort of order of magnitude 30% versus maybe 18% for the
industry. So there will be craft brewers who overextended and now don't have demand and will be under some
pressure. And as those opportunities arise we will look at it. But what's happened to our business is we have
this very, very strong growth, but it's all in cans, and 12% of our business was in kegs. We've more than offset
that with cans, but that means we don't need more keg capacity, and we don't really need the brewing
capacity. So capacity that will be useful to us would have to be canning capacity, and that's generally not what
craft breweries have. So we will look at those things if there are opportunities where the total economics of
purchasing and maybe building out, putting in a can line are better than doing it within one of our breweries or
one of our primary contract brewing partner we would do that. So it may happen, probably not, but it's not out
of the question.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Okay. And so, Nik, I'll jump into the second question I think which was about how do you build the brand to last.
So I think, when you look at the category, we said it from the beginning, we really believe this category is going
to be about a few mega brands. It's going to play more like soft drinks and look more like the branding of the
soft drinks than it does look like craft beer per se. And we'll see if it plays out that way, it's still early to tell. But,
– and I think for us, we're looking just, look, really it's like, well, I think of four things that are kind of – are sort of
the fundamentals, create brand awareness, right. And we don't have the words that we need to have, but you
get that through all sorts of media, differentiation is critical too. We reformulate it, because we think it is
important to have the best tasting product. That's just the beginning. We have to differentiate the brand on
other measures, through our brand communications platform. We do have a campaign that we're very excited
about that was due to launch in April. And actually, we plan to spend at the beginning of this year, because we
knew the competition was coming, and we weren't going to wait till the summer. We have new campaign
ready to go in April. Now obviously it's not the right time to be launching a campaign. We need to make sure
that the consumer sentiment is open to bringing something new that we have. But that's certainly another way
that we plan to build the brand. I think innovation we're seeing with Lemonade, we think we're on to something
here where there's a way to – yeah, we're basically trying to redefine what hard seltzer can be versus just the
next watermelon kiwi flavor. Are there any more substantial platforms that you can build around? And I think
innovation will be another way. You don't want to over-innovate, you don't want to under-innovate either, but –
and will be a way to differentiate and set our brand apart. And lastly it comes down to execution. And through
our wholesale network, Jim referenced we had great relationships there, so do the other guys too, and do a
tremendous job executing look at our distribution across channels, particularly in convenience stores in total,
in grocery, there's still opportunities for us to drive that too. And it's a combination of all those things coming
together. But I think importantly we need to come forward and hopefully people will agree whenever we do
come forward with new campaign, that we're presenting a brand with a distinct form of view that's relevant to .

Nik H. Modi

Q

Analyst
RBC Capital Markets LLC

Thanks. Thanks a lot, Dave. Appreciate it.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks, Nik.

Operator
Our next question comes from the line of Laurent Grandet with Guggenheim Partners. Please proceed with
your question.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Yeah. Good evening, everyone. Actually, I mean, my first question would be a follow-up from your previous
response, Dave. I mean, there are some competitors that come with strong beer brands and develop kind of
a seltzer and sub-brands. Do you think it's an advantage and why – I mean to have a standalone brands
versus, I mean, competing against, I mean, those, I mean, beer brands that are flourishing right now. So could
you explain in term of marketing why you think that's an advantage for you?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Yeah, I do think having a pure-play brand in the category or in any category is more powerful, because I think
it's just of mix of more singular idea what a brand is about. And I think consumers – you know, the consumers
don't want to buy a Swiss Army Knife. They want the best knife, the best fork, the best spoon they can get. And
I think they're very discerning and very smart, and they're going to go to choose brands that they believe
deliver on the category benefits and positives of the category and they don't want to be to be confused. That's
just my point of view. And having been at PepsiCo and I know you were too, I'm responsible for doing the
opposite of that. And I think I've learned from my mistakes that it's generally not good to do that. Now I'm not
saying that these other line extensions won't work, because these are obviously very powerful brands. But If I
were to choose, I would prefer to have a brand that is not a line extension.

Laurent Grandet
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Q

Analyst
Guggenheim Securities LLC

Okay. Thanks, Dave. The next question, I mean, it's for your clarifications with Frank or you Dave, but it feels
like your numbers in depletion are plus 36% and your shipments is plus 32%. So in my view, based on
percentage of growth, it seems like depletion growth has been higher than shipments growth, so which was in
my view not really, I mean, your goal at the beginning of the year or I misunderstood you at the time. But where
I'm getting to is what is the process – I mean the number of weeks of inventories. You mentioned six weeks. Is
that retailers plus wholesaler level? And how this does compare to last year? And is there a risk here based
on tremendous growth from Truly that we may risk, I mean, some out of stock effect, if sales continue to be as
such?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Okay. Laurent, this is Frank. question on shipments versus depletion. If you recall, in February, we've said that
because we're capacity constraint, we will prebuild inventory for Truly can business, so we can maximize the
capacity that we have. And that is very similar to what we did last year. And typically we keep on building
inventory at wholesalers to kind of the middle to, like, two-thirds through the second quarter. And that's where
our shipment typically outpace depletion. Now, what happens with COVID is that we've started building the
inventory at the beginning of Q1, all the way into March. Then COVID happens and there was significant
pantry loading, as you've seen with many products, with many staples. So, the wholesalers were able to
deplete into the retailers, because we have the prebuild inventory with them. So, luckily they had enough
inventory. But it has changed little bit the dynamics, because in the second half of the first quarter, we depleted
more than we had expected. So, as a result, the prebuild that we had planned for didn't reach the levels that
we had thought. Now, there might be a little bit of phasing in there that is going to hit Q2, we don't know. That's
guidance, we don't know that exactly. If it continues well, there will be less prebuild than we had anticipated
and we'll find it out. At this point, we believe we have enough capacity, maybe not everything internally, but if
we look at internal/external to meet the demand, but it all comes down to what the final demand will be. I mean,
we plan for a number and then you have certain . But that's really the dynamic that happened in the first
quarter. We were trying to build more inventory as the wholesalers to be prepared for the summer, but the
COVID crisis increased the depletions beyond our planning and that's why we didn't achieve the goal of the
inventory build. To your question on the level, now in terms of weeks of supply, as we've mentioned, we are at
about six weeks. That's above the level where we were at last year, maybe a little – maybe a few days more,
but less than half a week. It is below the level that we had targeted, a little bit. In absolute terms, of course, the
inventory is significantly higher because the business has grown tremendously. As you know, we're looking at
doubling the business. So you can imagine that as we built the prebuilt, the absolute levels are significantly
higher than last year, but about at the same level in terms of weeks of supply when compared to last year.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Thank you very much.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yeah, I'd just add...

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Yeah.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

...one other dynamic in thinking about how much inventory we're prebuilding and how are we going to get
through the summer, we have two new full can lines. One became operational like two weeks ago. It's come
up really well. That's in Pennsylvania. So we've added a full can line there and also a full can line in Memphis,
which will be coming up next month. So going into this summer, we're going to have two new fully-sized and
operational can lines to service the summer peak and the continued growth that we're anticipating in the back
end of the year. So that's a significant expansion of our can capacity.
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Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

How much in percentage, I mean, that would represent, those two new lines, Jim?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yeah, you could sort of think about in the first quarter, we had kind of three can lines. I mean, this is a rough
equivalency, because two of them are in our facility and then we have contracts with City Brewing that are
more complicated. But roughly, think of it as three can lines in the first quarter, and in the second quarter, we're
going to have five. So there's your percentage, it's 67%.

Laurent Grandet

Q

Analyst
Guggenheim Securities LLC

Okay. Thank you. Thank you, Jim, and thank you, guys. Continue the good work. Excellent work I should say
and I'll pass it on. Thank you.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks. Thanks, Laurent.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Thank you.

Operator
Our next question comes from the line of Kaumil Gajrawala with Credit Suisse. Please proceed with your
question.

Kaumil Gajrawala

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Everybody, thanks for taking the question.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Hey, Kaumil.

Kaumil Gajrawala

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

A lot of – hey, Jim. A lot of back and forth on capacity, if I can try to simplify, I believe the goal towards the end
of last year was to double your capacity. Are you still going to get there? Is there a delay in getting there? Is
the number now the 67% you just provided. Can you just help us try to simplify what you intend to do there?

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.
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A

Yeah. It was to double our capacity for sleek cans, which is what Truly is in. And we've done that. I mean, we're
about to when the next one comes up in Memphis in May. So, yeah, double-sleek cans and we've actually we
believe a little more than doubled it, because we've got more efficiency out of existing lines. So that gives us
the ability to more than double our production of Truly.

Kaumil Gajrawala

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Okay. Great. Thank you. And that's a good segue. Are you seeing any bottlenecks in the raw material,
the supply side? Looks like your capacity is getting there, but the slim cans are tight. Sounds like CO2 is now
getting tight. Any other bottlenecks we need to be thinking about?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

We did a preliminary look at exactly that question. You know, was there any unexpected stuff out there like
CO2? I mean, who would have thought that less mileage being driven would affect the supply chains of
breweries, but fair bit of the CO2 comes from the ethanol plants in the Upper Midwest. With our production
system, we are fairly close to self-sufficient in CO2. We've always not wanted to vent carbon dioxide into the
atmosphere. So we've spent a fair bit of money on capture systems to capture the CO2 in our breweries,
scrub it and then reintroduce it into the beer. So, we're very confident about our CO2 supply. We don't need
that much. And if we really had to, we could be more frugal with how we use it and probably be close to fully
self-sufficient. We have looked at other items, malt and hops are not an issue. We keep several years' worth
of hops. And flavors we're fine with. So, in general, we don't see issues in sort of our first-tier suppliers. And
we don't have a really complicated supply chain like the car company, where you got to go two or three tiers.
The thing that we have worked very hard on is making sure we have adequate supply of cans even to cover
our upside forecasts, particularly sleek cans, and we've been assured from our can suppliers that they are
ready, willing and able to supply the projections that we've given them. So we feel pretty good about that.

Kaumil Gajrawala

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

Okay. Great. And just a final question if we can shift to beer; one of the things that's becoming more and more
evident in the data as we're seeing pantry load is the national craft brands such as yourself, but also you know
Sierra Nevada and others have really shifted the arc of their what were share losses for a long period of time
and volume declines for a long period of time. And really the question is that something that you see as
perhaps more permanent in a shift that probably for seven years has been going in one direction or do you
just believe it's as simple as the fact that at the moment the larger brands have the supply?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

I wouldn't want to predict a overnight change in the seven-year trend. I do think it might bend the arc a bit, but
you know we're very focused on trying to get Sam Adams back to growth and we're not going to assume that
some twist of fate is going to change that, that we feel like we need to do it ourselves. We're certainly happy
that in these difficult times consumers pick up the Sam Adams because they know it's a reliably rewarding
beer drinking experience. So possibly we'll be able to build on it, but I wouldn't want to count on everything
changing just because of something that will eventually pass.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

Hey Kaumil I'll jump on top of Jim's comment just really quick because I do think – I agree with what Jim has
said. I think again we're just digging into the numerator data and in the last month about 42% of the buyers
who came to Boston Lager were new, so that's good. So again like, I guess like, all the categories there's an
opportunity to drive trial and retrial among brands. But to Jim's point, that's not enough to bend the arc
necessarily. So we have been – in fact, all our support from the time this crisis began until now, we've really
been behind Sam Adams and the Restaurant Strong program that Jim referenced in his opening remarks
because we feel like that's something – we're doing something for restaurant workers, it's the appropriate
thing for us to do. It ties with our history, who we are as a company and our values. And so we have been
spending media dollars to support that. It's been well-received and that's an example of like, hey, here's an
opportunity to do something good and also our recognition that we have to keep doing stuff to get to turn the
brand. So that's something that's happening that's out there. Also you can imagine when and however onpremise opens, we have the largest and we believe the best on-premise sales team in the industry. And we
will be ready to go back in and support those same people that we're supporting through the Restaurant
Strong program that we're going to use every resource at our disposal to help them and to drive the business
once on-premise comes back as well. And there're other things as well. So again I think it's a corporate fate
where all these brands are in a better place. I think the challenge is now what do you do about it two months
from now, three months from now, six months from now.

Kaumil Gajrawala

Q

Analyst
Credit Suisse Securities (USA) LLC (Broker)

That's useful. Appreciate it. That's all for me. Thank you everybody.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks.

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Thanks, Kaumil.

Operator
Our next question comes from the line of Sean King with UBS. Please proceed with your question.

Sean R. King

Q

Analyst
UBS Securities LLC

Yeah. Thanks for the question. I know you don't disclose the total portfolio exposure to on-premise, but maybe
you could share how much of your marketing and promotional spend is directed to the on-premise, or maybe
if you're unable to unpack that, maybe you could share how much of the spend, mix is directed towards your
over-indexing on-premise brand like Sam Adams and Angry Orchard?

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

Sean, this is Frank. We don't disclose any of those numbers. We manage the entire portfolio. We take all
priorities throughout the year of like how we support the brand and we support evenly. Yeah, there're certain
programs that we do on-premise, but, in the on-premise brand, as you can imagine, the Sam Adams to Angry
Orchard that's where we have more on-premise rather than any other brand. So if you look at on-premise
spend, there we see more on-premise spend than others but we don't disclose the details. The other thing that
I want to say because the question came up earlier unlike what percentage is on-premise? We can imagine,
that is changing, that has changed over the years and it's of course changing dramatically at the moment.
Right now we're talking about zero but the question is like when it is going to come back? So, sorry we don't
disclose any more information related to that.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.
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A

And Sean, maybe I can add one thing as it relates to that. As you think that like I imagine pretty much
everyone is doing this but they're looking to the future. As we enter this space, we say, it's like two big –
maybe three goals but the first two goals we want to manage the crisis right, manage the crisis consistent with
our values and make sure we're making the right decisions to keep our people safe, to keep our people
employed and keep the breweries operating. I know we talked to a lot about it obviously the brewery piece is
the linchpin. But we've also at the same time talked about how we plan ahead for the future so a better future.
So we come out stronger. Our people are more engaged and better off and our business is better off. And I
think one of the things related to that is we're looking at all of our spend, across channels, across brands for
the balance of the year and we're trying to line that up with what are the opportunities, where's the consumer's
head at, where can we make an impact, and like as we've always done we will, if we see the opportunities
and we think we'd get a good investment at the right time whenever that is, is it May, is it June, is it July, we
don't know yet but if we see the opportunities, we're going to invest and we're going to invest as much as we
have planned to invest coming into this year. If however we don't think it makes sense because if we're not
going to get a return or if there's different things going on like investing maybe behind on-premise, obviously
when it's not coming back, then we won't do that. So we'll have a lot of flexibility too in terms of what we spend
and what we don't spend, but I think our philosophy is going to be consistent which is if we think we can build
brands for the long term and create growth, we'll do it, but because the world has changed so dramatically, we
put a whole new lens on everything. And that's what the teams are looking at right now.

Sean R. King

Q

Analyst
UBS Securities LLC

Great; and very helpful color. Thanks a lot.

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thanks.

Operator
Our next question comes from the line of Eric Serotta with Evercore. Please proceed with your question.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Good evening. I hope everyone's well. A quick question; going into the year you talked about a pretty big plan
to expand the sales force. Just wondering if that's all on track and on schedule. How much of that has been
done already? I guess how much of that is carryover from last year with the Dogfish addition?

David A. Burwick

A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Hey, Eric This is Dave. Yeah. We're doing – I mean we're going forward. We filled a number of roles, and I say
we talked about, I don't know, 125-plus roles, let's say, a minority of those roles we filled already. We're
looking to fill them all. Now, we're not going to have people come in right away. So we know what's going on
here, but the current situation has not deterred us from doing this. We see it as a big opportunity. Fortunately,
we have a great balance sheet, as Frank talked about. We're in a good positioned to continue with these
plans. So we're not – if we had to put a halt to we could certainly because there's more work to be done, but
we're going full steam ahead on this.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Great to hear. And then we've heard a number of reports about retailers and distributors prioritizing high
volume SKUs. Just wondering what you've seen in terms of impact on your business and how you expect that
to evolve over the coming months whether you think some of those SKUs are going to come back into the
system, or literally whether this would kind of be the long awaited shakeout or an acceleration of the shakeout
that we've been seeing?

David A. Burwick
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A

President, Chief Executive Officer & Director
Boston Beer Co., Inc.

So, I can start off, let Jim finish because I'm sure Jim has a point of view about this. But I think in the
immediate and short term, there's no question that wholesalers start obviously with retailers, and then it goes
to the wholesalers pretty quickly and then to us. We are looking really for the power SKUs, the core brands
and actually as you probably noticed the large pack sizes too. So whether it'd be 30-pack can, 24-pack cans,
12-pack cans of well-established brands, that's what's getting the space now because nobody wants to run
out of stock and so they cut the long tail. It has – it's been as one of the larger craft beer companies is
benefiting us as someone also references benefit of Sierra as well. And so we're basically – we're going to
go – we're going with a flow here and what our customers want we're going to deliver and so we're seeing –
as you an IRI, we're seeing a turnaround in all those brands including Angry Orchard by the way as well as to
being Orchard Crisp which is considered a core brand. Remember, Angry Orchard still 55, 56 years. So, in
the short term that's where it's going. I don't know if Jim has a point of view. Jim as clairvoyance, you might
have a perspective more on the long-term, where it goes. I don't know if you can give a thought about that?

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

Yeah. It's very consistent with what you said. What's happened is retailers kind of like the fact that they could
get more volume with fewer skews and wholesalers were very happy about it as well. So, the channels I think
will kind of want us to keep this going if they can. What would yank everybody back to the status quo ante of
more SKUs, over volume per SKU, more difficult client mix to manage to keep in stock, it's going to take the
consumer requesting it. I don't think it will automatically snap back to the way it was because both retailers
and wholesalers have benefited economically from this new state of affairs. So, it really will depend on the
consumer. Will the consumer require that same kaleidoscopic assortment of brands that you see on a 12-foot
run of craft beers, we just don't know.

Eric Adam Serotta

Q

Analyst
Evercore Partners (Securities)

Great. Well, thanks as always for your perspective.

Operator
Our next question is a follow-up question from the line of Kevin Grundy with Jefferies. Please proceed with
your question.

Kevin M. Grundy

Q

Analyst
Jefferies LLC

Hey, I appreciate you guys taking the follow-up. This one is probably for Frank. It's a little bit in the weeds, but
Frank if my back of the napkin math is correct here, so the depletions for the 13 weeks ended for the quarter
ex-Dogfish were 30% and then you also disclosed year-to-date for the 15 weeks was 27% which implies that
depletions were kind of in the 7%, 8% range in early April, is that right? And if so, maybe you can unpack that
a little bit understanding the big pantry load dynamic in the month of March.

Frank H. Smalla

A

Chief Financial Officer & Treasurer
Boston Beer Co., Inc.

So of course we don't give the direct number, but it's less pantry load and there's a bit of an impact of pantry
load that is coming back, but what we're seeing in the depletion that what we don't see in IRI is the on-premise
business which literally came to a screeching off like one day to the next. We're not selling any kegs anymore
or anything else that typically went to the bars, including bottles. And I would say that that is the bigger impact
of the slowdown from what you see when you look at the quarter number of 36% and then the year-to-date
number of 32%. We're still trying to figure out what the pantry load impact is, but it'll be hard to tell. So far, we
haven't seen a dramatic impact but clearly we're expecting something there, but we don't know exactly what it
is.

Kevin M. Grundy
Analyst
Jefferies LLC

Okay. All right. Understood. Thank you very much.
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Q

C. James Koch

A

Chairman & Founder
Boston Beer Co., Inc.

There's also a little bit of a fact from the Easter being a week later this year and Easter is a pretty big holiday
for the craft beer industry.

Operator
There are no further questions in the queue. I'd like to hand the call back to Mr. Koch for closing remarks.

C. James Koch
Chairman & Founder
Boston Beer Co., Inc.

Okay. Well, thanks everybody for being on the call with us and your forbearance of our being in all different
places and we look forward to talking to again after the second quarter. Stay safe everybody.

David A. Burwick
President, Chief Executive Officer & Director
Boston Beer Co., Inc.

Thank you. Stay healthy.

Operator
Ladies and gentlemen, this does conclude today's teleconference. Thank you for your participation. You may
disconnect your lines at this time and have a wonderful day.
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Greetings and welcome to the Fastenal 2020 First Quarter Earnings Results Conference Call. At this time, all
participants are in listen-only mode. A question-and-answer session will follow the formal presentation. As a
reminder, this conference is being recorded. It's now my pleasure to introduce your host, Ellen Stolts, please
go ahead.

Ellen Stolts
Assistant Controller-Reporting and Reconciliation
Fastenal Co.

Welcome to the Fastenal Company 2020 first quarter earnings conference call. This call will be hosted by Dan
Florness, our President and Chief Executive Officer; and Holden Lewis, our Chief Financial Officer. The call
will last for up to one hour, and will start with a general overview of our quarterly results and operations, with
the remainder of the time being open for questions and answers. Today's conference call is the proprietary
Fastenal presentation and is being recorded by Fastenal. No recording, reproduction, transmission, or
distribution of today's call is permitted without Fastenal's consent. This call is being audio-simulcast on the
Internet via the Fastenal Investor Relations home page, investor.fastenal.com. A replay of the webcast will be
available on the website until June 1, 2020 at midnight, Central Time. As a reminder, today's conference call
may include statements regarding the company's future plans and prospects. These statements are based on
our current expectations and we undertake no duty to update them. It is important to note that the company's
actual results may differ materially from those anticipated. Factors that could cause actual results to differ from
anticipated results are contained in the company's latest earnings release and periodic filings with the
Securities and Exchange Commission, and we encourage you to review those factors carefully. I would now
like to turn the call over to Mr. Dan Florness.

Daniel L. Florness
President, Chief Executive Officer & Director
Fastenal Co.
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Good morning everybody, and thank you for joining our call today. I'd like to start by giving a quick recap of the
quarter, as it rolls out from a chronology perspective, and what we learned and actions we took at different
points. Back in January – so we operate in 25 countries. We have both a sales organization and a sourcing
organization that is based in China. And we have regular conversations with that group. And it was back in
January that we learned firsthand from our teams in China, from our leaders in China about COVID-19. At that
point in time, we started to lock down and monitor specific SKUs, as we had a goal in mind that was maintain
a great and reliable supply chain for our customers, particularly our repeat customers where we had a good
understanding of their normal usage, and had some predictability to what to expect. It was also at that time
that we shared with several of our board members about the potential of a transaction with a company called
Apex, who's been our partner in the vending realm for about the last dozen years. On February, 6, we sounded
the alarm internally, and what I mean by that is, in connection with our sales release, we put a message out to
all of our employees throughout the organization of what we were learning from our team in China, about
COVID-19, about the fact that Chinese New Year was being extended a second week, and some of the
lessons they were starting to learn in the world that was changing in their eyes. So we could start to prepare
our teams, as well as marshal our sourcing and supply chain resources to stabilize supply, to better
understand talking supplier to supplier, where they were and where they were from an operational standpoint,
and to begin the process of vetting suppliers to expand access to select products, particularly safety and
janitorial. It was also during the first half of February, that we notified the entire board about the potential of the
Apex transaction and signed a letter of intent with Apex later in the month. Also in the latter half of February,
we engaged with our IT folks to expand their sourcing. We don't do a lot of mobile work with our employees,
other than the mobility platforms, we have at our branch in on site locations, and we began to expand our
footprint, for allowing work at home and creating whatever change we could also have for resources to
support the business. On March 5, in connection with our February sales release, our video started –
expanded the updates to our employees and shared again what we were seeing and the steps we were
taking. It was a day later on Friday, March 6, that we canceled our Annual Customer Event that was scheduled
to be held in mid-April in Denver, and it's an event that – more than – about 6,000 people attend over a threeday period. Given the changing environment, we saw it prudent to cancel the event, as we didn't think the
event would be able to come off as planned. On Saturday, March 7, in a little sideline here, we celebrated my
mom's 90th birthday. I'm pleased to say we were able to do that in person. Weekend of March 14, we notified
approximately 300,000 customers, we were locking our front door. For those of you that have ever been in a
Fastenal location, it's a somewhat feels like an industrial hardware store to a certain degree. Most of our
revenue goes out the back door. We deliver to our customers' location. It might be going into a vending
machine, it might be going into a bin stock, it might be strictly a delivery. A smaller piece goes out the front
door. And so in – with a thought process of protecting our employees, protecting our customers' supply chain,
we notified our customers the front door was locked. However, we are open for business, and our folks really
started to learn more and more about the term critical infrastructure or critical industry, and appreciate better
the role we provide in the marketplace. We also indicated to our customers, please order ahead. If you are
coming to the branch, call us on the phone, place an order online, and we'll have the product ready for you.
We'll do a safe handoff at the front door, so we can keep a distance from each other and keep everybody
safe, but allow you to access critical supplies to your business. Later in the week of March 15, we sent out a
message, and this was turned out to be the first of a weekly video update to our teams and an expanded
Fastenal business update, which is our internal communication platform to let folks know what's going on. And
later in that week of March 15, we expanded our employee benefits program to specifically address COVID19 issues and expand our paid days off. And our goal was quite simple. We believe that people make better
decisions when they can remove some worries from their life. And one of the elements we wanted to remove
is to provide comfort that I had a job and that I would have a paycheck coming in if something happened. It
might be a child that's home from a school that's closed. It might be a situation where I contact COVID-19, but
we wanted to provide comfort to our employees, because we think we make better decisions in that
environment. We also took the step of notifying our employees, typically, benefits affect mostly full-time
employees. This was a benefit we put in place that affected both full and part-time employees, because we're
equally engaged in the supply chain to our customer. On March 25, we sent a second letter to our customers.
This one was not e-mailed out as the first one was. This was posted on our website. It was really intended to
provide our local teams with an update means for their customers. And we began to limit specific safety and
janitorial SKUs to critical industries. So in that first communication, it was about limiting contact, create social
distance. We also started to talk about internally focusing on our repeat customers from the standpoint of
understanding their normal usage, so again, maintain a stable supply chain to your customer. March 27, I'm
pleased to say, we celebrated my father-in-law's 89th birthday. This time, we made use of a technology called
FaceTime, first time my father-in-law ever used it. March 30, we closed on the Apex vending transaction that
we disclosed in our release, that came out earlier this morning. April 10, we sent the third letter to our
customers. Again, this one was posted to our website, to reiterate the allocation of critical inventory, and the
approach we're taking to support a stable supply chain in the marketplace. I'll now turn over to the flipbook that
Holden has put out to talk about our first quarter. As I mentioned briefly, we shared with our employees the
concept of critical infrastructure, shared with our employees about the customers they're serving and the vital
role they provide in the marketplace. And I'm really impressed with the way our team responded by setting
aside personal concerns and taking prudent steps to protect their safety and their customer supply chain. And
Holden will touch on in a few minutes, you see, I believe, the Fastenal organization shine in a period like this.
Second bullet, we have several co-equal first priorities, as I've alluded to, safety of our employees, our
suppliers, our customers and society in general is paramount in our mind and our thought process.
Understand our role as an important agile supply chain partner, remain thoughtful, disciplined and willing to
have frank and open conversations, share with your customer, what you know when you know it, manage
expectations, and lastly, maintain a stable cash flow to support not just the business in the short-term, but to
support what we see as an economy that's going to restart at some point. We just don't know what that point
is. We also – given the fact that our mix was shifting abruptly to government and safety products and our
fasteners were dropping dramatically as customers either shut down because of shelter in place orders or
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fasteners were dropping dramatically as customers either shut down because of shelter in place orders or
customers business slowed and their demand slowed, we saw our fastener business drop off. And gross
margins in fasteners and safety products are not the same, and you see that when you look at our financial
statements this quarter. Accordingly, we have taken steps to reduce operating costs. We have incredibly
strong balance sheet. Historically, we've operated this business with, I believe, great business discipline, but
also great financial discipline, and it shines in times like this. The economics of a distribution model are also
shine in times like this from the standpoint of reduced activity unlock some working capital from your balance
sheet, and you saw that in this quarter, and I suspect you'll continue to see this play out as the year
progresses. We currently have every intention of maintaining our dividend. In fact, that's one of the priorities I
laid out for our team early on. I'm very mindful of, in times like this, as we saw back in 2009, 2010 and in other
periods in our history, the ability to maintain that dividend is meaningful to our shareholders. And I'm ever
mindful of a chunk of our shareholders come to work at Fastenal every day. Approximately 4.3 million shares
are held by our 401(k) plan. And also, as I mentioned earlier, we purchased late in the quarter certain assets,
primarily intangible but also supply chain access to our vending platforms that I believe will lower our cost
structure in the future but also enhance our ability to make vending ever more a part of the Fastenal business.
With activity weakening, customers closing and our energy shifting to supplying key products to a range of
critical industries, government, healthcare, first responders, et cetera, our visibility to our 2020 goals for both
signing Onsites and signing vending are murky at best. The cancellation of our customer show probably
creates as much murkiness as anything because history has shown that that customer event is a great
opportunity to unlock particularly Onsite activities. An Onsite relationship is a very strategic relationship. It's
not something that a customer enters into without a lot of thought because it's a big change to their business,
and that's why we're not providing signing ranges at this time. Although, in all honesty, when I look at the 85
Onsites that we signed in the first quarter, if somebody would have gone back in time and had a discussion
with me and said, hey, in 2020, your year is going to start this way. COVID-19 is going to become a thing
globally, and you're still going to sign 85 Onsites, I wouldn't have believed it. It's testament to the pipeline we
have in place already in that March was stronger than January in Onsite signings. But it's had a lower level,
and therefore, we've removed our signing ranges for the year. Holden will touch on this a few minutes, but to
give a proxy of where patterns are ending March and where they're starting April, as of March 31, 121 or just
over 10% of our active Onsites were closed because the customer was closed or essentially shut down. Total
in-market locations, 3,270 at the end of first quarter 2020. From a vending perspective, vending is different
than Onsite from the standpoint it's more transactional. It's influenced by strategic decisions but it's much
more transactional, and we did see that fall off in March, in that March was about two-thirds of the signing
pace of what we saw in March of 2019. I will add that now when I look at vending, I feel very good about our
future. And part of that is the business that we created over the last decade or so, part of it is the recent Apex
purchase and what it means for us to streamline that. And a couple of things I would share, and I'll share a
quick story. Sunday night, about 11:30 in the Florness household, our smoke alarm went off. Now, for those of
you that don't know this, back in January 2013, our house burned to the ground. I, my wife and kids and dogs
all got out safely but the house was gone. This was the case of a bad battery. And so the – at 11:30, the
alarm's gone off, the dogs are howling. And we started replacing batteries. When I finished, I hopped online at
fastenal.com and I placed an order for batteries, and they told me they'd be available at – on Tuesday morning
because they weren't – this particular battery wasn't in stock at our local branch. And I'm pleased to say at
7:26 this morning, I did receive an e-mail from fastenal.com that my order is ready in outside locker, ready for
pickup. And so I'll go pick that up later today. And then related to that, e-commerce grew 27% in the first
quarter. And in the month of March, our e-commerce in total expanded above 10% of sales for the first time
ever. I believe for the quarter, we're about 9.5%. With that, I'll turn it over to Holden.

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.
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Great. Thank you, Dan. I'll begin with the business cadence slide on slide 5. Total sales were up 4.4% and
daily sales were up 2.8% in the first quarter of 2020. Daily sales in the first two months of the quarter were up
4.1%, with January and February both exceeding seasonal norms and the PMI averaging 50.5. Growth was
helped by easier weather and holiday comps with overall business activity was still sluggish, but there were
encouraging signs of things stabilizing. March began similarly but the final eight business days of the month
began to reflect COVID-19 related issues. A number of parts of our business highlight that impact. One is the
fastener sales, which tend to be more cyclical. After being up 1.4% in January and February, fastener daily
sales were down 10% in March. More telling, our non-OEM, non-construction fasteners, which represent
roughly 30% of the category, was down nearly 20%. This group includes fasteners for amusement parks,
schools, retail operations and our cash sales and was heavily impacted by shelter in place and social
distancing requirements as well as our decision to restrict public access to our branches. Another area is
Onsites where more than 120 units in North America or around 10% to 11% of our total were closed as a
result of customer facility closures. This likely resulted in more than $2.5 million in lost sales in March, and
there clearly would have been additional lost sales from key account business in our traditional branches. On
the other hand, the unique nature of this crisis has produced opportunities. Safety, our second largest product
category, was up 31% in March, as our global sourcing capabilities lined up with the needs of the market.
From a customer standpoint, our government business was up 31% in March, with sales to health care
organizations more than doubling. Sales to warehouse operations more than tripled. These are smaller
pieces of our business, and as Dan indicated earlier, our first priority is to play our role in overcoming the
societal and economic challenges presented by COVID 19. However, we also believe this has introduced
Fastenal's capabilities to new customers, which should benefit us well beyond this crisis. These are all very
early reads, but the second quarter of 2020, some regional VPs see their region down 20% plus, while others
see their region being closer to flat based on the influx of government business. But none can predict the
ultimate length of this situation or the degree to, which safety and government will offset weakness elsewhere.
There is an extreme lack of visibility in the marketplace currently, but the feedback would seem to put sales in
the second quarter of 2020 down 15%-plus, though it's worth noting that, that is not the order of magnitude of
decline that we have seen so far through April. Now to slide 6. Our gross margin was 46.6% in the first quarter
of 2020, down 110 basis points versus the first quarter of 2019. We did see a wider decline in March, driven
by two things: first, our cost of goods are heavily variable, but those fixed costs that we do have, such as our
truck fleet, manufacturing, procurement operation, delevered as daily growth slowed to flattish; second, the
impact of mix widened sharply from January to March, based on the abrupt changes in our customer and
product mix. This impact was mostly offset by SG&A leverage of 100 basis points, an extra selling day was
helpful, and incentive comp is playing its usual shock absorber role as growth slows. As a result, first quarter
2020 operating margin was 19.9%, down 10 basis points year-over-year with an incremental margin of 17%.
It's difficult to pinpoint where gross margin may settle in the near-term. However, fixed cost leverage would
remain a factor if sales wind up being as weak as many RVPs currently expect. Further, if growth gaps
between safety and government relative to fasteners and higher-margin small customer sales continue to
widen, it would similarly widen the impact of mix. Once market conditions revert back to pre-crisis levels, we
would expect much of the current gross margin pressure to reverse. As it relates to operating costs, we do not
have a formal head count reduction initiative in place, but do expect natural attrition as the number of
branches that are growing fall below 50%, as occurred in March, and our field leadership manages their
costs. Lower signings expectations will also likely generate reduced need for new Onsites staffing and nonsales-related roles. We also expect a natural decline in incentive compensation, based on our variable pay
programs. But have taken additional steps to reduce employee-related costs by eliminating bonuses for all
employees above a certain base earnings threshold. Certain discretionary costs, such as sales and travelrelated selling, as well as branch openings and closings will continue to be managed tightly by field
leadership. Visibility is low even by our normal standard. The last time our sales were down 15%-plus was
2009. Then, decremental operating margins ranged between 35% and 40%. And that would seem to be a
reasonable benchmark if conditions proved to be similar. But ultimately, what decremental margins and
earnings look like in 2020 depends greatly on what your expectations for normalization of business activity
and the volume and mix assumptions you make for the full year. Turning to slide 7, operating cash flow of $241
million in the first quarter of 2020 was 119% of net income. The weakening environment moderated net
working capital needs in the period. Inventories were up 4% annually and down sequentially in the first quarter
of 2020, and days on hand fell by more than three. Accounts receivable was up 5.2% with days outstanding
being flat. Net capital spending in the first quarter of 2020 was $47 million, down from $53 million in the first
quarter of 2019, which was expected, given reduced needs for new hub capacity after the investments made
in 2019. In light of the uncertain market outlook, we have reduced our net capital spending range for 2020 to
$155 million to $180 million, down from $180 million to $205 million previously. We returned cash to
shareholders in the quarter in the form of $144 million in dividends and $52 million in share buybacks. We
foresee no change to our $0.25 per share dividend in 2020. But do not currently expect to purchase additional
shares. Our purchase of Apex assets in the period also used $125 million in cash. From a liquidity standpoint,
we finished the first quarter of 2020 with debt at 14.6% of total capital, up versus the fourth quarter of 2019 on
the Apex asset acquisition, but below the year-ago level of 16.9%. At quarter's end, we had an additional
$344 million available on our existing credit lines, with no reason, after discussions with our lending partners,
to believe those funds would not be available for use. Another $465 million of capital is available under our
master note agreement. We also reviewed the sensitivity of our model for different sales, profitability and
working capital scenarios and believe the cash our model will generate and our existing credit availability will
be more than sufficient for our needs. That's all for our formal presentation. So with that, operator, we'll take
questions.
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QUESTION AND ANSWER SECTION
Operator
Thank you. At this time, we'll be conducting a question-and-answer session. Our first question today is coming
from David Manthey from Baird. Your line is now live.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Hey, guys. Good morning.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning, Dave.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

So you noted that there's no official reduction in force mandate, but my question is related to FTE head count.
Back in 2008 your FTEs were about 12,000, and you dropped that by about 15% or 1800 FTEs, with nearly
1000 FTEs coming out in the first quarter of 2008 alone. You've got about 19,000 today. I am just trying to
gauge, is 15% via attrition and reduction of part time hours, if needed, is that something that would be in the
ballpark 3000 FTEs. And if so, I am just trying to get a gauge on how quickly you can move on that, is half of
the ultimate reduction or maybe 1500 FTEs reasonable, as you flex down higher – flex down your part time
hours and freeze hiring?

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

So I'll answer that in pieces. First off, the 2008, 2009 timeframe if you recall, our business from October to
January dropped about 18%, and then we dropped another 15% between January and April. I remember
those numbers quite well. I didn't have to look those up. And the economy froze up. We took steps to
mechanically alter some of our bonus programs to conserve cash, but with one goal being we wanted to
maintain as much employment as we could, to maintain our talent pool. And that's true also today. We took
deeper steps because the prospect of this being longer in duration was greater. At this point, Dave, we just
don't know. The message that I've given our team is with shelter in place orders, you see a bunch of
customers, a bunch of business that are shut down. Holden touched on that in some of his information. You'll
also see examples where our business is operating. And I believe the bias right now towards pieces of the
economy turning back on is stronger today than it would have been a couple of weeks ago. And I've said to
our team, we actually prepared for elements of the economy turning back on as we get into May. I don't know if
that's going to happen, Dave, but elements of our economy turning back on. So I wouldn't see the drop-off
being as acute as you saw back in 2009. We do have a hiring freeze in place. We have pulled back part-time
hours. We are letting attrition happen. I don't know what attrition will look like in this environment versus 2008,
2009. And Holden, maybe you can chime in if you have any insight.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I mean, the only thing I might add to that, Dave, is we have to remember, relative to 2009 too, there are
opportunities in this market. We touched on the opportunities to be more involved with safety and PPE, and
janitorial and sanitation products. I mean, demand for those is very strong. That was not the case in 2009. So
there are opportunities for us. The market is not quite as turned off as I recall 2009 being. Having spoken to a
few of the EVPs about what they expect from a head count standpoint, their expectation is that full-time head
count will decline as the field manages their P&Ls. But I would tell you that they aren't looking for declines at
this stage on the order of magnitude that you were sort of alluding to. So I think that you'll see, in all of our
regions, some decline of full-time head count. You'll certainly see a decline in part-time head count and hours
will go down. But right now, with the opportunities that are present and with the uncertainties that are out there,
it's not on an order of magnitude that you're referring to.
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David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Okay, fair enough. Just a point of clarification, is there anything different about the business today that if you
needed to, or if this is longer than expected that a 10% or 15% flex down just via the tools that we mentioned,
in FTE specifically, would be possible, or is it different at this time?

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I don't believe it's different, Dave, our head count per branch. So if you go back to that 2008, 2009 timeframe,
our average branch was doing somewhere in the $80,000 to $90,000 a month category, and now we are in
that – I don't know what we did last month, probably in the $130,000, $140,000 category. So there is more
employees per branch, which gives you some flexibility there. In distribution, the picking activity drives it. Our
relative labor to pick is a little bit different than it was a decade ago because there's more automation in our
system. But I don't believe our business is different now that we couldn't flex it.

David J. Manthey

Q

Analyst
Robert W. Baird & Co. Equity Capital Markets

Great. All right, thanks very much guys.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Thanks.

Operator
Thanks. Your next question is coming from Josh Pokrzywinski from Morgan Stanley. Your line is now live.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Hey, good morning, guys.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Holden, by way of I think yours is the last hand I shook back in early March when we were in London last time
anybody got out.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I appreciate you not making it a question.

Joshua Charles Pokrzywinski
Analyst
Morgan Stanley & Co. LLC
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Q

I guess, just a couple of questions. I don't think I would have blame at that point. You were on another continent.
I guess, a couple of questions. First, appreciate the – and I know that the last quarter, you kind of broke the –
broke your track of talking about current quarter in it, running down thus far in April. Would you mind kind of
sharing where we're at, at this point?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Hey, Josh, I'm not sure if we're going to answer your question because right now we're getting about every
other word. I think you asked – I think in my prepared remarks, I referred to sort of our monthly or April to date
not being down on the order of magnitude of 15%-plus. I think you're asking to give some color as to what that
order of magnitude is. Is that right?

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Correct.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

We're probably running between 10% and 15% down right now. Now, the one thing to bear in mind is that the
timing of months matters, right? I mean, given how much of our business is national accounts and Onsites and
vending and things like that, that does tend to create a little bit more movement towards the latter part of the
month than the earlier part of the month. So there's still a lot that we don't know, Josh. But based on where we
are today in April, to this point, we've been down probably between 10% and 15% as opposed to 15%-plus.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

I appreciate that. Go ahead.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I'll add one element to that, and that is, despite the fact we weren't able to celebrate it in a way that was maybe
normal for most of us or at least for me, last weekend was Easter weekend, which meant last Friday was
Good Friday. So, that does impact our business every year, the placement of Good Friday. But as of Saturday
morning, when I looked at the numbers, we were down about 10.5%. That was again probably a little bit worse
because of Good Friday, but that was looking at where we were month-to-date.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Got it. That's really helpful color, Dan. Then just one extra one, obviously, an impact from customer shutdowns,
you called that out in site. But if you had to think about the totality of customers even just anecdotally from the
regions, any sense for how much of the drag is just customers literally not having their doors open?

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I think the fact that a little over 10% of our Onsites were closed at the end of March is probably a pretty good
proxy from the standpoint of what we're seeing in the marketplace. And the only thing that could influence that
would be our Onsites tend to be more manufacturing, although there are Onsites that are construction. There
are Onsites that are education and the like. But I think that's probably a pretty good indicator, and the fact that
the first week of the month or the first week-and-a-half of the month being down a little over 10% probably
plays out intuitively that way. Where we're seeing greater drop is in some of the industries that Holden touched
on, smaller pieces of our business but they're down more. And then obviously, the flipside of that is
government and healthcare and first responders, while a small piece of our business, is up dramatically.
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Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

And I might add a little color to that only in the sense that on nine days before the month ended, we kind of
expected our growth to be more in the 2.5% range. And so over eight days to go from 2.5% to flat would imply
that we probably, over the course of eight days, lost $10 million to $11 million in revenues that we might have
otherwise expected to have gotten several days previous. And that includes with the surge in safety and
government and things like that, which gives you a sense of sort of the manufacturing side of things, the
construction side of things and the kind of very short order of magnitude impact that we're having in those core
markets.

Joshua Charles Pokrzywinski

Q

Analyst
Morgan Stanley & Co. LLC

Got it. That's great color. Stay safe and sane, guys. Appreciate it.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

You too. Thanks.

Operator
Thank you. Our next question today is coming from Chris Dankert from Longbow Research. Your line is now
live.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

Good morning, guys. Thanks for taking the question.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning, Chris.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

I guess, first off, could we kind of dig in on Apex a little bit? Very exciting news, but I guess, is this more about
locking in a strategic technology and capability and kind of keeping it out of competitor hands, or is this more
about vertically integrating? Or is it – where are the real opportunities in bringing Apex kind of into the fold
here?

Daniel L. Florness
President, Chief Executive Officer & Director
Fastenal Co.
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A

Yes. So, first off, we did have, from a strategic standpoint, a good lock of the technology previously because
our – when we expanded our relationship back in 2010 with this technology platform, we did line up an
exclusivity for the industrial MRO marketplace. So, we did have a great spot there, which probably drove
some of our competitors crazy over the last decade. I'm okay with that. But what it really did is, over time, the
technology platform became a deeper and deeper part of our business, and so today that vending platform
represents roughly 20% of our revenue goes through that vending platform, and then we have another 10% of
our revenue that goes through what we call our bin stock platform. So, about 30% of our business goes
through some type of distribution mechanism that goes right into the customers' facility and is a repetitive
order cycle. And we see that piece, over time, expanding dramatically as we become more supply chain
linked with our customer. And as a percentage of our business, I wouldn't be surprised to see that 30% we
have today more than double, when we double in size, and double as a percentage of our business. And so,
from that standpoint, the Apex transaction was very much about bringing the technology closer to us so that
the technology development of the platform is more aligned with where we want to take it. Because our
partner, great partner for the last 12 years, they are as much interested about expanding outside of industrial
distribution as they are within industrial distribution. And sometimes, that means what's prioritized from a
technology development doesn't always harmonize with what we're thinking. And so, it provided us the ability
to do that. It also provided us the ability to blur the lines a little bit between what is vending, what is bin stock,
what is automated replenishment, because it gave us more flexibility in what can go through the supply chain.
It also gives us more flexibility in how we deploy assets. And so, very much see it as making the technology
part of our umbrella. And having access to the supply chain ultimately will lower the cost for us over time of the
platform.

Chris M. Dankert

Q

Analyst
Longbow Research LLC

Got it, that's really helpful. And optimization sounds kind of like the way forward there. I guess, just a follow-up
for me here. Safety has been a really nice offset to the slower OEM demand in 1Q. But, I guess, my
assumption is a lot of those products are now kind of on allocation, safety, 20% of sales. I guess, is that – how
much of that being on allocation is an impediment to sales growth, as we move into kind of 2Q here? Any
comments on product availability would be really helpful.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

We're not alone in that neighborhood and you see it every night on the news. Demand has surged, grown by
multiples in a matter of weeks, days and weeks. And as I mentioned earlier in my comments, we put a bunch
of effort in place back in February and March to expand our own supply chain to broaden our access. We do
have, which is unique for Fastenal, somewhat of a backlog, I think, for us right now. And they're not all going
through safety, through the vending platform. A lot of it, we're delivering pallets of product for customers,
because we are a source they can rely on. We're also a source that they know the quality of what they're
getting. Because given our history in fasteners, one of our Achilles' heel with vetting new suppliers is, we are
incredibly picky when it comes to who we'll do business with, not only from the standpoint of how they operate
their business, but their supply chain and the quality of their own product. Because we peer beyond them
when we're understanding the vetting process and the quality of the product. It's not just testing the output, it's
testing their supply chain, too. And so, the 20% is vending. Our safety is just slightly below that historically. It's
around 17% historically. Obviously, that's grown as a percentage here in the current environment. I suspect
that will continue to hold at a higher clip, as we go into second and third quarter, because I personally believe
there will be changes in our customers and in the marketplace on things like safety products. And last
weekend, I'm in picking up some groceries and everybody in that facility – well, 80% of the people in that
facility. And I don't mean people working there. I mean, people shopping were wearing masks. And I think
that's going to be a greater part of our world included in manufacturing settings.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I would probably add a couple of things as well. The timing of how COVID-19 has sort of rolled through the
map, if you will, has been beneficial in the sense that as our U.S. suppliers perhaps had their production
diverted to very specific needs and start putting on allocations; the Chinese suppliers were beginning to open
up. And I think this is really the value in having 200-some odd professionals on the ground over in Asia,
communicating with product professionals domestically, and that they really are able to go out and find
alternative uses of – alternative sources of product and make sure that, that product is of a sufficient quality
and is going to deliver or achieve the needs of the customer. And so I think that we've done a really good job
being able to find alternative sources of product as we've gone on, and I think we're built to be able to do that.
So I think that the timing of things has certainly been advantageous as well. And again, I think the folks in
product and international procurement all that, deserve a lot of credit for continuing to keep our supply chain of
PPE product pretty filled. And as Dan indicated, right now, we still have product that we're going to be working
through delivering throughout most of April at this point.
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Chris M. Dankert

Q

Analyst
Longbow Research LLC

Got it. Thanks for the color guys. Stay safe and best of luck out there.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Thanks.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Thank you.

Operator
Thank you. Our next question is coming from Ryan Merkel from William Blair. Your line is now live.

Ryan J. Merkel

Q

Analyst
William Blair & Co. LLC

Hey. Thanks. Good morning.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Good morning.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning.

Ryan J. Merkel

Q

Analyst
William Blair & Co. LLC

So I want to dig in on April a little bit more. I'm surprised that it's almost down 10% to 15% so far. So it sounds
like the safety is buffering and that's going to continue, but what about the OEM fastener business and what
about the non-res business? I just would have thought with factory shutdown and job sites potentially closed
that there might be bigger impacts there. What sort of growth declines are you seeing right now in that part of
the business?

Holden Lewis
Chief Financial Officer & Executive Vice President
Fastenal Co.
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A

Yeah, I'm not sure that I have a great answer for you from a granular standpoint. We just don't necessarily
collect that level on a day-to-day basis. But I think what you're describing has been playing out. I think that
you're seeing weakness in the manufacturing side. I had – one of our leaders in the construction side shared
with me yesterday and sort of an e-mail from some of our suppliers about what they're seeing in the
marketplace in terms of construction. There's just a lot of states, cities that have shut off construction in many
respects. And so Ryan, the environment that you're describing absolutely exists, and it's being mitigated, to
some extent, by the need for the PPE products and our government and things of that nature. So, I'm not sure
in April exactly what the OEM versus the MRO versus the non – or versus the construction fasteners are doing.
We don't have that on a day-to-day basis. But I think that the environment you're describing is the environment
that exists today. It's just unlike 2009, there are some areas where there's a great need, and we're built to be
able to find the product to meet that need. And I think that's what you're seeing as an offsetting factor.

Ryan J. Merkel

Q

Analyst
William Blair & Co. LLC

Okay, fair enough. Make sense. And then switching to gross margin, I guess, a two-part question. How much
lower are the safety margins to government customers versus the company average? And then Holden, I know
you don't want to be in the gross margin guidance game, but any help on the magnitude of gross margin
declines in the second quarter would be helpful, or maybe just quantify – or coming at it a different way, maybe
just quantify the expected mix headwind relative to the typical 30 to 40 basis points in normal times.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I would normally tell you that I don't want to be in the gross margin prediction game. I will tell you, I can't be in
the margin – gross margin prediction game right now. It's really going to depend. I don't know what the second
half of April is going to look like versus the first half in terms of where the demand comes from, right? We've
had conversations internally about; this is a situation where the world doesn't have enough PPE, right? But it's
also one of those situations where you can see getting to a point – at some point where, frankly, there's too
much of it. I don't know if that's April, if that's May, if that's fourth quarter. It's really hard to answer, Ryan. So, I
don't think I'm going to go down that path. The only perspective, I think I can give you is, if I look at mix through
the course of Q1. In January, mix was probably about a 65 basis point drag to the business. And if I look at
March, it was closer to 90 basis point drag to the business. And it wasn't necessarily because the customer
mix had changed so much. It was because the product mix had changed as dramatically as it had. And what
does that mean going into Q2? I honestly don't know where that's going to settle out. I think it's an impossible
question at this stage for us to answer. But you could clearly see in a very short window what was impacting
mix. And we're going to see how that plays out over April in second quarter, just like you are, but I wish I could
give you more detail, but we just don't have a lot of ways to understand that right now.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I'll add just one tidbit to that. First off, one thing that we did is early on in the process, we put in some pretty
strict pricing guidelines for our field from the standpoint of – there's times where you look at your obligations to
society and your obligations to your customer. And we're probably leaving – there's probably examples where
we're leaving some margin on the table because we're more interested in getting through this and getting
society through it and getting back to whatever the new normal is. The fact that we closed our front door, not
only did that cost us some sales growth, a few percentage points I would guess, it also cost us some mix
elements to our business. And the real question is for everybody looking at Fastenal or at the market in
general, when do you believe some elements of regrouping of the economy step into place? As long as
restaurants and theme parks and things like that are closed, that will hurt a piece of our business and that
small customer in the case of the restaurant is probably our higher margin element, and so even that mix
comes into play when we look at our MRO fasteners.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

I would say as well that when you're procuring more products from sources that aren't usually part of your
supply chain, as we do when we go get fill-in buys to solve customers' needs at this point in time, that tends to
come in at a lower margin as well. So, it's not just mix. There's some unusual circumstances that are playing
out in the marketplace today that frankly, when this whole thing begins to normalize and stabilize, we expect
that most of those sort of near-term drags would unwind. So, it's a relevant question to 2Q, Ryan. I don't have a
great answer for you at this point, but I do believe that the issues that we're seeing are not permanent issues. I
think that they exist as long as this situation with COVID-19 exists. And once that goes away and our mix
begins to revert back to normal and our supply chain reverts back to normal, that then we'll have a more
normal pattern reasserting itself on gross margin as well. I don't think there's a long-term issue here.
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Ryan J. Merkel

Q

Analyst
William Blair & Co. LLC

Perfect. Understood. Thanks. I'll pass it on.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Thank you.

Operator
Thank you. Our next question today is coming from Adam Uhlman from Cleveland Research. Your line is now
live.

Adam W. Uhlman

Q

Analyst
Cleveland Research Co.

Hi, guys. Good morning. Hope the entire team is healthy.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning.

Adam W. Uhlman

Q

Analyst
Cleveland Research Co.

Wanted to continue the discussion on gross margin, if we could. Could you tell us what price realization was
this quarter? And then Holden, price cost, I guess, was expected to moderate or level out. Are we seeing that
in the numbers today?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Yeah. I would say, the price level that we experienced in Q1 was comparable to what we experienced in Q4.
And I would say that, in terms of characterizing price cost, I would still characterize that as not a meaningful
factor to our gross margin in the period.

Adam W. Uhlman

Q

Analyst
Cleveland Research Co.

Okay. Got you. And then I guess, could you expand your thoughts a little bit on what the team is doing from a
selling standpoint right now? It's got to be a big change of working from home and trying to do remote selling
processes rather than in person. Maybe walk through how vending fulfillment is occurring when customers are
restricting access to their facilities, other creative sales steps that folks are taking. Just – how the organization
is working right now? Thanks.

Daniel L. Florness
President, Chief Executive Officer & Director
Fastenal Co.
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A

First off, if you think of our organization in buckets of population, the bulk of our employees work in a branch or
Onsite. And those folks are going to work every day, unless you're in one of those Onsites that are closed,
then you're probably going to – you might be working at home, or you might be working in another facility, and
doing certain aspects of the business remotely. But most of our folks are going to – are going to the customer.
I know, there is examples of vending machines we're not filling, but I would say, it's a relatively small piece of
the equation. I have received over – through either our web feedback or through comments, whether it's on
LinkedIn or other places, pictures of our employees taken by customers, where they're cleaning the vending
machine as they're filling the vending machine, very positively received, I think, by our customers. I do believe
our customers appreciate the fact that we closed the front door to our branches because, that way, the amount
of interaction we have is dramatically reduced from the variety of people. So I feel safer having a Fastenal rep
come into my business knowing there's not a whole bunch of people walking into our location. And so we are
still fulfilling vending as we have in the past. One element of that fulfillment is slowly changing. That is we've
talked in the past about changes to our fulfillment model for vending and the creation of what we call LIFT, our
Local Inventory Fulfillment Terminal. I believe we had two late last year. I believe right now, we're up to seven.
So we continue to invest in that. We're expanding that element. And that's really about how we pick and how
we fill the machines. And you can fill with the team that can go into – has more concentrated inventory and can
go into more customer locations with products that's already picked down to the individual machines.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

But we are certainly getting asked to make accommodations by our customers. There are some customers
who are not comfortable signing packing slips and maybe we're dropping off and they are picking up and
they're filling their machines where we might have done it before. But – so we're obviously, we accommodate
what our customers want from us in this, but we're still providing those services.

Adam W. Uhlman

Q

Analyst
Cleveland Research Co.

Thanks, guys.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Thanks, Adam.

Operator
Thank you. Our next question is coming from Sam Darkatsh from Raymond James. Your line is now live.

Sam J. Darkatsh

Q

Analyst
Raymond James & Associates, Inc.

Good morning, Dan. Good morning, Holden. How are you?

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Good morning.

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Good. Fine. Thanks.

Sam J. Darkatsh
Analyst
Raymond James & Associates, Inc.
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Q

So, obviously, with respect to the lack of visibility in terms of Onsite signings and openings this year, I'm
guessing April will be the low watermark for that. Holden, any sense of what you're tracking in terms of Onsite
signings and openings near term?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Not a great sense of it, to be honest with you, Sam. Yeah, I don't know, Dan, if you've had a more recent
conversation on the matter but...

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I haven't. Like I say, I was pleasantly surprised by the level of signings we had in March because I thought they
would have dropped more meaningfully than they did. And that's a testament to the pipeline we already had in
place. One side of me says organizations are slower to make decisions. They're going to be looking at how
they're operating. Another side of me says we've had the ability in this environment to really demonstrate what
our supply chain resources can do. And I've heard more than one example of our sales team talking about
comments from customers of, I get what your supply chain resources are about more than ever from what I've
seen firsthand over the last three weeks. So I don't know if ultimately that helps us sign more. And I talk about
that more in the context of Onsite versus vending, because vending is a different animal in that it's a
transactional element. The piece of vending that I'm not sure if it expands or how it expands or how it changes
is the idea of where we're delivering to a vending machine, sales that are outside the vending machine. And
what I mean by that, historically, the dollars going through the vending machine are products that we put in
there that are repetitive. We have seen a meaningful increase. And again, it's on a small basis, but a
meaningful increase in where we have a locker at a customer and a few – a door or two are now dedicated to
deliveries, and we're seeing more examples of it coming from a relatively small subset of branches in Onsites.
But we saw that grow dramatically from February to March. Again, I'm going to qualify it by saying it's on a very
small base. But I would expect over time that might expand as it creates distance in delivery. And with our
recent transaction with Apex, our ability to do it is stronger today than it was in the past.

Sam J. Darkatsh

Q

Analyst
Raymond James & Associates, Inc.

And I just wanted to ask a follow-up question on the prior inquiry, which is – I just want to be clear, you're not
really seeing any increasing instances of your Onsite or legacy branch salespeople not actually being allowed
on customer premises because they're viewed as non-employees? I guess, that's the real question a lot of
folks have is, if we do see some sort of a seasonal or intermittent restrictions on non-employee site visits, how
does that affect the business model? But it would be obviously good if you're not seeing that across the board
or even any instances of it.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I'm sure we're seeing examples of it, but what probably happens there is we make arrangements with that
customer where they still need the product, and we'll – the product probably gets delivered at their dock as
opposed to delivered inside their facility. There are – we're following the protocols of the customer. We have –
in addition to procuring safety products for our customers, we have lined up, and we now have – and so we
have safety products for our employees. And so many customers now for our employee come into their facility,
there are requirements for masks and things like that, and you will see more of that, I suspect, in the future. But
absolutely, we're seeing examples of reduced access. I would say other partners are probably being
impacted more from it than us just because of the intimate relationship of our stocking rights or production
lines of stocking into vending devices. But by all means, a customer could do that with their own personnel
and we will work with them to build some of the tools to do it.

Sam J. Darkatsh

Q

Analyst
Raymond James & Associates, Inc.

Thank you both and both stay well.

Daniel L. Florness
President, Chief Executive Officer & Director
Fastenal Co.
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A

Thanks, Sam, you too.

Operator
Thank you. Our next question today – I do apologize, go ahead.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

Go ahead. We have a few minutes left.

Operator
No, no, it's about four minutes until – just quite possibly could be our final question for top of the hour, from
Hamzah Mazari from Jefferies, your line is now live.

Hamzah Mazari

Q

Analyst
Jefferies LLC

Hey, good morning. Thanks for squeezing me in. Hope you're safe and healthy. Just a question on ecommerce. Do you expect that to be a bigger piece of your business model coming out of COVID-19? I know
with the fastener mix, captive fleet, branch network, e-commerce historically has not been a big part of the
business model. Do you see that changing at all?

Holden Lewis

A

Chief Financial Officer & Executive Vice President
Fastenal Co.

You're right historically. But in recent – the last few years, it's really been growing fairly rapidly as we continue
to really present to our customers what the possibilities and options are on our e-commerce platform. And so
we do expect that to continue to be the case. Now we're always going to be a business that wants to be local,
wants to be directly engaged with the customer, and so e-commerce plays a supplemental role to that. But
there are customers that want to use e-commerce for certain of their purchasing needs. And that's – our
improvement of that platform over the last three years is a big – and really being able to show that value to the
customer is a big reason why it's growing the way it is. I will say that at least to this point, I don't know, in the
Q1 data, I don't know that we see anything there suggesting that COVID-19 has caused more of our
customers to opt to go online versus dealing with us in the way they traditionally do. That isn't evident in the
first quarter numbers to me. Is that something that emerges in the second quarter or is it something that
emerges sort of longer term? I don't really know, Hamzah. But I do know that we've had a great growth
trajectory in terms of adoption of our e-commerce capabilities among all of our customers, but certainly our
larger National Account customers as well. And we do expect that to continue.

Daniel L. Florness

A

President, Chief Executive Officer & Director
Fastenal Co.

I'll just add to that, Hamzah. If you think of what we talked earlier about vending growth over time and bin stock
growth over time, in my way of thinking, these are all e-commerce. So if I take vending and add bin stock and
add discrete e-commerce, it's a 35% of our business today. And over time, I see that being 60%, 70% and
80% of our business simply because it's a more efficient means to procure. And our objective is to be – is
create value for the customer that they know it's a reliable supply chain that I can trust the quality of the
product. I can trust the reliability of the supply chain and it's cost effective. And I believe we're positioned really
well for that. So yeah, I expect that to grow faster. I don't know if COVID-19 accelerates that or not, but that's a
long-term trend.

Hamzah Mazari

Q

Analyst
Jefferies LLC

Great. Thanks so much. I'll take the rest offline. Thank you.

Holden Lewis
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A

Chief Financial Officer & Executive Vice President
Fastenal Co.

Thanks, Hamzah.

Operator
Thank you. We've reached the end of our question-and-answer session. I'd like to turn the floor back over to
management for any further or closing comments.

Daniel L. Florness
President, Chief Executive Officer & Director
Fastenal Co.

Thank you to everybody for participating on our call today. I hope you found it useful in an unusual time, and we
look forward to some normalcy returning to our lives. Thanks, everybody.

Operator
Thank you. That does conclude today's teleconference. You may disconnect your line at this time, and have a
wonderful day. We thank you for your participation today.
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