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Valens Research No industry is free from the inconsistent rules of GAAP accounting that create
Research Team extensive distortions from economic reality. In this issue, we highlight a chemicals
917 284 6008 company, a payroll servicer, and a diversified industrial conglomerate. Everything

from net earnings to total assets is calculated in ways that seem almost arbitrary
under Generally Accepted Accounting Principles.

Joel Litman
Chief Investment Strategist Quaker Chemicals’ R&D expenses are half of net income. That means that small
(646) 491 2601 changes in their R&D will have a massive impact on earnings. How then does one
Rob Spivey, CFA Judge the e.zarnlng power of a flrrT\ |f.|t can' be either managed upward or. unfa|r?ly
Director of Research punished simply by management’s discretion over how much to invest this year
917 284 6008 Economic profit, as represented by the difference between return on assets and a
firm’s cost of capital, is one of the most important measures in an investor’s
Angelica Lim toolkit. Yet, when calculated under GAAP, CBIZ would look like its economic profit
Research Director is significantly negative, with return on assets far below any measure of its cost of
646 453 7861 capital. In reality, UAFRS-based metrics show that the firm is a massive generator
Kyle Pinkerton, CFA of economic profit. Clearly the stock market agrees with the Uniform-calculated

Senior Analyst numbers under UAFRS.

917 284 6008
Roper Technologies’ acquisitive nature has led to a massive level of goodwill and

intangibles that pull down the firm’s calculation of earning power, return on
assets. It is important to note if the underlying business is a good one or a bad
one, which is difficult to discern under existing GAAP methods for accounting for
mergers and acquisitions. Roper may have spent quite a bit to assemble the
business they had today. However, that business is a phenomenal earnings
generator.

See below for a detailed look into just how much UAFRS reveals the true
profitability of a business, one which the stock market consistently agrees with.

VALENS RESEARCH | INSIGHTS & INFLECTIONS 1
110 Cambridge St. Cambridge, MA 02141| 212 213 5070 | info@valens-research.com




VALENS
RESEARCH

RERRRR AR RN

e S i - & :

B IIIII

Valens Research — UAFRS vs As-Reported Monthly Highlights | February 28, 2021

KWR — UAFRS shows how as-reported metrics distort true profitability

Since 2017, KWR shares have increased significantly, rising from approximately $130/share to almost $300/share, an
over 130% price appreciation. That said, according to the market, KWR appears to be a firm that has seen a drop-off
in profitability, and not a company that had seen notable fundamental improvements.

That said, using Uniform Accounting, we can identify distortions such as a firm’s expenses being overstated due to
the treatment of R&D expenses, as is the case with KWR, which substantially suppresses profitability metrics. Due to
its material R&D investments, as-reported metrics make the firm appear to have stable, but recently declining
profitability, ranging below corporate averages. Meanwhile, UAFRS-adjusted metrics paint a significantly different
picture of KWR, showing a firm that had seen its R&D investments lead to more robust Uniform ROA in recent years,
improving from corporate average 11% levels in 2017 to a peak of 18% in 2019, justifying stock appreciation.

Quaker Chemical (KWR) Stock Chart
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KWR - Quaker Chemical Corporation

R&D expense 15.7 18.8 20.0 21.6 22.1 22.1 225 239 24.5 321
Capitalized R&D investment 106.2 1115 119.0 128.8 136.5 140.7 148.0 156.6 164.1 178.2
Uniform earnings 44.7 50.5 56.8 65.0 69.6 75.7 76.9 65.3 83.9 152.4
Netincome 16.2 321 45.9 47.4 56.3 56.5 51.2 61.4 203 59.5
% Variance -63.7% -36.4% -19.2% -27.0% -19.0% -25.3% -33.4% -5.9% -75.8% -61.0%
Uniform net assets 416.4 460.9 489.4 506.3 546.0 538.8 544.2 581.4 599.4 869.7
Total assets 395.3 449.4 511.2 536.6 584.1 665.5 680.7 692.0 722.1 709.7
% Variance -5.1% -2.5% 4.4% 6.0% 7.0% 23.5% 25.1% 19.0% 20.5% -18.4%
Uniform ROA 10.7% 11.0% 11.6% 12.8% 12.7% 14.0% 14.1% 11.2% 14.0% 17.5%
ROA 4.9% 7.9% 7.5% 7.6% 8.2% 8.0% 7.6% 7.7% 7.8% 4.1%
Uniform ROA vs ROA - Variance 5.8% 3.0% 4.1% 5.2% 4.6% 6.0% 6.6% 3.6% 6.2% 13.4%

*in USD millions
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CBZ - Uniform Accounting helps investors see a business’s true profitability
Between 2012 and 2020, CBIZ’s (CBZ) shares increased dramatically, rising from roughly $6/share in 2012 to over

$30/share, a gain of more than 400%. And yet, to the market, CBZ appears to be a firm with consistent below cost of
capital returns, and not one with fundamental improvements warranting stock appreciation.

However, using Uniform Accounting, we can identify distortions such as a firm’s earnings being overstated due to a
mistreatment of operating leases. According to as-reported metrics, CBZ maintained an ROA of 3%-5% since 2011,
below the cost-of-capital. Meanwhile, UAFRS-adjusted metrics paint a significantly different picture of CBZ, where

Uniform ROA expanded materially from 12% to 16% over the same timeframe, suggesting the firm’s stock price
appreciation may have been justified.

CBIZ (CBZ) Stock Chart
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CBZ - CBIZ, Inc.
Rental Expense 39.8 32.6 322 339 343 35.7 37.0 384 38.0 373
Capitalized operating lease investment 585.9 479.9 474.0 459.1 455.4 452.4 468.9 499.5 516.6 506.7
Uniform earnings 65.8 44.1 51.7 61.3 63.9 65.8 69.7 80.3 89.5 96.7
Netincome 28.0 311 85.9 29.8 34.1 40.1 50.4 61.6 70.7 78.3
% Variance -57.4% -29.3% 65.9% -51.5% -46.6% -39.1% -27.7% -23.4% -21.0% -19.1%
Uniform net assets 559.2 492.7 459.9 478.8 489.2 507.7 526.6 577.8 581.8 619.9
Total assets 812.4 970.2 897.5 991.2 996.3 1,118.6 1,176.2 1,183.0 1,400.8 1,513.8
% Variance 45.3% 96.9% 95.1% 107.0% 103.7% 120.3% 123.4% 104.7% 140.8% 144.2%
Uniform ROA 11.8% 8.9% 11.2% 12.8% 13.1% 13.0% 13.2% 13.9% 15.4% 15.6%
ROA 3.3% 3.0% 3.3% 3.7% 4.1% 3.9% 3.6% 4.9% 3.9% 4.0%
Uniform ROA vs ROA - Variance 8.4% 5.9% 7.9% 9.1% 8.9% 9.1% 9.6% 9.0% 11.5% 11.6%

*in USD millions
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ROP — UAFRS helps tie together financials and economic reality

Since 2014, ROP shares have seen a meaningful stock price appreciation, rising from about $140/share to over
$380/share, an increase of almost 200%. And yet, to the market, ROP appears to be a firm with declining below
corporate average profitability, which would fail to justify the company’s stock performance.

However, using Uniform Accounting, we can identify distortions, such as a firm carrying excess assets on the balance
sheet due to goodwill, as is the case with ROP, which substantially suppresses profitability metrics. After making
several acquisitions, as-reported metrics make the firm appear to have seen declining, middling returns. However,
Uniform metrics paint a significantly different picture of ROP than as-reported metrics, for Uniform ROA has
improved markedly, rising from 44% in 2014 to 94% in 2020, demonstrating that the firm’s acquisitions have not
been value-destructive. As such, recent price trends appear warranted.

Roper Technologies (ROP) Stock Chart
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ROP - Roper Technologies, Inc.

Goodwill & other intangibles 3,832.3 3,960.6 5,567.7 6,589.1 6,689.4 8,353.7 12,303.0 12,2955 13,1839  15483.1
Uniform earnings 390.4 493.7 619.5 700.5 813.4 930.4 953.1 1,112.1 1,370.7 1,704.6
Netincome 3226 427.2 483.4 5383 646.0 696.1 658.6 971.8 944.4 1,767.9
% Variance -17.4% -13.5% -22.0% -23.2% -20.6% -25.2% -30.9% -12.6% -31.1% 3.7%
Uniform net assets 1,169.2 1,309.3 1,425.1 1,593.0 1,793.6 1,820.2 1,807.3 2,059.1 2,107.0 1,823.5
Total assets 5,069.5 5,319.4 7,071.1 8,185.0 8,400.2 10,168.4 14,3249 14,3164  15249.5 18,1089
% Variance 333.6% 306.3% 396.2% 413.8% 368.4% 458.6% 692.6% 595.3% 623.7% 893.1%
Uniform ROA 33.4% 37.7% 43.5% 44.0% 45.4% 51.1% 52.7% 54.0% 65.1% 93.5%
ROA 6.8% 7.9% 7.7% 7.0% 7.6% 7.0% 5.4% 5.3% 5.9% 5.6%
Uniform ROA vs ROA - Variance 26.5% 29.8% 35.8% 37.0% 37.8% 44.2% 47.3% 48.7% 59.1% 87.9%

*in USD millions
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Valens Research Glossary

Asset’ — Net Asset’ is calculated as Net Working Capital + Long Term Non-Depreciating Operating Assets (including Land and Non-Depreciating
Operating Intangible Assets, excluding Goodwill and other acquisition-related Intangible Assets) + Inflation-Adjusted Net PP&E + Net capitalized R&D

+ Net Capitalized Leases + Net Depreciating Operating Intangible Assets

Earnings Call Forensics™ — Valens Research analysis includes a powerful proprietary process for studying and evaluating representations made by
management during quarterly earnings calls and other public events. Valens uses tools and systems that other sell-side firms and credit agencies
have been either unwilling or unable to use. Their reluctance to use these technologies often stems from their fear of endangering their

relationships with management teams.

iCDS — Valens calculates proprietary, Intrinsic CDS (Credit Default Swap) for thousands of firms as their fundamentals change. Early markers can be
invaluable in predicting price movements, particularly when seeing credit quality changes where no CDS are traded, where speculative or illiquid

CDS fails to provide reliable information, or where rating agencies are too slow.

Most Compelling Earnings Call Forensics™ Inflections — Companies where Earnings Call Forensics™ (ECF™) has identified large shifts in management
sentiment from quarter-to-quarter. The ECF™ Ratio above highlights the rate of incidence of Highly Confident and Excitement markers relative to

Highly Questionable markers. The higher on the list a name appears, the larger the recent inflection between their two most recent ECF™.

Most Compelling Long Ideas — The most compelling long ideas based on all five proprietary value drivers: UAFRS-adjusted ROA, Asset’ Growth, V/A’,
V/E’, and TSRr. These are companies that Valens maintains a positive outlook on, relative to current market valuations. The higher on the list a name

appears, the more positive Valens’ opinion of the name is, based on our fundamental factors.

UAFRS-adjusted ROA — UAFRS-adjusted ROA is a cleaned up Return on Asset ratio, used to understand the operating fundamentals of the company.
UAFRS-adjusted ROA is Earnings’ divided by Asset’. Earnings’ is calculated as Net Income + Special Items + Interest Expense + Depreciation and
Amortization Expense + R&D Expense + Rental Expense + Minority Interest Expense + Pension Charges + LIFO to FIFO adjustments + Stock Option
Expense + Purchase Accounting Cash Flow Adjustments - Non-Operating (Investment) Income - Asset Life Based Charge on Depreciating Assets.
Asset' is Net Asset’, or Net Working Capital + Long-Term Non-Depreciating Operating Assets (including Land and Non-Depreciating Operating
Intangible Assets, excluding Goodwill and other acquisition related Intangible Assets) + Inflation Net PP&E + Net Capitalized R&D + Net Capitalized
Leases + Net Depreciating Operating Intangible Assets.

UAFRS-adjusted ROA Momentum — UAFRS-adjusted ROA momentum is Valens’ metric to understand the change in projected UAFRS-adjusted ROA
and earnings momentum. This metric analyzes what the first forecast year projected UAFRS-adjusted ROA was one month ago, and what the
projected UAFRS-adjusted ROA is today. This helps in identifying companies where analyst expectations for fundamentals are improving, and

companies where analyst expectations for fundamentals are growing more negative.

TSRr — Total Shareholder Returns (TSR) Relative are traditionally known as the capital gains of the stock, adjusted for any stock splits or similar
action, plus dividends, over some period of time. No adjustments are made to the well-known standard calculation. TSRr calculates the TSR relative

to the performance of the S&P 500 in the USA, or some other major market index if more relevant when examining companies in other countries.

V/A’ —V/A’ is a cleaned up Enterprise Value to Net Asset ratio, used to understand the multiple on Net Asset that the debt and equity markets value
the company at. Generally, businesses that produce higher UAFRS-adjusted ROA’s and have no credit concerns or other reasons to believe they are
not “going concern” businesses trade at higher V/A’. V is Enterprise Value’, defined as Market Cap + Minority Interest + Adjusted Book Debt - Excess
Cash. A’ is Net Asset’, or Net Working Capital + Long-Term Non-Depreciating Operating Assets (including Land and Non-Depreciating Operating
Intangible Assets, excluding Goodwill and other acquisition related Intangible Assets) + Inflation Net PP&E + Net Capitalized R&D + Net Capitalized

Leases + Net Depreciating Operating Intangible Assets.
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V/E’ —V/E’ is a cleaned up Enterprise Value to Earnings ratio, used to understand the value the debt and equity markets ascribe to the company’s
cash flows. V is defined as Enterprise Value’, which is Market Cap + Minority Interest + Adjusted Book Debt - Excess Cash. E’ is defined as Earnings
Prime. Earnings Prime is calculated as Net Income + Special Items + Interest Expense + Depreciation and Amortization Expense + R&D Expense +
Rental Expense + Minority Interest Expense + Pension Charges + LIFO to FIFO adjustments + Stock Option Expense + Purchase Accounting Cash Flow

Adjustments - Non-Operating (Investment) Income - Asset Life Based Charge on Depreciating Assets.

Valens’ process combines proprietary forensic financial analyses; proven linguistic, audio, and visual behavior analysis techniques; specific incentive
and compensation analytics (DEF 14A-relevant); and other unique systems. These tools provide Valens analysts with significant analytic advantages

in evaluating management representations to better judge the credit worthiness and profitability of each firm we rate.
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Disclosures

VALENS RESEARCH

This material has been prepared by Valens Research and is provided for information purposes only. The information
provided is not intended to provide a sufficient basis on which to make an investment decision. Information and
opinions presented in this material have been obtained or derived from sources believed by Valens Research to be
reliable, but Valens Research makes no representation as to their accuracy or completeness. Valens Research accepts
no liability for any loss arising from the use of this material. Any reference to potential asset allocation and potential
returns do not represent and should not be interpreted as projections.

VALENS CREDIT

CREDIT ANALYSES ISSUED BY VALENS CREDIT AND ITS AFFILIATES ARE VALENS’ CURRENT OPINIONS OF THE RELATIVE
FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE SECURITIES, AND CREDIT ANALYSES
AND RESEARCH PUBLICATIONS PUBLISHED BY VALENS (“VALENS PUBLICATIONS”) MAY INCLUDE VALENS CURRENT
OPINIONS OF THE RELATIVE FUTURE CREDIT RISK OF ENTITIES, CREDIT COMMITMENTS, OR DEBT OR DEBT-LIKE
SECURITIES. VALENS DEFINES CREDIT RISK AS THE RISK THAT AN ENTITY MAY NOT MEET ITS CONTRACTUAL, FINANCIAL
OBLIGATIONS AS THEY COME DUE, AND ANY ESTIMATED FINANCIAL LOSS IN THE EVENT OF DEFAULT. VALENS’ CREDIT
ANALYSES DO NOT ADDRESS ANY OTHER RISK, INCLUDING BUT NOT LIMITED TO: LIQUIDITY RISK, MARKET VALUE RISK,
OR PRICE VOLATILITY. VALENS' CREDIT ANALYSES AND OPINIONS INCLUDED IN VALENS PUBLICATIONS ARE NOT
STATEMENTS OF CURRENT OR HISTORICAL FACT. VALENS' CREDIT ANALYSES AND VALENS PUBLICATIONS DO NOT
CONSTITUTE OR PROVIDE INVESTMENT OR FINANCIAL ADVICE. VALENS’ CREDIT ANALYSES AND VALENS PUBLICATIONS
ARE NOT AND DO NOT PROVIDE RECOMMENDATIONS TO PURCHASE, SELL, OR HOLD PARTICULAR SECURITIES.
NEITHER VALENS’ CREDIT ANALYSES NOR VALENS PUBLICATIONS COMMENT ON THE SUITABILITY OF AN INVESTMENT
FOR ANY PARTICULAR INVESTOR. VALENS ISSUES ITS CREDIT ANALYSES AND PUBLISHES VALENS PUBLICATIONS WITH
THE EXPECTATION AND UNDERSTANDING THAT EACH INVESTOR WILL MAKE ITS OWN STUDY AND EVALUATION OF
EACH SECURITY THAT IS UNDER CONSIDERATION FOR PURCHASE, HOLDING, OR SALE. ALL INFORMATION CONTAINED
HEREIN IS PROTECTED BY LAW, INCLUDING BUT NOT LIMITED TO, COPYRIGHT LAW, AND NONE OF SUCH
INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED, TRANSFERRED,
DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE
OR IN PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT VALENS’ PRIOR
WRITTEN CONSENT.
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All information contained herein is obtained by VALENS from sources believed by it to be accurate and reliable.
Because of the possibility of human or mechanical error as well as other factors, however, all information contained
herein is provided “AS IS” without warranty of any kind. VALENS adopts all necessary measures so that the information
it uses in assigning a credit rating is of sufficient quality and from sources VALENS considers to be reliable including,
when appropriate, independent third-party sources. However, VALENS is not an auditor and cannot in every instance
independently verify or validate information received in the rating process. Under no circumstances shall VALENS have
any liability to any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating
to, any error (negligent or otherwise) or other circumstance or contingency within or outside the control of VALENS or
any of its directors, officers, employees or agents in connection with the procurement, collection, compilation, analysis,
interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special,
consequential, compensatory or incidental damages whatsoever (including without limitation, lost profits), even if
VALENS is advised in advance of the possibility of such damages, resulting from the use of or inability to use, any such
information. The ANALYSIS, financial reporting analysis, projections, and other observations, if any, constituting part of
the information contained herein are, and must be construed solely as, statements of opinion and not statements of
fact or recommendations to purchase, sell or hold any securities. Each user of the information contained herein must
make its own study and evaluation of each security it may consider purchasing, holding or selling. NO WARRANTY,
EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY
PARTICULAR PURPOSE OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY VALENS IN
ANY FORM OR MANNER WHATSOEVER.

VALENS'’ credit analyses are opinions as to the creditworthiness of a debt obligation of the issuer, not on the equity
securities of the issuer or any form of security that is available to retail clients. It would be dangerous for retail clients
to make any investment decision based solely on VALENS’ credit ratings. If in doubt, you should contact your financial
or other professional adviser.

VALENS SECURITIES

This material has been prepared by Valens Securities and is provided for information purposes only. The information
provided is not intended to provide a sufficient basis on which to make an investment decision. Information and
opinions presented in this material have been obtained or derived from sources believed by Valens Securities to be
reliable, but Valens Securities makes no representation as to their accuracy or completeness. Valens Securities accepts
no liability for any loss arising from the use of this material. Any reference to potential asset allocation and potential
returns do not represent and should not be interpreted as projections.

Timeliness and Relevance
Any report issued by Valens Securities, Valens Credit, Valens Equities, or any of their subsidiaries/affiliates (collectively,
“Valens”) are current as of the date of the report until they are updated or replaced by a new report, or withdrawn.

Conflicts of Interest
Neither Valens nor its employees receive any direct or indirect benefit from the publication of any Valens research
reports.

Valens provides its research to clients on a subscription-based structure, which may be differentiated between clients
depending on the client’s preferences. Valens does not receive any commission for providing such research. Valens

does not charge or receive compensation from companies it rates or publishes reports on.

© 2014 Valens Securities and/or its licensors and affiliates (collectively, “Valens”). All rights reserved.
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