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Economic & Market Outlook

Executive Summary

~ SpaceX, the principal subject of this commentary, serves as a useful case study for the broader forces shaping
today’s market, including Al enthusiasm, distant expectations, scarcity, and market structure.

~ Base rates and inversion help separate what is possible from what is probable, and reveal how much must go
right for investors to earn an adequate return.

~ Scarcity, index demand, and limited public float can influence price, but high valuations eventually attract new
issuance and expand supply.

~ The market’s fixation on Al is also creating opportunity among perceived Al losers and businesses that simply
lack a compelling narrative

~ While this commentary focuses on SpaceX, the broader lesson we wish to convey is how we approach uncer-
tainty.

Introduction

Investing is a loosely defined term. By the textbook definition, it is the act of purchasing an asset with the expectation
that income and appreciation will produce something greater in the future. Under that definition, nearly everyone par-
ticipating in the stock market is an investor. Yet, we would not apply the label quite so generously.

The stock market comprises two broad groups: investors and speculators. The distinction is fuzzy, and the groups
overlap. Investors focus on the excess cash flows a company can generate over its lifetime. Their objective is to pur-
chase that stream of cash flows at a price offering attractive prospective returns. Speculators, by contrast, focus primar-
ily on future prices. They buy because they believe someone else will eventually pay more.

It feels sanctimonious to say, but we are investors or at least we strive to be. The virtue of investing is that it is ground-
ed in first principles. A stock represents an ownership claim on a business whose worth is tied to the excess cash it can
generate for its owners. That cash can be returned to shareholders through dividends or stock buybacks. It can be used
to repay debt, increasing the value of the equity as liabilities shrink. Or it can be reinvested with the goal of producing
even more cash in the future. Value always ties back to the cash a business can and will generate.

Private business owners understand this instinctively. They do not wake each morning wondering what a stranger
might offer for their company. They think about what the business earns, what it can distribute, and how those earn-
ings may grow. At one price, selling would be foolish because the owner could harvest far more by continuing to hold.
At another, refusing to sell would be equally foolish. What matters is the cash the business can generate over time rela-
tive to the price being offered.

Investors value; speculators price.

That distinction should not be mistaken for a moral judgment. Speculators are not necessarily irrational, nor should
their behavior be ignored. Price momentum, investor positioning, liquidity, supply and demand, and market sentiment
can all exert enormous influence over where a stock trades. These factors may tell us little about intrinsic value, but
they can tell us quite a lot about the price someone may be willing to pay tomorrow.

Even among investors, there is a continuum. Some are overly conservative with their assumptions and, as a result, fre-
quently miss opportunities. Others are too aggressive, sometimes to their benefit, but often at the cost of undue risk.
Somewhere along that continuum, aggressive underwriting morphs into outright speculation.
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The reason for this philosophical discourse is SpaceX and, more broadly, the current market zeitgeist. SpaceX priced
its initial public offering on June 11 at $135 per share, valuing the company at approximately $1.8 trillion. We find
that price difficult to digest, but the outcome is not surprising.

The line between investment and speculation is always blurry. We fear, however, that the market is leaning toward the
latter. SpaceX is a particularly visible example, but it is not the point of this commentary. Its IPO brings several fea-
tures of today’s market into unusually sharp focus: the appetite for anything associated with artificial intelligence, the
willingness to pay for outcomes far into the future, the scarcity of newly listed growth companies, and the influence of
market structure on price. Those forces extend well beyond SpaceX.

SpaceX: Business Breakdown
SpaceX isn’t just a rocket company.

The company was founded in 2002 and, six years later, became the first privately held company to launch a liquid-
fueled rocket into low-Earth orbit. That business now sits within the Space division, which includes rockets and exter-
nal launch services. It remains the business most closely associated with Spacex, but in 2025 it accounted for only $4.1
billion of revenue, roughly 22% of the total, and $650 million of segment adjusted EBITDA.

The Connectivity division, launched in 2019, was a natural extension of the rocket business. SpaceX used its own
launch capabilities to place thousands of Starlink satellites into orbit, creating a constellation capable of providing
broadband internet and direct-to-mobile service. Connectivity generated $11.4 billion of revenue in 2025, approxi-
mately 61% of the company total, and $7.2 billion of segment adjusted EBITDA. At present, this division is where the
bulk of the economics reside.

The newest division, Artificial Intelligence, resulted from SpaceX’s acquisition of XAl only a few months before the
2026 TPO. It includes the Colossus computing infrastructure, the Grok large language model, and X, the social-media
platform formerly known as Twitter. On a pro forma basis, the Al division generated $3.2 billion of revenue in 2025
and lost $1.2 billion of segment adjusted EBITDA. Today, it is the smallest and least profitable of the three divisions,
but the company has positioned Al as their primary engine for future growth.

Justifying SpaceX’s $1.8 trillion valuation on combined revenues of $18.7 billion in 2025, is a ludicrous proposition,
but that isn’t the pitch. Instead, investors are being asked to focus on what the business might become, as opposed to
what it already is.

Total Addressable Market

When companies go public, they file an S-1 with the Securities and Exchange Commission. Part I contains the pro-
spectus, which serves as both a disclosure document and a sales pitch. Securities laws constrain what they can say, but
there is still ample wiggle room for the authors, who are far from neutral in their framing.

A central feature of the SpaceX pitch is its estimate of the company’s total addressable market, or TAM: $28.5 trillion.
TAM attempts to measure the maximum revenue opportunity available across a company’s markets. Used carefully, it
can provide useful context about the scale of an opportunity. Used less carefully, it can make almost any valuation ap-
pear reasonable.

For perspective, SpaceX’s estimated TAM is roughly comparable to the annual output of the entire United States and
approximately one and a half times the combined revenue of every company in the S&P 500. Of the $28.5 trillion to-
tal, $26.5 trillion (or 93%) comes not from Space or Connectivity, but from Al. The largest component is a $22.7 tril-
lion opportunity attributed to enterprise Al applications.
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SpaceX: Reported TAM by Segment

$227T $28.5T
$2 4T $760B $600B
$3708 $870B $740B
Space-Enabled Starlink Starlink AT Consumer Digital Enterprise Total
Solutions Broadband Mobile Infrastructure Subscriptions Advertising Applications Addressable
Market
SPACE: $37@B CONNECTIVITY: $1.6T AI: 526.5T7

SpaceX S-1 Filing

$26.5 trillion of AT TAM requires additional context. Businesses around the world currently spend $1.4 trillion a year
on software. The entire wage and salary pool in the United States is roughly $13.4 trillion. SpaceX is therefore esti-
mating that the market for enterprise Al applications will become sixteen times the size of today’s global software
market and nearly twice the amount paid annually to every employee in the United States.

Perhaps it will.
The Curse of Ben Graham and David Dodd
Too much skepticism has its own drawbacks.

In the aftermath of the Great Depression, Benjamin Graham and
David Dodd published Security Analysis, one of the first practical
guides to value investing. For generations of professional inves-
tors, Warren Buffett included, reading it has remained a rite of pas-
sage.

Graham and Dodd defined an investment as one that, after careful
analysis, promises the safety of principal and an adequate return.
Anything else is speculation. They argued that a company’s intrin-
sic value could be estimated through careful study of its balance
sheet and income statement, and that investors could profit when
the market’s changing moods caused price to depart from value.

Their broader lessons have endured. The trouble came when inves-
tors treated the framework as scripture.

Dogecoin is up 170% in the last month.

One of Graham’s favored strategies was to buy “net-nets.” He would discount a company’s current assets, subtract its
liabilities, and estimate what might remain in a liquidation. If the stock traded well below that amount, he would buy

it.

The strategy worked because there was a concrete estimate of value based on observable data and a market dislocation
waiting to be arbitraged. It also worked because such glaring mispricing existed. Today, they rarely do. Average
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businesses almost never trade below liquidation value, and when they do, the opportunity is usually fleeting or de-
served. Graham’s conservative net-net strategy was easy to replicate and eventually competed away.

Investors who adhered too rigidly to Graham and Dodd were poorly equipped for businesses such as Amazon, Face-
book, and Google, which could not be justified by studying historical financials alone. The lesson is not that quantifia-
ble data became obsolete; the angle of attack changed. Investors had to focus more on the drivers of future profitability
and, yes, venture a few years into the future.

But looking further ahead invites its own danger. The further into the future an investor must look to justify today’s
price, the less work observable results are doing and the more weight the narrative must carry.

Graham’s discipline would have kept investors out of Cisco at the peak of the technology bubble, WorldCom, many
profitless technology companies in 2021, and the recent enthusiasm surrounding quantum-computing stocks.

The tension is unavoidable. Investors who refuse to look beyond today’s financial statements will miss some of the
greatest companies of their generation. Those who look too far ahead risk paying today for a future that never arrives.

“AI’s Final Frontier”

SpaceX sits squarely within this tension. Elon Musk is asking investors to look beyond current results toward a share
of a potentially $28.5 trillion market. Yet the observable business is nowhere close to producing the revenue or profits
required to justify a $1.8 trillion valuation. Investing has always required judgment, but as more of the value shifts
from measurable results to distant possibilities, the exercise begins to resemble speculation.

On July 7th, SpaceX’s 25-day “quiet period” ended, resulting in a flood of Wall Street recommendations. They range
from bullish to extremely bullish, which isn’t surprising. Formal barriers separate investment banking from equity re-
search, but everyone knows that pessimism is bad for business. Morgan Stanley, one of the lead underwriters, initiated
coverage with a $300 price target in a report titled AI’s Final Frontier.

Wall Street Price Targets

SpaceX Wins Early Bullish Chorus From Brokerages

Price Target

Morgan Stanley $300

RBC $225
Banco BTG Pactual $225

UBS $210

Goldman Sachs $205
Stifel $190

*Monday's close _ $160

Bloomberg

The report’s author, Adam Jonas, has a reputation for bold, some may say outlandish, calls. His SpaceX model pro-
jects the next fifteen years of cash flow and discounts it back to the present, broadly the same approach we might use.

Jonas values the Space division at only $8 per share. Connectivity accounts for $128. X and Grok for $12, and enter-
prise Al for the remaining $152. While Space may not be the primary source of value in his model, it is the linchpin
infrastructure that makes everything possible.
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The crux of AI’s Final Frontier is the interplay between each division. Jonas argues that a precipitous decline in launch
costs and a major increase in launch cadence, reaching approximately 6,000 Starship launches annually by 2040 or
16.5 launches per day, will unlock value for the Connectivity and Al divisions.

For Connectivity, cheaper and more frequent launches would allow SpaceX to place far more satellite capacity into
orbit. Jonas expects Starlink’s network capacity to increase roughly 600-fold by 2040, allowing it to lower prices and
expand well beyond rural broadband. He estimates that Starlink will eventually connect 40% of autonomous vehicles,
33% of drones, and 20% of other robots, from a global installed base of 2.2 billion autonomous machines. Connectivi-
ty provided to those machines alone represents 34% of his 2040 segment revenue. The net result is a connectivity busi-
ness that grows from $11.4 billion of 2025 revenue to nearly $688 billion in 2040, more than sixtyfold growth or a
31% compound growth rate sustained for fifteen consecutive years.

The Al forecast requires an even larger leap. Jonas estimates that SpaceX’s orbital computing capacity, data centers in
space, will grow from 160 megawatts in 2028 to 364 gigawatts by 2040. That would represent more than a 2,000-fold
increase in twelve years. It is also more than three times the estimated capacity of every terrestrial data center, Al and
legacy, operating in the world today. Measured against power generation, it falls just short of the combined capacity of
the world’s nuclear fleet. Jonas expects the Al division to grow from $3.2 billion in 2025 revenue, to $190 billion by
2030, and $2.6 trillion by 2040.

The combined forecast supporting Jonas’s $300 price target calls for company wide revenue of $3.3 trillion by 2040
compared to revenues of only $18.7 billion last year, which equates to 41% annual revenue growth sustained for fif-
teen years straight.

“And the Papers Want to Know Whose Shirts You Wear” - David Bowie’s Space Oddity

Normally, it would be easy to dismiss the aforementioned forecasts as fantasy, but Elon Musk’s track record makes
that harder.

Tesla and SpaceX share a defining characteristic: both achieved scale in markets whose underlying economics were
widely considered unworkable. Electric vehicles were constrained by the cost and limited energy density of batteries.
Musk began at the high end of the market, where customers could absorb those costs, then used advances in battery
technology, manufacturing, and scale to work toward the mass market. By the fourth quarter of 2024, Tesla reported
an average cost of goods sold below $35,000 per vehicle, compared with more than $140,000 for the original Road-
ster.

SpaceX faced an even more daunting problem. Rocket launches were inordinately expensive, in part because the most
valuable component, the booster, was destroyed after a single use. It was the equivalent of discarding an aircraft after
every flight.
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SpaceX developed rockets that -
could return to Earth, land, and S 256,000 vy @

fly again. Falcon 9’s first-stage 2 128,000 s
booster has now demonstrated 5 e e

the ability to fly 34 times, help- 2 '

ing reduce the cost of deliver- 32:669

ing mass into low-Earth orbit 16,000 i Falesn 1

from a historical average of o 06 S

$18,500 per kilogram to ap-

proximately $2,700. Starship, o Faleon 9

designed to be fully reusable, is 2,000

intended to push those econom- .

ics further. 1962 1969 1976 1983 1990 1997 2004 20m 2018

SpaceX S-1 Filing



Annandale Capital: Overview & Outlook Q2 2026

We are leaving out the engineering challenges, manufacturing bottlenecks, capital requirements, and regulatory obsta-
cles involved. The point is simple: Musk and his teams have repeatedly made the seemingly uneconomic viable.

Base Rates
Still, intelligent investing requires us to put fanfare aside and ask the less entertaining question: what are the odds?

Babe Ruth hit 714 career home runs, but it still would have been foolish to bet on one every time he stepped up to the
plate. He hit one every 11.8 at-bats. Greatness improves odds; it does not repeal them.

The same principle applies to Elon Musk. After asking what SpaceX might become, and acknowledging Musk and his
team’s track record, we still need to consider the likelihood of that reality.

Adam Jonas expects SpaceX’s revenue to increase from less than $19 billion in 2025 to approximately $3.3 trillion by
2040. Again, that is 41% annual growth for fifteen consecutive years. Rather than litigate his every assumption, we
can compare his forecast with the historical experience of other public companies.

The chart below shows five-year annualized revenue growth for companies beginning with between $8 billion and $12
billion of revenue, measured in 2024 dollars. The average company grew by 5.7% annually. Growth rates one, two,
and three standard deviations above the average were 15.3%, 24.9%, and 34.5%, respectively. Jonas is forecasting
41% annual growth, well beyond the upper end of that historical range, and sustaining it not for five years, but for fif-
teen.

Base Rates of 5-Year Sales Growth for Firms With $8-12 Billion in Sales, 1950-2024
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The comparison is not exact, but it is deliberately generous to SpaceX. The companies in the dataset began with only
$8 billion to $12 billion of revenue, versus nearly $19 billion for SpaceX, and their growth was measured over five
years rather than fifteen. Smaller companies generally have more room to grow, and exceptional growth is easier to
sustain for five years than for fifteen. The distribution for large companies over longer horizons would have far smaller
tails.

We are hesitant to assign false precision to these figures. Revenue growth rates are not normally distributed, and
SpaceX is targeting markets still in their infancy. The point is simply that Jonas’s forecast sits at, or perhaps beyond,
the extreme right tail of historical experience.
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That does not make it impossible. Someone has to populate the far-right tail. Companies such as Apple and Amazon
are extraordinary precisely because they achieved what almost no one else did.

“Invert, always invert” - Charlie Munger

Our discussion of revenue-growth base rates is a form of inversion: begin with the desired outcome, then work back-
ward to determine what must be true. Applied to Adam Jonas’s forecast, the answer was clear, SpaceX must become
an extreme historical outlier. But dissecting the assumptions behind a $300 price target, representing 122% upside
from the IPO price, is not the most useful exercise. A better question is what SpaceX must achieve for shareholders to
earn a reasonable return over time, say, 10% annually, roughly the long-term return of U.S. stocks.

Framed differently: would you rather own SpaceX or the stock index?

SpaceX went public at a valuation of $1.8 trillion. To earn 10% annually over the next decade, shareholders would
need the company to be worth approximately $4.7 trillion by mid-2036. That assumes no meaningful dilution along
the way, a potentially generous assumption given the capital required to build rockets, satellite constellations, artificial
-intelligence infrastructure, and perhaps data centers in space.

SpaceX generated approximately $18.7 billion of revenue in 2025. Applying a conventional valuation multiple to that
figure tells us little because the company’s future business mix, margins, and capital requirements remain uncertain. A
decade from now, however, the range of possible outcomes should be narrower. The company will be larger, growth
should be slowing, and its underlying economics will be easier to judge.

We can therefore assume a range of valuation multiples in 2036 and work backward to the revenue required to support
a $4.7 trillion market value. At 10 times sales, SpaceX would need approximately $466 billion of annual revenue, im-
plying growth of roughly 34% per year from 2025. At 20 times sales, it would need approximately $233 billion, re-
quiring 26% annual growth. Even at 40 times sales, an extraordinary valuation for a company of that size and maturity,
SpaceX would need approximately $117 billion of revenue, implying 18% annual growth for ten consecutive years.

Take your pick. A lower valuation multiple requires extraordinary revenue growth in the preceding years. A higher
multiple reduces the growth requirement but assumes that one of the largest companies in the world will still command
one of the market’s richest valuations. And for further context, we have provided the chart below, which shows the
distribution of price-to-sales multiples among all S&P 500 constituents. Keep in mind the index itself trades near his-
toric highs relative to sales.

Distribution of S&P 500 Price-to-Sales Multiples
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This is the burden created by a $1.8 trillion starting valuation. The fact that SpaceX is an extraordinary company is
already reflected in its price.

Lock-ups and Index Inclusion

At the outset, we noted that speculation is not necessarily irrational or ill-informed. Here SpaceX provides another use-
ful example.

The company’s $1.8 trillion valuation was established through the sale of less than 5% of its shares. By market capital-
ization, SpaceX ranked as the eighth-largest U.S. company. By publicly tradable float, however, it ranked only 155th.

Recognizing the significance of the SpaceX listing, index providers including Nasdaq, MSCI, and Russell adopted or
adjusted fast-entry rules so the company could become index eligible within weeks of the IPO. Funds tracking those
benchmarks would then be required to buy shares, irrespective of valuation. Estimates of the resulting demand ranged
from roughly $8 billion for the Russell and Nasdaq-100 indexes alone to more than $16 billion across the broader in-
dex universe.

Naturally, other investors tried to get there first. The trade was straightforward: buy SpaceX in the IPO or shortly
thereafter, then sell into the coming wave of price-insensitive demand.

Much of that trade has now played out. The S&P 500 remains the major exception, but inclusion is neither imminent
nor guaranteed. SpaceX cannot be considered until June 2027 and must first satisfy the index’s profitability and public
-float requirements. JPMorgan estimated that eventual inclusion could create another $10 billion of passive demand.
Active investors, such as hedge funds, frequently game the supply and demand distortions created by index inclusion,
and to be candid, the impact on price discovery is relatively short-lived.

In the meantime, supply will begin moving in the opposite direction. SpaceX’s lockup agreement permits holders to
sell up to 20% of eligible shares following the company’s first post-IPO earnings release, followed by additional
staged releases throughout the first 180 days. Elon Musk and certain other large shareholders remain subject to a long-
er, 366-day restriction. Eligibility to sell does not mean the shares will be sold, but the looming supply could create a
temporary overhang for the stock.

SpaceX Lock-up Expiration Schedule

@ More shares available to trade

Aug. 11, 2026 Oct. 25, 2026 Nov. 9, 2026 June 13, 2027

1aq-100 entry First major unlock More shares Large unlock Founder unlock
unlock

Only ~5% Estimated About 25% About 60% About 88% About 100%
of shares were passive buying: unlocked unlocked unlocked unlocked
initially available . b
to trade

Yahoo Finance

When the ducks are quacking, feed them.
That brings us to a more notable observation about the market writ large.
For much of the past three decades, U.S. corporations have retired more equity than they have issued. The explanation

is threefold: a dearth of newly listed companies going public, buybacks outpaced follow-on equity issuance, and cash-
funded acquisitions removed supply from the market. The net result was a persistent bid for stocks, albeit a small one.
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US Net Equity Issuance ($ Billions)

Issuance

Annandale Capital, Federal Reserve

However, there were interruptions. New equity issuance surged during the dot.com bubble and the COVID SPAC bo-
nanza. Buybacks and mergers also slowed sharply during periods of financial stress, like the GFC and COVID. Still,
the longer-term pattern was one of shrinking equity supply.

The SpaceX IPO marks a fourth departure from the historical pattern, and, to be clear, this is about more than SpaceX.
A month earlier, Cerebras Systems, the designer of wafer-scale chips, went public at a fully diluted valuation of $56.4
billion and nearly doubled on its first day of trading. SpaceX moved with unusual speed, progressing from its confi-
dential filing to public trading in only 74 days. During the SpaceX offering, Alphabet priced an $84.75 billion equity-
capital raise, including $44.75 billion of underwritten offerings and private capital, with the ability to sell another $40
billion of shares into the market over time.

And the supply does not appear to be letting up. SK Hynix, the Korean memory manufacturer, raised $26.5 billion by
cross-listing American depositary receipts on Nasdaq. Meta is reportedly considering raising tens of billions of dollars
through a traditional stock offering. Then there are the mega-IPO candidates, Anthropic and OpenAl, who have both
confidentially filed to go public.

At the same time, the corporate bid for stocks may be weaking. Goldman Sachs estimates that hypersacler capital ex-
penditures will consume roughly 100% of their 2026 operating cash flow. Unless capital spending moderates or cash
generation improves, the build out of Al datacenters will need to be financed with debt or new equity.

12-Month Forward Free Cash Flow Estimates
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Musk’s decision to list SpaceX now was likely deliberate. He wanted to be near the front of the line, while investor
demand remained high relative to the available supply. It is not an ideal technical backdrop for equity investors, alt-
hough the likely consequences should not be overstated. New issuance remains small relative to the total market.

It is, however, an excellent backdrop for investment bankers and tech companies seeking to raise capital, who know
that when the ducks are quacking, you feed them.

“The markets are booming right now,” JPMorgan Chief Executive Officer

Jamie Dimon said after posting record numbers. “It’s getting as close to as
good as it gets. We just don’t know how long it’s going to last.” ..

Bloomberg, Matt Levine

A Unipolar Market

The reality is that the market is narrowly focused on one theme: Al. To the extent a company is supplying the data-
center buildout, capital markets are wide open.

Through the second quarter, the S&P 500 returned 10.2%, a very respectable start to the year. Here is the catch: by our
calculation, 96% of that return was attributable to the semiconductor and capital-equipment companies supplying the
Al buildout. The rest of the market was a mixed bag that, in aggregate, was only slightly positive.

S&P First Half Return Decomposition

Industry Group Attribution % of Return
Semiconductors & Equipment 7.6% 75.6%
Technology Hardware & Equipment 1.1% 10.8%
Captial Equipment 1.0% 9.6%

Al Datacenter Buildout 9.7% 96.0%
S&P 500 10.1%

Annandale Capital, Bloomberg

The performance of several chip and memory stocks was extraordinary. Micron rose 304%, contributing roughly 1.6
percentage points to the S&P 500’s return. AMD gained 171%, contributing approximately one percentage point.
SanDisk rose 858%, adding another half point. By quarter-end, semiconductor companies had grown to nearly 20% of
the index.

Semiconductor Weight in the S&P 500
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The same concentration is visible in the economic data. In real terms, U.S. private fixed investment grew 20%, but
excluding technology-related investment, it fell 5%. We will not revisit the broader Al debate, which we have covered
extensively in past commentaries. We simply want to note the degree to which it continues to shape both the economy
and financial markets.

The Outcasts

The good news is the market’s fixation on artificial intelligence is creating opportunities in two places: among compa-
nies perceived as Al losers and among companies investors have largely stopped discussing.

Some of the outcasts are hiding in plain sight. Meta, Microsoft, and Amazon have been punished for the scale of their
data-center spending, even as their core businesses continue to grow. At quarter-end, Meta’s market capitalization was
approximately $1.4 trillion, while its advertising business was expected to generate $107 billion of earnings before
interest and taxes. Microsoft traded at 35 times forward earnings a year ago. Today, it trades near 20 times. These are
hardly conventional value stocks, but their prices require considerably less of the future than they once did.

Valuation Dispersion Among S&P Constituents
Dispersion between the forward P/E of S&P 500 stocks in the 20th and 80th percentile
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The market has been even less forgiving toward software companies viewed as potential casualties of Al. Intuit, the
company behind QuickBooks and TurboTax, has seen its market capitalization fall from roughly $225 billion to $76
billion in a year, erasing two-thirds of its value. The stock now trades at approximately 3.6 times sales and ten times
free cash flow. The decline may have been justified, but today’s price now assumes a materially worse future when the
extent of AI’s damage, if any, is unknown.

Then there are the companies for which a view on Al is largely unnecessary. Media, insurance, financial services, re-
tailing, healthcare, automobiles, restaurants, telecommunications, real estate, branded apparel, and professional ser-
vices have all been left behind to varying degrees. A year ago, Disney traded at 19.5 times forward earnings; today, it
trades near 13 times. Stryker’s multiple has fallen from 27.7 times to 19.8 times. Intercontinental Exchange has de-
clined from 24.7 times to 16.6 times. We could continue the exercise.

11
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Certainly, some of these companies face real challenges, and some discounts are deserved. A declining stock is not
automatically a bargain. Our broader point is that the market appears captivated by one vision of the future, and as a
result, is offering more reasonable prices for businesses beyond its narrow focus.

EV/Sales Multiples vs. Historical Average by Industry (2010-2025)
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Tom Gayner, CEO of Markel Group, once quipped that “in bull markets, your time horizon grows longer and longer.
In bear markets, they grow shorter and shorter.” It was a commentary on valuation. The more investors pay today, the
further into the future they must look to justify that price.

The concept is easy to grasp intuitively, but the math drives the point home. Consider a dividend stream that grows 5%
annually into perpetuity. If you pay 10 times the current dividend, your annualized return will be 15%. More im-
portantly, 60% of the dividend stream’s present value comes from dividends paid during the first ten years. Only 40%
is attributable to years eleven and beyond.

Now contrast that with an investor willing to accept a lower return. At 40 times the current dividend, the annualized
return falls to 7.5%. In this case, only 21% of the dividend stream’s present value comes from the first ten years. The
remaining 79% depends on dividends paid more than a decade into the future.

We have plotted the relationship on the following page. The takeaway is straightforward: the lower the price paid, the
more of an investment’s value is captured in the near term. The higher the price paid, the more its value depends on

cash flows arriving in the distant future. For the technically minded, each percentage represents the portion of the divi-
dend stream’s total present value attributable to dividends received by that point in time.

< see graphic on following page >
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Paying Higher Prices Shifts Value Into the Future

% of Value Captured by Year
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Annandale Capital

Our prior example assumes the dividend growth rate is known with certainty. In the stock market, it is not. The aver-
age company remains in the S&P 500 for roughly 15 years, an imperfect measure of corporate longevity, but a telling
one nonetheless. Do you really want your investment thesis to hinge on estimates of the distant future?

Conclusion

SpaceX may prove to be one of the most consequential companies in history. Starlink could connect people in ways
traditional telecommunications cannot. Starship, or whatever follows it, may unlock entirely new industries in space.
Even orbital data centers may turn out to be less far-fetched than they sound. Elon Musk has a history of turning ideas
that seem ridiculous into functioning businesses.

Al may have a similarly broad impact. It could speed up drug discovery, scientific research, software development,
and everyday office work. Some of those claims will prove exaggerated. Others may prove conservative. At this stage,
it is difficult to know which is which or when those advances will arrive.

To be clear, the point of this commentary is not to render a verdict on SpaceX stock. We use SpaceX because it con-
centrates many of the forces shaping today’s market and provides a useful way to explain how we think about them.

Base rates tell us how unusual a forecast is. Inversion helps us identify what must happen for an investment to work.
Valuation tells us how much of that outcome is already reflected in the price. None of this means SpaceX or Al will
disappoint. It simply means that extraordinary companies and transformative technologies do not automatically make
for great investments.

The same framework guides our investment process, whether we are studying public stocks, bonds, or private opportu-
nities. We consider the cash flows an investment may produce, the assumptions required to produce them, and the con-
sequences if those assumptions prove wrong. When the price leaves room for error, we invest. When it requires perfec-
tion, we wait.

That discipline is meant to reduce errors of commission, investments we should never have made. The tradeoff is more
errors of omission, opportunities we should have taken. We know where our bias lies. We prefer observable evidence,
conservative assumptions, and room for things to go wrong. That bias has served us well, but it is not costless. Taken
too far, discipline becomes rigidity, as evidenced by the dogged acolytes of Graham and Dodd.
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The challenge is not to become less disciplined. It is to remain open-minded and adapt, when necessary, without com-
promising intellectual honesty.

As always, we appreciate the trust you have placed in us. Please reach out if you have any questions or simply want to
chat.

“In bull markets, people put a premium on promises, and in bear markets, they put a discount on reality.” Jim Chanos

IMPORTANT DISCLOSURES This material is not intended to be used as a general guide to investing, or as a source of any specific invest-
ment recommendations, and makes no implied or express recommendations concerning the manner in which any client’s account should or
would be handled, as appropriate investment strategies depend upon each client’s distinct investment objectives. This is not an offer or solicita-
tion with respect to the purchase or sale of any security. Further information on any of the investments mentioned in this material may be ob-
tained upon request. Before making any investment decision, prospective investors should carefully read all material provided. It is not our in-
tention to state or imply in any manner that past results and profitability is an indication of future performance. The attached summary/prices/
quotes/statistics have been obtained from sources we believe to be reliable, but we cannot guarantee its accuracy or completeness. Annandale
Capital, LLC does not provide tax or legal advice. Please consult your tax or legal advisor.
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