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Exploring the Quality Dimensions of
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Pacer US Cash Cows 100 ETF (COWZ2) screens for high Free Cash Flow Yield (Free Cash Flow /
Enterprise Value) companies within the Russell 1000 Index. As a value factor, Free Cash Flow
Yield (FCF Yield) offers investors an effective way for identifying undervalued companies.
Nevertheless, the quality side of the story has not been thoroughly explored.

Key Takeaways

1. Companies boasting high FCF Yield may exhibit robust quality attributes, despite their value orientation.

2. Traditional quality strategies tend to prioritize growth-centric factors over time.

3. The Pacer US Cash Cows 100 ETF (COW?Z) serves as a valuable augmentation to the portfolios of
quality-focused investors.

Quality investing seeks to invest in financially sound companies characterized by strong earnings and stable balance
sheets. How does this concept relate to COWZ and FCF Yield?

By expanding the FCF Yield formula with detailed components, it allows for various critical quality indicators to be
uncovered. The formula encompasses fundamental metrics that provide insights into the quality of a company's financial
performance, including profitability, leverage, and earnings quality.

FCF _Net Income + Non—Cash Expense - Increase in Working Capital - Capital Expenditure

FCF Yield = =
CI Yield Enterprise Value Market Cap + Debt - Cash

1. Profitability

Return on Equity (ROE) is a gauge of profitability, measuring a company’s net income divided by its shareholder equity. A
higher ROE signifies better company quality. WWhen examining the FCF Yield formula, net income is in the numerator and
market capitalization (linked to shareholder equity) is in the denominator. This reveals a higher FCF Yield may translate to
potentially elevated ROE.

The chart on the following page demonstrates that top quintile FCF Yield companies in the Russell 1000 Index exhibit
higher median ROE compared to the lower yielding counterparts.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.
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2. Leverage

Leverage refers to the use of debt for investment and business. It can enhance shareholder value while also introducing
a degree of financial risk. The most used leverage ratios include debt-to-asset and debt-to-equity. A high debt-to-equity
ratio reveals a company's reliance on debt financing, which may be an indicator of increased risk. As indicated by the
FCF yield formula, high amounts of debt will increase enterprise value and lower earnings yield.

The below chart illustrates that top FCF Yield stocks in the Russell 1000 Index exhibit lower debt-to-equity ratios
compared to their low FCF Yield counterparts.
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3. Earnings Quality
There are several methods available for assessing the quality of a company's earnings, including considerations of
earnings variability and accruals.

High earnings variability is generally seen as a negative indicator because it may make predicting a company's future
earnings and dividend payments more difficult. Consistency in earnings is often preferred as it indicates stability

and reliability. While FCF Yield is a useful metric for evaluating a company's financial health, it may not provide a
comprehensive picture of a company's long-term financial stability. However, FCF Yield assesses earnings quality from a
different perspective.

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.



In accrual-based accounting, revenue is recognized when earned, regardless of payment receipt. For example, if a
company sells a product in May, but does not receive the cash payment until September, the revenue would be recorded
in Q2. The accruals ratio gauges the proportion of non-cash earnings in total profit. A high accruals ratio suggests a
larger portion of non-cash earnings, possibly signaling concern. FCF, being less prone to manipulation, adjusts the non-
cash earnings (by adding back the non-cash expense and subtracting the increasing in working capital), so we should
expect lower accruals ratios from high FCF Yield names.

FCF Yield = Accruals Ratio — Cash Flow Method
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Putting all the pieces together

When we compare the quality characteristics of the Pacer US Cash Cows 100 Index (COWZ Index), with a basket of
high quality companies (top quality stocks*), and the Russell 1000 Index, we unveil that the COWZ Index has higher
return on equity (ROE) and lower leverage—on par with the top quality stocks —while exhibiting better earnings quality
indicated by lower accruals ratio.
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Meanwhile, the Morningstar style analysis also confirms that both the COWZ Index and top quality stocks are at the
higher end of the quality factor spectrum.

*top 100 highest quality stocks within the Russell 1000 Index following the MSCI quality factors (including ROE, Debt-to-Equity, Earnings
Variability)

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.



Morningstar Factor Profile

as of 6/30/2023
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While the COWZ Index and top quality stocks share similar quality attributes, their divergent performances warrant
scrutiny. Year-to-date as of 7/31/2023, the top quality stocks outperformed the COWZ Index by 8%. What have we
overlooked?

An observation worth mentioning in the Morningstar style analysis is that in the value-growth style alignment, the COWZ
Index leans toward the value segment, whereas the top quality stocks exhibit a stronger growth tilt relative to the broad
benchmark.

In a different study, when isolating quality and valuation, and placing them on the x and y axis, we identify the relative
position of the COWZ Index, top quality stocks, and other value and growth benchmarks. As shown below, the COWZ
Index stands on the cheaper side with higher quality, while top quality stocks show higher quality but also trade at a
valuation premium relative to the market.
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We further calculated the 52-week correlation with the Russell 1000 Growth Index based on excess returns. By the end
of July, the number for top quality stocks is positive, while the COWZ Index has a negative correlation with growth. Over
the long term, top quality stocks exhibit a historical tendency to correlate more with growth than with value.

52-week weekly excess return correlation against the Russell 1000 Index

as of 7/31/2023
Top Quality Stocks COWZ Index Russell 1000 Growth Index Russell 1000 Value Index
0.36 -0.69 1.00 -1.00

Source: Pacer Advisors, Bloomberg
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Regarding year-to-date performance, top quality stocks demonstrate a higher beta against the growth benchmark as
evident below. According to the R-squared, approximately 85% of the top quality stocks return can be attributed to the
performance of the Russell 1000 Growth Index. So, in 2023, quality has been largely driven by growth outperforming
value.

Beta (Daily Returns) Against the Russell 1000 Growth Index
12/30/2022 - 7/31/2023

Top Quality Stocks COWZ Index Russell 1000 Growth Index Russell 1000 Value Index

0.80 0.62 1.00 0.60

Source: Pacer Advisors, Bloomberg

PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS. YOU CANNOT INVEST IN AN INDEX.



Top Quality Stocks vs Russell COWZ Index vs Russell 1000 Russell 1000 Value Index vs

1000 Growth Daily Returns Growth Daily Returns Russell 1000 Growth Daily
12/30/2022 - 7/31/2023 12/30/2022 - 7/31/2023 Returns 12/30/2022 - 7/31/2023
4.0% 4.0% 2.5%
. 20% : 0 .
3.0% 0 30% ) - 06163 -0.0004 0 |y =t 04006 %
R? = 0.3316 00 18%—=7 08o .0
2.0% 2.0% 0o 08, & o 1.0% b, o0
¥= 03002+ -0.0004 X 0 08 89, > g o g 90§ P8
§1.0% o 0 ?ﬁ o §1.0% 0 000‘80 ;OQ% AO??° 0 3 05% 0 o 08wy Be°
2 ' &%@g o5 E0.0% ' 9 °0&% * %0 = 0.0% ol 4
g 0 = L) °‘§ 0 8 8¢ ’
500 o ¢ &1 .0 0 20 6‘? ¢ 0 505% o A WO o
§- ) 0 0 %w) 0 7~ g ooo 80 §_10% 9(;0(0&0 00
-1.0% (0 o 0 8 %0 =l ® o
9?3 o e A% 70 o o
-2.0% /0 -3.0% 0 0 9 0
0 -2.0% 60

-3.09 -4.09 -2.5%
3-9)./5% -20% -1.0% 0.0% 1.0% 2.0% 3.0% -fb% -20% -1.0% 0.0% 1.0% 2.0% 3.0% -g.(f% -20% -1.0% 0.0% 1.0% 2.0% 3.0%
Russell 1000 Growth Index Russell 1000 Growth Index Russell 1000 Growth Index

Source: Pacer Advisors, Bloomberg Source: Pacer Advisors, Bloomberg Source: Pacer Advisors, Bloomberg
However, in 2022 when value stocks led the market, top quality stocks trailed behind COWZ Index. Going back further,

during growth-dominated periods, top quality stocks surpassed the Russell 1000 Value Index by an average of 10.68%,
while during value-dominated periods, top quality stocks experienced an average underperformance of more than 6%.

Average yearly returns relative to Russell 1000 Value
12/31/1999 - 12/30/2022

In years when growth outperformed In years when value outperformed

Top Quality Stocks relative to Russell 1000

Value Index 10.68% -6.07%

Source: Pacer Advisors, Bloomberg

The affinity between quality and growth comes with another argument if not concern. Quality may appear expensive, yet
it may benefit from multiple expansions when investors seek safe companies during market turmoil. However, it could
fall out of favor when valuations are stretched while investors can find better deals elsewhere.

In contrast, the COWZ Index tends to trade at attractive valuations and presently stands at a substantial discount to
both the S&P 500 Index and top quality stocks, while still offering high-quality exposure. Below underscores the contrast
in valuation metrics, revealing the COWZ Index's attractive forward PE of 10.76 compared to top quality stocks's 23.25
and the S&P 500 Index's 20.91.

Forward PE Ratios
as of 7/31/2023

COWZ Index Top Quality Stocks S&P 500 Index
10.76 23.25 20.91

Source: Pacer Advisors, Bloomberg
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For investors seeking high-quality companies, COWZ emerges as a compelling addition to traditional quality strategies.
It serves to mitigate the impact of high valuation multiples and smooth out the turbulence of growth and value market
cycles. The interplay of quality and value aligns COWZ as a valuable option for investors striving to navigate the
intricacies of the market and capitalize on the potential of high-quality investments.

B pacer US Cash Cows 100 ETF

cP;ggERcch)%v S 100 Is a strategy driven exchange traded fund that aims to provide capital appreciation over time by
ETF screening the Russell 1000 for the top 100 companies based on free cash flow yield.

cowz
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Performance

as of 8/31/23
Total Returns (%) as of 8/31/23 Total Returns (%) as of 6/30/23
Since
Total Fund Fund
Ticker | Expenses | Inception 1 Month | 3 Month YTD 1 Year 3 Year 5 Year Inception
NAV -0.40 15.15 11.09 13.50 23.83 12.47 12.78
Pacer US Cash Cows

0.49% 12/16/16
100 ETF ’ 'l\,"r?ézet 039 | 1523 | 11.05 | 1349 | 2375 | 1228 12.74
Pacer US Cash Cows 100 Index -0.37 15.30 11.48 14.00 24.42 12.94 13.24

Returns less than 1 year are cumulative. Returns greater than 1 year are annualized.

Performance quoted represents past performance and does not guarantee future results. Investment return and principal value

will fluctuate, so shares may be worth more or less when redeemed or sold. Current performance may be lower or higher than the
performance quoted. Visit http://www.paceretfs.com for the most recent month-end performance. Index returns are for illustrative
purposes only. Index performance does not reflect any management fees, transaction costs, or expenses. You cannot invest directly in an
index.

NAV (net asset value) is the value of one share of the Fund calculated daily. The NAV return is based on the NAV of the Fund. It may not reflect the
actual return for the investor.

Market Price is the price investors can buy and sell ETF shares for in the stock market and is used to calculate market return. It is based on the
price at the listed exchange market close. This is when NAV is determined for most ETFs. If shares trade at another time, the return may differ.
Market and NAV returns assume that dividends and capital gain distributions have been reinvested in the Fund at Market Price and NAV respectively.

Correlation: Correlation (or correlation coefficient) is a statistical measure of the strength of a linear relationship between two variables.

Beta: Beta is a statistic that measures the expected increase or decrease of an individual stock price in proportion to movements of the
benchmark.

R-Squared: R-Squared (R? or the coefficient of determination) is a statistical measure in a regression model that determines the proportion of
variance in the dependent variable that can be explained by the independent variable.

Regression: A regression is a statistical technique that relates a dependent variable to one or more independent (explanatory) variables.

Working Gapital: Working capital is a measure of a company's liquidity and short-term financial health, calculated as the difference between
current assets and current liabilities.

Receivable: Accounts receivable are the balance of money due to a firm for goods or services delivered or used but not yet paid for by customers.
Net income: Net income refers to the amount an individual or business makes after deducting costs, allowances and taxes.

Capital expenditure: Capital expenditure is money a company uses to purchase, maintain, or expand fixed assets.

Return on equity (ROE): Return on equity is a financial ratio that measures the performance of a company based on its shareholders' equity
outstanding, calculated by net income divided by its total shareholders' equity.

Debt-to-Equity: The debt-to-equity ratio indicates how much debt a company is using to finance its assets relative to the value of shareholders'
equity.

Debt-to-Asset: The debt-to-asset ratio is a leverage ratio that defines how much debt a company owns compared to its assets.

Accruals Ratio - Cash Flow Method: The calculation takes the difference between net income and the sum of operating and investing cash
flows divided by the beginning and ending period average net operating assets. Net operating assets are a business's operating assets minus its
operating liabilities.

Quality score: The Quality Score is calculated based on the S&P quality index methodology.
https://www.spglobal.com/spdiji/en/indices/dividends-factors/sp-500-quality-index/#overview

Value score: The Value Score is calculated based on the S&P style index methodology.
https://www.spglobal.com/spdji/en/indices/dividends-factors/sp-500-value/#overview

Free Cash Flow (FCF): A company’s cash flow from operations minus capital expenditures (expenses, interest, taxes, and long-term investments)
Free Cash Flow Yield: FCF/EV. Measures a company’s total free cash flow relative to its enterprise value. This is an internal statistic and does not
constitute investor yield.

P/E: price-to-earnings ratio is the ratio for valuing a company that measures its current share price relative to its earnings per share (EPS).
Forward P/E: Forward price-to-earnings is a version of the ratio of price-to-earnings (P/E) that uses forecasted earnings for the P/E calculation.
Russell 1000 Index: is a market-capitalization weighted index representing the top 1000 large-cap stocks in the Russell 3000 Index.

Russell 1000 Value Index: is a market-capitalization weighted index representing approximately 1000 large- and mid cap value stocks in the
Russell 3000 Index.

Russell 1000 Growth Index: is a market-capitalization weighted index representing approximately 1000 large- and mid-cap growth stocks in the
Russell 3000 Index.



Visit www.paceretfs.com or call 1-877-337-0500 to learn more.

Before investing you should carefully consider the Fund’s investment objectives, risks, charges,
and expenses. This and other information is in the prospectus. A copy may be obtained by visiting
www.paceretfs.com or calling 1-877-337-0500. Please read the prospectus carefully before investing.

An investment in the Funds is subject to investment risk, including the possible loss of principal. Pacer ETF shares may be bought and sold on an
exchange through a brokerage account. Brokerage commissions and ETF expenses will reduce investment returns. There can be no assurance
that an active trading market for ETF shares will be developed or maintained. The risks associated with this fund are detailed in the prospectus and
could include factors such as calculation methodology risk, concentration risk, equity market risk, ETF risks, high portfolio turnover risk, large- and
mid-capitalization investing risk, passive investment risk, tracking risk, sector risk, style risk, and/or special risks of exchange traded funds.

This document does not take into account any investor’s particular investment objectives, strategies, tax status, or investment horizon. Please
consult with your financial advisor and tax advisor before investing. This document is not intended to be relied upon as a forecast, research

or investment advice, and is not a recommendation, offer or solicitation to buy or sell any securities or to adopt any investment strategy. This
document represents an assessment of the market environment at a specific time and is not intended to be a forecast of future events or a
guarantee of future results. The user of this information assumes the entire risk of any use made of the information provided herein. There is no
guarantee this strategy will be successful.

The Pacer US Cash Cows 100 Index was released on 12/8/16.

Frank Russell Company (“Russell”) is the source and owner of the trademarks, service marks and copyrights related to the Russell Indexes.
Russell® is a trademark of Frank Russell Company. Neither Russell nor its licensors accept any liability for any errors or omissions in the Russell
Indexes and / or Russell ratings or underlying data and no party may rely on any Russell Indexes and / or Russell ratings and / or underlying data
contained in this communication. No further distribution of Russell Data is permitted without Russell’s express written consent. Russell does not
promote, sponsor or endorse the content of this communication.

The Russell 1000 Value Index (the “Index”) is a trademark of Frank Russell Company (“Russell”) and has been licensed for use bK Index Design
Group, LLC (“IDG"). The Pacer US Cash Cows 100 Index is not in any way sponsored, endorsed, sold or promoted by Russell or the London Stock
Exchange Group companies (‘LSEG”) (together the “Licensor Parties”) and none of the Licensor Parties make any claim, prediction, warranty or
representation whatsoever, expressly or impliedly, either as to (i) the results to be obtained from the use of the Index (upon which the Pacer US
Cash Cows 100 Index is based), (ii) the figure at which the Index is said to stand at any particular time on any particular day or otherwise, or (iii) the
suitability of the Index for the purpose to which it is being put in connection with the Pacer US Cash Cows 100 Index. None of the Licensor Parties
have Provided or will provide any financial or investment advice or recommendation in relation to the Index to IDG or to its clients. The Index is
calculated by Russell or its a?ent. None of the Licensor Parties shall be (a) liable (whether in negligence or otherwise) to any person for any error in
the Index or (b) under any obligation to advise any person of any error therein

Cash Cows Index® is a registered trademark of Index Design Group, LLC.

Distributor: Pacer Financial, Inc., member FINRA, SIPC, an

affiliate of Pacer Advisors, Inc.
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