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Executive Summary

Performance in the 2nd quarter was significantly behind the OE’s benchmark and behind the S&P 500. There
are several reasons for the shortfall. The EAFE allocation was higher than benchmark and that pulled down
returns. Small-cap value performed well but not nearly as well as small-cap growth. A value tilt hurt returns.
The high cash position was a drag on returns. All of those chipped away at returns but really the biggest
problem was stock selection. The stocks held by the OE did not perform as well as most other stocks and
some of the Al focused ones held were sold way too early.

The Opportunistic Equity Strategy returned 7.0% in the second quarter of 2026, significantly behind its
benchmark and behind the S&P 500. Quite simply, the strategy was not well positioned for what occurred in
the 2" quarter. Rampant Al enthusiasm drove growth indices significantly higher. The stock gains were not
solely centered in large cap growth stocks. Small-cap and value stocks did well too. There was optimism that
US economic growth was going to absorb the shocks from war and continue to grow at a solid rate.

Poor stock selection was the biggest detractor to returns but the strategy’s conservative approach also hurt
returns. We still think there are compelling arguments for being conservative in this market environment.

As of 6/30/2026 Q1D YTD 1year 3 year 5 year Since Inception
OE 7.0% 8.3% 27.7% 19.2% 12.2% 19.1%
Benchmark 16.3% 20.3% 38.5% 8.6% 6.5% 11.0%
SPX 15.2% 10.2% 22.3% 20.6% 13.4% 15.5%

Inception: 1/1/2020

The odds of a US recession in the next year are around 25% if one takes an average of many economists. That
seems low. It is even lower according to portfolio managers, which we disagree with. There are so many
obstacles to US economic growth on the horizon. Some of the major concerns include;

Our economy is likely to enter a period of fiscal contraction starting in 2027. We have had a lot of stimulus the
past 6 years, much of which has been responsible for US growth. We are entering an adjustment phase where
productivity is going to have to pick up to make up for the lack of stimulus. And that leads one to Al. We are
skeptical that Al will create significant productivity improvements so quickly.

Inflation breakevens are coming down at multiple maturity ranges and yet treasury yields are pushing higher.
Real yields are moving higher. That could be an indication that growth will be strong. A more ominous sign is
that the treasury curve is more and more pricing in credit risk. Structurally higher long-term rates due to
credit risk are not bullish for equities. Treasury rates form the basis of opportunity cost. The S&P 500
dividend yield is less than one percent, far below treasury yields.

There is no labor force growth in the economy, purchasing power growth is weak. Growth really seems to be
contingent on artificial intelligence leading to a productivity boom. Growth factors are not broad.
Competition among model developers is looking like it will lead to a price war and on a positive note that
could lead to solid proliferation and adoption. That is good for productivity growth. The problem there is that
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a price war is not good for stocks, it will essentially conclude the massive capex buildout has a minimal return
and will lead to severe disruption in the Al buildout. A severe disruption in the Al buildout will be a big
negative shock to the economy outweighing slowly building productivity gains. While it would directly lead to
an investment slowdown, it would indirectly lead to a consumer spending slowdown. Some spending in our
economy is currently coming from wealth obtained through stock market gains.

The war with Iran is still very much with us leading to supply shocks. Climate change is leading to more supply
shocks. Those are inflationary shocks; however, we are not overly concerned with structurally higher inflation
at this point because we think affordability is the most important determinant of inflation and that will cap
consumers’ willingness to absorb price increases. If companies must absorb supply shocks and don’t have the
ability to offset with price increases, margins will suffer and then stock prices will suffer.

All of these things make me believe being patient with a conservative approach is the right plan and some of
the stocks that have underperformed this year can outperform if momentum shifts. Despite a poor quarter
for stock selection, there were several stocks that did very well.

Anterix owns valuable 900MHZ spectrum that became even more valuable with an FCC ruling earlier this year
that expanded the usable size of the spectrum. Anterix is trying to develop some momentum for a private
utility-controlled communications network within the 900MHz band. There is a solid asset value here and
increasing optimism utility-controlled networks will proliferate. Anterix will sell some spectrum to cover costs
but does not yet have a stable revenue base so the stock will be volatile. Nevertheless, one can make the
argument it still is undervalued when one considers the spectrum value. Anterix will probably be very volatile
where it is currently trading with a much more balanced risk-reward. The strategy sold the position down to a
very modest position but still holds some.

Hewlett Packard Enterprise is benefitting from Al demand.

There is strong demand for its Al server offering and the . 2026 2Q
Advancers/Decliners

company is likely taking some share from a competitor. Al Return

is also driving strong demand for network equipment and Anterix Inc. 169.5%
Hewlett Packard is well positioned to capitalize on that Hewlett Packard Ent. 90.0%
demand. Hewlett Packard’s stock is now volatile because it Lantheus Holdings, Inc. 46.3%
is an “Al stock”. While it has become more volatile, the Xperi, Inc. 45.7%
multiple to earnings is still reasonable even after a strong ThyssenKrupp AG 35.5%

rally. The strategy continues to hold Hewlett Packard as Dago New Energy Corp. <37.0%>
one of the largest holdings. Del Monte Corp. <30.1%>

DXC Technology Company <29.6%>
Lantheus Holdings had a strong return this quarter as Suzano SA <22.5%>
investors started to look past the slowdown in Pylarify sales Alibaba Group Holdings <22.8%>

and toward the updated version of Pylarify and the

commercialization of some of the other imaging agents in the pipeline. Lantheus was bought on what was

believed to be an exaggerated sell-off related to slowing Pylarify sales. Now that sentiment has reversed and
has driven up the stock, we exited Lantheus this quarter. We are hopeful the rollout of new products will be
bumpy and create a selloff that allows for reentry at an attractive price.
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Xperi, Inc. had a good return this quarter. There are quite a few addressable technology markets within such a
small company. The strategy to provide a TIVO operating system for IPTV is slowly gaining ground. The rollout
is slow and one should have modest expectations for revenue growth but this is a very small company and so a
modest amount of revenue can be a needle mover. Perhaps, one of the most exciting developments with the
company is the path to monetize AutoStage. Xperi has developed a radio audience intelligence platform with
a rich dataset that can lead to marketing revenue. Between Tivo and Autostage, there are a couple
opportunities to ramp up revenues considerably. Only modest revenue growth is needed to support the
current stock price. Xperiis one of the largest holdings. We think some revenue growth initiatives combined
with cost cutting capability will outweigh the revenue decline from legacy cable Pay Tv licensing.

ThyssenKrupp is slowly executing on its turnaround plan and the stock is being rewarded. It looks like it will be
able to receive a large cash influx from its remaining stake in TK Elevator, a valuable asset many investors
overlooked. The EU market is starting to embrace steel protectionism and that is a good development for
ThyssenKrupp as its main competitor these days is Chinese imports. Additionally, defense orders for TKMS
continue to be strong. Finally, it slowly is making progress improving its cost structure through all the various
divisions and that is starting to be appreciated. German industrials have to negotiate with strong labor groups
so that has to be factored in. The strategy is currently holding ThyssenKrupp and has not looked to trim but
upside is capped with this company.

The strong performance of the winners couldn’t overcome the weak performance of the losers.

Daqo New Energy had a poor quarter. Solar production overcapacity has not yet been resolved and solar
stocks had a bad quarter. Dago has traditionally had a backstop on its stock price due to the large cash
position with no debt. It is hard for stocks to trade considerably below cash level. However, Dago has
committed to invest 1 billion dollars into electronic materials for the Al market. Some investors were hoping
the excess cash would be returned. That disappointment led investors to exit. We don’t have a large position
in Dago and are sitting tight. We too have reservations about this use of cash but when one considers all
relevant aspects and then where the stock is trading, the logical decision seems to be to hold the stock at this
time.

Del Monte Corp., formerly Fresh Del Monte, sold off significantly on 2Q earnings. We had trimmed the stock
beforehand so the move down wasn’t as painful as it could have been. In fact, we have since increased the
position quite a bit as the selloff was overdone. Del Monte is experiencing some logistics cost pressure from
the war and that will impact margins this year. It also has been impacted by some weather disruptions that
will impact margins. The factors limiting growth this year are transitory and pave the way for strong growth in
2027. There is a secular trend toward more fresh food consumption.

DXC Corp has been caught up in fears Al will disrupt several of its core businesses, like IT Outsourcing. DXC
recently held an IR day and spoke about its ability to return to growth. There are some modest tailwinds that
can come from growth initiatives tied to Al. But there are definite concerns about budgets shifting to Al that
will cause a significant drop in backlog. We share those concerns. However, they are tempered by the fact
DXC trades at 2.5x free cash flow. Any ability for the company to show it has a realistic path toward revenue
stabilization (growth is not needed) and the stock will move quite a bit higher. Where it currently trades, the
share buybacks can retire upwards of 20% of the float in a year. The risk-reward is good despite operating in a
challenging industry.
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Suzano had a bad stock return this quarter. The global pulp industry is modestly oversupplied and so the
ability to raise prices is limited. In addition, the war has increased materials and logistics costs that will impact
margins. Despite these pressures, Suzano will still post very strong free cash flow this year. It has
exceptionally strong margins, so margin compression from industry challenges are not as impactful to earnings
power for Suzano as they are for many in the pulp industry. One of the attractions of Suzano as an investment
was that its earnings power would be able to hold up better than peers in a difficult environment. However,
that hasn’t stopped the stock price from moving down. Suzano has a manageable debt load but it is still a
little higher than it should be so that can amplify upward or downward moves. Also, there is a viewpoint
management is more concerned with growth into other industries than shareholder value. That too keeps the
stock price suppressed. The strategy has some concerns about Suzano but at this point, it will hold the stock.
The quality of its earnings power is very strong. Companies like that usually trade at a much higher earnings
multiple and there is plenty of room for the multiple to expand.

Alibaba sold off this quarter. It reversed its strong 1% quarter. We sold a lot of our Alibaba position in the 1°
quarter. Similar to many stocks, selling the entire position instead of trimming would have been the wiser
move. Alibaba is facing challenges from many angles. Its core e-commerce business is still stuck in a very
competitive environment that is impacting growth and margins. Additionally, while Alibaba has shown good
Al growth, questions remain about its ability to profitably sell Al. The Chinese Al market is becoming very
competitive. There are lots of competitors, many with very aggressive pricing. We will continue to hold a
modest Alibaba position but until there is potentially a technical breakthrough, enthusiasm will be lukewarm
towards the stock.

A sector reversal in the markets would be good for OE stocks. There has been a modest one that has
developed in early July. We shall see if it can continue. There has been so much liquidity in the markets that
many growth stocks are bid right back up after a period of selling. For a prolonged period of selling to take
hold, earnings growth needs to disappoint. There are a number of ways that can come to pass. A slowing
economy, increased company competition, supply shocks impacting margins will all impact earnings growth.
We think earnings growth forecasts are too optimistic and it is only a matter of time before companies begin
to disappoint. It is hard to say if the 3™ quarter will be that quarter but if not, the 4" quarter and 1% quarter
of 2027 have a very good chance of leading to disappointments.

Chris Harrington
Portfolio Manager



