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COMMENTARY

“History doesn’t repeat itself, but it often rhymes.” — Mark Twain

What a chaotic quarter. Tariffs on and off. Protests in Los Angeles and the deployment of Federal troops. War
with Iran, briefly anyway. And through it all were prognostications of an imminent recession, somewhat validated
by the reported decline in economic growth during the first quarter of 2025.

And yet the market shook it all off and rallied during the quarter after the tariffs were postponed. The prospect of
tax cuts and interest rate cuts provided fuel for the fire. Also, earnings results and forecasts were notably better
than one might have expected, given the turbulence. All this made for ideal conditions for a sharp rally off the
bottom in early April.

We would love to tell you that our strategy correctly anticipated this and made a bold call. But, that is not the case.
First, we are not market timers, so making such a call would be out of character. However, we frequently
reposition the portfolio when we see compelling opportunities. And this is where Twain’s quote came back to
haunt us.

Our methodology looks for favorable risk/reward, usually guided by relative valuations. This time multiples didn’t
decline to levels that we typically see in these types of sell-offs. If a particular business saw its EV/EBITDA ratio
decline to 10x in 2022 or 2020, this time we saw the same businesses bottom closer to 13x. This is a generalization,
but it captures the essence of what we were seeing in April; we didn’t see companies approach levels we thought
were attractive given the potential scenarios we were seeing.

Our best guess is that over the next 18 months, we will see at least one more sharp decline followed by a sharp
rally. Multiples are not attractive enough and broader macro concerns will likely limit the duration of a bull market.
At the same time, as long as earnings remain solid and the White House acts as a put option on stocks, it is
difficult to envision sustained downside risk outside of a dramatic, low probability event.

SECOND QUARTER REVIEW AND OUTLOOK

The portfolio returned 2.2%, gross of fees, during the quarter compared to the Russell 2500, which increased
8.6%. We outperformed in April but lagged in May and June as the rally off the recent bottom continued.

SMID STRATEGY RELATIVE PERFORMANCE

Relative Relative

Portfolio Portfolio Russell Returns Returns
(Gross)  (Net) 2500 (Gross) (Net)

Q225 2.2% 1.9% 8.6%  -6.4% -6.7%
YTD25 1.5% 1.0% 0.4% 1.0% 0.5%

Sources: Koyfin, indexcalculator.ftserussell.com
Note: Management fees are assumed to be 1.00% per annum.

The biggest issues affecting our relative performance were as follows:

e Significant cash position — During the quarter, it swelled to almost 20% as we liquidated positions without
having new names to replace them.

e Overweight to Consumer Staples — The sector was an underperformer as investors were concerned about their
ability to pass on prices in the face of the tariffs. As such, these companies became a source of funds as
investors rotated into other sectors.
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SECTOR WEIGHTS
As of June 30, 2025

Sector Weights as of June 30, 2025
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Source: Koyfin
Based on a representative account. Weights in client portfolios may vary.

Regarding specific holdings, Element Solutions, UL Solutions, and Nicolet Bankshares were the top performers,
each gaining over 25% during the quarter. BJ’s Wholesale, Watsco, and Deckers were our largest laggards, each
modestly declining during the quarter.

Year-to-date, the portfolio has continued to outperform the Russell 2500, with which we are pleased. The
underperformance in the second quarter is part of normal volatility. That said, we are attuned to the reasons for
the relative performance.

We have reduced our cash position to roughly 10% and are intent on reducing it more during the quarter. We
continue to overweight Consumer Staples and underweight Health Care. As a general rule, we often find great
businesses in technology, so we hope to add a new name or two there.

We currently own 32 companies. Given the unpredictability in the market, I am more inclined to add a few names
than I am to increase the position size of our current holdings. The tradeoff is always about the relative
opportunity of increasing the weight of an existing holding versus adding a new name. Given the unpredictable
nature of the broader environment and current valuations with many of our holdings, it is more likely that we will
add a few names.
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PURCHASES

The Cooper Companies, Inc.

Cooper is a leading provider of contact lenses and family health and is a stock we have owned for several years.
The stock sold off during the quarter due to concerns about revenue growth and inflation pressures. The company
manufactures a majority of its products overseas, creating cost pressures. Meanwhile, analysts are concerned about
the company’s ability to pass on higher prices. Despite this, we note the company has the second largest market
share in a relatively stable industry. As the stock was trading at just over 14x EBITDA, we believed it was an ideal
time to increase the position size, using the short-term worries as an opportunity for what we believe will be a
consistent long-term holding.

Pool Corporation

Pool Corp. is the largest provider of pool equipment and services and a leading provider of landscaping and
irrigation equipment and services in the U.S. The stock has come under pressure due to risks associated with rising
rates — specifically risks to the housing market. The company has significant exposure to housing markets in
Florida, Texas, Arizona, and California. Although an estimated 65% of revenues are maintenance and routine
service, new home construction and existing home sales directly impact demand for Pool’s services and supplies.
Despite these concerns, Pool Corp. has long demonstrated itself to be a high-quality company and at just under
16x EBITDA, is at the low end of its valuation range over the last 10 years. We see the short-term issues as a way
to build a position in a long-term compounder.

Celsius Holdings, Inc.

Celsius is a leading producer and matketer of energy drinks in the United States. The company differentiates itself
from other energy beverages by emphasizing the health benefits of its beverages beyond just caffeine. The
company grew rapidly during the first part of the decade before stumbling in 2024. These stumbles were due to
overstocking, a general industry wide slowdown, and poor product management. Since then, the company has
brought in a new marketing officer which we believe will optimize its distribution and product management, thus
improving sales. Longer-term, we believe the company possesses the brand elements that will lead to sustainable
success in the beverage category and the recent weakness provided a good entry point.

SALES

Core Laboratories Inc.

Core Labs is a leading provider of outsourced well testing services to oil and gas exploration companies. We have
owned the shares off and on over the last 20 years but the last few have been by far the most disappointing. We
had expected the company to benefit from a new exploration cycle which never truly came to fruition. The
volatility in energy prices has led to tighter-than-expected capital budgets. While the company meets our tenets of
quality, it was among the weaker names we owned. Given the uncertainty over the potential trade wars and the
lack of general pickup in spending by big energy companies, we chose to exit the position.

Oceancering International, Inc.

Oceaneering is an energy services company that provides solutions for offshore oil and gas operations, including
remote operated vehicles and other robotic solutions used for inspection, maintenance, and repair in harsh
underwater conditions. While we like the business at a high level, we are concerned they are going to be facing
headwinds as offshore tends to be the highest cost operating environment. We were reluctant to continue to invest
in an area that might face significant and sustained headwinds like those facing Core Labs. As such, we exited the
position.
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SALES (CONTINUED)

MSC Industrial Direct Co In.

We have been long-term holders of MSC Industrial, far too long. The company is a leader in the industrial
distribution with a niche in cutting tools such as saws and drills. The company is closely held by the Jacobson
family and currently led by the grandchild of the founder, Erik Gershwind. The company possesses many of the
characteristics we find desirable with distributors. However, as the industry has consolidated, growth has become
more challenging and the company has not effectively deployed capital in response. The valuation has been
compelling for a long time, but we elected to sell the position and look for opportunities in which we have higher
conviction.

Caveo Industries Inc

We trimmed our position in Cavco and we expect to remain a long-term holder of the business. The company is a
leading provider of manufactured housing in the United States. When we first purchased shares, the stock was
trading at only 6x EBITDA. By the time we trimmed it, it moved to 18x EBITDA, a high multiple for a home
builder. Our intention is to maintain a smaller position with the hope of increasing it when valuation is more
compelling.

FINAL THOUGHTS

If we simply look at the year-to-date results, the SMID strategy has performed well. It protected on the downside
as anticipated and gave up ground during a major rally, which was also as expected. If you detect a degree of
dissatisfaction on our part, it is the result of our desite to outperform in all markets, regardless of the
circumstances, and the results in the second quarter left an unsatisfactory taste, even if they are consistent with the
characteristics of the strategy.

On a related note, during the quarter, we received a verbal commitment from a significant investor based in Dubai
and are now in the process of setting up a fund to accommodate them. I can clearly state that gaining a client from
that part of the world was not on my bingo card even a year ago. Nevertheless, we are ecstatic and look forward to
what we hope is a long, prosperous relationship with this investor.

Likewise, we are still actively looking to grow the business. Please let us know if there are people in your network
that would benefit from our services. We believe the strategy is well suited for investors of all kinds seeking a lower
volatility alternative in the small-mid cap space, whether it be a core position or a complement to higher volatility

options in their current portfolio.

To our existing clients and partners, thank you for your trust. It means a great deal to us.

Regards,

Varav ot L

Gregory Toppe, CFA
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