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Overview

e The portfolio posted a positive return over the quarter while
underperforming the benchmark (USS).

Contributors: NetApp, Becton Dickinson, Merck

Detractors: Masco, PPG Industries, Applied Materials

New Buys: Clorox, PepsiCo, TE Connectivity

Process-Driven Trims: Amgen, Merck, NetApp, SEl Investments

Full Sales: Comcast, Gen Digital, Kimberly-Clark, Sysco

Adds: American Express, AutoZone, Becton Dickinson, Carlyle Group,
Cencora, Flowserve, Qualcomm, Royal Caribbean

e Trims: Applied Materials, Elevance Health, Merck, Omnicom Group,
SEl Investments, Westinghouse Air Brake Technologies

Investment Results

U.S. Value equities delivered a positive quarter, modestly outpacing the
broader U.S. market. The macro environment, characterized by the Fed's
pivot back to tightening and elevated energy prices driven by Middle East
conflict, proved broadly supportive for Value-oriented exposures. The
strongest sector contributors were Information Technology, Health Care
and Energy. Cyclical sectors such as Industrials and Consumer
Discretionary and the rate-sensitive Utilities and Real Estate sectors
detracted. A defining feature of the quarter's performance, however, was
the index's late June annual reconstitution, which added Microsoft and
Apple at a combined weight of over 9% while simultaneously removing

several semiconductor and memory stocks including Applied Materials,

SanDisk and Micron. These three stocks went on to lose between 8% and
29% in Q3, while Microsoft and Apple returned 38% and 15% respectively,
a near-perfect rotation that proved to be one of the most consequential
and well-timed index composition changes in recent memory.

The portfolio posted a positive return over the quarter while
underperforming the benchmark (USS). From a relative performance
perspective, the main contributors included stock selection and an
overweight in Health Care and a zero weight in Utilities. The main
detractors included stock selection in Consumer Discretionary and stock
selection and an underweight in Information Technology. That said, sector
and regional allocations in our equity portfolios are driven purely by
bottom-up, security-level considerations. As bottom-up stock pickers, we

attribute our value-add primarily to security selection.

Key contributors on an absolute-return basis included: NetApp, Becton
Dickinson, Merck.

e NetApp stock continued to appreciate through Q3, breaching our
upside price target for a second time this year, triggering a process-
driven 1/3 sale. The stock has continued to re-rate, driven by a
broader positive turn in IT hardware sentiment and Al infrastructure
spending.

e Becton Dickinson reported a strong set of quarterly results,
exceeding market consensus on revenue and EPS growth, and
adjusting fiscal 2026 guidance towards the upper half of its range.
The market had been concerned for several months about med tech
companies' sluggish growth prospects, but it is now clear that Becton
Dickinson is capturing share, as positive momentum continues across
key innovative franchises. We are encouraged by Becton Dickinson's

results and note the stock continues to trade at attractive EBITDA and
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Forward Earnings multiples.

e Merck reported strong Q2 earnings, with sales growth coming in
better than expected and increased top-line guidance for the year, as
newer products broaden the portfolio’s growth profile, and the
pipeline and past acquisitions bear fruit. While Keytruda and Animal
Health continue to be the balasts of growth, the breadth of
contributions to sales growth continues to expand. There are 20 new
products that management expects will generate approximately $S70
billion in sales by the middle of the next decade. This builds
confidence in the 2028-29 outlook, with the company ready to move
through the period with far less disruption than was initially
anticipated. Despite this increased visibility and confidence in the
future, the shares remain inexpensive at low-teen multiples based on
2027 earnings.

Key detractors on an absolute-return basis included: Masco, PPG
Industries, Applied Materials.

e Masco Q2 results in late July surpassed earnings expectations, driven
by a one-time $95M benefit from tariff refunds. While the company
increased its full-year guidance to reflect this, Masco continues to
face a choppy macro backdrop, which led to a steep pullback in the
shares. Despite a tough macro environment, Masco has continued to
operate well, with a sharper focus on brands with attractive returns.
The stock is relatively inexpensive and trading below historical
averages and the overall market.

¢ PPG Industries Q2 earnings in late July showed an EPS miss, driven by
weak refinish segment volumes and higher supply costs tied to the
reaffirmed (not raised),

Iran conflict. Full-year guidance was

disappointing a market that had higher expectations. While not
alarming, PPG's results continue to be impacted by the macro and
geopolitical backdrop delaying the recovery of global coating
demand. The company has performed well operationally and
improved its competitive position, which bodes well for when the

cycle turns.

¢ Applied Materials stock fell, despite beating Q3 estimates and issuing
above-consensus Q4 guidance in mid-August. Guidance implied
slower systems shipment growth than the market had priced in.
Applied Materials had high-bar expectations after the stock more
than doubled year to date, heading into earnings.

Portfolio Activity

During Q3, we remained active within our strict buy/sell and return-to-
target framework, responding to markets characterized by intermittent
volatility and sharp reversals.

We performed four process-driven 1/3 trims this quarter: Amgen and
Merck, and SEl, whose sectors (Health Care and Financials, respectively)
performed particularly well, as well as NetApp. Meanwhile, after
progressively de-risking our positions across Gen Digital and Comcast, we
liqguidated our remaining stakes. In the case of Gen Digital, despite a
fundamentally healthy business (and end markets) and ample cash flow
generation, we are concerned by the company's changing structure,
capital allocation framework and current leverage profile. As to Comcast,
despite several operational levers and the optionality embedded in the
shares at current valuation levels, we believe the company is facing
increasing structural challenges that extend beyond our investment
horizon.
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This quarter saw a large shift in our Staples holdings: we liquidated our
holdings in Kimberly-Clark and Sysco, both following large, transformative
acquisitions that have clouded our underlying theses, and, in the case of
Sysco, added significant balance sheet risk. Meanwhile, we initiated
positions across two new Staples businesses, Clorox and PepsiCo. Clorox is
a leader in household cleaning products and other essentials, whose
valuation has been weighed down by short-term concerns around private
label competition and temporary inflationary pressures. In our view, the
market is overlooking Clorox products' structural resilience, the company's
strong market positions, and its long track record of operational efficiency
and productivity improvements. Pepsi generates $90B in annual revenues
from a portfolio of over 500 brands across snacks, foods and beverages. At
valuation levels below 16x forward earnings, Pepsi currently represents a
rare opportunity to acquire a globally dominant consumer staples
franchise at a valuation that reflects unusually and overly (in our opinion)
negative sentiment. Our investment case rests on our belief that current
challenges are largely cyclical and manageable, rather than indicative of
long-term structural decline.

We also established a position in TE Connectivity, a stock we previously
held in the portfolio (2020-21). TE is the world leader in connectivity and
sensor solutions. Our current thesis is premised on the market's myopic
focus on the company's Al business (essentially copper connectors in Al
data centres), which it deems uncompetitive. We contend that copper-
based products run little risk of obsolescence; further, Al comprises a small
portion of revenues, TE's diversified revenue base provides multiple
growth levers, and importantly, today's modest trading multiples embed
free Al optionality while undervaluing a high-quality and growing business.

We also added to several positions on weakness such as American Express,
Carlyle Group, Cencora and Flowserve. Meanwhile, after a process-driven

1/3 trim of Qualcomm in Q2, we had the opportunity to add on share
price weakness to rebuild it into a core position. In our opinion, regardless
of who wins the "Al race" (e.g., hyperscalers, frontier model providers, end
users), the demand for compute should continue to expand at a rapid
pace, further accelerated by physical Al and greater functionality in
automation. Within this context, semiconductor demand emerges as the
clearest winner, and Qualcomm stands to directly benefit.

Outlook

In Q3, over 40% of GICS Industries within the Russell 1000 Value Index had
performance reversals of more than 20% compared to H1 2026. This
included shifts within important sub-sectors of Information Technology
such as Semiconductors going from 198% (in USS terms) in H1 to -10% in
Q3, or Software going from -27% to 36%. We believe market moves of this
magnitude can create outstanding opportunities for long-term investors,
and our commitment to our rigorous process and investment philosophy
remains steadfast.

The portfolio continues to reflect our dual emphasis on Quality and Value,
offering solid Quality characteristics in the form of high returns, low
leverage and strong dividend support trading at attractive discounts on an
earnings and cash flow basis. The portfolio offers exposure to a variety of
sectors with concentration across the high-quality Financials, Health Care,
Industrials and Information Technology sectors. Defensiveness is counter-
balanced by significant upside potential through a combination of business
progression and re-rating, with a strong contingent of portfolio holdings
trading at significant discounts to the index and their respective sectors
and industries, and the total portfolio offering a strong return to target.
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