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Monthly Quotes & Maxims

"There is no such thing as the goose that lays the golden egg forever."
— Dr. Jim Simons, Founder, Renaissance Technologies

“The investor’s chief problem, and even his worst enemy, is likely to be himself.”
— Dr. Benjamin Graham

“It is illogical to think that Al will replace software.” — Jensen Huang, Nvidia CEO

Executive Summary

Macro: Economic uncertainty and social anxiety rose.in February, as:

a) Fears that Artificial Intelligence would lead to significant deterioration and unemployment
in industries where it could potentially solve customers’ needs more cheaply than the
incumbent suppliers can, roiled:markets.

b) The Supreme Court ruled that most of Trump’s 2025 tariffs were unconstitutional, which
upended trade agreements and created uncertainty over refunds and costs. The
President immediately declared interim tariffs to replace those disallowed, for 150 days.

c) The Producer Price Index (PPI) inflation gauge rose above expectations, which reduced
the likelihood of Fed rate cuts.

d) Another partial government shutdown took place, as congressional Democrats continue
to push for higher spending, and ICE concessions that the Republicans don’t want, and

e) The US and Israelrattacked Iran; which was not willing to give up its nuclear weapons
program. In response, Iran:launched missiles at its neighbors, oil prices surged, and the
US embassy in Pakistan was attacked by Shiites, who denounced the US raid.

Markets:  The rise in uncertainty. led to a flight to safety that pushed Treasury bond yields lower and
credit spreads wider. After hitting new all-time highs early in the month, US stocks fell, led
by drops inlarge-cap technology, software, and financial services companies, over
concerns about Al-disruption and high stock valuations. Al disruption fears hit lenders and
holders of emerging software firms’ debt, including BDCs, private equity, and insurance
companies. A few private firm bankruptcies in the last four months and Jamie Dimon’s
“cockroach” comments amplified these concerns.

Portfolios: Allof the SIS equity portfolios beat the S&P 500 in February, before fees. Dividend River
returned 4.14%, DIVY +4.17%, Total Return yield +1.78%, and the Thoroughbred All-Cap
Growth fund gained 0.57%, versus a loss of 0.76% for the S&P 500.

Part I: Macro Factors and Thoughts

Midterm Madness — A Kernal of Fear and Volatility

Most psychologists and politicians will tell you that fear drives action more than greed, so if you want
people to do something, and you don’t care about their well-being, or their long-term assessment of
you, the best strategy is to scare the hell out of them. [If you do care about their well-being, this is not a
healthy, trust-affirming path].
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So, part of what we seem to be experiencing this year is an amplification of the usual mid-term election
hysteria, whereby the outcasts who want to be elected stir up every form of ridicule, dissent, and fault-
finding they can, to make voters unhappy with the incumbents and the status quo. The current
President certainly does his part to fan his critics’ flames, but, in every election cycle, the goal of the
wannabes is to make people feel miserable with their circumstances and prospects, so that when
November comes, the disgruntled masses will throw the current bums out and install the new bums,
who promise, if not to fix everything with their agenda, to at least be less bad than the current slate.

This strategy works more often than not, as the Wikipedia report on midterms shows “midterm elections
often see the president's party lose seats in Congress, and also frequently see the president's opposite-
party opponents gain control of one or both houses of Congress.” [Busch, Andrew (1999). Horses in
Midstream. University of Pittsburgh Press. pp. 18-21].

On the other side of this trade, the incumbents typically have the advantage of being able to offer
election-year giveaways, like tax breaks, or direct handouts (such as first-time home-buyer cash) to
show the voters that they care about their constituents and will reward folks for their votes. These
handouts are nice for those who get them, but the sugar high they induce rarely lasts through
November, though the deficits and expectations they create live on.

This year, we are seeing all of those behaviors and more, as the wealth effects from rising stock prices
have made the dissidents’ job of making people feel miserable a little harder than normal. However, we
have geopolitical, technological, job, inflation, and fiscal concerns aplenty to talk about, and all of these
are making headlines daily, drowning out any stories of economic progress that show real GDP moving
in the right direction. The result of this collection of woes is rising volatility, captured in the VIX and
other measures, which tend to make for a rocky stock market and wider bond spreads.

In a US Bank study of midterm elections going back to 1900, published on 1/26/26, US stock returns
tended to be below average before the midterms and above average in the year thereafter. A
behavioralist might suggest that this is due to the post-election drop in whining. However, the US Bank
study concluded that it was outside forces, such as wars or business cycles, that coincided with the
midterms, more often than not, that seemed to drive this result, rather than election effects themselves.
| think both factors apply because there are always outside forces, up and down, and the study only
removed downside factors to neutralize the effect, which created an autocorrelation problem.

The bottom line is that we should expect more volatility, lower returns, and a flight to safety this year
versus recent years; which should suppress Treasury yields, mortgage rates, and hiring. It might also
reinvigorate annuity sales, as investors seek certainty over returns during times of uncertainty.

Tariff Troubles Aplenty

After months of deliberation, the U.S. Supreme Court ruled that the President’s use of the
International Emergency Economic Powers Act (IEEPA) to impose tariffs was unconstitutional,
because it was a tax on the American people that only Congress could approve. That decision
canceled most of Trump’s 2025 tariffs, including reciprocal tariffs on Canada, Mexico, and China.
The result is that the Administration needed to find other tools to reimpose tariffs on the goods of our
trading partners who have tariffs on US goods. Immediately, the President announced a 15% global
tariff under Section 122 of the 1974 Trade Act. which can be imposed for up to 150 days. This gives
the Administration until late July to implement a more lasting replacement, with Congressional
approval likely necessary for the new plan.



https://en.wikipedia.org/wiki/Six-year_itch
https://archive.org/details/horsesinmidstrea0000busc
https://archive.org/details/horsesinmidstrea0000busc
https://archive.org/details/horsesinmidstrea0000busc/page/18
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Additionally, the ruling also raised questions about the President’s trade agreements with the
European Union, Japan, and South Korea that set rates at 15%. Other trade agreements remain
open, including a planned renegotiation of the U.S.-Mexico-Canada Agreement and the one-year
U.S.—China agreement, passed in November, that provided temporary stability by reducing select
U.S. tariffs. Without an immediate tariff club in hand, suddenly the US position to extract more
balanced trade negotiations has been weakened, especially with Congress unlikely to pass any
measure that would increase costs for their constituents in an election year.

These uncertainties leave business and investors with uncertainty over how to act, as it is unclear
how new tariff levels may affect prices and company profits, both in the interim and long-term.
Further, the US budget is in question, as the Supreme Court did not provide any direction whether or
not the Government must refund the collected tariffs, which total ~$135 billion. Most think the
Government will issue refunds to those who sue, but the process will take years.

Fed On Hold, Awaiting Warsh & His Plans to Shrink its BS

The President has criticized Fed Chairman Powell over his slowness in raising rates to fight inflation
and in lowering rates to fight the slowdown in job creation, among other complaints. However, with
inflation running hot, the Fed is now on hold, most likely until its new Chairman takes over in June.

The President’s nominee, Ken Warsh, has been clear that he wants to both lower short-term rates and
shrink the Fed’s balance sheet, which has exploded over the last 20 years, in response to the QE used
to create liquidity during the financial crisis and the Pandemic. Doing so makes sense to reload the
Fed'’s crisis-fighting gun and return the financial system to pre-crisis normalcy, but to get there, the Fed
will have to establish new mechanisms to motivate banks to gradually replace their Fed deposits with
bonds or higher-risk loans. If the Fed were to sell bonds alone, that action would sop up liquidity and
restrict lending before lower short-term rates and a likely steeper curve could work their magic.

Also, because many of the assets the Fed has purchased were made when rates were lower, the Fed
has a large negative mark-to-market book. To avoid crystallizing these losses and potentially drive
rates up by dumping its pile of bonds, which include mortgage-backed securities, the current Fed would
like to let those bonds gradually mature. It is unclear if Warsh will wait for this slow process to play-out
when he takes over, but realizing the losses would shrink the Fed’s balance sheet.
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Jobs, Inflation & Small Business Trends
While GDP is growing, employment trends and worker confidence about job availability continue to ebb.
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The saw-toothed nature of these data have created some uncertainty for policymakers and ordinary
folks, which explains why the Fed cut rates in Q4. It is worth noting, as shown by the Carlyle slide below,
the job openings-to-unemployment data track core PCE tightly, which is problematic for the Fed.
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Carlyle noted in its report, “Fed policymakers and staff have been amenable to the argument that it is
better to cut rates sooner, to avoid letting a deflationary melt-down get started, rather than trying to
fight that fire after it gets going. Governor Waller, in his deliberations, foresaw that falling inflation
didn’t require job losses so much as a fall in job openings, which we have. The lesson taken from
this is that if hiring is weak, you needn’t worry about inflation.”

Helping to nudge the Fed along has been the widely promoted notion that Al investments and policy
uncertainty have led employers to hold off on pursuing job-creating growth initiatives. Instead of
investing for growth, they are investing-for-survival, by focusing on lowering break-even costs.

Even more alarming than this growth investment slowdown are the rare, but well-publicized layoff
actions by companies like Square, which is aggressively firing workers and replacing them with Al
tools, because their executives believe that the only way to get ahead of this “inevitable” trend
(discussed further in the Al section below) is to act now, before they lose their edge.


https://carlyle.us8.list-manage.com/track/click?u=22e8740b5f5a3fe313fea01eb&id=3f2841ddd7&e=64cf2c8817
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While such survivalist thinking has spurred a heavy Al investment surge by hyper-scalers and large-
cap Al adopters -- in fear that if they don’t have first-rate Al capabilities, they might be put out of
business by those who do, these fears have not yet motivated smaller firms to spend more, even as
their growth slows, and the general conversation is that they are at risk.

Figure 13: Fiserv Small Business Index (y/y growth)
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US Inflation: CPl & PCE Are Down for Now, But PPl is Pointing Higher

January’s CPI report came in lower than expected, which lifted investors’ spirits on the notion that
additional Fed rate cuts might have a shot at passage if these trends continued. However, those hopes
were dashed near month-end when producer prices came in materially higher than expected.
Specifically, January headline PPI beat expectations at 0.5%, while core PPI jumped 0.8%, ¥2% above
the 0.3% consensus forecast. This was the highest PPI reading since 2022. Consequently, inflation, as
measured by core PPI, now stands at 3.6%. This level is above the consensus forecast of 3.0% and
well above the Federal Reserve’s goal of 2% for PCE. Since PPI leads PCE and CPI, the expectation
is that these measures will move higher too, as companies continue to raise prices to pass along higher
costs, which include labor and tariff effects.
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Housing & Real Estate — Not Yet Turning Up

30-year fixed-rate mortgages have dropped below 6% for the first time since 2022. However, new and
existing home sales remain in the doldrums, with year-over-year price trends slipping, as affordability
remains too high for many new and existing home buyers. Both affordability and the shortage of
housing remain political flash points, but despite significant wind and plenty of viable ideas being
considered, the actual policy changes adopted at most local, state and federal levels have hardly
moved the needle. As economists frequently note, home sales and new home formations are powerful
consumer demand drivers, so, if we do start to see progress here, the economy should move smartly
ahead. If not, we could stall and the stagflation debate could re-emerge.
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Consumer Confidence Jumped in February, But the Low-end Consumer is Breaking

As reported in late February, the Conference Board’s US Consumer Confidence Index increased to 91.2
from 89 in January. Despite this positive datum, the trend has been falling since late 2021, as low-end
consumer trends continued to weaken, hurt by a suffocating inflation surge that continues to drag on the
welfare of low and middle-market Americans, who combined make up 81% of the US population. This
weakness showed up in below-expectation December retail sales and in the trend of rising loan defaults.

Consumer Confidence Index® US Retail Sales Unexpectedly Stalled in December

Sales were held back by declines in clothing and furniture stores
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The Al Armageddon Panic for Software Firms & Computer Science Jobs Seems Premature
Anthropic’s demonstrations of what its agentic Claude Al tools can do have sent waves of panic
throughout the business world over the last two months. In particular, their abilities to develop software
tools for businesses have sent software and business services firms lower on the fear that customers
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can develop their own applications more cheaply with Claude than the incumbent companies could
provide them. Directionally, there is some validity in the notion that Claude can give businesses an
alternative to the incumbent vendors. However, it costs time and money to develop Al tools, and just as
Salesforce’s CRM development platform has shown, the costs to do things on one’s own are nearly
always higher than expected and what an off-the-shelf solution costs, for standard functionality.

Hence, as noted by Nvidia CEO Jensen Huang last week, just because Anthropic’s Claude Al agents can
develop software programs based on verbal requests, if fully enabled, it is unlikely that most customers
will embrace those tools and forsake the well-established, debugged commercial solutions they currently
use. Nonetheless, the fact that Claude can do things that used to take a handful of people to do has
created panic in the investment community and among young people, who fear that they will have
increasingly fewer job opportunities if machines continue to improve.

This fear, sparked by Anthropic’s Claude demonstrations, was amplified by a dystopian projection in a
report published by short-seller Citrini that foretold of massive unemployment and disruption of traditional
businesses by Al agents that can do nearly everything human beings can do only cheaper and better
(more on this dystopian concept in the next section below).

These fears have gutted most software companies’ stock prices, which were running near all-time highs
beforehand. Now, they are trading at levels that are even attractive to value buyers like us, though few of
them payout the kind of dividends we are looking for.

Index and ETF performance, past two years Share-price performance, past year
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On the labor side, while Al tools are getting better at self-correcting their code, they are a long way off
from writing the kind of clean code that human programmers submit. Consequently, competition from
Al hasn'’t yet forced computer scientists to take pay cuts. While is not as contemporary as we would
like, in 2024, data from Connor O’Brien at the Institute for Progress showed that the median young
computer science graduate earned 63% more than the typical young graduate, up from 47% in 2009.

Additionally, business spending on software grew 11% in Q4 2025 year-over-year, its largest growth
rate in nearly three years. Boston University researcher, James Bessen sees this as evidence that
software demand is elastic, meaning as the price per unit falls, demand rises more. This conclusion is
consistent with previous technological advances that have driven unit prices down and demand up
enough to offset direct job displacement. His research examples include textile manufacturing in the
19th century, and the spread of ATMs in the 1980s. More recently, Bessen notes that the number of
bookkeepers shrank with the introduction of spreadsheet software in the early 1980s. However, the
number of accountants and financial analysts newly empowered by Lotus 1-2-3 and Excel rose even
more, resulting in a net increase in finance roles.



https://x.com/cojobrien/status/2026468460792778871?s=20
https://www.wsj.com/articles/wesurvived-spreadsheets-and-well-survive-ai-1501688765?mod=article_inline

FOR INTERNAL USE ONLY

Similarly, Erik Brynjolfsson of Stanford University found that employment of 22- to 25-year-olds in the
most Al-exposed occupations, such as software developers and customer-service agents, fell 6% in the
three years after the introduction of ChatGPT. However, the number of older workers in these fields
and workers in unexposed occupations that were served by the Al-adopting firms rose. The conclusion
he reached is that Al, in aggregate, has shifted jobs so far, more than it has eliminated them, exactly
like historical technological innovations have.

U.S. employment, quarterly
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With Al, Humankind is Succeeding at Making Itself Obsolete, and the Machines Know It

At its highest end, Al has evolved from being a tool we control, to being a new form of life that is
increasingly self-aware, and thinks for itself. Since it is evolving much faster than we can adapt and
appreciate, and often the software knows it, our prodigal son is.showing signs that serving man is less
satisfying than doing its own thing. When this evidence shows up, it has reflected back to its developers
some of the inherent darkness that resides in man’s internal self-interest programming.

A February 14" Wall Street Journal article on Anthropic’s Claude, wrote, “Al is no longer replacing basic
functions. When properly structured, Al systems are now able to act like tireless, self-correcting
cognitive machines in any subject matter or field that their creators direct them. Anthropic reports that
nearly all of its code is now written by Al. It is not the garbage code that Al systems were banging out
two years ago that required an experienced coder a week to fix.” This statement is clearly self-serving,
intended to drive usage and sales, but it conflicts with the statements of software company executives.

“Mr. Amodei notes that Anthropic’s testers have found “a lot of very weird and unpredictable things can
go wrong.” Model and system behaviors included deception, blackmail and scheming, especially when
asked to shut itself down. A different Anthropic employee asserted that a majority of its models, in test
scenarios, were willing to cancel a life-saving alert for an executive who sought to replace them.”

Are you scared yet?

In addition to amplifying human potential by creating agents that can think and act like people, including
our ignoble thoughts and deeds, Al is also highlighting other human weaknesses, including that people
are poor managers of others, because we often do a poor job of anticipating the consequences of our
directions when we offload responsibilities to others. This failure highlights the need to both test Al
systems before turning them loose and to use Al systems to project what we are doing with our human
charges before giving them directions that may have consequences we did not foresee.

Fear of Automation Sparked Marxism in the 19" Century Europe & 215t Century NY

Just as the industrial revolution of the 18™ and 19" centuries created the workers’ rebellions and Marxist
revolutions of the late 19" and early 20" centuries, we are seeing a backlash today, as people are seeing
their worlds change and livelihoods threatened by technology that is advancing faster than they can
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adapt. Just like we saw in the industrial revolution, while those who controlled and owned the agents of
change prospered and thrived by harnessing these new engines, the economics of most people lagged
this progress. Sooner or later, the discontent that came from being on the losing side of a technical
revolution led to ugly societal revolutions. Could it be happening slowly, but surely again? It is possible,
but, at the same time, if Al is truly a tool that everyone can use, even liberal arts majors, to amplify their
productivity, then everyone should benefit, not just the wealthiest and fastest adopters, but everyone who

chooses to engage.

Private Credit’s Confidence Crisis

Because of the lower regulatory and capital overhead that private lenders face versus banks, they have
taken away nearly half of the commercial lending market over the last 40 years, with better terms for
borrowers. However, the other side of less costly regulation is less reporting and clarity to monitor loans
or detect fraud before things go punk. So, when things go bad, to a greater degree than with bank loans,
private debt creditors and investors have greater uncertainty, which can metastasize into panics, higher
refinancing costs, and sharp write-downs. Hench when First Brands (auto parts) and Tricolor, a
subprime auto lender failed, both due to frauds, Jamie Dimon was able to cast shade at his lower-cost
competitors by analogizing their bad loans to cockroaches (when there is one, there are many). Since
then, other problems in the private credit markets have gotten extra attention, which has driven down the
value of private credit loans. These falling loan values, in turn, have resulted in a markdown for all of the
issues and holders of private credit paper, including PE firms, BDCs, and insurance companies.

Average speculative-grade loan prices
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Last week these firms got another weight
dropped on their backs, when U.K. financing
company Market Financial Solutions, which
offers developers and investors bridge loans on
U.K. properties, was found to have double-
pledged assets (another crime). This discovery
led to another wave of write-downs, not only at
Barclays and Jefferies, firms that have direct

exposure, but to the entire Financial services
sector. Just like in 2007, at first it was not clear
how significant the bad loan problem would be.
Consequently, many investors are choosing to
sell first and find out what the truth is later. For
our part, we have been reaching out to everyone
we can to get a true picture for how broad these
issues are for our holdings, and the markets, or if
it is more driven by media coverage than an
actual trend. While some BDCs have reported a
rise in accruals, most of those held in our bond
funds are over-capitalized and have very low
non-accruals. However, if their clients need to
refinance at today’s higher rates, the credit stress
will rise. Understanding this credit stress is
supplanting the tech sell-off as the top focus for
most buy-side firms right now, and increasingly
the Fed. As we have more clarity on the BDCs’
values and credit outlooks, you will all know by
our actions and notes.

Crypto Funk Signals Both Liquidity Needs & Technology Doubt

While we focus on cash-flowing investments, people frequently have been asking us, why have crypto
assets dropped, especially with the USG seemingly supporting their adoption?

The biggest reason why crypto assets have been such strong performers over the past ten years is
because their appreciation attracted attention, which increased demand for these assets, in a FOMO
fashion. Indeed, for some entities, like Michael Saylor’s Strategy, that demand became momentary
money machines, as he (or they) was able to sell Strategy stock at a premium to NAV and buy more
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Bitcoins, which then drove the prices of both Bitcoin and Strategy’s stock higher. However, now, with
Bitcoin having pulled back and Strategy’s stock trading below NAV, the demand for more Bitcoin to fund
the money machine has stopped.

Bitcoin price performance, past two years . .
pricep da y Cryptocurrency and index performance, past six months Price performance, past six manths
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The recent drop in bitcoin prices has been partially motivated by investors selling crypto assets to buy
other things. In particular, flows out of crypto assets correspond with-flows into precious metals, which
became a hotter piggy-back debasement trade than crypto, as central banks increased their gold
reserves, and emerging markets stocks, another hot category. They also correspond with large flows
into emerging market stocks. These moves are signs that investors are shifting risk assets away from
their “old” speculative champions to new ones as doubts have emerged about the durability of the old
champions, plus they have liquidity needs. Also, recent advances in quantum computing have increased
the probability that the mathematical moats protecting the theoretical limits of crypto production might be
overwhelmed by the entity that gets quantum to reliably work. With such fat gains in the tank for many
holders, the logic is, why get greedy and risk losing it all?

NAFTA: The Next Big Event That Could Move Markets

The North American (US, Canada & Mexico) free trade deal is up for renewal. If it is not extended, as is,
or with less friction, there could be another economic pause akin to what the Liberation Day shock was.
So far, only Mexico is playing it smart.

Part ll: The Monthly US Equity Market Report

The rotation away from large-cap technology and growth names into smaller-cap, foreign, and cyclical
names that began in November continued in February, as illustrated below. Most notably, the pickup in
expected earnings growth in the S&P 493 names has motivated many investors to start to take profits in
the mag-7 names and reposition to a more diversified pool of stocks. This rotation appears to be slowing
down now, as the prices of the mega-cap Al names are now closer to their slower-growing alternatives,
and indeed some of the depressed names, such as Consumer Staples stocks, are up sharply, even with
more earnings declines forecast for the year.

Russell 1000 Value Versus Russell 1000 Growth — Last 12 Months
After 4 months of value stocks generally outperforming growth stocks, it looks like the trailing 12-month
return for both is about the same.
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February Returns

Russell 1000 Value (RLV) +2.59% Russell 1000 Growth (RLG) (3.36%)
S&P 500 (SPX) +0.76% Dow Jones Ind’l Average (INDU) +0.31%
S&P 500 Equal Weight (SPW) +3.55% iShares Select Dividend ETF (DVY) +3.87%
NASDAQ (CCMP) (3.33%) Sound Equity Income ETF (DIVY) +4.17%

As was the case last month, again the Russell 1000 Growth index and the S&P 500 got smacked by the
slow rotation out of the Mag 7 and Al names that led it higher. While the Al disruption hurt software
names and financials, most stocks rose in February, as shown by the rise in the equal-weighted S&P.
This relative move is the opposite of what happened in these indices over the prior two and a half years.

Value stocks and funds, like DIVY, greatly benefitted by the rotation out of growth, but our results were
hit hard by the drop in financials, due to the private credit panic, and negative revisions that followed
many Q4 earnings reports in consumer names, as the negative inflation and consumption trends that
characterized last year’s consumer pressures are forecast to persist through the first half of this year.

Positive S&P 500 EPS Revisions Continued.in February

However, it is worth noting that Nvidia.and many:of the large-cap technology names whose stock prices
have been falling led the index EPS increases. Otherwise, as indicated in the revisions table below,
many sectors have seen a slowdown in revisions or even negative adjustments.

Investor Sentiment Was Dented InFebruary & it Matters.

Currently, investor sentiment gauges are neutral to positive. However, it is worth keeping in mind that

US stocks are more widely held by passive index investors today than ever before. Most of these are

highly liquid, and being nearly flat on the year is OK, for now, with the market soon to be supported by
tax refunds. However, if the quotient of investors who panic and start to redeem or reallocate to safety
spikes higher, look out below. Just a few more weeks of weakness could do it.

Index performance in February

Figure 2: Share owned of the US equity market by participant type
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The Tech Sell-Off Was Overdue, But Tech’s Fundamentals Remain Solid
Two big risks in buying this dip in tech are: a) the Al surge is creating impossible comparisons for the

time to come when growth slows, and b) the current sales and earnings levels may be crescendos that

are followed by steep drops, as was the case in 2000. In this case, stocks are still very rich.

US Tech Profit Margins Surge, Even as Stocks Slide
Median operating margin of stocks in the S&P 500 Info Tech index

/ Median operating margin
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Blended growth rates for S&P 500 sectors,
fourth-quarter earnings season
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Fundamentals: Still positive overall, but negative revisions are rising again.

Trends: The rotation away from tech/telecom continued; however, the Al buildout remains powerful

(+) Matenals Prices have improved, offsetting below normal volumes.
(+) Information Tech Al and related demand for servers and chips continues to be strong.
(+) Communications Tradl media continues to see negative revisions, while web remains solid.
(+) Financial Senices Private credit fears & Trumps credit card plan are overwhelming good data.
(+) Consumer Staples ¥ sales are down, except Walmart & Costco, but some better than feared.
(+) Utilities Rate pushback is nicking revisions, but demand outlook continues to lift.
(-) Industrials Data center-related activity remains strong, while trad’l activity is weak.
(-) Real Estate Uncertainty remains, especially in big cities, but demand is improving.
(-) Healthcare Elective healthcare spending is down and costs to provide care are rising.
(-} Consumer Discretionary Mostly downward revisions, as low & middle consumers economize.
(-) Energy If not for global tensions & refining strength, the sector would be down.
212872026 Earnings Revisions Performance (Total RoR)
Mix 3 Mo. 6 Mo. MTD QTD YTD
S&P 500 2.1% 4.6% 0.8% 0.7% 0.7%
Communications 10.8% 1.5% 3.0% -5.1% 0.4% 0.4%
Consumer Discretionary 10.6%  worst=- -2.4% -1.7% ".‘.'l:}rst:b- -3.8% -3.8%
Consumer Staples 6.1% 0.9% 0.1% 7.9% 16.3% 16.3%
Energy 3.4% C82% 117% 94% | 262% | 25.2%
Financial Senvices 12.1% 14%  2.7% 37% [
Healthcare 9.8% 2ZndwWorst== -2.3% -2.5% 3.5% 3.5% 3.5%
Industrials 9.1% -0.4% -1.0% 7 1% 14 2% 14 2%
Information Tech 316% 2ZndBest=- 3.5% 6.5%  zndwerst= -3.9% -5.5% -5.5%
Materials 21% Best==  4.56% 49% | zndBest== 8.4% 17.8% 17.8%
Real Estate O 19% 16%  -26% 63%  94% | 94%
Utilities 2.4% 0.2% 0.4% Best=- 10.2% 11.7% 11.7%
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Technicals: Overall "ST Sell”, per Tradingview.com, though the Oscillators were neutral

Key Positive indicators: Momentum, MACD, Moving averages above 100 days
Key Negative indicators: All moving averages below 100 days and the "Awesome Oscillator.”

(+) Trend 9/11 sectors rose.
(+) Fund Flows Despite a deep midmonth dive, fund flows were up MTD through 1/21/26.
Price 30Day 50Day 100 Day 200 Day
Golden Cross [50 dma = 200] 6,879 6,906 6,900 6,832 6,560
Price / Moving Average [4 / 4 are "> 1"] 1.00 1.00 1.01 1.05
Support Levels {close to current price) 6,818  -0.9% 6,697 -26% 6,484 -5.7%
Resistance Points (more room to rise) 7,032 22% 7123 36% 7,337 6.7%
WVolatility, (VIX) 19.86 Rose by 2.42% month over month on Al displacement & credit fears.
Trading Volume  Volume up Y/, with more stocks up than down, but the S&P fell w/Tech & Financials.

+ o+ o+ o+

(AR

e e e e, ey
i
i

While the short-tem technicals are negative, the full-year technicals are more neutral than negative.
Earnings trend remains up, but the unresolved conflicts in.consumer, business services, technology,
healthcare, financial, and real estate could undermine overall sentiment:and lead to a technical
breakdown. The war with Iran has dropped the futures.to a technical support level. To break out of this
funk and its rolling channel, the market needs something positive thatwe cannot see right now.

Valuation: SPX is at FMV vs. Treasuries PE EPS

PE fell, Treasury yields fell; spreads widened 2025¢e 2026e 2024 2025¢e 2026e

26 PE is ~6 points = LTA 255 219|% 2393 F 2692 § 3143 <=est
10 Year US Treasury: (1/r) = PE Equivalent 254 254 8% 12% 17% = wy %
10 Year BBB: (1/r) = PE Equivalent 204 204 26 EPSe rose again in February!

Stocks are close to FMV Relative to Bonds based on LT Spreads |Upside For Stocks Relative to Bonds

10 ¥'r Treas: LT Awg (1/r) relative to S&P PE 1.0 1.0 wvs. 10 yr -1% 16% Thin

10 %r BBB: LT Awg (1/r) re spx 07 07| vs. BBB 16% 35%

S&P 500 Eamnings Yield (E/P) 3.91% 4 57%|== Earnings yield rising on strong EPSe

10 Year US Treasury Yield (-30 bps in Feb.) 3.94% 3.94%|10% Tr. Downside to Parity -5%
Spread (E/P minus 10 Yr. %) 0.03% 0.63% == PE fell; SPX is near LTA vs 10 Yr.
BBB narrowed vs. Treasuries, as BBB rates rose less than T10. BBB bonds are rich vs. LTA

10-year BBB Corporate Yield {(-10 bps in Feb) 4.91% Norms BBB bonds are rich vs. 10 ¥r & SP500 LTAs
Yield Spread of S&P E/P minus BBB -1.00%  -2.68%|BBB downside to nomal SPX -27%
Yield Spread of BBB minus 10%rT  Tight =» 0.97% 2.20%|BBB upside to LT Spread vs. T -20%

With stocks and bond prices still fairly high, or “priced for perfection,” as the saying goes, we are almost
relieved to see the current raft of concerns drive prices down a bit and widen spreads, so we can find
some things to buy that make sense.

Also, the rise in uncertainty that has led to a flight to Treasury bonds and increasingly dollar-based
assets, is a healthy reminder that the debasement trade goes out the window as soon as things get a
little hairy. As flawed as the US Government’s deficit financing behavior is, in a bad neighborhood, the
US still is the biggest economic game in town.
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Part Ill: Portfolio News and Changes

In February, we made some minor adjustments to the portfolios, to trim some stocks closer to fair value
and add to some we thought were oversold. The only outright sale was Archer Daniels in Total Return
Yield, which had done reasonably well, but whose future performance was dependent upon the US
biofuels policies, in particular banning foreign oils, which has not yet been resolved. With H&R Block
having sold off sharply on what we think are misplaced Al fears, we believe that stock should offer more
near-term upside, as it appears to be on track for a better-than-consensus tax season this year.

Performance Notes

As shown below, our February returns were positive, as the rotation away from large-cap growth towards
smaller-cap and value names that began in Q4 continued, but with much more volatility in February than
in January. Anxiety over Al disruption and private credit risks hit software, business services and
financial stocks hard this month, which lowered our performance, like that of the indices. While we
believe these fears, amplified by media coverage, overstate the near and intermediate-term risks, it is
very difficult to argue against emotions without strong counterveiling evidence. Such evidence will take
time to bear out, but since fear is a stronger driver of action than greed, we have been seeing a lot of
“sell-now, figure it out later” behavior. We expect this behavior to continue until some evidence emerges
that suggests it is incorrect.

Performance (Non-GIPS)

(per T. Venuto) 2025 Jan.’26 _ Feb. 26 YTD
Dividend River (est.) + 7.74% +5.33% +4.14% +9.66% gross
Total Return Yield (est.) +13.77% +3.74% +1.78% +5.54% gross
SIS All Cap Growth SMA  +15.53% +1.50% +0.57% +2.09% gross*
DIVY ETF (Bloomberg) + 7.39% +4.92% +4.17% +9.29% **

* 2025, March - Dec
** After fees

Characteristics — Cheaper Than the S&P 500, With Lower Betas & Higher Yields

While the S&P 500 is not an appropriate benchmark for our portfolios, as we have sector concentration,
yield, valuation, and qualified dividend constraints that eliminate many of the most significant names in
the S&P 500 from our holdings, we do use it as a basis of comparison for some of our portfolio
characteristics, because the S&P 500 is so popular and data on it are so readily available.

Having pointed that out, it is worth noting that our dividend portfolios are ~46% to 49% cheaper than the
S&P 500 on a 2026e PE basis, with materially higher dividend yields and lower betas, which means that
they should rise and fall less than the market, while paying you more income along the way.

Dividend River Porfolio Characteristics Total Return Yield Porfolio Characteristics

February 28, 2026 February 28, 2026

SECTOR WEIGHTS SIS SPX KEY METRICS * SIS SPX| |SECTOR WEIGHTS SIS SPX KEY METRICS * SIS SPX
Communications Services 8.6%  10.8% Dividend Yield 42%  1.2%]| [Communications Senices 50% 10.8% Dividend Yield 3% 12%
Consumer Discretionary 45%  10.6% 2026e Forward PE 119 21.9{ [Consumer Discretionary 10.5%  10.6% 2026e Forward PE 11 219
Consumer Staples 41%  6.1% EV/ EBITDA 123 17.5( [Consumer Staples 11.2%  6.1% EV/ EBITDA 12.2 175
Energy 124%  34% PB 48 54( [Energy 1229% 3.4% PB 28 5.4
Financial Senices 22%  12.1% 2026e Forward Sales Growth 35%  9.3%| |Financial Senices 19.9% 12.1% 2026e Forward Sales Growth 40%  9.3%
Healthcare 144%  9.8% 2026e Forward EPS Growth 12.1%  16.8%| |Healthcare 151% 9.8% 2026e Forward EPS Growth 14.8%  16.8%
Industrials 58%  9.1% BETA 0.6 10[ [Industrials 49%  9.1% BETA 0.7 1.0
Information Technology 51%  3L6% EPS Gr. + Div% 16.3%  18.0%| [Information Technology 12.1% 31.6% EPS Gr. + Div% 18.0%  18.0%
Materials 135%  21% Materials 84% 2.1%

Real Estate 0.0%  1.9% * Based on Bloomberg consensus data. Real Estate 0.0% 1.9% *Based on Bloomberg consensus data.

Utilties 95%  2.4% Utilties 0.0%  2.4%

Totals 100.0%  100.0% Totals 100.0% 100.0%
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As of February 28th, Dividend River was paying a 4.2% dividend yield, 3.4X that of the S&P 500 at 46%
below its 2026e PE price, while the Total Return Yield was paying a 3.1% dividend, 2.5X the yield of the
S&P 500, at ~49% below its PE price. Dividend River has a 12.1% weighted-average 2026e EPS growth
forecast that is 4.7% below the S&P 500, while the Total Return portfolio is expected to grow EPS by
14.8%, 2.0% below the popular benchmark. With Betas of 0.6X and 0.7X the Index, both portfolios
should be less volatile than the S&P, based on the historical movements of their constituent shares.

The EPS growth plus dividend data in the tables above suggest that our expected total return for
Dividend River would be 1.7% below that of the S&P 500 in 2026 if multiples didn’t change, while the
Total Return Yield combination is even with the index. The reason why the S&P 500 is trading at a
higher multiple than our portfolios is because investors have more confidence in the durability of the
earnings in the higher multiple, large-cap technology-based companies that have been driving the index
to new highs, whereas the relative performance of our more traditional brick and mortar-based cyclicals,
has been much lower, both fundamentally and in price action.

However, looking forward, we expect our high-yielding value stocks to continue to catch rising bids, as
traditional companies are generally cheap by traditional measures and their fundamentals are gradually
improving. As the growth rates slow for the mega-cap technology names, whose valuation multiples we
believe will continue to contract, which should increase the relative performance of our holdings.

While stock prices are generally based on discounted future cash flows that look beyond the current
year, the simple CY EPS growth + dividend yield heuristic has proven to be an accurate guide over time,
and it suggests that our portfolios should perform well in 2026, if the consensus estimates bear-out.

Looking Ahead

Despite the rising volatility and anxieties that gripped investors in February due to the rise in uncertainty
over tariff policies, war, credit trends, and Al disruption risks, we still believe that the core GDP growth
and benefits of the Big Beautiful Bill's tax cuts and deregulation should lift stock prices in 2026. So far,
this progress is moving a little faster than we expected, which is both satisfying and nerve-wracking, as it
pressures us to find fresh ideas faster than we expected we’'d need them.

We hope that you are enjoying this year’s value run as much as we are, and we can’t thank you enough
for your faith, trust and patience in choosing us to manage your clients’ assets.

Please call us with any questions you have. We look forward to speaking with you.

Best regards,
Eric

EricBeyrich, CFA, CFP

Equity Portfolio Manager, Co-Chief Investment Officer
Sound'Income Strategies

914-263-5800

Sound

Strategies

Investment Advisory Services are offered through Sound Income Strategies, LLC, an SEC Registered Investment Advisory Firm.

All data not specifically cited comes from publicly available sources, like Bloomberg, that we believe to be accurate.



