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JPMorgan Small Cap Equity

Investment Overview

The portfolio management team, led by Don San Jose and Dan Percella, brings more than 15 years of collaborative
experience and is supported by four dedicated analysts. Their investment philosophy emphasizes quality
businesses with strong free cash flow generation, managed by experienced leadership teams at attractive
valuations. The team also aims for high differentiation with the benchmark index (Russell 2000) and currently has a
99% active share. The portfolio is constructed to include profitable companies that are industry leaders in niche
markets with unique growth drivers. Notably, while 40% of small-cap companies are unprofitable today, 100% of
the portfolio remains profitable. This quality-first approach is designed to deliver consistent performance through
lower volatility compared to the broader market and reduced exposure to downside risk. Since inception, the team
has achieved a 78% down capture alongside second-percentile returns.

Performance Commentary

Small Cap Equity protected on the downside in the first quarter during the market drawdown (+250bps) but was
unable to keep pace in the second quarter as the high-beta rally emerged as the third strongest since 2012. In fact,
27 of the top 30 index performers in the second quarter were unprofitable businesses. While the recent
underperformance in this environment aligns with a conservative mandate, the magnitude of the beta rally combined
with a return-to-risk-on behavior in the market created a challenging backdrop for this style of investing. A similar
dynamic occurred during late 2020 through early 2021, when unprofitable companies and speculative trading drove
returns and the benchmark outpaced performance. Once fundamentals regained focus, however, the portfolio
outperformed by more than 1,000 basis points over the following three years. In 2024, Industrials and thematic
investing headwinds further drove underperformance, as speculative themes dominated index returns. Not owning
speculative stocks such as space companies (+94% in the second quarter) and thematic exposures like Bitcoin
(+66% in the second quarter) or speculative Al (+49% in the second quarter), while instead holding high-quality
businesses in areas like residential and commercial construction, detracted from relative performance.

Over three- and five-year periods, similar trends persisted, compounded by a handful of stock-specific missteps in
2023. The strength of equity market returns over the last two and a half years meant that a lower-beta, more
conservative approach lagged the benchmark in both 2023 and 2024, weighing on peer-relative results over longer
horizons. Narrow leadership and concentrated performance in a small number of stocks—10 stocks accounting for
nearly one-third of the Russell 2000’s return in 2024—presented additional challenges. From a sector standpoint,
technology and industrials, with their high growth expectations and elevated valuations, detracted from results. Stock-
specific factors also weighed on performance, particularly within healthcare and consumer holdings given weaker
IPO dynamics and poor selection. In response, the team re-underwrote portfolio companies, exited low-conviction
positions, trimmed outperformers that graduated out of small cap, and redeployed proceeds into high-quality positions
in consumer and industrials during periods of relative volatility. While the portfolio is not currently ranked at the highest
levels among historical peers, the team remains committed to its focus on buying quality, profitable businesses that
have consistently delivered top-decile performance since inception.

Recommendation

Our recommendation is to continue to monitor the strategy due to strong long-term risk-adjusted
performance and the differentiation of the strategy complementing a passive index fund well. The fund
continues to achieve its expected results given market conditions.

Disclosures

Data sourced from the investment manager and Morningstar Direct. While the material contained herein is believed
to be reasonable, no guarantee can be provided to its accuracy or completeness. The data, methodologies, and
conclusions presented in this document may change over time without notice. There can be no assurance that the
investments and/or asset classes referred to in this document will perform in a manner consistent with their historical
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performance and/or any forward-looking assumptions or opinions stated verbally or in this document. Any investment
and/or asset allocation, no matter how conservative, can lose money. Historical performance results do not reflect
the deduction of transaction fees, and/or custodial charges, which would serve to decrease historical performance
results. Information contained herein has been obtained from a range of third-party sources. While the information is
believed to be reliable, NWCM has not sought to verify it independently. As such, NWCM makes no representations
or warranties as to the accuracy of the information presented and takes no responsibility or liability (including for
indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by any third

party.
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