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GROSS MARGIN EXPANDERS ARE COMPOUNDERS

The initial investments were 2.5 years ago. Nvidia’s initial upward sales revision was in May of 2023.
By 2026 and 2027 the impact of Al investments is going to widen the performance gaps between
those who have been investing and those who haven’t, driving higher inter-sector dispersion and
probably sparking M&A activity as firms that have lagged seek to gain exposure. The initial euphoria
around the Red Sweep in the Fall of 2024 becomes more of a fundamental reality in 2026 and 2027,
and our incremental bullishness embeds that broader-based Al implementation is imminent.

Sector examples:

Financials: There are SO many ways efficiencies can be gained by Banks, Insurance, and Investment
Management. With millions of customers and employees, the industry will continue to get better at
predicting customer and employee behavior and driving out costs while more effectively cross-
selling. New products, better trading and portfolio construction, and improved security are
happening already.

Healthcare: We are very bullish on task automation (no more clipboards at the Dr’s office), Al-
assisted diagnostics, and ultimately even drug discovery.

Industrials: Al-led quality control, robotics coordination (Amazon recently said they have more
robots than humans in certain facilities), and supply chain automation increase revenue and reduce
costs.

Bottom-up consensus EPS estimates are higher today for 2025 and 2026 than they were a few
months ago - that is HIGHLY unusual when there is a slowing Consumer and tariffs - a sign that
companies are focused on margins. Compounders - those companies with consistent gross
margin expansion win (See Slide 13).

Source: Trivariate Research
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CAN THE S&P500 GET TO 10000 BY 20307

Below we show a range of price-to-forward earnings multiples (from 15x to 25x) on the y-axis and a range of per year
earnings growth assumptions (from 5% to 15%) from now through 2031 on the x-axis. The cells that populate the
table are the year-end 2030 S&P500 price, depending on the earnings growth and valuation assumptions. The black
cells show assumptions that justify the S&P500 around 10000 by 2030. For instance, paying 23x a market that grows
9% per year, or 20x a market that grows 12% per year would both yield a 10000 S&P500 by the end of the decade.
We don’t think it is unreasonable that with the benefits of Al productivity in front of us, that paying 22x a market that
grows earnings at 10% could happen!

Source: Trivariate Research
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S5 OF THE 11 SECTORS HAVE DECLINING YOY EARNINGS IN Q3

Current bottom-up earnings expectations are for 9.5% growth in 2025, and 13.6% in 2026. The 2025 earnings
expectations for 2025 were 7.4% two months ago, so the biggest companies are driving upward revisions for the
entire S&P500. Analysts are forecasting Energy and Consumer Staples stocks will have declining year-over-year
earnings in 2025. The highest 2025 bottom-up earnings expectations are in Technology, Communication Services,
and Healthcare.

Bottom-Up Analyst Earnings Growth Expectations
August 29th, 2025

Sector 2024 1Q25 2Q25E 3Q25E 4Q25E 2025E 2026E
S&P 500 9.5% 12.6% 1.5% 7.2% 7.2% 9.5% 13.6%
S&P ex-Financials 8.3% 14.4% 1.2% 6.6% 7.7% 9.8% 14.0%
Consumer Discretionary 14.9% 7.4% 4.1% (2.4%) (1.8%) 1.4% 12.9%
Consumer Staples 3.0% (6.3%) (0.5%) (2.7%) 4.7% (1.2%) 8.0%
Energy (23.8%) (18.9%) (20.1%) (5.5%) 0.1% (1.9%) 18.3%
Financials 15.0% 5.0% 12.8% 10.1% 5.2% 8.2% 1.9%
Health Care 1.9% 41.8% 6.7% (1.4%) 3.8% 10.9% 9.5%
Industrials (0.5%) 8.9% 1.2% 14.6% 0.3% 5.8% 17.6%
Info Tech 23.0% 18.8% 23.1% 20.3% 17.0% 19.6% 20.0%
Materials (M.8%) (3.5%) (1.9%) 10.8% 14.3% 4.4% 16.4%
Communication Services 21.5% 27.6% 46.2% 4.9% 7.2% 19.5% 7.7%
Utilities 20.3% 6.6% (1.0%) (2.0%) 11.0% 3.2% 10.5%
Real Estate 3.1% 5.1% 3.1% 2.5% 3.3% 3.5% 6.9%

Source: Trivariate Research
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WHAT IS THE LATEST ON TARIFFS?

We searched every earnings call transcript, bucketed the key tariff / pricing-related categories. Pricing, capital spending, labor,
inventory, supply chain, and China are all among the key areas that impact margins (left). We also evaluated the stock
performance of those mentioning certain issues -those saying tariffs benefited them, unsurprisingly performed best (right).
Those who commented on pricing pass through or inflationary effects have lagged on a relative basis. Overall, we have not (yet)
seen a dramatic impact from tariffs on US corporate profitability. We assess that by looking at several factors, including gross

margins.

Topics Discussed by T500 Stocks When They Mentioned Tariff In 2025
As of End-August, 2025

Topic Subtopic Company Count Top 5 Tickers

Tariff Topics: Impact on Pricing
Average Industry-relative Return Since Latest Earnings
Through End-August, 2025

2.0%
Pass-on Pricing 142 AMZN, TSLA, WMT, HD, BAC
Pricing 1.0%
Price Increase 19 NVDA, AAPL, WMT, LLY, JNJ ._
0.0% —
CapEx Decision/Delay 83 JPM, BAC, ABT, ISRG, VZ
CapEx : (1.0%)
U.S. Manufacturing 79 AAPL, LLY, JNJ, ABBV, GE
Investment
(2.0%)
Layoffs and Labor Costs 10 CB, GM, VRSK, CAH, HPE
(3.0%)
Labor Hiring/U.S. Workforce n LIN, HWM, CHTR, GLW, NI
(4.0%)
Automation 7 TEL, RMD, JBL, PNR
(5.0%)
Lead Time & Pre-Buying 103 MSFT, NVDQ,@_I,_APL, AMZN, ’
Inventor
Y Distorted Backlog/Order 53 NVDA, WMT, JPM, ABBYV, (6.0%)
Patterns CsCo \)@f X2 N & Koy <2 050 L
Disruption & 290 NVDA, AAPL, TSLA, WMT, © ¢ ¢© ¢ & & ©
Supply  Diversification JPM (ag/\ O S \}o{’ @f& X %%f&
Chain > S X, & 3 &
' Shortage 11 JNJ, NEE, BMY, GWW, SRE .OQ,Q &\?}‘O OQ&Q’ N \@\ @oQ
N S N)
. NVDA, AAPL, AMZN, TSLA, < 6\'&
Country China 190 Q
WMT
Source: Trivariate Research Source: Trivariate Research
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THE MEDIAN STOCK’S GROSS MARGINS ARE 46.2% AT END OF AUGUST

Gross margins for the median stock sharply declined beginning in September of 2021, as inflation grew (left), though the absolute
level clearly bottomed in 2023. Margins rose until February of this year for the median stock, declined over 100bps from March
to May, but ticked up again in June and July before roughly leveling in August. The median mega-cap company’s margins
(57.0%) are higher than earlier in the year, and much higher than the rest of the market ex-mega cap (44.4%). The rest of the
non-mega companies have potentially more margin pressure with tariffs (right) but nonetheless ticked up in August. Lower
commodities, less wage pressure, and a weakening dollar may have been helping, but there is concern about immigration-fueled
labor shortages in select sub-industries and the tariff-impact on certain products hurting margins.

Median Gross Margin Median Gross Margin by Market Cap. Group
Top 500 US Equities, Ex-Financials & Real Estate Ex-Financials & Real Estate
Through End-August, 2025 65% Through End-August, 2025

49%

60%
47%

55%
45%

50%
43%

45%
41%

40%
39%

37% 35% ———Mega ==T500 Ex-Mega
35% 30%
1999 2002 2005 2008 20M 2014 2017 2020 2023 1999 2002 2005 2008 201 2014 2017 2020 2023
Source: Trivariate Research Source: Trivariate Research
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40.2% OF THE MARKET CAP HAS ABOVE 60% MARGINS

Among the top 3000 US equities, 40.2% of the total market capitalization has above 60% gross margins, the highest
ever (left). That is a major reason why the US stock market is more expensive now than it was during much of its
history and why multiples are likely to oscillate at higher levels in the future than in the past. If you are referencing
Schiller PE, or CAPE to inform your analysis, you are forecasting that gross margins will revert to long-term
averages. In fact, the top 50 US equities (excluding financials) are now 50% of the total gross profit dollars of
the S&P500 (right). The relative size of the largest companies is the same, they are just far more profitable than
they were in the past.

Percent of Market Cap. With >60% Gross Margins Percent of Gross Profit Dollars
Top 3000 US Equities, Ex-Financials & Real Estate From Top 50 by Market Cap. Out of Top 500
Through End-August, 2025 Through End-August, 2025
45% 55%
40% 50%
35% 45%
30% 40%
25% 35%
20% 30%
1999 2002 2005 2008 201 2014 2017 2020 2023 1999 2002 2005 2008 201 2014 2017 2020 2023
Source: Trivariate Research Source: Trivariate Research
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COMPOUNDERS HAVE CONSISTENT GROSS MARGIN EXPANSION

Of the four signals we studied, (prior relative stock performance, revenue growth, gross margin expansion, and net
margin expansion) buying stocks in the top 10% of consistent previous gross margin expansion resulted in the best
subsequent stock performance. Stocks that consistently beat the S&P500 (i.e., in the top quintile of price momentum
the previous quarter) also performed well, but much of this was generated since COVID. Net margin growth was the
weakest of the metrics we analyzed.

Average Returns Rebalanced Quarterly and Compounded
Excludes Micro and Small Cap. Names
Through End-August, 2025

1200%

1000%

800%

600%

400%

200%

0%
2009 201 2013 2015 2017 2019 2021 2023

SPX Return

Revenue Growth ~ eeeeee Gross Margin Growth Net Margin Growth =~ eeeeee Beats SPX

Source: Trivariate Research
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SEVERAL COMPANIES HAVE EXPANDED MARGINS FOR 12Q STRAIGHT

Of the 383 companies with at least 2 consecutive quarters of gross margin growth this last quarter (on a year-over-
year basis), 39 companies (top decile) had quarterly year-over-year gross margin expansion for at least 12 straight
quarters.

Gross Margin Growth Compounders Number of Companies with >=12 Quarters of GM Expansion
Min. Number of Consecutive Quarters of Growth Excluding Small and Micro Caps, Financials, & Biotech.
Through End-August, 2025 Through End-August, 2025
20 120
18
100
16
14
80
12
10 60
8
40
6
4
20
2
0 0]
2009 201 2013 2015 2017 2019 2021 2023 2025 2002 2005 2008 201 2014 2017 2020 2023
Source: Trivariate Research Source: Trivariate Research
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COMPOUNDING STOCK IDEAS

Below are the suggested gross margin expansion “compounders”.

Gross Margin Growth Compounders
Forecasted to Grow Their Gross Margin

End-August, 2025

Ticker Company Industry Market Cap. (US$ Bil.)
AMZN Amazon.com, Inc. Broadline Retail 2,329.12
T AT&T Inc. Diversified Telecommunication Services 208.24
ETN Eaton Corporation plc Electrical Equipment 139.69
APH Amphenol Corporation Electronic Equipment, Instruments & Components 119.45
TDG TransDigm Group Incorporated Aerospace & Defense 85.41
ABNB Airbnb, Inc. Hotels, Restaurants & Leisure 81.68
CPNG Coupang, Inc. Broadline Retail 54.40
EA Electronic Arts Inc. Entertainment 40.13
HUBS HubSpot, Inc. Software 29.36
EXPE Expedia Group, Inc. Hotels, Restaurants & Leisure 21.44
NTNX Nutanix, Inc. Software 20.49
CsL Carlisle Companies Incorporated Building Products 16.1
ACM AECOM Construction & Engineering 14.90
FTI TechnipFMC plc Energy Equipment & Services 14.44
APG APi Group Corporation Construction & Engineering 1413
CRS Carpenter Technology Corporation Metals & Mining 13.76
AMH American Homes 4 Rent Residential REITs 13.35
ATI ATI Inc. Aerospace & Defense 12.18
KD Kyndryl Holdings, Inc. IT Services 9.71
RRX Regal Rexnord Corporation Electrical Equipment 9.62
HSIC Henry Schein, Inc. Health Care Providers & Services 8.89

TRIVARIATE RESEARCH
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VALUATION IS STRONGLY RELATED TO GROSS MARGIN LEVEL

The higher the CPI, the worse it is for margins for most stocks, except mega caps (left) where it appears lower CPI hurt margins.
The previous cycle did also have decades-high nominal GDP, so we likely won’t see as much demand-fueled impact on pricing as
we saw post-COVID. At present, it is confusing what tariffs are even legal, and how long they can be implemented. Even if there
is a meaningful chance that CPI rises in the second half of 2025 due to tariff implementation, there is some evidence the mega-

cap companies can perform well. We found that there is a strong relationship between gross margins and EV-to-forecasted sales

(right). Valuation will go lower only if margins go lower.

T-Statistics of Median 12m Fwd. Gross Margin
vs. YoY Change of CPI
Through End-August, 2025
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Median EV-to-Forecast Sales by Gross Margin Decile
Top 3000 US Equities with Revenue >$100m

Through End-August, 2025
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Source: Trivariate Research
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BETAS MATTER WHEN THE MARKET IS UP LESS THAN 12%

The long-term betas for the mid-point of each decile (meaning the 5th, 15th, 25th percentiles and so on) are shown on the left. Five
percent of stocks have a beta less than 0.28, and the median stock in the lowest beta decile has 10.9% of annualized alpha. On
the contrary, only 5% of stocks have a beta higher than 1.93 historically, and the highest beta decile realizes an annual NEGATIVE
alpha of 630bps (left). Assuming these historical betas by decile hold constant, we simulated the expected return (market
assumption*beta + alpha) for various S&P500 return scenarios (right). Once the market’s returns are above 12%, the higher beta
is enough to offset its alpha destruction.

. . Implied Annual Return Under Different Assumptions
Performance Statistics of Beta Deciles As of End-April, 2025
1999 Through End-April, 2025 d
Move D1 D2 D3 D4 D5 D6 D7 D8 D9 D10
(30%) | 25% (10.4%) (16.4%) (20.6%) (24.1%) (27.5%) (32.8%) (39.6%) (47.8%) (64.2%)
Beta Decile Annualized Alpha Hit Rate Median Beta
@25%) | 3.9% (7.6%) (12.9%) (16.6%) (19.5%) (22.4%) (27.1%) (33.1%) (40.2%) (54.5%)
0, [
1 10.9% 67.4% 0.28 20%) | 53% (4.8%) (9.4%) (12.6%) (15.0%) (17.2%) (21.3%) (26.6%) (32.7%) (44.9%)
2 6.4% 61.9% 0.56 as%) | 6.7% (2.0%) (5.9%) (85%) (10.4%) (121%) (15.6%) (20.1%) (25.1%) (35.3%)
3 4.6% 59.3% 070 (10%) 8.1% 0.8% (24%) (45%) (58%) (6.9%) (9.8%) (13.6%) (17.6%) (25.6%)
. ‘0 . .
G%) | 95%  3.6% 11%  (0.5%) (13%) (1.8%) (41%) (71%) (10.1%) (16.0%)
4 3.6% 56.0% 0.81 0% | 109% 64% 46% 36% 33% 34% 17% (0.6%) (25%) (6.3%)
5% 123%  92%  8.1% 76% 78% 85% 7.4% 59% 50%  3.3%
5 3.3% 55.3% 0.91
6% 126% 97% 88% 84% 87% 95% 86% 72% 65% 53%
6 3.4% 53.8% 1.03 8% 13.2% 10.8% 102% 10.0% 106% 1.6% 10.9% 9.8%  9.5% 9.1%
10% | 13.7% 12.0% 1.6% 1.6% 124% 13.7% 132% 124% 126% 13.0%
7 1.7% 49.8% 115 12% 15.5%
N (0.6%) 44.7% 130 14% | 149% 142% 14.4% 149% 16.0% 17.8% 17.8% 17.6% 186% 20.7%
. (o] . 0 -
15% 151%  14.7% 151% 157% 17.0% 18.8% 19.0% 18.9% 201% 22.6%
9 (2.5%) 42.9% 1.51 20% | 16.6% 17.5% 186% 19.7%  21.5% 24.0% 24.7% 254% 27.6% 32.3%
25% | 18.0% 20.3% 221% 23.7% 261% 291% 30.5% 31.9% 352% 41.9%
10 (6.3%) 42.5% 1.93
30% | 19.4% 231% 255% 27.8% 30.6% 34.3% 362% 384% 427% 51.6%
Source: Trivariate Research Source: Trivariate Research
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BETA <1 AND EXTREME BETAS ARE BEST FOR GROWTH

We chose to focus on three different portfolios to show a range of outcomes for portfolio performance based on beta at the portfolio level.
Firstly, the lowest volatility portfolio (or Min Volatility) in blue on the left, secondly the maximum Sharpe ratio portfolio in black, and lastly the
maximum return portfolio in gray. The optimal portfolio betas over the last 20 years have oscillated between 0.65 and 1.25, with lower
volatility for the Min Vol. and Max Sharpe portfolios than the Max Return approach, where the current optimal beta is high vs. history. In most
cases, a portfolio beta less than 1is optimal. On the right, we show the distribution of the betas for a growth portfolio, randomly sampling
from each beta decile. Performance where stocks are only selected from the top and bottom decile of beta is superior to sampling
from the middle, even when forcing the overall portfolio beta to be slightly less than 1.

1.2
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0.9

0.8

0.7

0.6

Optimal Portfolio Beta
2005 Through End-December, 2024

B Min Volatility Il Max Sharpe [l Max Return
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Top 500 Growth Stocks
Portfolio Performance Since 2019
Through End-February, 2025

il
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Source: Trivariate Research
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Al SEMIS AND POWER ARE AMONG THE HIGHLY CORRELATED THEMES

We have identified nearly 20 custom baskets for growth areas. Al Semiconductors and Power / Utilities are two such baskets.
Importantly though, most of the growth themes today are not particularly diversifying. In fact, there have been times where
stocks like Nvidia (in Semiconductors) and GE Vernova (Power) were highly correlated, including in August (left). The 126-day
correlation of returns between each of six major growth baskets is shown on the right. Right now, Al Semiconductors and
Electrification Industrials have the highest correlation (0.85), and Al Semis and Healthcare Services have the lowest. We would
highly recommend portfolio and risk managers monitor the rolling correlation of returns between these growth-themed

baskets.
Al Semi vs. Utilities / Power
21-Day Rolling Correlation of Returns

Through End-August, 2025
100%
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60%
40%
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0%
(20%)
(40%)
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Six Growth Theme Baskets: 126-Day Correlation of Returns
As of End-August, 2025
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Healthcare
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Housing 71.6% 77.2% 64.4%

Electrificati
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Source: Trivariate Research
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AMONG GROWTH STOCKS, HIGH-QUALITY IS BEST

While there was a significant drawdown in mega-/ large-cap quality Growth stocks from 2021 through 2022, the
highest quality quartile has performed the best over the long-term. In fact, despite the junk rally since April, absolute
performance has been strong this year. Clearly, avoiding the lowest quality quartile has been prudent among mega-/
large-cap quality stocks (left). The same is true for SMID-cap quality Growth (right). Interestingly though, high-
quality mega-/ large cap. stocks are at all-time highs, but that is not yet true for SMID caps.

Growth Universe
Mega / Large Cap. Performance by Quality Quartile
Through End-August, 2025

2300%

900%
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Source: Trivariate Research
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AVOIDING HIGH BETA GROWTH STOCKS IS KEY

We defined “growth beta” as beta vs. the Nasdag - NOT the S&P500 to make it more relevant for Growth investors.
High growth-beta Growth stocks in the bottom half of quality are down in absolute terms over the last 24 years! By
far the best performing bucket are low growth-beta Growth stocks that are high quality - up over 4900% during that
timeframe. If Growth managers are going to own high growth-beta Growth stocks, skewing to the highest quality
quartile is crucial (black bar 2nd from left below).

Performance of Growth Stocks by Growth Beta and Substance
Through End-August, 2025

4900%
3900%
2900%

1900%

N I I
B == —

(100%)

Low Beta & High High Beta & High Low Beta & Mid Low Beta & Low High Beta & Mid Low Beta & Junk High Beta & Junk High Beta & Low
Quality Quality Quality Quality Quality Quality Quality Quality

Source: Trivariate Research
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REVISIONS TO FORWARD ESTIMATES HAVE NOT WORKED OVER 25 YRS

We analyzed free cash flow, earnings, gross margin, and sales revisions from sell-side estimates to see if there was any predictive
power in these metrics. We looked at many combinations but ultimately focused on the one-month change in the one-year
forward estimates, meaning have there been recent changes to the one-year forward outlook. The top part of the table below
shows that over the last 25 years, the top vs. bottom quintile spreads have had low or negative Sharpe ratios, meaning that
buying companies where estimates came down was on average not much worse than buying companies where estimates just got
better. Revisions didn’t matter. But, looking at the bottom of the table for the last five years, revision efficacy for free cash flow
and earningas has worked far better.

Q1 vs. Q5 Spread Performance of 1-Month % Change in Select 1-Year Forward Estimates

Top 2,000 US Equities
Last 25 Years vs. Last 5 Years, As of End-August, 2025

Performance Annualized Mean Annualized Std.
Timeframe Signal Sharpe Ratio Return Dev of Returns Hit Rate Asymmetry Number of Months
Free Cash Flow 0.16 1.0% 7% 57% 0.8x 176
EPS 0.09 0.9% 10% 56% 0.9x 313
Last 25 Years
Gross Margin 0.04 0.2% 5% 55% 0.8x 176
Revenue (0.37) (4.2%) 1% 54% 0.6x 306
Free Cash Flow 0.96 6.1% 6% 58% 1.5x 60
EPS 0.82 5.9% 7% 63% 1.1x 60
Last 5 Years
Gross Margin 0.14 0.9% 7% 50% 1.1x 60
Revenue 0.10 0.9% 9% 58% 0.8x 60

Source: Trivariate Research
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BUT EPS REVISIONS HAVE WORKED OVER THE LAST FIVE YEARS

We show the performance of the top quintile (biggest upward revisions) and the bottom quintile (biggest downward revisions)
on a month-over-month basis to the one-year forward outlook compared to the middle quintile (left). The blue line shows that
the biggest upward revisions have worked, and the biggest downward have failed since COVID. Given the catalyst for most
monthly changes to earnings estimates is the actual company report, this implies waiting until a company beats to buy it, or
misses to sell it, has in aggregate been an effective strategy for the last five years. The Q1-Q5 spread (right), shows that

cumulative performance over 25 years is now positive.

1-Month % Change in 1yr Fwd EPS
Cumulative Return of Quintile Spreads
Top 2,000 US Equities
Through End-August, 2025
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1-Month % Change in 1yr Fwd EPS
Cumulative Return of Q1 vs. @5 Quintile Spread
Top 2,000 US Equities
Through End-August, 2025
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HISTORICALLY, REVISIONS WORKED BETTER IN VALUE THAN GROWTH

While still cumulatively negative over the last 25 years, the top quintile of EPS revisions have started to work among growth
stocks (left), and those with downward revisions, which had cumulatively strongly outperformed those with upward revisions,
have started to fail. Interestingly, among value stocks, those with downward revisions consistently underperform, meaning
betting on mean revision in the fundamentals has not been prudent (right). Recently, value stocks with upward revisions have
failed, meaning perhaps there has not been a serial correlation of a “carry through” in good news.

1-Month % Change in 1yr Fwd EPS
Cumulative Return of Quintile Spreads
Growth Universe
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REVISIONS HAVE WORKED WELL IN DISCRETIONARY AND INDUSTRIALS

At the sector level, buying Consumer Discretionary stocks where EPS has risen (ostensibly that just beat) has been a great
strategy over the last five years (left). Avoiding (shorting) Industrials with downward revisions has also worked quite well over
the last few years. In fact, a revisions-based strategy in Industrials has largely been effective since COVID.

1-Month % Change in 1yr Fwd EPS
Cumulative Return of Quintile Spreads
Consumer Discretionary GICS Sector
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REVISIONS TO GROSS MARGINS WORKS IN SEMICONDUCTORS

We analyzed the change in revisions to one-year forward gross margins, and while we didn’t find broad-based efficacy, we did
find that this was a helpful way to segment winners from losers among Semiconductors (left). We have long-espoused that
buying Semiconductors with gross margin expansion works, and we were not surprised to show that 6-month changes to one-
year forward gross margins estimates were highly effective at identifying winners from losers. In fact, note the SHARPLY bigger
y-axis on the Semiconductors charts. Avoiding Semiconductors with downward gross margin revisions has been a consistently
good idea. Six-month estimate revisions on free cash flow has worked in the small cap. universe since COVID (right).

6-Month % Change in 1Tyr Fwd Gross Margin
Cumulative Return of Quintile Spreads
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LONG AND SHORT IDEAS BASED ON EPS AND FCF REVISIONS

Based on this one-month revision factor to changes in one-year forward earnings and free cash flow, we would expect
the stocks on the left, to strongly outperform the stocks on the right.

Long Screen, Ex-Discretionary & Industrials Short Screen, Ex-Discretionary & Industrials
Stocks in Top Quintile of 1-Month % Chg. in Fwd EPS & Fwd FCF Stocks in Bottom Quintile of 1-Month % Chg. in Fwd EPS & Fwd FCF
As of End-August, 2025 As of End-August, 2025
Ticker Company Market Cap. ($Bn.) Ticker Company Market Cap. ($Bn.)
ALAB Astera Labs, Inc. 30.29 AAPL Apple Inc. 3445.05
MDB MongoDB, Inc. 25.68 PG The Procter & Gamble Company 367.55
CELH Celsius Holdings, Inc. 16.22 WMB The Williams Companies, Inc. 70.68
DINO HF Sinclair Corporation 9.52 APD Air Products and Chemicals, Inc. 65.46
JAZZ Jazz Pharmaceuticals plc 7.75 TEL TE Connectivity plc 61.02
HL Hecla Mining Company 5.63 GIS General Mills, Inc. 26.38
WK Workiva Inc. 4.61 CASY Casey's General Stores, Inc. 18.39
[ON) OneStream, Inc. 3.87 CAG Conagra Brands, Inc. 9.16
AMBA Ambarella, Inc. 3.50 LW Lamb Weston Holdings, Inc. 8.02
BRZE Braze, Inc. 3.08 EVCM EverCommerce Inc. 2.09
Source: Trivariate Research Source: Trivariate Research
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CONSUMER DISCRETIONARY LONG / SHORT IDEAS

Given how well the revisions factor has been working in the Consumer Discretionary sector, we recommend the
following long (left) and short (right) ideas. DASH and FLUT are among those we expect to outperform NKE and
SBUX.

Consumer Discretionary Long Screen Consumer Discretionary Short Screen
Stocks in Top Quintile of 1-Month % Change in Fwd EPS Stocks in Bottom Quintile of 1-Month % Change in Fwd EPS
As of End-August, 2025 As of End-August, 2025
Ticker Company Market Cap. ($Bn.) Ticker Company Market Cap. ($Bn.)
DASH DoorDash, Inc. 104.77 NKE NIKE, Inc. na.27
FLUT Flutter Entertainment plc 53.99 SBUX Starbucks Corporation 100.25
DKNG DraftKings Inc. 23.82 AZO AutoZone, Inc. 70.24
DHI D.R. Horton, Inc. 50.53
AS Amer Sports, Inc. 21.81
DRI Darden Restaurants, Inc. 2413
BURL Burlington Stores, Inc. 18.10
DECK Deckers Outdoor Corporation 17.75
RL Ralph Lauren Corporation 17.92
TOL Toll Brothers, Inc. 13.40
DUOL Duolingo, Inc. 13.65
ARMK Aramark 10.28
w Wayfair Inc, 967 GAP The Gap, Inc. 817
BROS Dutch Bros Inc. 9.12 CAVA CAVA GrOUp, Inc. 7.83
FIVE Five Below, Inc. 8.00 LNW Light & Wonder, Inc. 7.76
Source: Trivariate Research Source: Trivariate Research
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INDUSTRIALS LONG / SHORT IDEAS

Given how well the revisions factor has been working in the Industrials sector, we recommend the following long (left)
and short (right) ideas. GEV, AXON, and LMT are among those we expect to outperform DE, ADP, and CAT.
Obviously, there is a bit of an Al-factor bet on with these names in the short-term.

Industrials Long Screen Industrials Short Screen
. ... ) o .
Stocks in Top Quintile of 1-Month % Change in Fwd EPS Stocks in Bottom 2:|:ftgiocla-f;uMzgtthzézghange in Fwd EPS
As of End-August, 2025 gust,

Ticker Company Market Cap. ($Bn.)

Ticker Compan Market Cap. ($Bn.
pany p. ¢ ) CAT Caterpillar Inc. 196.31

GEV GE Vernova Inc. 166.87

DE Deere & Company 129.39
LMT Lockheed Martin Corporation 106.37 ADP Automatic Data Processing, Inc. 123.16
AXON Axon Enterprise, Inc. 58.67 PH Parker-Hannifin Corporation 96.20
GRAB Grab Holdings Limited 20.34 CTAS Cintas Corporation 84.64
LUV Southwest Airlines Co. 17.28 TDG TransDigm Group Incorporated 78.83

EMR Emerson Electric Co. 74.29
NVT nVent Electric plc 14.55 .

JCl J?Chnson Controls International 69.95
MTZ MasTec, Inc. 1410 P

FDX FedEx Corporation 54.52
BE Bloom Energy Corporation 12.39

PAYX Paychex, Inc. 50.15

Kratos Defense & Security
KTOS Solutions, Inc. nn GWW W.W. Grainger, Inc. 48.48
SPXC SPX Technologies, Inc. 9.25 CPRT Copart, Inc. 47.20
Source: Trivariate Research Source: Trivariate Research
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THE CONCENTRATION OF SECTOR EXPOSURE IS VERY HIGH

We looked at the percentage of S&P500 returns that comes from the largest three sectors over time. Today, the top
three account for 58.2% of the market cap., near the highest levels since 2001. These are Technology, Financials,

and Communication Services (left). At the same time, the smallest four sectors - REITs, Utilities, Materials, and Energy
- are at just 8.8% of the S&P 500, the lowest level in 25 years (right). What does that mean? The performance of the
market is more about Technology and Financials and Comm. Services than other sectors. The headline level of
the market might not move as much as some of the moves in the underlying sectors.
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ONLY 4.7% OF THE MEGA CAP UNIVERSE IS VALUE

We define the mega-cap universe as the top 50 stocks by market capitalization. We have a proprietary style model that labels
stocks as growth, value, or a middle ground we call “neither” based on several factors at the end of each month. Below, we show
the percentage of mega-cap market cap. that falls into the growth or value categories. From 2003 to around 2014 the
percentage of market cap. among the top 50 stocks was roughly equally split between growth, value and “neither.” Today, 72%
of the mega-cap. universe is growth, and 4.7% is value (left). In practice, this means it’s nearly impossible to be a mega-cap. value
investor. Among mega-/large-cap. growth stocks, Technology is 56.5% of the mega-/large-cap. Growth universe (right).

Percentage of Mega-Cap Universe Total Market Cap. That is

Growth or Value

Through End-August, 2025
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THE MEDIAN SOFTWARE COMPANY HAS GROWN FASTER THAN SEMIS

On a cap-weighted basis, Semiconductors have sharply outperformed Software over the last 3 years, making the
cumulative total also better (left). Revenue growth has been steadier for the median Software company during that
same period (right).

Cap. Weight Cumulative Returns Median Revenue Growth
Software vs. Semis. Software vs. Semis.
Through End-August, 2025 Through End-August, 2025
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BUT, ON A TOTAL REVENUE DOLLAR BASIS, SEMIS GROW FASTER

Software vs. Semis.
Through End-August, 2025
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Through End-August, 2025
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