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Investment Commentary: Small Cap Q1 2026

What War?

V Shaped Rally Pushes Markets to New All-Time Highs

Executive Summary

U.S. small-cap equities had a choppy start to 2026 but modestly outperformed large caps in Q1 as momentum continued
from the second half of 2025. Performance was highly bifurcated, with profitable, cash-generative companies holding up
better than more speculative, financing-dependent names - particularly in March. Despite brief volatility around geopo-
litical headlines and the related oil shocks, markets quickly stabilized in April and pushed to new highs, reinforcing a resil-
ient risk appetite.

Max Dispersion

U.S. small-cap equities delivered mixed performance in the first quarter of 2026 amid persistent macro uncertainty and
tighter financial conditions. While headline indices such as the Russell 2000 scratched out a positive return, underlying
dispersion remained pronounced. Higher-quality small caps—those with durable margins, consistent free cash flow, and
lower leverage—generally outperformed, particularly in the March sell-off, while more speculative segments continued
to struggle.

And then the script flipped. Markets bottomed with a sharp “V” in early April, based largely on ceasefire messaging, un-
derscoring how quickly sentiment can pivot in a market still dominated by macro headlines. So while equity markets ini-
tially reacted defensively to geopolitical escalation surrounding Iran, with energy prices spiking and risk assets briefly
softening, that move proved short-lived. Equities have not only recovered the losses but ultimately have pushed to fresh
highs in the subsequent weeks. This “sell-the-news, buy-the-dip” pattern reinforced the resilience of broader risk appe-
tite and optimism about earnings in the face of potentially higher-for-longer energy prices.

Within small caps, pockets of strength persisted as earnings came in positive, particularly among domestically oriented
industrials, services, and niche technology businesses. These companies benefited from steady end-market demand and
selective pricing power, even as the broader asset class struggled to sustain momentum. Importantly, valuation disper-
sion remains significant. Small caps continue to trade at a meaningful discount to large caps on both earnings and cash
flow metrics. However, that discount has persisted longer than many anticipated, reflecting ongoing skepticism around
earnings durability and the structural impact of higher financing costs.

Q1 Biggest Winners & Losers

Van Hulzen’s small cap strategy under-performed slightly in Q1, turning in a -1.6% return compared to +0.9% for the
broad Russell 2000. Small cap growth stocks fared particularly badly in March, and the Russell growth index finished the
quarter with a -2.8% return. Energy and industrials led the way in the portfolio, with consumer staples, healthcare and
insurance lagging. See the top 5 & bottom 5 performers below. We have rarely seen such dispersion (ranging from +73%
to -54%) in a single quarter.
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TOP 5 PERFORMERS

Return  Description Actions/Notes
BWXT BWX Technologies 72.9% Nuclear components for Navy -
STRL Sterling Infrastucture 72.6% Engineering & Construction Trimmed in Q4
MLI Mueller Industries 46.3% Water management systems -
DGII Digi International 43.2% Opensource business apps -
YOU Clear Secure Systems 35.1%  Security systems Add in Q4
BOTTOM 5 PERFORMERS

Return  Description Actions/Notes
CORT Corcept Therapeutics -53.6% Treatments for cushings syndrome -
SPSC SPS Commerce -50.4% Supply chain software Added in Q3
SMPL Simply Good Foods -48.3% Food -
BWIN Baldwin Insurance -38.2% Insurance brokerage Sold
JISF J&]J Snack Foods -38.1% Snack foods Sold

Outlook

Looking ahead, the outlook for the remainder of 2026 is likely to remain highly sensitive to the trajectory of inflation,
interest rates, and geopolitical risk. Energy price volatility tied to the Iran situation remains a key near-term variable, as
sustained increases in oil could complicate the inflation outlook and delay expectations for policy easing. Conversely,
continued de-escalation would likely be supportive for duration-sensitive assets, including small caps, by easing inflation
pressures and improving financial conditions. In that environment, more speculative segments could experience
continued upside given their higher sensitivity to discount rate shifts.

From a positioning standpoint, we continue to favor market leaders with fortress balance sheets, strong returns on
invested capital, and above-average organic growth profiles. These companies are better positioned to navigate a wide
range of macro outcomes while still offering durable long-term compounding potential. Notably, many of these names
avoided the speculative excess seen in the latter half of 2025 and remain attractively positioned from a fundamental
perspective. The portfolio has a lower-than-average beta.

Mid-Term Years Present Elevated Volatility

As expected, the start to 2026 has been quite volatile. And we expect more to come. Mid-term election years are
famously choppy, particularly from April-September. The chart below shows the average mid-term election year since
1946 (in blue) compared to the average of the other three years of the election cycle (in black). The contrast is stark. Q1
and Q4 tend to be positive in all years, but the uncertainty and anxiety around the mid-terms typically results in
underperformance in Q2-Q3 during those years.
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Relative Performance Since Inception

Since inception, Van Hulzen’s small cap strategy has delivered an annualized return of 9.4%, versus 8.8% for the Russell
2000, producing 2.0% annualized alpha.

While the market backdrop remains uncertain, we continue to advocate patience with small caps. The era of large-cap
dominance is showing signs of fatigue, and although low-quality, highly levered companies may lead in the early stages of
a rebound, quality tends to win in the end. Today’s disciplined small caps are the likely large cap leaders of tomorrow.

Alpha
a =Rp —[Rf + (Rm —Rf) ]

Russell 2000
Rp = Realized return of portfolio 9.4%
Rm = Market return 8.8%
Rf =risk-free rate 2.0%
R = Beta 0.81
Alpha (relative to RUT) 2.0%

Concluding Thoughts

In summary, while small-cap equities remain challenged in the near term, the environment is increasingly defined by ele-
vated dispersion and rapidly shifting macro sentiment. The recent sequence of geopolitical volatility followed by a swift
recovery to new highs underscores both the fragility and resilience of risk appetite. In this backdrop, disciplined funda-
mental selection remains critical, and the ability to selectively lean into dislocations is likely to be a key driver of excess
returns across the remainder of the year.

3of5



Investment Process

Investment Process
Fundamental Analysis: Sterling Infrastructure (STRL)
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STRL is an engineering and construction company that provides e-infrastructure, transportation, and

building solutions in the United States. It is a high growth company with great momentum and plenty of
room for further upside.

Note: There Is no assurance that the Strategy will achieve its investment objectives.

Top 10 Holdings

Company Business description Weight Mkt Cap (Smm)
Qualys (QLYS) Cyber security 5.1% 4,800
Hamilton Lane (HLNE) Investment banking 5.0% 8,500
Sterling Infrastructure (STRL) Engineering & construction 4.4% 10,700
Progress Software (PRGS) Open source business apps 4.1% 1,700
Applied Industrial (AIT) Motion/fluid/power control 4.0% 10,600
Merit Medical (MMSI) Medical supplies 4.0% 4,900
Viper Energy (VNOM) Oil &natural gas 3.8% 3,800
Addus HomeCare (ADUS) Personal home care & Hospice 3.7% 1,900
American States Water (AWR) Water Utility 3.5% 2,900
SPS Commerce (SPSC) Supply chain software 3.5% 3,400

@ Qualys. b 3 Progress’

ADDUS HOMECARE
A Family Of Companies
24 Hamilton Lane
+o¢ Hamilton Lane STERLING
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Van Hulzen Asset Management (VAM) is a SEC registered investment advisor located in El Dorado Hills, CA. VAM and its representatives are in compliance with
the current registration requirements imposed upon registered investment advisors by those states in which VAM maintains clients. VAM may only transact
business in those states in which it is registered or qualifies for an exemption or exclusion from registration requirements. Past performance is not a guarantee of
future results. The results achieved by individual clients will vary and will depend on a number of factors including the particular underlying stock and its dividend
yield, option market liquidity, interest rate levels, implied volatilities, and the client's expressed return and risk parameters at the time the service is initiated and
during the term. This presentation is not intended for the giving of investment recommendation to any single investor or group of investors and no investor
should rely upon or make any investment decisions based solely upon its contents. All returns are shown net of fees. The indices shown are for informational
purposes only and are not reflective of any investment. As it is not possible to invest in the indices, the data shown does not reflect or compare features of an
actual investment, such as its objectives, costs and expenses, liquidity, safety, guarantees or insurance, fluctuation of principal or return, or tax features. The
Russell 2000 Index is a small-cap stock market index of the bottom 2,000 stocks in the Russell 3000 Index. The index is maintained by FTSE Russell, a subsidiary of
the London Stock Exchange Group. The Russell 2000 Growth Index is a subset of the securities found in the Russell 2000. As of this writing, there were
approximately 1,150 securities in the Russell 2000 Growth Index. The stocks included in the growth index are selected based on a "probability" of growth as
measured by their Institutional Brokers' Estimate System (I/B/E/S) forecast of medium-term growth (2 year), and sales per share historical growth (5 year). The
Strategy involves risk including the possible loss of principal. There is no assurance that the Strategy will achieve its investment objectives. The S&P 500 Index
consists of 500 stocks chosen for market size, liquidity, and industry group representation. It is a market-value weighted index (stock price times number of
shares outstanding), with each stock's weight in the Index proportionate to its market value. It is widely used as a benchmark of U.S. equity performance.
Standard deviation is a statistical measurement of volatility risk based on historical returns. Source data for all performance and index returns are from

Bloomberg and Tamarac
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