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Overview

U.S. equities moved sharply higher in the second quarter. Markets remained decidedly risk-seeking as geopolitical risk shifted from a headwind to a

tailwind, and investors continued to favor high beta stocks regardless of pro�tability. This stance further fed the momentum of AI enthusiasm, which

dominated all other themes across indices and drove the S&P 500® and Nasdaq Composite® Index to their strongest quarterly returns in six years. Not

surprisingly, growth beat value and small cap issues surged, though even within value benchmarks, Information Technology constituents drove index

returns, posting extraordinary 50%–80% total sector returns in the quarter. Energy retreated on dramatically lower oil prices and tentative progress toward

a cease�re in Iran, marking a sharp reversal from its �rst quarter dominance, though the risk-on trends that emerged at the onset of the con�ict

otherwise accelerated in April and May. These forces posed intense style headwinds for the �rm, though they eased somewhat across several strategies

in June as investors began to question tech valuations and earnings. And while most sectors advanced, the market remains highly concentrated and

dependent on both momentum and underlying economics that appear worryingly speculative or unsustainable.

Portfolio Performance & Developments

Cooke & Bieler’s SMID Cap Value Strategy posted a strong absolute result during the exuberant second quarter, but its 10.46% return gross of fees (10.22%

net of fees) signi�cantly lagged that of the Russell 2500™ Value Index at 18.50%. Both sector allocation e�ect and stock selection e�ect detracted from

results, though sector allocation was the primary driver of underperformance. Stock selection was weakest within Financials holdings such as MarketAxess

and White Mountains Insurance. While nearly all other Financials holdings generated positive absolute returns, most were unable to keep pace with the

broader benchmark sector return. Health Care, Consumer Discretionary, and Industrials holdings such as Dentsply Sirona, Gildan Activewear, and

Enerpac Tool Group also lagged their benchmark sector constituents. Conversely, Energy and Real Estate holdings Atlas Energy Solutions and Ryman

Hospitality Properties contributed to relative results.

SMID Cap Value Equity Composite Performance

Annualized Returns as of 6.30.2026

Source: FactSet and Russell

Returns greater than one year are annualized. Past performance is not indicative of future results. All investing involves risk, including loss of principal. E�ective at the market opening on March 24, 2025, Russell US Style

Indexes have applied the RIC 22.5/45 capping methodology if index weights breached the thresholds as of the quarterly review pricing dates.

Click for additional C&B SMID Cap Value Performance Disclosures
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Five Largest Contributors/Detractors

Avg Weight

(%)

Gross Total

Return (%)

Gross Contrib.

to Return

(bps)

MKS Inc. 1.9 93.7 134

Charles River Laboratories 2.8 31.5 88

Aramark 2.1 40.7 80

Ryman Hospitality 2.1 40.6 77

RB Global 3.1 21.9 65

Avg Weight

(%)

Gross Total

Return (%)

Gross Contrib.

to Return

(bps)

MarketAxess 1.4 -30.8 -51

White Mountains Insurance 3.6 -5.6 -21

Gildan Activewear 3.9 -6.9 -21

Ingredion 1.1 -15.3 -19

Hasbro 1.4 -11.0 -18

Source: FactSet

Past performance is not indicative of future results. All investing involves risk, including loss of principal. The performance attribution is an analysis of a representative SMID Cap Value institutional portfolio’s gross of

fees return relative to the Russell 2500™ Value Index. The SMID Cap Value composite returned 10.22% net of fees and 10.46% gross of fees during the quarter. The holdings identi�ed do not represent all of the securities

purchased, sold, or recommended for Cooke & Bieler’s SMID Cap Value clients. To obtain the calculation’s methodology and a list showing every holding’s contribution to the overall account’s performance during

the quarter, contact your client service representative or email your request to contact@cooke-bieler.com.

Largest Contributors

MKS Inc. (MKSI), a supplier of critical subsystems and components used in semiconductor manufacturing and electronics packaging, was the largest

contributor. Investors responded positively to increasing AI-related semiconductor demand. The stock also bene�ted from a better than expected �rst

quarter report which showed a meaningful increase in year-over-year revenue and above consensus earnings per share.

Charles River Laboratories International (CRL), the world’s largest provider of outsourced nonclinical drug development services, was the second-

largest contributor. The company reported better than expected �rst quarter earnings, providing solid support for our thesis that demand is stabilizing

after a period of cyclical contraction.

Aramark (ARMK), a global leader in the food services and facilities management industry, was the third-largest contributor. ARMK continues to gain

market share in attractive verticals, including health care, which combined with strong retention rates, is leading to strong organic growth. In addition,

ARMK introduced Aramark Nexus, a new platform focused on integrated hospitality and workforce support services for hyperscale AI data centers, and

provided incremental and attractive details outlining potential future �nancial impacts.

Largest Detractors

MarketAxess (MKTX), a leading operator of electronic �xed income marketplaces with particular strength in corporate credit markets and international

bond markets, was the largest detractor. Despite a favorable �rst quarter earnings report, the stock sold o� sharply amid fears that AI and tokenization

might transform �xed income markets and erode their competitive position. While MKTX faces robust competition from its larger peer Tradeweb Markets

(TW) and privately held Trumid, we believe new technologies are more likely to bene�t existing players than displace them. Most bonds are still traded

over the phone as market participants seek to limit information leakage and assess market sentiment. To the extent the industry migrates to AI-driven

trading, these trades are almost certain to be executed electronically, accessing existing liquidity pools. On the other hand, tokenization, at least in its

current form, o�ers more in the way of settlement and post trade e�ciencies than improved trading liquidity.

White Mountains Insurance (WTM), a holding company that owns insurance and �nancial services-related businesses, was the second-largest detractor.

Shares were pressured after book value per share declined modestly during the quarter, as solid operating results were more than o�set by mark-to-

market losses on the company’s investment in MediaAlpha. Investor enthusiasm was further tempered by the absence of meaningful monetizations

following the large Bamboo sale in 2025, while broader insurance sentiment weakened as investors favored more speculative areas of the market.

Gildan Activewear (GIL), the largest basic apparel manufacturer, was the third-largest detractor. GIL completed its acquisition of prior holding

Hanesbrands, a combination that should be signi�cantly accretive through both cost synergies and new opportunities in retail activewear end markets.

Investors’ near-term concern about integration risks as well as broader consumer trepidation weighed on shares early in the quarter. The shares came

under further pressure following circulation of a short thesis alleging unsustainably high levels of channel inventory and highlighting the threat of a

destocking cycle. However, we believe inventory levels among its largest distributors are healthy, especially in light of signi�cant production downtime

during the integration of Hanesbrands’ manufacturing footprint in the �rst half of 2026. Moreover, GIL’s sell-through remains strong and the company is

clearly winning market share among end consumers.
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Sector Positioning

Portfolio positioning was decidedly negative during the second quarter. The strategy’s underweight in Information Technology was the primary driver here

as the sector posted a staggering return of almost 80% during the quarter amid the accelerating theme of AI driven capex across industries. Despite the

market’s enthusiasm and our deep coverage in the space, the majority of holdings in the universe do not currently �t the �rm’s framework for investability

on the basis of valuation and pro�tability. Therefore, the portfolio remains underweight, although we continue to look for viable opportunities within the

sector. Outside of Information Technology, the portfolio’s overweight to Consumer Discretionary and Industrials posed more modest headwinds to relative

performance. Conversely, in a sharp reversal from the �rst quarter, the underweight to the worst performing benchmark sector, Energy, was a

meaningful positive o�set as oil prices declined following partial resolutions with Iran. The underweight to Utilities was an additional tailwind.

QTD Avg Wt Relative to R25IV Index (%) QTD Allocation E�ect (bps)

Source: FactSet

Past performance is not indicative of future results. All investing involves risk, including loss of principal. The performance attribution is an analysis of a representative SMID Cap Value institutional portfolio’s gross of

fees sector return relative to the Russell 2500™ Value Index. The SMID Cap Value composite returned 10.22% net of fees and 10.46% gross of fees during the quarter. Please see additional performance disclosures at

the end of this document.
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Initiations

Interparfums (IPAR) is a pure-play fragrance company, primarily licensing brands in the prestige/luxury category. The company operates a portfolio of

30 brands across 120 countries, using an asset light model that spans the entire creative and commercial process including fragrance design, packaging,

marketing, and distribution. As a scaled but still niche participant in the growing global fragrance industry, IPAR participates in the premium and prestige

categories and increasingly in the faster growing luxury segment as well. It should continue to bene�t from the long-term growth trends and resilience of

the overall industry while also adding new brands to its portfolio. We were able to initiate the position at an attractive valuation as growth temporarily

slowed in 2026 following a strong three-year run. EPS and margins retreated slightly given the nonrecurrence of one-time bene�ts as well as heightened

marketing investments in preparation for a historically large slate of new fragrance launches in 2027 and 2028. These launches should drive a

reacceleration of growth and margin expansion.

Tetra Tech (TTEK) is a leading high-end technical consulting and engineering services �rm focused on water, environmental science, and sustainable

infrastructure. The company operates primarily at the front end of projects, helping clients de�ne problems, navigate regulation, design solutions, and

manage complex programs, while taking limited construction risk. More than 85% of the business is tied to water-related end markets, including water

supply, wastewater, �ood protection, coastal resilience, PFAS remediation, and infrastructure for data centers, mining, and power generation. While the

wind-down of USAID work creates a near-term revenue headwind, the underlying business remains well positioned to grow through organic

opportunities, bolt-on acquisitions, modest share repurchases, and gradual margin expansion. We believe TTEK’s technical expertise, long-standing

customer relationships, asset-light model, and disciplined capital allocation support attractive long-term compounding potential.
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Eliminations

Atlas Energy Solutions (AESI) reached its price target and was eliminated.

Stanley Black & Decker (SWK) was eliminated to make room for better opportunities.

Outlook

The U.S. stock market enters the second half of the year riding a monumental but narrow wave of momentum. The environment has increasingly become

a winner-take-all a�air, greatly rewarding AI infrastructure providers and perceived bene�ciaries while ignoring almost everything else, regardless of

underlying economics or cash �ow generation. This dynamic has been reinforced by benchmark construction, persistent �ows into passive strategies, and

proliferation of highly leveraged and narrowly themed investment vehicles, resulting in a market that appears more speculative than almost any period

since the late 1990s. In such an environment, the pressure to get on the wave and chase market leaders is immense.

We appreciate the market’s passionate enthusiasm for AI and recognize the favorable near-term supply and demand dynamics bene�ting certain

enabling technologies. At the same time, the revenue and pro�tability required to justify today’s elevated capital spending and valuations appear

increasingly demanding, especially as implementation costs rise and pressure grows to show true transformational e�ects and not just potential from AI

usage. Also worrying, creative – and in some cases circular – �nancing schemes are increasingly being used for the massive AI infrastructure buildout. At

this point, we see aggressively bullish scenarios re�ected in current earnings expectations and valuations of AI themed stocks, leaving them particularly

vulnerable to fundamental disappointment and downside corrections.

Our limited exposure to the market’s favorite areas has left our strategies increasingly out of favor over the past year, resulting in frustratingly weak

relative performance. Our experience tells us that now, more than ever, we must remain disciplined and true to our investment principles. Although relative

valuation contraction has been a signi�cant headwind, consistently solid fundamental progress across many of our holdings over the past two to three

years reinforces our con�dence in our process and the quality of our portfolios. We also see increasingly attractive opportunities to invest in businesses with

limited risk of AI disruption, above-average underlying economics protected by durable competitive advantages, and valuations grounded in discounted

cash �ow reality rather than thematic enthusiasm. We believe our portfolios are increasingly well positioned to outperform, supported by continued strong

fundamental progress as well as the normalization of their unjusti�ably low relative valuations.

Sources: Bloomberg, FactSet, Forbes, Wall Street Journal

Past performance is not indicative of future results. All investing involves risk, including loss of principal. The material presented represents the manager's assessment of the SMID Cap Value institutional portfolio and

market environment at a speci�c point in time and should not be relied upon by the reader as research or investment advice regarding any particular security or sector. The above commentary and portfolio

attribution are based on a representative SMID Cap Value institutional portfolio for the quarter ending 6/30/26. Certain client portfolios may or may not hold the securities identi�ed above due to the respective

account’s guidelines, restrictions, required cash �ows, or other relevant considerations. The performance attribution is an analysis of the portfolio’s return relative to the Russell 2500™ Value Index. The holdings

identi�ed do not represent all of the securities purchased, sold, or recommended for Cooke & Bieler’s SMID Cap Value clients. To obtain the calculation’s methodology and a list showing every holding’s contribution

to the overall account’s performance during the quarter, contact your client service representative or email your request to contact@cooke-bieler.com.

Additional Cooke & Bieler SMID Cap Value Performance Disclosures
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