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After 18 months of false rallies, the Russell 2000® Index (“Index”) reached new highs for the first time in over three and a half
years, marking the second-longest stretch between peaks in its history. We view this milestone as a pivotal signal that a new
small-cap cycle is underway. Our conviction is building that small-cap equities are poised not only to recover lost ground
but also to deliver a sustained period of outperformance versus large-caps. The Index's April low increasingly appears to
have been the clearance event necessary to reset sentiment and establish a durable foundation for small-cap leadership.
Since then, the Index’s recovery has gained momentum, supported by favorable technical and fundamental underpinnings.
Critical tailwinds are aligning—lower interest rates providing a cost-of-capital advantage, extreme market concentration
creating opportunities in under-owned segments, historically attractive valuations relative to large-caps, and constructive
trading behavior that suggests consistent institutional re-engagement in the asset class. These dynamics represent the most
compelling setup for small-cap outperformance in over a decade. We believe investors who strategically rotate into small-cap
equities today could be well-positioned to capture outsized returns as this cycle matures.

With the Federal Reserve lowering the Federal Funds Rate and signaling the potential for two additional cuts later this year,
interest rate visibility has improved considerably—an essential catalyst for small-cap performance. Small-cap companies,
which are generally more sensitive to financing costs and domestic economic conditions, stand to benefit significantly from
this supportive monetary backdrop. Within small-caps, economically sensitive industries such as Industrials, Materials, and
Financials could benefit the most, but we believe the Banking industry emerges as a particularly compelling opportunity.
Lower long-term interest rates and tax incentives for capital investment should accelerate loan demand, while a more
favorable regulatory landscape is creating greater flexibility for regional bank M&A. Consolidation among small-cap banks
has historically been highly accretive, as acquirers often realize substantial cost synergies by reducing the expense base
of acquired peers with smaller footprints—directly enhancing earnings potential. Taken together, the Fed’s policy pivot and
the improving operating environment not only strengthen the earnings outlook for small-cap banks but also reinforce the
foundations of the next phase of small-cap leadership across the broader equity market.
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Since bottoming in April, the small-cap rally has
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We believe the backdrop for small-cap equities has become increasingly constructive and the risk-return profile of these
companies has improved at a time when most allocators have all but given up on this historically important asset class. Lower
interest rates, pro-growth fiscal policies, elevated market concentration of large caps, and attractive relative valuations
are creating a supportive environment for potential small/smid-cap outperformance. With small- and smid-cap companies
at record-low weights of the total U.S. equity market, we believe the risk-reward dynamic is particularly compelling. Our
conviction has grown that this is an opportune time to allocate capital toward quality, profitable small- and smid-cap stocks.
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IMPORTANT INFORMATION

Past performance is not a guarantee of future results.

The information contained herein reflects the view of Palisade Capital Management, LP and its affiliates as of the date of publication. These views are
subject to change without notice at any time subsequent to the date of issue. All information provided in this commentary is for informational purposes only
and should not be deemed as investment advice or a recommendation to purchase or sell any specific security. While the information presented herein is
believed to be reliable, no representation or warranty is made concerning the accuracy of any presented data. In addition, there can be no guarantee that
any projection, forecast or opinion will be realized. This white paper is confidential and for the use of the intended recipients only. It may not be reproduced,
redistributed, or copied in whole or in part for any purpose without prior written consent. This is not intended for distribution to, or use by, any party in any
jurisdiction where such distribution or use would be contrary to local law or regulation.

Certain information contained herein has been obtained from third party sources and such information has not been independently verified by Palisade
Capital Management, LP. No representation, warranty, or undertaking, expressed or implied, is given to the accuracy or completeness of such information
by Palisade Capital Management, LP or any other person. While such sources are believed to be reliable, Palisade Capital Management, LP does not
assume any responsibility for the accuracy or completeness of such information. Palisade Capital Management, LP does not undertake any obligation to
update the information contained herein as of any future date.

Certain information contained in this white paper constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology
such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,

thereon or comparable terminology.
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intend,” “continue,” or “believe,” or the negatives thereof or other variations

Due to various risks and uncertainties, actual events, results or the actual performance of investments may differ materially from those reflected or
contemplated in such forward-looking statements. Nothing herein may be relied upon as a guarantee, promise, assurance or a representation as to the
future.

Investing in securities involves risk, including the risk the entire amount invested may be lost. Securities investments are not guaranteed. Palisade’s
valuation predictions may not be correct and/or achieved within the anticipated time frame. A risk in a long-term purchase strategy is that Palisade may
not take advantage of short-term gains that could be profitable. Moreover, if Palisade’s predictions are incorrect, a security may decline sharply in value
before being sold. Equity securities fluctuate in value in response to many factors, including the activities and financial condition of individual companies,
the business market in which individual companies compete, industry market conditions, interest rates, and general economic environments. REITS are
affected by underlying real estate values, which may have an exaggerated effect to the extent that those REITs concentrate investments in particular
geographic regions or property types. Palisade’s portfolios are susceptible to operational, information security, and related risks from cyber security
incidents resulting from deliberate attacks or unintentional events.

The S&P 500® Index is an unmanaged index that is widely recognized as an indicator of general market performance, based on the market capitalizations
of 500 large companies having common stocks listed on the NYSE or NASDAQ. The S&P 500° Index does not have a defined investment objective, nor
does it charge fees and expenses.

The Russell 2000® Index measures the performance of the small-cap segment of the U.S. equity universe. It consists of approximately 2,000 of the smallest
securities based on a combination of their market cap and current index membership.

The Russell 2500™ Index measures the performance of the small- to mid-cap segment of the U.S. equity universe. It consists of approximately 2,500 of the
smallest securities based on a combination of their market cap and current index membership.

Source: London Stock Exchange Group plc and its group undertakings (collectively, the “LSE Group”). © LSE Group 2025. FTSE Russell is a trading name
of certain of the LSE Group companies. Russell 2000® and Russell 2500™ are trade marks of the relevant LSE Group companies and are used by any other
LSE Group company under license. All rights in the FTSE Russell indexes or data vest in the relevant LSE Group Company which owns the index or data.
Neither the LSE Group nor its licensors accept any liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data
contained in this communication. No further distribution of data from the LSE Group is permitted without the relevant LSE Group company’s express written
consent. The LSE Group does not promote, sponsor or endorse the content of this communication.
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