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been compressing Y/Y margins for FY27 (Exhibit 11) across select sectors. Of the 4 sectors that are seeing analyst
change estimates to lower Y/Y margins in 2027, Energy, Comms, and Real Estate can all be attributed to strong Y/Y
comparables or the fluctuating interest rate environment (discussed below). In our mind Consumer Discretionary is
directionally consistent with a softer consumer backdrop, though difficult 2026 earnings comparisons are also
contributing. While it may be too early to eulogize consumer spending, it once again makes us feel like we are in the
middle innings of a shift in consumers’ ability and willingness to spend beyond the necessities.

o We feel that we were directionally correct on defense spending coming out of 1Q, though we were not nearly specific
enough on where the spending would begin showing up across our coverage. What had largely been a macro
discussion around higher defense budgets is increasingly turning into actual order flow, capacity expansion, and
hiring within our coverage universe.

= BlackSky Technology Inc. (NYSE: BKSY), a provider of real-time space-based intelligence and imagery, secured
up to ~$200 million of YTD bookings through 2Q26, already representing more than 80% of the $240 million of
bookings generated during all of 2025, while international revenue increased 200% y/y as Gen-3 satellite adoption
continues to build.

» Electro Optic Systems Holdings Limited (ASX: EOS), an Australian defense technology company focused on
counter-drone and remote weapons systems, grew its order book 84% from A$459 million at year-end 2025 to a
record A$846 million at June 30, supported by major Middle East counter-drone awards.

= Metallus (NYSE: MTUS) a high specialty metals manufacturer located in Canton, OH recently commissioned new
production assets backed by nearly $100 million of U.S. Army funding following 2Q earnings print that showed
aerospace and defense shipments and sales reaching record levels from munitions utilization increases.

= SES Al Corp. (NYSE: SES), a battery technology company, is building out a dedicated drone sales team and is
scaling annual NDAA-compliant battery cell capacity for drones towards one million cells.

We are not taking a victory lap on this one, but it increasingly feels like the conflicts stretching from the Middle East
through Eastern Europe are moving beyond defense budget headlines and into sustained industrial demand across
munitions, batteries, counter-UAS systems, and space-based intelligence. Regardless of the duration of the current
conflicts, the near-term setup increasingly centers on converting record backlogs into revenue. Longer term, we
expect replenishment requirements and greater emphasis on supply-chain security to support demand even after
active hostilities decline.

In the present we are focusing on a couple of things:

o Financials in our coverage had an interesting quarter and we will be monitoring them closely over the next couple of
months. There are a few intersecting trends here, not least of which is Treasury's increasingly active support of the
long end, something that is beginning to resemble quasi-yield-curve control.

= Armour Residential REIT, Inc. (NYSE: ARR) provides a useful marker for how dramatically the rate backdrop has
shifted, noting that futures moved from pricing at least two cuts before the Iran conflict to at least one 25-bp hike
before year end during its 2Q earnings call. Given ARR's proximity to the rates market, we are increasingly
sympathetic to that view.

= Third Coast Bancshares, Inc. (NYSE: TCBX) expanded NIM by 16 bps g/q as deposit costs declined, which we
view as a more nuanced and execution-driven result.

=  OppFilnc. (NYSE: OPFI) provided the other side of the financials story, with lower refinance activity weighing on
originations while materially higher charge-offs continued to highlight affordability pressure across the lower-
income consumer. One of the bigger takeaways from the OPFI quarter was the swift and severe market reaction
following the print, illustrating how little tolerance investors currently have for deterioration in forward earnings or
credit trends after an extended period in which buying the dip left a number of names priced for near-perfect
execution.

The bifurcation between the haves and have-nots should become increasingly visible if the tide starts going out, once
again making us feel like we are somewhere between 13.1 and 16 miles into the marathon that financials always feel
like.

o On the subject of interest rates, in the current environment we would like to decrease inflation sensitivity. While
roughly half of S&P 600 debt is currently fixed rate, small-cap companies still have considerable ground to cover
relative to the S&P 500, where fixed-rate debt has consistently represented roughly 90% of the total (Exhibit 12). That
gap has led us to begin experimenting with debt levels, and fixed-rate exposure specifically, as an interesting screen
for small-cap names. This feels less like the messy middle and more like the cost of doing business in small-cap land.
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o El Nifo is another thing we have circled into the back half of 2026. Corn and soybeans are already up roughly 20%
YTD (Exhibit 13), while NOAA now sees a greater than 90% chance that the developing EI Nifio becomes a very
strong event this fall and winter, including a 69% chance that the October—-December event reaches a level stronger
than anything seen since 1950 (Exhibit 14). For U.S. markets, history suggests that this may not lead to crop damage
at home, but the possibility that EI Nifio disrupts production elsewhere while U.S. yields remain relatively healthy is
worth monitoring. This setup could leave U.S. farmers with a favorable combination of higher crop prices and decent
production, supporting farm income and willingness to spend on fertilizer and crop protection. This is coming at a time
when fertilizer and diesel costs remain elevated, making input cost a key watch item for those that serve the U.S.
Agriculture market. We think one of the better indicators into 2027, specifically in domestic markets, is the spread
between crop prices and input costs (Exhibit 15). Our expectation is that USDA prices paid could see another leg up
supported by crop prices as well as potential domestic demand following a global El Nifio. We should also take a
moment and recognize the potential inflationary impact from rising crop prices due to the global nature of the
agricultural industry (FAvocados from Mexico J').

= Stepan Company (NYSE: SCL), a speciality chemical manufacturer, gives us one way to watch this develop.
Crop Productivity is a targeted growth market within its Surfactants business line, with Stepan supplying
formulation products used in crop-protection products. If stronger farm economics support higher application
intensity into 2027, agriculture could provide an incremental tailwind to SCL volumes. We would not underwrite
an El Nifio benefit today, but it is another variable for numerous end markets worth watching.

Lastly, and maybe most importantly, we enter the wonderful time of the year when the kids go back to school, the bucks
start rubbing the velvet off their antlers, and the Linc comes back to life. If it is harder to contact us between now and
Halloween please know we are not ignoring you, the swamps just don't have great service, and my dog (Exhibit 16)
doesn't like me emailing when the ducks are migrating. We hope all of you get some much-needed rest this Labor Day,
everyone wish Max luck as he starts studying for L2, and we will see you in force come 3Q earnings.
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Exhibit 1: Monthly S&P500 Trade Volumes as a Percentage of YTD Trade Volumes since 2017
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Exhibit 2: US Strategic Reserves Inventory Levels and Import/Export Levels
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Exhibit 3: 3-2-1 Crack Spreads
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Exhibit 4: Tax Inclusive Diesel Price Changes since February 2026 by Country

Diesel pump-price increase since early February 2026

Change in local-currency retail diesel prices from the closest strong observation to Feb. 1
through the latest available observation. India represents the Delhi IOCL benchmark.
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Exhibit 5. Tax Exclusive Diesel Price Changes since February 2026 by Country

Pre-tax diesel/product price increase since early February 2026

Change in the underlying diesel/product component excluding fuel taxes and VAT where a
defensible comparable series is available.
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Exhibit 6: WTI Crude Changing Futures Curves

105
100
95
90
85
80
75
70 /l
65
60
qu) qu) qu) Qq?) qu) qu) Qq?) qu) qu’ quo Q(f’o qu) Qq/’\ 0(1/’\ Qr{’\ Qq/’\ 0{{’\ Q({’\ Qq/’\ Qq/’\ Q({’\ Qq/’\ Qq/’\ Q({’\
SIS SN SINSINMAIMEIM IR IS SN SNSRI
PN SN ERNEE MR AR AR RN SN AR SN G PN AR NS
e (|osing Price . Futures Curve as of 08/27/26 Futures Curve as of 07/31/26
. Futures Curve as of 06/30/26 Futures Curve as of 05/31/26 « Futures Curve as of 04/30/26
. Futures Curve as of 03/31/26 - Futures Curve as of 02/28/26 Futures Curve as of 01/31/26

Source: CaplQ




Exhibit 7: PCE Rates Since COVID

FRED |-/ — Personal Consumption Expenditures (PCE) Excluding Food and Energy (Chain-Type Price Index)
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Exhibit 8: Labor Force and Real Wages
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Exhibit 9: Percent of Balance 90+ Days Delinquent by Loan Type
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Exhibit 10:  Personal Saving Rate
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Exhibit 11: Sector Level Consensus Estimates Changes as of Month End
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Energy 104.6 97.0 95.0 115.8 1472 166.4 165.1 176.0 1831 9.5% 1.5% -0.6% 21.2% 54.1% 74.1% 72.8% 8429 91.6%
Total SP500 2,917.4 29333 29541 30305 23,1507 32155 3,2438 34805 25.7%  264%  27.3%  30.6%  362%  38.6%  39.8%  50.0%  521%

2027 Net Income Estimates ($B) as of: 2027 NI Estimates Growth Over 2026 Estimates as of Sparklines
Mar26  Apr26  May26  Jun26  Jul26 Aug-26 Dec25  Jan26  Feb26 Mar26  Apr26 May26 Jun26  Jul26  Aug26  Estimates Growth

Industrials . K . 2459 2445 2490 2508 119%  141%  15.0%  158%  174%  17.2%  20.0%  19.5% ) B
Health Care 2 . .S 3 g 3479 348.4 350.6 353.5 11.4%% 13.6% 13.6% 13.8% 14.5%  21.2% 214w 22.3%
Information Technology . g 1,2064 12708 1,288.3 18.6%  19.5%  19.8%  24.1%  24.6%  28.9%  313%  312%
Financials . X 555, 553.5 5585  564.8 8.0% 7.8% 7.8% 8.0% 7.1% 7.0% 7.0% 5.5%
Materials | . . i .. 7 70.0 70.5 70.2 12.6% 14.0% 12.7% 12.8% 9.4% 8.3% 6.7% 9.2%
Consumer Discretionary X . 2641 2857 2652  266.8 16.6%  16.5%  16.3%  14.8%  124%  12.8%  127% 0.4%
Real Estate . X . X 33.9 33.8 33.5 33.2 12.0%  1L6%  114%  111% 9.5% 8.4% 7.9% 41%
Utilities 838 83.9 83.8 841 84,2 84.3 84.3 84.2 83.7 10.4% 10.5% 11.6% 11.0% 11.0% 13.4% 10.8% 10.6%
Communication Services . X 5642 5767 5799  586.3 126%  14.0%  15.2%  15.5% 7.1% 5.8% 6.5%  -16.8%
Consumer Staples . .3 159.5 1584 1581 158.0 159.1 7.3% 7.4% 7.9% 7.9% 7.3% 7.1% 7.2% 7.3%
120.8 1135 1125 1236 138.6 148.2 147.8 149.6 154.2 16.3% 17.0% 18.6% B.7% -B.8%  -10.8%  -10.4%  -15.0%
3,306 3,351 3387 3,504 3,584 3,692 3750 3,803 3,900 13.3%  14.2%  14.6%  156%  13.4%  14.8%  15.9% 9.3%

Est 2026 NI Margin Expansion over 2025 Actuals (bps) as of: Est 2027 NI Margin Expansion/(Compression) over 2026 estimates as of
Jan-26 Feb-26 Mar-26 Apr-26 May-26 Jun-28 Jul-26 Aug-28 Dec-25 Jan-26 Feb-26 Mar-28 Apr-28 May-26 Jun-26 Jul-26 Aug-26 2026 2027

40 58 59 61 70 17 113 125 127
Information Technology 5 174 191 185 205 202 236 248 215 267
Financlals 5 45 42 40 47 19 34 25 14 7
Materials a1 105 93 a7 63 55 52 63 66
Consumer Discretionary a2 81 76 64 42 45 a4 (83) (112)
Real Estate 83 72 69 65 34 21 7 (58) (531
utilities < 3 E E T4 76 97 ] 82 122 85 69 103

Communication Servic X X a0 95 105 109 (84)  (137) (1321 (874)  (897)
Consumer Staples 21 20 23 23 19 18 18 20 15
Energy a1 82 82 55 (18) 70) (70)  (136)  (134)
Total SP50D : 87 97 100 13 89 104 107 7 20

Source: CaplQ), Stonegate Capital Partners, as of 8/31/2026

Exhibit 12: Fixed vs Floating Rate Debt by Year for Small Cap and Large Cap Companies
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Source: CaplQ), Stonegate Capital Partners




Exhibit 13: Corn and Soybean Commodity Price Growth YTD
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Source: CaplQ

Exhibit 14: NOAA EIl Niino Strength Probabilities
NOAA CPC ENSO Strength Probabilities (issued August 2026)

based on thresholds in ERSSTv6 Relative Nifio-3.4 index/RONI
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Source: NOAA
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Exhibit 15: U.S. Farmer Prices paid vs. Prices Received Growth since COVID
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Note: These are indexed prices; as such, the gap is directional rather than a direct margin measure.

Source: USDA

Exhibit 16: Hoagi goodest boys

Source: Dave Storms
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IMPORTANT DISCLOSURES AND DISCLAIMER

The following disclosures are related to Stonegate Capital Partners (SCP) research reports.

The information used for the creation of this report has been obtained from sources we considered to be reliable,
but we can neither guarantee nor represent the completeness or accuracy of the information herewith. Such
information and the opinions expressed are subject to change without notice and SCP does not undertake to
advise you of any such changes. In preparing this research report, SCP analysts obtain information from a
variety of sources, including but not limited to, the issuing Company, a variety of outside sources, public filings,
the principals of SCP, and outside consultants. SCP and its analyst may engage outside contractors in the
preparation of this report. The information contained in this report by the SCP analyst is believed to be factual,
but we can neither guarantee nor represent the completeness or accuracy of the information herewith. While
SCP endeavors to update the information contained herein on a reasonable basis, there may be regulatory,
compliance, or other reasons that prevent us from doing so. The opinions or information expressed are believed
to be accurate as of the date of this report; no subsequent publication or distribution of this report shall mean or
imply that any such opinions or information remains current at any time after the date of this report. Reproduction
or redistribution of this report without the expressed written consent of SCP is prohibited. Additional information
on any securities mentioned is available on request. SCP does not rate the securities covered in its research.
SCP does not have, nor has previously had, a rating for any securities of the Companies. SCP may have a price
target for securities of the Companies.

Recipients of this report who are not market professionals or institutional investors should seek the advice of
their independent financial advisor before making any investment decision based on this report or for any
necessary explanation of its contents. Because the objectives of individual clients may vary, this report is not to
be construed as an offer or the solicitation of an offer to sell or buy the securities herein mentioned. This report
is the independent work of SCP and is not to be construed as having been issued by, or in any way endorsed
or guaranteed by, any issuing companies of the securities mentioned herein.

SCP does not provide, nor has it received compensation for investment banking services on the securities
covered in this report. SCP does not expect to receive compensation for investment banking services on the
securities covered in this report.

SCP Analysts are restricted from holding or trading securities in the issuers which they cover. Research Analyst
and/or a member of the Analyst's household do not own shares of these securities. Research Analyst,
employees of SCP, and/or a member of the Analyst’'s household do not serve as an officer, director, or advisory
board member of the Companies. SCP and SCM do not make a market in any security, nor do they act as
dealers in securities.

SCP Analysts are paid in part based on the overall profitability of SCP and SCM. Such profitability is derived
from a variety of sources and includes payments received from issuers of securities covered by SCP for services
described above. No part of Analyst compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or views expressed in any report or article. This security is eligible for sale in one or more
states. These securities may be subject to the Securities and Exchange Commission’s Penny Stock Rules,
which may set forth sales practice requirements for certain low-priced securities.

For Additional Information Contact:
Stonegate Capital Partners, Inc.

Dave Storms, CFA
Dave@stonegateinc.com
214-987-4121
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