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The Small Idea: R-E-S-P-E-C-T |

“I can handle things. I'm smart, and I want respect’”

From Aretha Franklin, to Rodney Dangerfield, to Fredo Corleone in The Godfather Part II (as quoted above), I'm
often reminded just how hard it can be to secure status in the pantheon of asset management.

Although my fellow small cap manager friends and I frequently compare notes and commiserate, I was struck
this quarter by the gallows humor that prevailed. As background to our shared professional dejection, the
Russell 2000 Index is up less than 8% in total since my team joined First Eagle in late April of 2021, while the S&P
500 Index is up almost 65% over that same period.! Thus, it's easy to understand why many small cap managers
can feel diminished, sharing Fredo’s sentiment in an industry dominated by Michaels.

Extraordinary Growth from Mega Caps Has Overshadowed Small Caps

Comparing notes with a friend who has long managed a successful small cap growth strategy, we both marveled
at how—for the better part of two and a half decades—we rarely mentioned to investors, and were seldom

asked about, the performance gap between small and large cap stocks. Nor were we prodded to account for the
valuation discrepancy between the two groups. These days, however, the dichotomy between large and small
returns appears to dominate the thoughts of current and potential investors.

The litany of factors contributing to the relative underperformance of small stocks is familiar but worth
revisiting. In our view, the unique confluence of zero interest rates and massive money printing by the federal
government combined with truly outstanding earnings from the largest companies in the US triggered the divide.
In many ways, these conditions may have enabled investors to wrest the extra growth normally associated with
small caps through much bigger, well-financed companies without worrying about liquidity, effectively slamming
the window on initial public offerings (IPOs) for small companies.

In the pre-Covid world, many investors assumed that small caps provided the best exposure to fast-growing
stocks, juicing the odds of generating massive returns—the elusive “ten bagger’” Today, this presumption is under
scrutiny as hypergrowth from huge businesses has propelled the market capitalizations of single companies—
including Nvidia and Microsoft—beyond that of the entire Russell 2000.2

1,2. Source: FactSet; data as of August 14, 2025.

This edition of The Small Idea was written by Bill Hench, head of the Small Cap team and portfolio manager.
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Small Cap Earnings May Be Poised for a Rebound...

Exacerbating the performance chasm, small company earnings left much to be desired from 2021 to 2024,

as low rates punished the banks that account for an outsized share of the small cap universe. But charac-
terizing the Russell 2000 as a dustbin of “non earners” and/or “low-quality” companies feels punitive at this
point—and largely irrelevant when considering the large pool of small US companies trading at what we view as
compelling valuations.

So enough with the rationalizations. We now find ourselves at a juncture where most of the excuses for

poor performance have passed. Although the US still has a massive budget deficit financed by massive bond
issuances, it is no longer printing money at the same frenzied pace as the Covid era. Gone, too, are the zero policy
rates that plagued small banks while bolstering earnings for large cap, high-growth, long-duration tech stocks.

Elbowing aside past disappointments, I remain opti-

mistic about small caps going forward, in part because Small cap ear*nings growth
there are signs earnings growth may be back on track

after years of decline. Boosted by a strong first half, may be back on track after

Russell 2000 annual earnings growth is expected to years of decline.
return in 2025 and persist throughout the forecast
window, as shown in Exhibit 1.

Exhibit 1. Earnings for Small Caps May Be on an Upswing
Actual and Estimated Russell 2000 Index Earnings, Dollars per Share
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Source: LSEG I/B/E/S; data as of June 30, 2025.

...While Still Compressed Valuations Suggest Possible Upside

To us, there appears more than enough potential opportunity in turnarounds, undervalued growth stories and
asset plays to compensate for the risk of owning small stocks. Valuation premiums on recent takeovers suggest
a substantial gap between where many small stocks are trading and their potential ultimate worth. Prospective
rates cuts over the coming year—markets are expecting two or three by year end3>—could trigger acquisition
activity, potentially fueled by $2.5 trillion of private equity dry powder.*

Without a crystal ball, and with persistent macroeconomic risks—tariffs, inflation, slowing growth, higher oil
prices among them—I remind myself that consensus views on many issues often prove wrong.

For my fellow small cap investors and me, I hope our Michael days are in sight!

3. Source: CME FedWatch; data as of August 15, 2025.
4. Source: S&P Global; data as of June 30, 2025.
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The opinions expressed are not necessarily those of the firm. These materials are provided for informational purposes only. These opinions are not intended to be a
forecast of future events, a guarantee of future results or investment advice. Any statistics contained herein have been obtained from sources believed to be reliable,
but the accuracy of this information cannot be guaranteed. The views expressed herein may change at any time subsequent to the date of issue hereof. The information
provided is not to be construed as a recommendation to buy, hold or sell or the solicitation or an offer to buy or sell any fund or security.

Past performance is not indicative of future results.
Risk Disclosures
All investments involve the risk of loss of principal.

The value and liquidity of portfolio holdings may fluctuate in response to events specific to the companies or markets, as well as economic, political or social events in the
US or abroad. During periods of market volatility, the value of individual securities and other investments at times may decline significantly and rapidly. The securities of
small and micro-size companies can be more volatile in price than those of larger companies and may be more difficult or expensive to trade.

Diversification does not guarantee investment returns and does not eliminate the risk of loss.

Russell 2000® Index (Gross/Total) measures the performance of the small cap segment of the US equity universe. It includes approximately 2,000 of the smallest securi-
ties based on a combination of their market cap and current index membership. A total-return index tracks price changes and reinvestment of distribution income.

S&P 500 Index (Gross/Total) measures the performance of 500 of the top companies in the leading industries of the US economy and is widely recognized as a proxy for
the US market as a whole. A total-return index tracks price changes and reinvestment of distribution income.

Non-US Residents: This material and the information contained herein is provided for informational purposes only, do not constitute and is not intended to constitute an
offer of securities, and accordingly should not be construed as such. Any funds or other products or services referenced in this material may not be licensed in all juris-
dictions and unless otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein.
This material and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws
and regulations. This material is directed at and intended for institutional investors (as such term is defined in any applicable jurisdiction). This material is provided on a
confidential basis for informational purposes only and may not be reproduced in any form. This material is for general information only and is not intended as investment
advice or any other specific recommendation as to any particular course of action or inaction. The information in this material does not take into account the specific
investment objectives, financial situation, tax situation or particular needs of the recipient. Before acting on any information in this material, prospective investors should
inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if required. This material is for the
use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection with the
addressee’s consideration thereof).

Residents of Australia: This communication is exclusively directed and intended for wholesale clients (as such term is defined in Australian Corporations Act 2001 (Cth)
only and, by receiving it, each prospective investor is deemed to represent and warrant that it is a wholesale client. The information contained herein is provided for
informational purposes only and should not be considered a solicitation or offering of investment services, nor a solicitation to sell or buy any shares of any securities
(nor shall any such securities be offered or sold to any person) in any jurisdiction where such solicitation or offering would be unlawful under the applicable laws of such
jurisdiction. Unless otherwise indicated, no regulator or government authority has reviewed this material or the merits of the products and services referenced herein.
This material and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented by any applicable laws
and regulations. This material is provided on a confidential basis for informational purposes only and may not be reproduced in any form. Before acting on any informa-
tion in this material, prospective investors should inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain
independent advice if required. This material should not be relied upon as investment advice and is not a recommendation to adopt any investment strategy. This material
is for the use of the named addressee only and should not be given, forwarded or shown to any other person (other than employees, agents or consultants in connection
with the addressee’s consideration thereof). First Eagle Investment Management, LLC is exempt from the requirement to hold an Australian financial services licence
under the Corporations Act 2001 (Cth) in respect of the financial services it provides to wholesale clients in Australia and is regulated by the US Securities and Exchange
Commission under US laws, which differ from Australian laws.

Residents of Brazil: First Eagle Investment Management, LLC is not accredited with the Brazilian Securities Commission - CVM to perform investment management
services. The investment management services may not be publicly offered or sold to the public in Brazil. Documents relating to the investment management services as
well as the information contained therein may not be supplied to the public in Brazil.

Residents of Canada: This material does not constitute investment advice or an offer or solicitation to sell or a solicitation of an offer to buy any product or service or any
securities (nor shall any product or service or any securities be offered or sold to any person until such time as such offer and sale is permitted under applicable secu-
rities laws.) Any products or services or any securities referenced in this material may not be licensed in all jurisdictions, and unless otherwise indicated, no securities
commission or similar authority in Canada has reviewed this material or the merits of the products and services referenced herein. If you receive a copy of this material,
you should note that there may be restrictions or limitations to whom these materials may be made available. This material is private and confidential and is directed at
and intended for institutional investors and is only being provided to “permitted clients” as defined under the Canadian Securities Administrators’ National Instrument
31-103 - Registration Requirements, Exemptions and Ongoing Registrant Obligations. This material is for informational purposes only. This material does not constitute
investment advice and should not be relied upon as such. Before acting on any information in this material, prospective clients should inform themselves of and observe all
applicable laws and regulations of Canada. Prospective clients should inform themselves as to the legal requirements and tax consequences within the countries of their
citizenship, residence, domicile and place of business with respect to the acquisition, holding or disposal of shares or the ongoing provision of services, and any foreign
exchange restrictions that may be relevant thereto. First Eagle Investment Management, LLC is not authorized to provide investment advice and/or management money in
Canada.

Residents of Dubai: This material is intended for distribution only to Professional Clients. It must not be delivered to, or relied on by, any other person. The Dubai Financial
Services Authority has no responsibility for reviewing or verifying any documents in connection with any funds, products or services that may be mentioned herein. The
Dubai Financial Services Authority has not approved this material nor taken steps to verify the information set out in it and has no responsibility for it. If you do not under-
stand the contents of this material, you should consult an authorized financial adviser.

Residents of the State of Qatar: Any funds, products or services referenced in this material may not be licensed in all jurisdictions, including the State of Qatar (“Qatar”),
and unless otherwise indicated, no regulator or government authority, including the Qatar Financial Markets Authority (QFMA), has reviewed this material or the merits

of the products and services referenced herein. If you receive a copy of this material, you may not treat this as constituting an offer, and you should note that there may
be restrictions or limitations as to whom these materials may be made available. This material is directed at and intended for a limited number of “qualified” investors

(as such term is defined under the laws of Qatar). This material is provided on a confidential basis for informational purposes only and may not be reproduced in any

form. Before acting on any information in this material, prospective clients should inform themselves of and observe all applicable laws and regulations of any relevant
jurisdictions, including any laws of Qatar. This material is for the use of the named addressee only and should not be given, forwarded or shown to any other person (other
than employees, agents or consultants in connection with the addressee’s consideration thereof). Any entity responsible for forwarding this material to other parties takes
responsibility for ensuring compliance with applicable securities laws.

Residents of Taiwan: First Eagle Investment Management, LLC is not licensed to engage in an investment management or investment advisory business in Taiwan and the
services described herein are not permitted to be provided in Taiwan. However, such services may be provided outside Taiwan to Taiwan resident clients.

Residents of United Arab Emirates (Abu Dhabi): The offering of the products and/or services described herein have not been approved or licensed by the UAE Central
Bank, the UAE Securities and Commodities Authority (SCA), the Dubai Financial Services Authority (DFSA) or any other relevant licensing authorities in the UAE, and
accordingly does not constitute a public offer in the UAE in accordance with the commercial companies law, Federal Law No. 2 of 2015 (as amended), SCA Board of
Directors’ Decision No. (13/Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or otherwise. Accordingly,

this material is not offered to the public in the UAE (including the Dubai International Financial Centre (DIFC)). This material is strictly private and confidential and is being
issued to a limited number of institutional and individual clients: a) who meet the criteria of a Professional Investor as defined in SCA Board of Directors’ Decision No. (13/
Chairman) of 2021 on the Regulations Manual of the Financial Activities and Status Regularization Mechanisms or who otherwise qualify as sophisticated clients; b) upon
their request and confirmation that they understand that the products and/or services described in this material have not been approved or licensed by or registered
with the UAE Central Bank, the SCA, DFSA or any other relevant licensing authorities or governmental agencies in the UAE; and ¢) must not be provided to any person other
than the original recipient and may not be reproduced or used for any other purpose.
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Residents of United Kingdom: This material is issued by First Eagle Investment Management, LLC and is lawfully distributed in the United Kingdom by First Eagle
Investment Management, Ltd. First Eagle Investment Management, Ltd is authorised and regulated by the Financial Conduct Authority (FRN: 798029) in the United
Kingdom. This material is directed only at persons in the United Kingdom who qualify as “professional investors” This material is not directed at any persons in the
United Kingdom who would qualify as “retail investors” within the meaning of the UK Alternative Investment Fund Managers Regulations 2013 (S.I. 2013/1773) or the EU
Packaged Retail and Insurance-based Investment Products Regulation (No 1286,/2014), the UK PRIIPs Regulation, and such persons may not act or rely on the informa-
tion in this material.

FEF Distributors, LLC (“FEFD") (SIPC), a limited purpose broker-dealer, distributes certain First Eagle products. FEFD does not provide services to any investor but rather
provides services to its First Eagle affiliates. As such, when FEFD presents a fund, strategy or other product to a prospective investor, FEFD and its representatives do not
determine whether an investment in the fund, strategy or other product is in the best interests of, or is otherwise beneficial or suitable for, the investor. No statement by
FEFD should be construed as a recommendation. Investors should exercise their own judgment and/or consult with a financial professional to determine whether it is
advisable for the investor to invest in any First Eagle fund, strategy or product.

First Eagle Investments is the brand name for First Eagle Investment Management, LLC and its subsidiary investment advisers.
©2025 First Eagle Investment Management, LLC. All rights reserved.
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