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MARKET COMMENTARY

The Russell 3000 Index increased +10.0% in the first
quarter of 2024. The Russell 3000 Growth Index
outperformed for the quarter, returning +11.2% vs. +8.6%
for the Russell 3000 Value Index. Performance was positive
in 10 of the 11 GICS sectors, led by communication
services, energy, information technology, and financials.
Only real estate saw a small decline in the quarter.

Inflation has remained slightly above 3% for the past 9
months, with the latest reading +3.2% year-over-year. While
inflation has slowed dramatically from the 9.1% peak in
mid-2022, it remains higher than the Federal Reserve’s
(Fed) long-term 2% target. At the March Federal Open
Market Committee meeting, the committee held the Fed
Funds rate at 5.50% (upper bound) for the fifth consecutive
meeting. The Fed has been increasingly reluctant to cut
rates considering improving economic growth expectations
and a strong labor market. The market's expectations for
the Fed Funds rate in the coming year are about a full
percentage point higher than those same expectations 12
months ago.

The S&P 500 Index, the market’s broad-based index of
choice, trades at 22x next year's consensus earnings
estimates, well above its 30+ year median of 18x. At the
beginning of 2023, just 15 months ago, the index traded at
an average level (18x). It is up +40% since then, more than
half of which is attributable to multiple expansion. It has
traded at a higher multiple only 20% of the time since the
early 1990s, most of which occurred in the late 1990s/early
2000s. Today's equity market has drawn a lot of
comparisons to that internet bubble period, not only due to
elevated valuations but also its high concentration, large
valuation disparities, and enthusiasm about revolutionary
technology. The comparisons have merit, but the
impressive growth, profitability, and free cash flow
generation of the market's largest stocks make today's
elevated valuations more rational than 25 years ago. The
sustainability of this growth/profitability/cash flow, at least
in some instances, represents our primary concern.

Outside of the tech-oriented mega cap cohort, the large cap
market’s valuation is trading at a modest premium to
historical averages. At 8.3x normal earnings, our portfolio
continues to trade at a considerable discount to the value
index and a significant discount to the broad index. In
addition to valuation, we rate each stock in the portfolio on
our three Fundamental Risk Rating pillars: balance sheet,

Past performance is no guarantee of future results

quality, and governance. The focus on valuation, balance
sheet, quality, and governance has led us to an overweight
position in the information technology sector and the
portfolio’s largest overweight relative to the index. In tech,
we own some high-quality businesses, and we are willing to
pay higher valuation multiples accordingly. Common traits
among our tech holdings are strong balance sheets, sticky
customers that generate recurring/predictable cash flow,
and promising prospects for growth. We view these
businesses as less cyclical than generally understood and
offer attractive diversification to complement other cyclical
positions.

ATTRIBUTION ANALYSIS - 1Q24

The Hotchkis & Wiley Value Opportunities portfolio
underperformed the Russell 3000 Value Index in the first
quarter of 2024 (gross and net of management fees). On a
sector basis, the largest detractor from relative
performance during the quarter came from security
selection in energy where we had a few companies
experience some weakness for idiosyncratic reasons.
Security selection in information technology also detracted
as our position in Ericsson underperformed. Security
selection in communication services and industrials also
detracted. Conversely, the underweight in real estate
contributed positively during the quarter. Security selection
in financials and healthcare also worked well in the period.

LARGEST INDIVIDUAL CONTRIBUTORS - 1Q24
General Motors is one of the world’s largest manufacturers
of passenger vehicles. We like General Motors due to its
business segments, free cash flow profile, and
commitment to return large amounts of cash to
shareholders. The stock continued its strong momentum
post the UAW strike, driven by 2024 guidance that was
materially stronger than consensus and the $10 billion
accelerated share repurchase program.

Babcock is a UK government outsourcer with a focus on
Ministry of Defense (MoD) contracts. Babcock performs
complex and technical work with high barriers to entry and
limited competition. The conflicts in the Middle East
continued to escalate during the quarter, which likely
contributed to the stock’s outperformance.
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General Electric is in the later stages of its long
transformation from an underperforming conglomerate into
three focused, high quality, industry-leading businesses.
Following the spin of its power business (GE Vernova) in
early April, what remains is an aerospace that we have long
believed to be the “crown jewel” of the company. The stock
has done well as management has delivered on its
commitment to split the company into three and
dramatically improve the underlying performance of each
asset.

LARGEST INDIVIDUAL DETRACTORS - 1Q24
Ericsson is a vendor of hardware and software needed to
operate wireless networks. This business is effectively an
oligopoly, and we believe margins should be better than
they have been  historically.  Ericsson’s  stock
underperformed following weak 2023 results and 2024
outlook. This is a cyclical business, and we believe that the
weakness in network operators’ capex is temporary, and
that network equipment spending will recover to more
normalized levels.

Stagwell is an ad agency holding company created by the
2021 merger of two complementary marketing businesses:
a technology-focused Stagwell Partners and a creative-
focused MDC Partners. We believe Stagwell will grow faster
than peers as it benefits from strong mix of clients and
capabilities as well as the new scale created by the merger.
The stock underperformed after the company published Q4

and full-year results that were below guidance.
Management expects to return to outperforming legacy
competitors in 2024 driven by the abatement of headwinds
that weighed on the industry, momentum in their Marketing
Cloud products, and a record-breaking political cycle.

Kosmos Energy is an independent exploration and
production company focused offshore. In addition to its
existing production, Kosmos has LNG assets that are set to
begin production in 2024 and a platform to acquire and
operate additional offshore resources. In our opinion,
Kosmos enjoys a competitive advantage due to the
expertise required to explore, discover, and operate assets
offshore. Currently the stock is undervalued as the stock
doesn't fully reflect the value of the company’s existing
production. Performance declined over the period with the
announcement that the company would be issuing $300M
in convertible senior notes.

Net of fee composite performance as of 3/31/24: 24.85%, 14.48% and 10.85% for 1-, 5-, and 10-year, respectively. Net performance results are presented

after management fees and all trading expenses but before custodial fees.

All investments contain risk and may lose value. This commentary is for
general information only and should not be relied on for investment advice
or recommendation of any particular security, strategy, or investment
product.

Portfolio characteristics and attribution are based on a representative
Value Opportunities portfolio. Attribution is an analysis of the portfolio's
return relative to the index, is calculated using daily holdings information
and does not reflect management fees and other transaction costs and
expenses; interaction effect is combined with stock selection. Returns can
differ from certain client portfolio(s) due to data differences, cash flows,
trading, and other activity. Specific securities identified are the largest
contributors (or detractors) to the portfolio’s performance relative to the
index. Other securities may have been the best and worst performers on
an absolute basis.

Past performance is no guarantee of future results

The securities reflected herein are intended for illustrative purposes only,
were selected to demonstrate the investment process as a non-
performance based criteria and are not a recommendation to buy or sell
specific securities. There is no assurance that the securities discussed
will remain in the portfolio or that securities sold have not been
repurchased. The securities discussed do not represent the entire
portfolio, may only represent a small portion of the portfolio and should
not assume the securities discussed were or will be profitable or that
recommendations made in the future will be profitable or will equal the
performance of the securities discussed. H&W's opinions regarding these
securities are subject to change at any time, for any reason, without
notice. Certain client portfolio(s) may or may not hold the securities
discussed due to each account’s guideline restrictions and other relevant
considerations.
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The value discipline used in managing accounts in the Value Opportunities
strategy may prevent or limit investment in major stocks in the Russell
1000, Russell 3000 Value, Russell 3000 Growth and S&P 500 and returns
may not be correlated to the indexes. Composite performance is available
at www.hwem.com, located on the strategy’s Performance tab along with
important disclosures included in the strategy’s GIPS Report; quarterly
characteristics and portfolio holdings are located on the Portfolio and
Literature tabs. For a list showing every holding’s contribution to the
overall account’s performance and portfolio activity for a given time
period, contact H&W at hotchkisandwiley@hwcm.com. Portfolio
information is subject to the firm’s portfolio holdings disclosure policy.

Russell Investment Group is the source and owner of the Russell Index
data contained herein (and all trademarks related thereto), which may not
be redistributed. The information herein is not approved by Russell. H&W
and Russell sectors are based on the Global Industry Classification
Standard (GICS) by MSCI and S&P.

The Russell 30009 Index tracks the performance of the 3,000 largest U.S.-
traded stocks. The Russell 3000° Value Index includes stocks from the
Russell 3000® Index with lower price-to-book ratios and lower expected
growth rates. The Russell 3000® Growth Index includes companies that
display signs of above average growth. The index is used to provide a
gauge of the performance of growth stocks in the U.S. The S&P 5009
Index is a broad-based unmanaged index of 500 stocks, which is widely
recognized as representative of the equity market in general.

Equity securities may have greater risks and price volatility than U.S.
Treasuries and bonds, where the price of these securities may decline due
to various company, industry and market factors. The strategy may be
exposed to more individual stock volatility than a more diversified strategy
and may also invest in smaller and/or medium-sized companies, foreign
securities, and debt securities.

Past performance is no guarantee of future results

Style Risk: A value-oriented investment approach involves the risk that
value stocks may remain undervalued or may not appreciate in value as
anticipated. Value stocks can perform differently from the market as a
whole or from other types of stocks and may be out of favor with
investors and underperform growth stocks for varying periods of time.

Information contained in this material may represent or be based on
forward-looking statements. Due to various risks and uncertainties, actual
events/results or performance of the strategy may differ materially from
those reflected or contemplated in such forward-looking statements.
Information based on forecasts, proprietary or third-party estimates
cannot be guaranteed and are subject to change. Information obtained
from independent sources is considered reliable, but H&W cannot
guarantee its accuracy or completeness.

Portfolio managers’ opinions and data included in this commentary are as
of March 31, 2024. Any discussion or view of a security, an asset
class/segment, industry/sector and/or investment type are not investment
recommendations, should not be assumed to be profitable, and are
subject to change without notice.

©2024 Hotchkis & Wiley. All rights reserved. Any unauthorized use or disclosure is prohibited.
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