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Mweep, Mweep
Road Runner, 1948-

I just saw a great movie, Coyote vs. Acme. It is a joyous and expansive telling of a
story first published in the New Yorker some 36 years ago, which postulated a
lawsuit by Wile Ethelbert Coyote against the Acme Corporation for selling
defective products. As I grew up on Looney Tunes, I found the premise
engaging, and immediately of relevance to our work. Every quarter, somewhere,
a Wile E. Coyote sets an elaborate trap, such as inflation that won't cooperate, oil
prices lurching up on headlines, tariffs rewriting the rules mid-game, soaring
long term interest rates, or the Fed tightening; one fully expects the market to go
tumbling off the mesa. And so far this year, and indeed for the past several years,
the market has simply gone "mweep mweep" and kept running. The S&P 500 is
up roughly 2.3% for the third quarter and about 12.7% year to date, closing
recently near 7651, just below its all-time high, having shrugged off just about
every hazard the desert floor had to offer. Like Road Runner, it never seems to
notice the anvil until it's already three canyons away.

What's doing the running, mostly, is one gadget: artificial intelligence, which has
taken on the role of the Acme catalogue's star product, the one item this time that
investors are certain will actually work as advertised, unlike the rocket sleds and
spring-powered shoes of market cycles past. Maybe it will. Al-linked names
have carried a disproportionate share of both the quarter's and the year's gains,
and the enthusiasm is not without real earnings behind it. But every coyote
believes, with total sincerity, that this purchase is the one that finally closes the
gap between him and his prey. This letter takes the optimism seriously while
keeping one eye on the catalogue's fine print; because the market's
cheerful indifference to bad news is a wonderful thing to enjoy, and an even
better thing not to take entirely for granted.

One does not have to look far to identify the rocket fuel powering this market. It
is quite simply the remarkable advance in earnings estimates. We began
2026 with a forecast of $309, that has since jumped to $317 at the end of the
March quarter, $338 by the end of June, and $360 at the end of
September; this represents 34% growth year over year. 2027 estimates have
moved from $369 at the start of the year to $414 today. You need to find a
post-recession recovery year to see such a similar pattern of growth.
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We have previously commented on the circularity of various chipmakers and hyper-scalers making
cross investments in each other and the risks that this presents. We must further point out that the
investments in yet-private companies are captured on public company balance sheets, with changes in
private market valuation flowing through the income statement as “other income.” This works well
while things are trending upward, but it does pose some risk should these investment valuations turn lower.

The S&P 500 has never been this top-heavy; a small number of Al-adjacent mega-caps now account for a
disproportionate share of index returns, meaning that an investor in a passive portfolio carries far more
exposure to this single theme than they may realize. We have commented at length on the risk of having
now close to 50% of the index concentrated in two sectors, dominated by fewer than ten names; that risk
has only grown with each uptick.

When the market advances, it advances because those names advance; when they stumble, the index feels
it immediately. Passivity, in this market, is not neutrality, it is a concentrated bet on a concentrated
theme. Then there is volatility: Al-driven names move with an intensity that keeps your advisor awake
at night. An earnings miss or an unexplained shift in sentiment can re-price a stock by twenty percent in
a session, and that volatility does not stay contained. One day chips are dead and software is hot; the
next day, the trade reverses. Add a Federal Reserve no longer playing to the accommodation camp,
and the case for skepticism writes itself. We have long believed that the tone of the Federal Reserve
actions provides an important backdrop for market sentiment, even as we have railed against chronic
misinterpretation of those very actions by fraders. The Fed has already signaled that it will maintain a
tightening regime if that is what it takes to tame inflation.

Our last piece waxed poetic about the excitement of Al, from Waymo® to my ability to leverage my time
by offloading certain tasks to my assistant, Claude L’Escrivier. We note that every generation
of Americans has wagered heavily on infrastructure, but the size of the bet only makes sense
measured against the economy that placed it. In raw dollars, the comparisons are almost comic: the Erie
Canal cost less, even adjusted for inflation, than Microsoft now spends on data centers in half a day.
Measured instead as a share of national output, the past regains its stature. The canals and
electrification each absorbed roughly half a percent of GDP a year, the Interstate highways and the
late-1990s fiber boom about one percent, and the railroads, the great obsession of the Gilded Age, more
than two percent, sustained for two decades. Against that backdrop, the current Al buildout is projected to
average more than three percent of GDP annually through 2032. If that holds, no single industry will
have claimed nearly so large a slice of the American economy since the railroads.

Yet size is the least instructive part of the comparison. The canals, rails and highways were built to last a
century; much of what Al investment buys is silicon that will be obsolete in five years, and so must be
bought again. The public paid for the canals and the Interstates, while the railroads and the fiber networks
were financed privately, largely on credit, and both ended in spectacular busts that ruined many investors,
while paving the way for profits for future beneficiaries. AI’s builders have so far paid largely from their
own considerable cash flow, though that margin of safety is narrowing as the spending continues. Al
leaders are borrowing, issuing stock and investing heavily in their customers. History suggests that the
infrastructure will prove useful. It is less clear that it will prove profitable for those who built it, which is a
distinction railroad bondholders learned in the nineteenth century and telecom shareholders relearned at the
end of the twentieth. Our job is to identify the beneficiaries of all this spending. These companies may not
be directly committed to the buildout but will be aggressively pursuing the opportunities that will arise
from this investment.
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We want to highlight a metric that has been useful in the past in assessing general levels of market risk. The
earnings yield, defined as the S&P 500 earnings over the price, that is, the inverse of the P/E multiple, stands
at 4.7% on current year’s estimates. The ten-year Treasury yield stands at 5.27%. This comparison suggests,
without prejudice, that bonds are cheap and stocks are dear. As we are hovering near an all-time high, and
as it has been some time since our last gut-wrenching correction, we should keep a watchful eye. Our
solution is to maintain diversified portfolios, hold adequate cash reserves, and rebalance asset allocation
between stocks and bonds as appropriate.

The case for continued long-term equity participation is intact. Earnings are growing, the economy
has demonstrated resilience, and the long-term record of equities as a wealth-building
instrument 1s unimpeachable. But the risks deserve equal candor. Concentration risk remains
perhaps the most underappreciated market vulnerability, in our opinion. Valuation risk compounds
this; any earnings disappointment among the dominant technology names would carry disproportionate
index consequences. Geopolitical and energy risk has been reintroduced by the Iran conflict in a manner not
seen for some time, with direct implications for inflation, corporate margins, and the Fed’s range of action.
Policy risk persists in the form of tariff uncertainty and the ever-present possibility that the market
mishears the Fed. And then there is the risk of complacency itself: the comfortable assumption that
uncertainty will always resolve in the market’s favor and that today’s market leaders will always lead.

We close, as we are wont to do, with the observation that risk tolerance is not a number on a questionnaire.
It is a lived experience, tested not in rising markets but in falling ones. We encourage each client to
engage with us in a genuine, unhurried conversation about what risk tolerance means in practice: what
level of decline would compel a change in behavior, what time horizon governs the funds in question, and
what the cost of a shortfall is relative to the cost of lost opportunity. These questions have individual
answers, and those answers should govern asset allocation decisions far more reliably than any market
forecast, including our own.

Structuring portfolios to meet these objectives and tolerances is our principal mission. Staying invested
remains our essential counsel. Staying vigilant is the discipline that makes it sustainable. The ability to filter
out noise from fundamentals is most likely the most important factor leading to success.

Laurence R. Golding, Managing Director, October 15, 2026

Separately Managed Account Strategies

Large Cap Equity: Carret’s Large Cap Equity Strategy seeks to provide long term capital appreciation by owning
companies with attractive growth prospects, and by acquiring this ownership interest at a reasonable price. We
invest in seasoned companies with strong marketplace and financial characteristics. Fundamental analysis and
quantitative screening drive this active management strategy. Portfolios are broadly diversified and customized to
meet client objectives and risk tolerances.
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Important Disclosure Information

Investment advice offered through Carret Asset Management LLC, a registered investment adviser. This presentation is neither an offer to sell nor a solicitation of any offer to buy any
securities, investment products, or investment advisory services. All investment portfolios carry risk, including the risk of loss. No assurances can be given that Carret will attain its
investment objective or that an investor will not lose invested capital. Past performance is not a guarantee of future results. This material is for informational purposes only and is not
intended to serve as a substitute for personalized investment advice or as a recommendation of or solicitation of any particular security, strategy, or investment product. Carret does not
provide legal or tax advice, and nothing contained in these materials should be taken as legal or tax advice. Results are based on fully discretionary accounts under management, including
those accounts no longer with the firm.

Although Carret believes the data to be reliable, Carret does not guarantee the accuracy of third-party data. Indices are presented herein for illustrative and comparative purposes only.
Such indices may not be available for direct investment, may be unmanaged, assume reinvestment of income, do not reflect the impact of any trading commissions and costs, management
or performance fees, and have limitations when used for comparison or other purposes because they, among other things, may have different strategies, volatility, credit, or other material
characteristics (such as limitations on the number and types of securities or instruments).

This material is for informational purposes only, as of the date indicated, is not complete, and is subject to change. Additional information is available upon request. Any opinions expressed
herein represent current opinions as of the date of publication only and may change based on market or other conditions. This material may contain assumptions that are “forward-
looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can be no assurance that
forward-looking statements will materialize or that actual results will not be materially different from those described here. Certain information herein has been provided by and/or is
based on third-party sources and, although believed to be reliable, has not been independently verified, and Carret is not responsible for third-party errors.

No representation is made with respect to the accuracy, completeness or timeliness of information or opinions herein and Carret assumes no obligation to update or revise such
information or opinions.

Past performance may not be indicative of future results. Different types of investments involve varying degrees of risk. Therefore, it should not be assumed that future performance of
any specific investment or investment strategy (including the investments and/or investment strategies recommended and/or undertaken by Carret Asset Management, LLC

(“Carret”), or any non-investment related services, will be profitable, equal any historical performance level(s), be suitable for your portfolio or individual situation, or prove successful.
Carret is neither a law firm nor accounting firm, and no portion of its services should be construed as legal or accounting advice. Moreover, you should not assume that any discussion or
information contained in this document serves as the receipt of, or as a substitute for, personalized investment advice from Carret. Please remember that it remains your responsibility
to advise Carret, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising our previous
recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. A copy of our current written disclosure
Brochure discussing our advisory services and fees is available upon request. The scope of the services to be provided depends upon the needs of the client and the terms of the
engagement.

The referenced performance results reflect the reinvestment of dividends and other account earnings and are gross of applicable account transaction fees (unless indicated) and Carret
Asset Management (CAM)’s investment management fee. In instances where performance figures are presented gross, performance would be lower as a result of transaction fees and
CAM'’s investment management fee. Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/comparison
purposes only, and generally do not reflect the deduction of transaction and/or custodial charges and the deduction of an investment management fee, the incurrence of which would
have the effect of decreasing historical performance results. It should not be assumed that your Carret account holdings correspond directly to any comparative indices or categories.
Please Also Note: (1) performance results do not reflect the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your Carret accounts; and, (3) a
description of each comparative benchmark/index is available upon request. The historical benchmark performance results are provided exclusively for comparison purposes only, so as
to provide general comparative information to assist an individual client or a prospective client in determining whether the investments meet, or continues to meet, his/her investment
objective(s). It should not be assumed that account holdings will correspond directly to any of the comparative index benchmarks. No current or prospective client should assume that
future performance will be profitable, or equal to either the composite performance results reflected above, or the performance results for any of the comparative benchmarks provided.
For reasons including variances in strategy, account holdings, variances in the investment management fees incurred, market fluctuation, the date on which a client engaged CAM’s
investment management services, and any account contributions or withdrawals, the performance of a specific client’s account may have varied substantially from the indicated composite
performance results.

Neither rankings and/or recognition by unaffiliated rating services, publications, or other organizations, nor the achievement of any designation or certification, should be construed by a
client or prospective client as a guarantee that he/she will experience a certain level of results if Carret is engaged, or continues to be engaged, to provide investment advisory services.
Rankings published by magazines, and others, generally base their selections exclusively on information prepared and/or submitted by the recognized adviser. Rankings are generally
limited to participating advisers. No ranking or recognition should be construed as a current or past endorsement of Carret by any of its clients.

Portfolio managers at Carret generally make collective investment decisions. However, in certain instances, portfolio managers may make client specific investment choices. As a result,
portfolio dispersion may be increased in certain time periods. Dispersion can also be impacted by factors including but not limited to individual client investment objectives and guidelines,
tax considerations, allocation of investment opportunities, order execution, and timing of funding. The material is intended as a broad overview of portfolio, philosophy, process, and
style.

Holdings are as of the date indicated and subject to change without notice. The list does not constitute a recommendation to buy, sell or hold a security. Individual accounts may vary.
The Representative Holdings have been selected based on objective, non-performance-based criteria. Holdings shown in this presentation may or may not be suitable for an individual’s

account. Holdings are provided to illustrate a broad view of a particular strategy and are for illustrative purposes only.

Due to various factors, including the passage of time and changing market conditions, content in this presentation may be outdated and no longer reflective of current conditions.
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