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Asset Allocation Update

One often overlooked task in each investor's investment journey is continuously monitoring overall asset
allocation. Not only does this inform investment sizing, but it also enables portfolios to keep up with a
constantly changing investment climate. One specific asset allocation theme investors should consider is the

elimination of small and mid-cap equity exposure. We outline our rationale below.

Paradigm Shift

In the period from 2010 to 2019, small and mid-cap ("SMID") equities largely performed in-line with large
caps and acted as a positive diversifying influence on portfolios. However, since 2020, that positive
contribution has eroded as SMID continuously underperformed. Since the start of the current bull market in

2023, that underperformance gap has only widened further.

We have identified several possible reasons including:

e Excellent private companies (which otherwise may have IPO'd) are remaining private for longer

periods before going public into the SMID universe

o And when some of those private companies do go public, their valuations are often large
enough to catapult them directly into the larger cap indices, skipping over the small- and mid-

cap spectrums entirely

e Within the large cap category, global technological adoption has created enormous companies which

now represent a very large portion of publicly traded total market cap

o And now (as a side effect of growth in passive indexing strategies), large-cap is receiving the

largest flow of marginal new investor money

o What's more: much of the innovation and disruption driving the AI theme currently
dominating the market narrative is (counterintuitively) occurring within these large cap
"hyperscalers” - and is not (yet) a tale of SMID upstarts challenging large-cap incumbents, as

may have been the case in decades past

e Because small and mid-cap companies generally take on floating rate debt (as opposed to fixed rate
debt for their large-cap peers), they have a relatively higher cost of borrowing in an environment of

elevated interest rates

While some of these observations are circumstantial, we believe their cumulative impact is crystallizing
into the very clear performance divergence we're seeing between SMID and large-cap stocks. And having
observed markets for many decades, we aren't seeing the formation of any of the usual catalysts (other than

valuation) which might reverse these trends.
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Although SMID has performed relatively well recently (e.g. Russell 2000 is up +12.0% in the last three
months through last Friday versus the S&P 500 up +9.7%, figures rounded), this is likely due to the valuation
gap and expectation for Fed Funds rate cuts. Cuts would marginally benefit smaller companies more than

large (via somewhat lower near-term borrowing costs, due to their floating rate leverage).

To Pay Taxes or Not

Concern around potential tax consequences is a very common refrain we hear when we propose asset

allocation shifts, especially when selling a portfolio with large, embedded capital gains.

Here's a relevant example, while making some simplifying assumptions: Betty, a long-term investor, is
contemplating the sale of a $1mm portfolio of SMID stocks with a $500k cost basis. That sale would
generate a $500k capital gain, in turn requiring a $100k Federal tax payment (all figures approximate). No
one likes seeing that large a tax bill - but the key here is that Betty receives ~$900k of net proceeds to reinvest

into other (potentially more attractive) opportunities.

Measuring over the last three years from Friday's close, the S&P 500 produced a cumulative 69.3% total
return; the Russell 2000 produced a cumulative 33.1%.

Exhibit 1: Trailing Three Year Performance Through 9/12/25

VAL
® S&P 500 Total Return (*SPXTR) Level % Change 69.30%
® Russell 2000 Total Return ("RUTTR) Level % Change  33.06%

69.30%
50.00%

33.06%

25.00%

-25.00%
Jan 23 Jul 23 Jan 24 Jul 24 Jan ‘25 Jul ‘25

TREASURY|PARTNERS Sep 17,2025, 1:53 PM EDT Powered by YCHARTS

Source: YCharts and Treasury Partners as of 9/17/25

Had Betty's hypothetical $900k sale proceeds been invested in the S&P 500 over that same three year period,
she'd have a cumulative portfolio value of $1.52mm; if instead she left the original $1mm in the Russell 2000,
the result would have been $1.33mm. That difference of ~$190Kk is a significant 'missed opportunity' cost for

having not made the asset allocation shift.

We believe that the performance differential between SMID and large-cap stocks will continue, and as a
result, investors should strongly consider eliminating SMID exposure. Naturally as conditions change, we'll

revisit our SMID allocations.
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About Treasury Partners

For over 40 years, Treasury Partners has provided investment management services and comprehensive
planning solutions to high-net-worth individuals/families, trusts, foundations and endowments.
Importantly, our services are customized to meet the goals, objectives and risk tolerances of each of our
clients. Richard Saperstein, Founder and Chief Investment Officer, leads our team of 31 investment
professionals and has been named to Barron's Top 100 Financial Advisors* survey for 22

consecutive years.
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Disclosure

*Barron's Top 100 Financial Advisors - This Rating was provided in May 2025 by Barron's . It covers the period of 2009-2025. There
was no compensation exchanged in consideration for or the use of this Rating. For more information, please visit https://
www.barrons.com/advisor/report/top-financial-advisors/100?page=1&.

Treasury Partners is a group comprised of investment professionals registered with Hightower Advisors, LLC, an SEC registered
investment adviser. Some investment professionals may also be registered with Hightower Securities, LLC, member FINRA and SIPC.
Advisory services are offered through Hightower Advisors, LLC. Securities are offered through Hightower Securities, LLC.

This is not an offer to buy or sell securities. No investment process is free of risk, and there is no guarantee that the investment
process or the investment opportunities referenced herein will be profitable. Past performance is neither indicative nor a guarantee of
future results. The investment opportunities referenced herein may not be suitable for all investors. All data or other information
referenced herein is from sources believed to be reliable. Any opinions, news, research, analyses, prices, or other data or information
contained in this presentation is provided as general market commentary and does not constitute investment advice. Treasury Partners
and Hightower Advisors, LLC or any of its affiliates make no representations or warranties express or implied as to the accuracy or
completeness of the information or for statements or errors or omissions, or results obtained from the use of this information.
Treasury Partners and Hightower Advisors, LLC assume no liability for any action made or taken in reliance on or relating in any way to
this information. The information is provided as of the date referenced in the document. Such data and other information are subject to
change without notice. This document was created for informational purposes only; the opinions expressed herein are solely those of
the author(s) and do not represent those of Hightower Advisors, LLC, or any of its affiliates.

Hightower Advisors, LLC is an SEC registered investment adviser. Securities are offered through Hightower Securities, LLC member
FINRA and SIPC. Hightower Advisors, LLC or any of its affiliates do not provide tax or legal advice. This material is not intended or
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and be subject to change. Clients are urged to consult their tax or legal advisor for related questions.






