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S&P 500 Forward 12-Month P/E

Visualizing the Q1 2026 Valuation Compression

A Different Setup for Earnings Season

Q1 earnings begin next week with valuations less extended,

breadth improving, and inflation back in the frame. Year-End 2025 22 0%

A Better Starting Point

For the last several quarters, earnings season has often felt
like a referendum on a narrow group of Al-driven mega-
cap leaders. This time, the starting point is more balanced.
The first-quarter pullback has taken the S&P 500 forward
12-month P/E ratio down to 19.8 from 22.0 at year-end,
back near its five-year average of 19.9, even as Q1 earnings

5-Year Average 19.9x

MARKET IS CURRENTLY 0.1X BELOW AVERAGE

19.8x

RETURNING TO NORMAL

10-Year Average 18.9x

The forward P/E ratio has compressed by 10% since year-end. While not "cheap,”
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are still expected to grow 13.2% year over year. That does
not make the market inexpensive, but it does suggest less
perfection is priced in.

the market has shed the "priced-for-perfection” label, landing almost exactly on its
5-year trendline.

S&P 500 TOTAL

+13.2%

Q12026: Expected Earnings Growth by Sector

Estimates as of April 2, 2026. Revisions highly concentrated in three sectors.

Broader, But Not Uniform
Al is still central to the story, but the setup beneath the

surface looks broader. Nine of the eleven S&P 500 sectors M“ c— j
are projected to post year-over-year earnings growth and wcos CEID »
all eleven are expected to show revenue growth, with index Communicatenservices ¥
revenue expected to rise 9.7%, the strongest pace since
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Q3 2022. Still, the broadening is not uniform. Most of the — v
increase in earnings expectations since year-end has come warier (G v
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from Information Technology and Energy, with Financials

Consumer Staples  -0.8% v

the only other sector to post a positive dollar-level revision.

Inflation Re-Enters the Picture

If the valuation reset and improving breadth are the
constructive side of the story, inflation is the complication.
The March CPI report arrives on April 10, just ahead of the
major bank kickoff, so guidance will hit a market already
repricing oil, rates, and margins. U.S. crude topped $110
last week, and the New York Fed’s Global Supply Chain
Pressure Index rose to 0.68 in March from 0.54 in February,
its highest reading since early 2023. That raises the odds
that investors focus shifts away from simple earning beats
and more on whether management teams can hold pricing
power and protect margins.

Health Care

ENERGY PIVOT
+8.6% Revision

Growth estimate rose from 0.3% 10 8.9%

on higher ol prices.
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REVENUE BREADTH
All sectors projected to see YoY
revenue gains (Index: +9.7%).

The Inflation Complication
Sourced Daily: WTI Crude Oil vs. 10-Year Treasury Yield (YTD 2026)
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Health Care and Consumer Staples are
currently the outliers.

134 PO O

MARKET CONTEXT

B Crude Peak: $111.54
high in barch. 0Y Yield compressad to 4.31% by Agri 2

— WTICrudelS) — WY Yield (%)



Three Tests for This Earnings Season

This quarter likely needs to answer three questions. First,
is earnings growth still intact? With Q1 earnings expected
to rise 13.2% and revenue expected to grow 9.7%, current
expectations suggest it is. Second, can participation '

broaden beyond mega-cap Al related names? Third, can Mof 1 1202 Eaticieation
companies maintain margins and a constructive outlook GG Eb Eb -G G ;b - - . a
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The Breadth Test

S&P 500 Sector Participation Estimates (Q12026)

if inflation pressures remain elevated? Breadth is an

important marker: earnings growth is expected in 9 of

1 sectors and revenue growth in all 11. If that breadth is 90f 1 o
82% Participation

reflected in reported results, the earnings season may help

stabilize broader market sentiment. - - SN S S SO | S

s Growth: +13.2% Yo¥

entrated, revenue growth is universal across S&P 500
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d remains resilient despite inflationary

Strategist’s Perspective: The Quality Pivot

As we transition from a “priced-for-perfection” environment to a more grounded reality, the narrative for this earnings season
is shifting from pure momentum to operational execution. While the last several quarters felt like a narrow referendum on
Al-driven mega-cap leaders, the current setup looks more evenly distributed across sectors.

The primary takeaway for portfolios centers on three key observations:

« Valuation Sanity: The roughly 10% compression in the forward P/E ratio, moving from 22.0x down to 19.8x, has
successfully shifted the market from a “stretched” position back closer to its five-year average. This reset provides a
healthier starting point for investors, as it suggests the market has already digested a significant portion of the recent
macro volatility.

« Fundamental Resiliency: The support for the current bull case is the broad nature of top-line demand. With 11 of 1
sectors expected to show revenue growth, representing the strongest pace since Q3 2022, the underlying economic
backdrop appears more resilient despite higher rates.

« The Margin Battle: While growth is intact, the inflation is a meaningful complication. With US crude topping $110 and
supply chain pressures reaching a three-year high, the market is pivotally focused on pricing power. Companies that can
sustain margins against these rising input costs may stand out this cycle.

Disclaimer:

Prepared by Xtollo Portfolio Solutions (“XPS”), a DBA of Kensington Asset Management (“KAM”). Advisory services are provided KAM
(XPS). Xtollo Investment Partners, LLC (“XIP”), KAM(XPS), and The Leuthold Group (“Leuthold”) are affiliated entities under common
ownership. XIP is not a registered investment adviser or broker-dealer. XIP promotes KAM and Leuthold strategies and funds and
receives compensation for these activities, which creates a conflict of interest. Current Form ADV Part 2A (Firm Brochure) for both
KAM(XPS) and Leuthold are available upon request and through the SEC’s IAPD at adviserinfo.sec.gov.

Investing involves risk, including possible loss of principal. Past performance does not guarantee future results. No strategy, including
diversification, ensures a profit or prevents loss.



Any indices and other financial benchmarks shown are provided for illustrative purposes only, are unmanaged, reflect reinvestment
of income and dividends and do not reflect the impact of advisory fees. Investors cannot invest directly in an index. Comparisons to
indexes have limitations because indexes have volatility and other material characteristics that may differ from a particular strategy
such as thetypes of securities being substantially different.

This material is for informational purposes only and is not individualized investment advice or an offer to buy or sell any security. Information
presented may not reflect current views due to changing market conditions.

Our materials may contain information deemed to be correct and appropriate at a given time but may not reflect our current views or
opinions due to changing market conditions. No information provided should be viewed as or used as a substitute for individualized
investment advice. An investor should consider the investment objectives, risks, charges, and expenses of the investment and the strategy
carefully before investing.

KAM relies on third party sources for some of its information that we believe is reliable. However, we make no representation, warranty,
endorse or affirm as to its accuracy or completeness. The information provided is current as of the date of publication and may be subject
to change. We are not responsible for updating this information to reflect any subsequent developments or events.

Certain information contained herein constitutes “forward-looking statements,” which can be identified using forward-looking terminology
such as “may,” “will,” “should,” “expect,” “anticipate,” “project,” “estimate,” “intend,” “continue,” or “believe,” or the negatives thereof or
other variations thereon or comparable terminology. Due to various risks and uncertainties, actual events, results, or actual performance
may differ materially from those reflected or contemplated in such forward-looking statements. Nothing contained herein may be relied
upon as a guarantee, promise, assurance, or a representation as to the future.
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