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In 2022 we averred that there would not be a genuine
recession. We came to this conclusion because an economic
slowdown was not evident in the collective balance sheets of
the companies we reviewed.In 2022, our somewhat contrarian
opinion was rooted in our decades of experience examining
thousands of balance sheets through many economic cycles.
Prior to a recession, we normally see a broad-based swelling in
the accounts receivables, inventories and pre-paid expenses
accompanied by sharply negative earnings revisions across
many industries.

Dear friends, as of this writing, things appear to have changed.
Indeed, companies have been reporting their 4th quarter
2022 earnings and filing their 4Q2022 financial statements
throughout late March and early April. Now for the first time
in many years, we are seeing signs of an economic downturn
manifestin the financial statements of many companies across
several economic sectors. As a result of our observations, we
believe the risk of a recession is higher than at any time since
the pandemic of 2020. In the section below, we explain the
steps we have taken to seek to mitigate recession risk effects
on the portfolio.

For the quarter, the top performing sectors included
information technology, utilities and real estate. The weakest

sectors included financials, health care and consumer
discretionary. On the individual stock level, the top
performing stocks included Indie Semiconductor, Axcelis
Technologies, and Perion Network. The weakest performing
individual stocks included Customers Bancorp, Washington
Trust Bancorp, and Independent Bank Corp.

In light of our increasingly cloudy backdrop, we have taken
three important steps. First, we have positioned the portfolio
in companies we identify as having fortress like balance sheets.
We believe this should help safeguard the portfolio from the
most serious impacts of any economic downturn. Second, we
have reduced the portfolio’s exposure to financial services,
which are leveraged by their very nature, and we have cut
back our exposure to commercial real estate, which is similarly
debt-leveraged. For perspective, 54% of the portfolio’s
holdings as of 3/31/23 have no net debt! Third, and finally,
we have increased the portfolio’s emphasis on companies
that uniquely differentiate themselves through advanced
technological innovations that should allow them to grow
independent of cyclical economic activity. We believe the
combination of these three actions should help the portfolio
mitigate the deleterious effects of an economic downturn.

Pacific Income Advisers is an investment management firm registered with the U.S. Securities and Exchange Commission under the Investment Advisers Act of 1940. Registration does not imply a certain level of skill or training.
PIA manages a variety of fixed income and equity assets for primarily United States clients.

Investing involves risk of loss, including the loss of principal invested. A few of the main risks associated with Small Cap Equities are liquidity, capital financing, lack of operational history and lack of information about the
company. For a full description of these and other risks facing the portfolio please review the Risk of Loss section in our ADV Client Brochure. Past performance is not an indicator of future results.

" For informational purposes only, the specific investments shown represent only the top contributors and detractors for the relevant performance time period. The selection criteria used to determine the top contributors and
detractors remains the same across performance measurement periods.

The Russell 2000 index measures the performance of the 2,000 smallest companies in the Russell 3000 index. The Frank Russell Company created the index in 1984, and it was one of the first broad benchmarks of the U.S.
equity market.

This document does not constitute advice or a recommendation or offer to sell or a solicitation to deal in any security or financial product. It is provided for information purposes only and on the understanding that the recipient
has sufficient knowledge and experience to be able to understand and make their own evaluation of the proposals and services described herein, any risks associated therewith and any related legal, tax, accounting or other
material considerations. To the extent that the reader has any questions regarding the applicability of any specific issue discussed above to their specific portfolio or situation, prospective investors are encouraged to contact
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Certain information contained herein constitutes “forward-looking statements,” which can be identified by the use of 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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