"But as time passes, we forget the lessons learned, and as the particulars change, we
lose sight of the fact that crashes don’t have a single cause that is easy to recognize
before the damage is done. Instead every crash is caused by a unique confluence of

usually personal events."

- Scott Nations

EQUITIES 3Q17 12 MONTHS DIV. YIELD FIXED INCOME 3Q17 12 MONTHS DIV. YIELD
All World Equity 5.08% 18.83% 1.87% All World Bond 1.76% -1.26% 2.11%
U.S. Large Company 3.89% 17.80% 1.77% U.S. Treasuries 0.43% -1.51% 1.58%
U.S. Mid Company 3.04% 14.59% 1.67% U.S. TIPS 0.79% -1.05% 1.49%
U.S. Small Company 5.86% 20.95% 1.29% U.S. Investment Grade 1.36% 1.46% 3.20%

U.S. High Yield 1.69% 7.02% 5.03%
u.s. 4.55% 18.54% 1.68%
Developed Intl 5.03% 18.90% 2.42% Non-U.S. Developed 1.76% -2.51% 0.09%
Emerging Markets 8.26% 21.58% 1.32% Emerging Market $ Bonds 3.00% 3.98% 4.50%
Growth Companies 5.45% 21.32% 1.23% COMMODITIES 3Q17 12 MONTHS
Value Companies 2.99% 14.89% 2.30% Oil (WTI) 12.28% 8.28%
High Dividend Payors 4.50% 15.91% 2.99% Gold 3.02% -3.23%

Source:CS| Auour Analytics

The Quarter in Review

The quote used in our 1% quarter report was “It is best to rise from life as from a banquet, neither thirsty nor
drunken.” We have been investing in accordance with that quote and maintaining a near fully invested stance

yet conscious of the growing optimism witnessed in the world markets.

Global markets, especially equity markets, have continued rising with little performance difference between the
major equity classes. Emerging markets have continued their rebound this year and now match, looking back
over the past 12 months, the equally impressive performance of smaller US companies. Growth companies
have continued to lead this year while value-based firms absorb the euphoria experienced immediately after the

presidential election.

Fixed income markets recovered slightly in the 3" quarter. US treasuries treaded water as the Federal Reserve
continues their push to normalize monetary policy. International sovereign debt also saw a jump in rates
(declining local prices) from deeply negative levels though outperformed treasuries given the dollar weakening
relative to most developed currencies. The low rate environment did not prevent corporate debt from
continuing to produce strong returns this year as an improving economic outlook continued investors’ push

into higher risk debt instruments.
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Third Quarter 201 Performance Review

The year 2017 is seeing the first instance of synchronized global growth in over a decade. Barriers to economic
activity are falling, business confidence is rising, and capital spending is finally showing strength. Global
investors continue to climb the “wall of worry”, reaping the benefits of an improving economic cycle yet

continuing to look for some event that may lead to a meaningful correction. We are too.

Waiting for the Second Domino to Drop

As children, we would build elaborate strands of dominos standing precariously on end. After hours of carefully
laying out the path, we would anxiously tip the first in hopes of having it produce the desired chain effect.
However, we remember many times when tipping the first domino did not bring about the anticipated chain

reaction.

The analogy for investment markets is that an extended bull market will create a financial domino strand that
upon one negative event, the chain reaction brings about a collapse of financial instruments of various types
and regions. The Great Financial Crisis in 2008 was the most recent example and one of the worst. However,
like noted above, one falling domino may not lead to the much-feared large destruction.

We believe we continue to sit at a point typical of the middle stages of an economic cycle. Headlines and
talking heads are filled with data points suggesting a falling domino (North Korea, the end of quantitative
easing, Catalonia, etc.) will extend itself to a large market correction. For Auour, we believe we structured our
risk detection models to respect the falling first domino but more importantly to determine if it has the energy
and linkages to lead to the next and more troublesome falling pieces. At this moment in time, we do not see
the high level of instability that would lead to a deep and enduring correction.

There are obvious areas of concern that we continue to monitor; a pick-up in global inflation that would lead
to an acceleration in interest rate growth and the growth in leveraged Chinese wealth management products are
two such concerns. As is typical, some of these will correct, taking on varying levels of destruction. Time and

data will suggest if they deserve a proactive move in portfolio positioning.
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82% of builders report labor shortages versus 13% in 2011. Shortages drive up builder costs,| Real Median Household Income
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Specific to the US, employment opportunities have not been this good since 1999 with less than 2 available
people for each job opportunity (having peaked at 10 people per opportunity in 2009). This, combined with
new highs in real median housechold income and improved consumption levels, is leading to increasing
investment spending within the corporate environment. High corporate free cash flows, low debt servicing
levels for consumers, and accelerating wages are not indicating any material levels of economic instability within
the US private sector. The same can also be said for many private sectors within the developed world.

However, there are areas that should temper one’s enthusiasm...
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Fixed Income Addiction
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have placed more than $1.75T
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into domestic fixed income
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instruments. At the same time,

domestic equity investing has seen

net withdrawals. This is not just a US development. Global investor demand for yield is competing with the
world’s central banks in the debt buying spree. As discussed in prior commentary, over $8T of sovereign debt,
17% of global sovereign debrt, is priced at negative interest rates (primarily Japan, Germany, and Switzerland).
This could be listed in the Webster Dictionary as the definition of instability!

Though uncertainty revolves around when this debt addiction will end, it will likely be caused by a larger
increase in inflation expectations. As discussed frequently, interest rates go hand in hand with inflation rates.
Though many have stopped fearing deflation, very few are expressing concern that inflation is picking up. We
see this as one of the largest areas for concern.

Global inflation  measures
bottomed in 2015. Since then,
as global economies have
picked up, we have seen an
acceleration in price increases
for the inputs to consumption.
China has been a constant
factor in subdued inflation
around the world as they
increasingly ~ become  the
world’s low-cost manufacturer.
We may be in the early phases
of a change in that trend. Real
wage growth in China is
expected to grow 4.7% in 2017 compared to global wage growth of 1.5%. This should be viewed as a reasonable

outcome as China’s workforce population is now declining given the long-term impact of the One Child Policy.
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