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Market action was wild in the third quarter, which turned out to
be a tale of two halves. We saw an impressive rally from July

through mid-August that coincided with hopes of the Federal U.S. Large Caps 4.9 -23.9
Reserve backing off restrictive monetary policy. Then, we
witnessed a sharp reversal as discouraging inflation data prompted U.S. Mid Caps -3.4 -24.3

the Fed to become even more resolute in its battle against rising

prices. Ultimately, stocks declined for the quarter and returned to U.S. Small Caps 2.2 -25.1

their June lows. The S&P 500° Index finished the period down 4.9% International Developed Markets 94 271

and the Russell 2000° Index declined 2.2%. Year-to-date, the S&P

and Russell finished September down 23.9% and 25.1%, respectively. Emerging Markets 116 27.2
There’s been little reason to be excited of late. In fact, things Intermediate Term Bonds -31 9.6

have felt downright bleak. Rampant inflation, rising interest rates,

restrictive monetary policy and slowing growth clearly aren’t the Source: Morningstar Direct. Please see index for definitions.

ideal cocktail for stocks. Fed officials are fixated on quelling

inflation with higher interest rates and are clearly willing to risk a recession to do so. They recently raised the benchmark
federal funds rate another 0.75% to a range of 3.0-3.25%, which is the highest level since 2008, and indicated they will keep
hiking rates well above the current level. Consequently, most prognosticators believe the risk of recession in 2023 is now
well above 50%.

When will the Fed relent? To say all eyes are on the Fed would be an understatement. In fact, the gamification of Fed
speak seems to have reached new heights. That is, investors are fixated on when the Fed will “pivot” and back off its
hawkish stance. This would presumably create a much more favorable backdrop for the economy and stocks. But, this
seems likely only when inflation is clearly much more subdued, with the Fed’s target being 2% for the consumer price index
(down from over 8% in recent months). In policymakers’ eyes, the potential long-term harm from persistent inflation clearly
outweighs the risk of a potential slowdown brought on by their efforts.

In addition to the specter of slowing growth and/or recession, rising interest rates have other consequences. For one,
bonds have become a much more viable alternative to stocks. Consider this, a one year treasury bill now yields just over
4.0% versus 0.1% a year ago. It goes without saying that a risk-free rate over 4% offers more formidable competition for
investors’ dollars than it did in recent years. It’s also nicely higher than the S&P 500’s current yield of 1.7%. Another major
side effect of rising rates is a higher cost of capital for companies. Whether refinancing old debt or raising capital for new
opportunities, companies will be paying more for money. This elevates the importance of having manageable debt levels.

All of this has put a gravitational pull on equity valuations and is likely to influence corporate earnings as well. On the
former, higher interest rates typically mean lower price-to-earnings (P/E) multiples for stocks. We've already seen the S&P’s
multiple contract from 21.4x forward earnings at the beginning of 2022 to 15.2x, which compares to the average of 16.2x
since 1990. While equity prices have corrected sharply (influencing the numerator of the P/E equation), earnings estimates
(the denominator) have been slower to react. The consensus currently calls for roughly 8.0% earnings growth for the S&P
500 next year and this seems too high in light of slowing growth. This suggests the broader market is not quite as cheap
as it appears.

Such a backdrop clearly presents a tough environment for us as investors. However, we think some of the “glass half full”
language from our last letter, when stocks were around current levels, is still relevant. To paraphrase, we noted that stocks
had clearly discounted some pain already and that we were being better compensated for taking risk in many situations.
The P/E multiple compression highlighted above is clear evidence of this. We went on to note that investor sentiment
seems decidedly negative and that a recession seems to be a foregone conclusion at this point. Since then, the interest
rate/policy backdrop for stocks has worsened. But, at some point pervasive pessimism will help the market put in a bottom.
It’s often a good time to be a buyer when everyone else seems to have given up.

In sum, we have been expecting to enter an era of more subdued returns following years of easy monetary policy and
outsized gains. This year’s drawdown clearly suggests that era is upon us and we aren’t holding our breath for policymakers
to come to the rescue. This doesn’t mean, however, that we can’t earn respectable returns following this period of pain,
especially as broad market weakness offers us some bargains. Rather than being fixated on Fed speak and other short-term
indicators, we are staying very focused on buying businesses that trade at attractive prices, even when considering the risk
of slowing growth. Thank you for your trust.
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Fixed Income Market Update Q3 ‘22

Four themes dominated the third quarter - continued inflation, escalating interest rates, the labor market, and economic
growth concerns. These factors led to heightened rate volatility that continues to challenge market participants, from central
banks to retail investors.

Ongoing geopolitical risks exacerbate heightened market sensitivity. Approaching midterm elections, an ongoing Russian
and Ukrainian war coupled with aggressive Chinese and North Korean posturing do not inspire near term stability.

Corporate America has battened down the hatches to navigate this uncertainty. CarMax tells of an evolving auto market
narrative due to waning consumer confidence and higher borrowing costs. Apple’s ubiquitous iPhone has seen reduced
demand. Cautious FedEx guidance heading into the usually robust holiday season is yet another bellwether portending the
challenges facing corporate America.

The housing market is feeling the impact of relatively higher mortgage rates. It is not a great feeling to buy what could likely
be a near term depreciating asset, akin to what happens when a new car leaves the lot. Dependable consumer activity has
largely propped up the economy, but has also contributed to rising pricing across good and services.

With the traditional 60/40 portfolio not working very well, investors remain rightfully concerned. The first sovereign
debt bear market in over 70 years somewhat speaks for itself. Many of the aforementioned headwinds are the outcome of
removing practically free money and abundant market liquidity. This is all part of the process of a consolidated economic
cycle attributed to the multifaceted impacts of Covid. Many market segments have seen significant repricing but don’t forget
markets have been irrational in the past on both the upside and downside. Many argue parts of the economy are already in
a recessionary phase, and capital markets clearly reflect this.

The Federal Reserve’s hawkish rate trajectory will ultimately dampen inflation. The cost to fixed income assets, particularly
longer duration (interest-rate sensitive) bonds, extends well into bear market territory. Keep in mind this includes AAA U.S.
government securities.

Now for the silver lining: better days are ahead. Maybe not next month, but further out on the horizon returns will stabilize.
Where there is such market dislocation, there is opportunity. For example, a roughly 4% yield is earned on a one-year Treasury
bill compared to a few basis points not long ago. Longer-dated bonds offer the opportunity to buy securities trading at
significant discounts to par. The Fed is approaching its terminal rate, which is a neutral rate (think Goldilocks*) that brings
price stability and maximum employment.

The fixed income market analysis below provides in-depth details into data that illustrates the market dynamics and outlook.

Sep 30, 2022 Short-Term Cumulative Returns Annualized Returns
YTD WTD 1Mo 3Mo 6Mo 1yr 2yr 3yr Syr 10yr

us
Treasury -13.48% 0.77% -3.88% -4.72% -8.18% -13.18% -8.51% -3.23% -0.26% 0.53%
High Grade Corp. -18.33% -1.87% -5.62% S5.11% -11.37%  -18.19% -8.72% -3.50% 0.06% 1.78%
High Yield Corp. 1462%  -1.34%  -448%  -068%  -1053% -1406% -213%  -067% 1.41% 3.86%
Leveraged Loans 335%  -1.17%  -235% 1.37% -3.13% 0.47% 4.36% 3.25% 3.60% 3.76%
Municipals -12.56%  -108%  -376%  -361%  B561%  -11.82% -469%  -193% 0.55% 1.83%
Convertibles 2066% -0.83%  -6.03% 072%  -1648% -2217%  0.14% 11.59%  10.13%  11.26%
Preferreds 1474%  -078%  -403%  -095%  B824%  -1472% -454%  -166% 1.06% 3165%
Mortgage Markets
Mortgage Master 1367%  056%  -519%  -538%  -8.86% -1403% -7.49%  -368%  -0.89% 0.51%
US Equity Market
S&P 500 2387%  -288%  -990%  -4.88% -2144% -1547%  4.83% 8.15% 9.23% 11.70%

Source: CreditSights, BofA/ML, S&P/LSTA, Bloomberg.
Treasury=G0Q0, HG=COAO0, HY=HOAOQ, LL=SPBDPL, Muni=U0AQ, Convert=V0S0, Pref=POP1, Mortgages=MOAOQ, S&P 500=SPX

*«  Pockets of safety have been hard to locate. Year-to-date total returns reflect the breadth and depth of a hawkish Fed.

¢ We remain underweight duration across our strategies which has been the biggest driver of relative outperformance
versus the benchmarks.

¢« Rate volatility is expected to persist. Rising rates remain the base case with anticipated Fed Funds hikes in November
and December. 2023 should see more tempered monetary policy as inflation falls towards the 2% target.

¢ Credit spreads are vulnerable to a possible hard landing. Additional credit compensation has increased this year,
especially lower in the rating’s spectrum.

*A Goldilocks economy is an economy that is not too hot or cold, in other words sustains moderate economic growth, and that has low inflation, which allows a
market-friendly monetary policy.
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Fixed Income Market Update Continued

Q3 22

US Treasury Curve Yields

e The 2022 rise in rates across the
curve has been significant, with the
2-year up almost 350 basis points.

e The curve inversion is historically a
precursor to economic headwinds.
The 2s-10s curve, which is the term
premium from moving out the curve,
illustrates this risk.

*  We continue to see greater value in
the front of the curve as the long-end
does not offer an enticing risk/reward
profile. Floating rate corporate
and Treasury securities continue to

US Treasury Curve Yields
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dampen portfolio interest rate sensitivity.

Source: CreditSights, Factset. Data as of 09/30/2022

¢ |f long rates move higher, increasing duration will be on our radar. The 10-year briefly breached 4% last quarter, which
caught our attention for total return. The Bank of England (BoE) announced unlimited long debt purchases that
impacted sovereign debt markets in recent days.

¢ Inflation, employment and economic data will directly play into coming Fed actions.

US Corporate Bond Indices

« Investment grade spreads increased
during the quarter and we took
advantage of higher vyielding
corporate debt issuance.

 Lower rated BBB credits generically
offer roughly an additional 135
basis points over top rated credits.
Elevated credit spread sensitivity in
2022 illustrates the importance of
credit selection in a prudent search
for yield.

¢ Higher borrowing costs have
dampened the new issue market.
Some investment grade borrowers
have stood down hopeful for better
conditions. Lower-rated companies
often don’t have that luxury and face

US IG & HY Corporate Yield to Worst

¢ The Fed’s hawkish pivot is biggest
factor behind higher yields as it seeks
a dual mandate of price stability and
maximum employment. So far in
2022, Fed Funds have risen 3% (or
300 basis points) and will likely end
the year closer to 4%.

e Monetary policy is challenging.
The BoOE has raised borrowing
costs to manage inflation and also
suppressed ten year and greater
yields to maintain financial stability
as systematic leverage driven margin
calls created forced selling.

US High Grade Corporate Master Index
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US Corporate Bond Indices (OAS)
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a hostile market amidst rate volatility.

Source: CreditSights, BofA/ML Indices (COAO) (HOAQ)

US IG & HY Corporate Yield to Worst (%) by Rating, Tenor

IG  AAA  AA A1 A2 A3 BBB1 BBB2 BBB3 BB1 BB2 BB3 B1 B2 B3
Index 574 476 501 516 543 554 579 597 661 726 775 815 922 9.64 [11.05
3yY 536 459 478 487 519 526 544 552 620 7.03 746 790 9.36 10.13 | 11.62
5Y 571 462 488 509 550 561 567 58 662 746 7.8 829 961 9.71 1109
v 584 468 497 515 556 556 583 602 672 740 777 810 887 938 1027
10Y 594 495 500 522 566 570 591 623 675 728 757 810 856 858 9.78
30Y 594 4589 527 551 559 576 6.04 634 701 734 927 925 764 N/A N/A

Source: CreditSights, ICE Data Indices, LLC. Data as of 10/01/2022

* Credit spreads continue to play second fiddle to interest rates in their contribution to higher yields. July was a
strong month for fixed income, but was offset by a weaker August and September as strong inflation reports

(CPIl and PCE) persisted.
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Important Disclosures

Any opinions expressed here are statements of judgment on this date and are subject to future change without notice. This information may contain forward looking
predictions that are subject to certain risks and uncertainties which could cause actual results to differ materially from those currently anticipated or projected. The
information contained herein has been compiled from sources believed to be reliable; however, there is no guarantee of its accuracy or completeness. There is no
guarantee that a company will continue to pay a dividend. The investment return and principal value of an investment will fluctuate. Small and mid cap company
stocks may be more volatile than stocks of larger, more established companies. The portfolios may invest in foreign securities which are subject to additional risks
such as currency fluctuations, political instability, differing financial standards and the potential for illiquid markets. The information provided in this letter should not
be considered a recommendation to purchase or sell any particular security. U.S. Government securities are guaranteed as to timely payment of principal and interest
only. Bonds are subject to market and interest risk; values are expected to decline as interest rates rise. Bonds may not be suitable for all investors.

Performance shown is historical and is no guarantee of future results. Investing in securities carries risk including the possible loss of principal.

Data as of 09/30/2022 ©2022 Morningstar, Inc. All Rights Reserved. The information contained herein: (1) is proprietary to Morningstar and/or its content providers;
(2) may not be copied or distributed; and (3) is not warranted to be accurate, complete or timely. Neither Morningstar nor its content providers are responsible for
any damages or losses arising from any use of this information.

The BLOOMBERG PROFESSIONAL service, BLOOMBERG Data, and BLOOMBERG Order Management Systems (the ‘Services’) are owned and distributed locally
by Bloomberg Finance L.P. (‘BFLP’) and its subsidiaries in all jurisdictions other than Argentina, Bermuda, China, India, Japan, Korea (the “BLP Countries”). BFLP is
a wholly-owned subsidiary of Bloomberg L.P. (“BLP”). BLP provides BFLP with global marketing and operational support and service for the Services and distributes
the Services either directly or through a non-BFLP subsidiary in the BLP Countries. The Services include electronic trading and order-routing services, which are
available only to sophisticated institutional investors and only where the necessary legal clearances have been obtained. BFLP, BLP and their affiliates do not provide
investment advice or guarantee the accuracy of prices or information in the Services. Nothing on the Services shall constitute an offering of financial instruments
by BFLP, BLP or their affiliates. BLOOMBERG, BLOOMBERG PROFESSIONAL, BLOOMBERG MARKET, BLOOMBERG NEWS, BLOOMBERG ANYWHERE,
BLOOMBERG TRADEBOOK, BLOOMBERG BONDTRADER, BLOOMBERG TELEVISION, BLOOMBERG RADIO, BLOOMBERG PRESS AND BLOOMBERG.
COM are trademarks and service marks of BFLP, a Delaware limited partnership, or its subsidiares.

Index Definitions: U.S. Large Caps represented by the S&P 500 Index. U.S. Mid Caps represented by the Russell Midcap® Index. U.S. Small Caps represented by
the Russell 2000 Index. International Developed Markets represented by the MSCI EAFE Index. Emerging Markets represented by the MSCI EM Index. Intermediate
Term Bonds represented by the Bloomberg Intermediate Government/Credit Index.

The S&P 500 Index is comprised of 500 U.S. stocks and is an indicator of the performance of the overall U.S. stock market. Standard & Poor’s Financial Services LLC,
a division of S&P Global, is the source and owner of the registered trademarks related to the S&P 500 Index. The Russell 2000® Index measures the performance
of the 2000 smallest companies in the Russell 3000® Index, representing approximately 8% of the total market capitalization of the Russell 3000. The Russell 1000®
Value Index measures the performance of the Russell 1000 companies with lower price-to-book ratios and lower forecasted growth values. The Russell 1000®
Growth Index measures the performance of the Russell 1000 companies with higher price-to-book ratios and higher forecasted growth values. The Russell Midcap®
Index measures the performance of the 800 smallest companies in the Russell 1000, which represent approximately 25% of the total market capitalization of the
Russell 1000. London Stock Exchange Group PLC and its group undertakings (collectively, the “LSE Group”). © LSE Group 2022. FTSE Russell is a trading name
of certain LSE Group companies. “Russell®” is a trade mark of the relevant LSE Group companies and is used by any other LSE Group company under license. All
rights in the FTSE Russell indexes or data vest in relevant LSE Group company which owns the index or the data. Neither LSE Group nor its licensors accept any
liability for any errors or omissions in the indexes or data and no party may rely on any indexes or data contained in this communication. No further distribution of data
from LSE Group is permitted without the relevant LSE Group company’s express written consent. The LSE Group does not promote/sponsor/endorse the content
of this communication. The Morgan Stanley Capital International Europe, Australia and Far East (MSCI EAFE) Index is an unmanaged index composed of the
stocks of approximately 1,000 companies traded on 20 stock exchanges from around the world, excluding the U.S., Canada, and Latin America. The Morgan Stanley
Capital International Emerging Markets (MSCI EM) Index is a capitalization-weighted index of stocks from 26 emerging markets that only includes issues that
may be traded by foreign investors. The reported returns reflect equities priced in US dollars and do not include the effects of reinvested dividends. The Bloomberg
U.S. Corporate High Yield Index measures the U.S. dollar-denominated, high yield, fixed-rate corporate bond market. Securities are classified as high yield if the
middle rating of Moody'’s, Fitch and S&P is Ba1/BB+/BB+ or below. The Bloomberg Intermediate Government/Credit Index is an unmanaged index composed
of debt securities with maturities from one to ten years issued or guaranteed by the U.S. Treasury, U.S. Government agencies, quasi-federal corporations and fixed
rate dollar denominated SEC-registered corporate debt that are rated investment grade or higher by Moody’s Investors Service and Standard and Poor’s Corporation
or Fitch Investor’s Service, in that order. The Bloomberg Municipal Index covers the U.S. dollar-denominated long-term tax exempt bond market. The Bloomberg
U.S. Government/Credit Bond Index measures the non-securitized component of the U.S. Aggregate Index. It includes investment grade, U.S. dollar-denominated,
fixed-rate Treasuries, government-related and corporate securities. The Bloomberg U.S. 1-3 Year Government/Credit Index includes all medium and larger issues
of U.S. government, investment-grade corporate, and investment-grade international dollar-denominated bonds that have maturities of between 1 and 3 years and are
publicly issued. The Bloomberg U.S. 1-5 Year Government/Credit Index measures the performance of U.S. dollar-denominated U.S. Treasury bonds, government
related bonds (i.e., U.S. and non-U.S. agencies, sovereign, quasi-sovereign, supranational and local authority debt) and investment grade U.S. corporate bonds that
have a remaining maturity of greater than or equal to one year and less than five years. The Bloomberg Intermediate Corporate Index The Index measures the
investment grade, fixed-rate, taxable corporate bond market. It includes USD denominated securities publicly issued by US and non-US industrial, utility and financial
issuers. For a portfolio of bonds, average effective maturity is the weighted average of the maturities of the underlying bonds. The Bloomberg Intermediate US
Govt/Credit Index is a broad-based flagship benchmark that measures the non-securitized component of the US Aggregate Index with less than 10 years to maturity.

The ICE BofA US High Grade Corporate Master Index tracks the performance of US dollar denominated investment grade corporate debt publicly issued in the
US domestic market. The ICE BofA US High Yield Master Index tracks the performance of US dollar denominated below investment grade corporate debt publicly
issued in the US domestic market. All information provided by ICE is owned by or licensed to ICE. ICE retains exclusive ownership of the ICE Indices, including the
ICE BofAML Indexes, and the analytics used to create this analysis ICE may in its absolute discretion and without prior notice revise or terminate the ICE information,
Indices and analytics at any time.

A security’s credit rating is the grade a rating agency assigns to indicate the risk of default and, in some cases, takes into consideration the potential loss to investors
in the event of default. Further information and a more extensive discussion on credit ratings can be found on the SEC’s website. Users are cautioned that rating
agencies may assign different meanings to similar terms.

www.sec.gov/ocr

An investor cannot invest in these indices and their returns are not indicative of the performance of any specific investment.
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