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THIRD QUARTER
MARKET OVERVIEW
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S&P 500 Total Return (Large-Cap Stocks) 2.06% 4.48% 14.24%

Fixed income enjoyed gains

as well during the period, al- Russell 2000 Total Return (Small-Cap Stocks) 6.24% 5.67% 10.94%

beit significantly less than

ficn s« @i, i MSCI EAFE (Developed International Stocks) 2.49% 5.40% 19.96%
Barclays  US. Aggregate MSCI Emerging Markets (International Emerging Stocks) -0.40% 7.89% 27.78%

broad domestic bond index

gained 0.85% for the period.

Overall, 2017 has been a .
banner year for stocks thus Sep. ‘17 3" Qtr. YTD
far, with double-digit gains

being posted by all major Barclays U.S. Aggregate (Broad Domestic Bonds) -0.48% 0.85% 3.14%
EJ%S and foreign stock indi- Barclays 1-5 Yr. Credit (Short-Term Domestic Bonds) -0.14% 0.70% 2.46%

Barclays 5-10 Yr. Credit (Intermediate-Term Domestic Bonds) — -0.41% 1.40% 5.11%
e (e qurterh fo e Barclays U.S. TIPS (Treasury Inflation Protected Securities) -0.64% 0.86% 1.72%

and friends to share intere.

Material in this work is prov G- .

Stone Capital. Reproduction or distributio Citi World Gov’t 1-5 Yr. Hedged (Short-Term Global Bonds) -0.17% 0.42% 1.07%
of this material is prohibited and all rights

are reserved.




money managers (see question 2 for more on this). This is good news for investors though. Rather than basing
an investment strategy on trying to find securities that are priced “incorrectly,” investors can instead rely on the
information in market prices to help build their portfolios (see question 5 for more on this).

2. What are my chances of picking an investment fund that survives and outperforms?

Flip a coin and your odds of getting heads or tails are 50/50. Historically, the odds of selecting an investment
fund that was still around 15 years later are about the same. Regarding outperformance, the odds are worse. The
market’s pricing power works against fund managers who try to outperform through stock picking or market
timing. One needn’t look further than real-world results to see this. Based on research*, only 17% of US equity
mutual funds and 18% of fixed income funds have survived and outperformed their benchmarks over the past
15 years.

US-Based Mutual Fund Performance, 2002-2016
£quity Fixed Income

m 2,581 Beginning _m 958 Beginning

451 Winners 1253 Sunvivors 547 Survivors

Source: *Mutual Fund Landscape 2017, Dimensional Fund Advisors. See Appendix for important details on the study. Past performance is no guarantee of future results.

3. If I choose a fund because of strong past performance, does that mean it will do well in the future?

Some investors select mutual funds based on past returns. However, research shows that most funds in the top
quartile (25%) of previous five-year returns did not maintain a top-quartile ranking in the following year. In
other words, past performance offers little insight into a fund’s future returns.

Percentage of Top-Ranked Funds That Stayed on Top

100%
T 0P oS m Equity
4 Fixed Income
Previous 5 Years Funds Remaining in Top Quartile of Annual Returns in Following Year (2007-2016 average)

Source: *Mutual Fund Landscape 2017, Dimensional Fund Advisors. See Appendix for important details on the study. Past performance is no guarantee of future results.

4. Do I have to outsmart the market to be a successful investor?

Financial markets have rewarded long-term investors. People expect a positive return on the capital they invest,
and historically, the equity and bond markets have provided growth of wealth that has more than offset infla-
tion. Instead of fighting markets, let them work for you.
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Growth of a Dollar,

1926-2016 (compounded monthly) $20,544 US Small Cap

$6,031 USLarge Cap

$134 Long-Term Government Bonds

$21 Treasury Bills
$13 USInflation

1926 936 1946 1956 1966 1976 1986 1996 2006 2016

US Small Cap is the CRSP 6-10 Index. US Large Cap is the S&P 500 Index. Long-Term Government Bonds is the IA SBBI US LT Govt TR USD, provided by Ibbotson Associates via
Morningstar Direct. Treasury Bills is the IA SBBI US 30 Day TBill TR USD, provided by Ibbotson Associates via Morningstar Direct. US Inflation is measured as changes in the US Con-
sumer Price Index. US Consumer Price Index data is provided by the US Department of Labor Bureau of Labor Statistics. CRSP data is provided by the Center for Research in Security
Prices, University of Chicago. The S&P data is provided by Standard & Poor’s Index Services Group. Indices are not available for direct investment. Index performance does not reflect the
expenses associated with the management of an actual portfolio. Past performance is no guarantee of future results.

5. Is there a better way to build a portfolio?

Academic research has identified these equity and fixed income dimensions, which point to differences in ex-
pected returns among securities. Instead of attempting to outguess market prices, investors can instead pursue
higher expected returns by structuring their portfolio around these dimensions.

Dimensions of Expected Returns

Equities

Market Profitability Term Credit

Company Size Relative Price
Equity premium- Small cap premium- Value premium-value Profitability premium-high Term premium-longervs. Credit premium-lowervs
stocksvs. bonds smallvs. large companies vs. growth companies vs. low profitability companies shorter maturity bonds highercredit quality bonds

Relative price is measured by the price-to-book ratio; value stocks are those with lower price-to-book ratios. Profitability is a measure of current profitability based on information from
individual companies’ income statements.

6. Is international investing for me?

Diversification helps reduce risks that have no expected return, but diversifying only within your home market
may not be enough. Instead, global diversification can broaden your investment opportunity set. By holding a
globally diversified portfolio, investors are well positioned to seek returns wherever they occur.

Home Market Index Portfolio Global Market Index Portfolio

S&P 500 Index g visclACw

1 Country, 500 stocks Investable Market Index (IMI)
46 countries, 8,628 stocks

Number of holdings and countries for the S&P 500 Index and MSCI ACWI (All Country World Index) Investable Market Index (IMI) as of December 31, 2016. The S&P data is provided by
Standard & Poor’s Index Services Group. MSCI data ©MSCI 2017, all rights reserved. International investing involves special risks such as currency fluctuation and political stability. Invest-
ing in emerging markets may accentuate those risks. Diversification does not eliminate the risk of market loss. Indices are not available for direct investment
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7. Will making frequent changes to my portfolio help me achieve investment success?
It’s tough, if not impossible, to know which market segments will outperform from period to period.

Accordingly, it’s better to avoid market timing calls and other unnecessary changes that can be costly. Allowing
emotions or opinions about short-term market conditions to impact long-term investment decisions can lead to
disappointing results.

Annual Returns by Market Index

2002 2004 2006 2008 2010 2012 2014 2016
25?35: - - US Large Cap Intl. Large Cap Value
t . us Large Cap Value - Intl. Small Cap Value
- US Small Cap Emerging Markets
. US Small Cap Value Five-Year US Govt. Fixed

| US Real Estate
LOWER

US Large Cap is the S&P 500 Index. US Large Cap Value is the Russell 1000 Value Index. US Small Cap is the Russell 2000 Index. US Small Cap Value is the Russell 2000 Value Index.
US Real Estate is the Dow Jones US Select REIT Index. International Large Cap Value is the MSCI World ex USA Value Index (net dividends). International Small Cap Value is the MSCI

World ex USA Small Cap Value Index (net dividends). Emerging Markets is the MSCI Emerging Markets Index (net dividends). Five-Year US Government Fixed is the Bloomberg Barclays
US TIPS Index 1-5 Years. The S&P data is provided by Standard & Poor’s Index Services Group. Frank Russell Company is the source and owner of the trademarks, service marks, and

copyrights related to the Russell Indexes. Dow Jones data provided by Dow Jones Indices. MSCI data ©MSCI 2017, all rights reserved. Bloomberg Barclays data provided by Bloomberg.

Indices are not available for direct investment. Index performance does not reflect the expenses associated with the management of an actual portfolio. Past performance is no guarantee

of future results.

8. Should I make changes to my portfolio based on what I’m hearing in the news?

Daily market news and commentary can challenge your in-
vestment discipline. Some messages stir anxiety about the fu-
ture, while others tempt you to chase the latest investment fad. SELL STOCKS NOW!
If headlines are unsettling, consider the source and try to main-
tain a long-term perspective.

RETIRE RICH

THE LOOMING RECESSION

THE TOP 10 FUNDS TO OWN

9. So, what should I be doing? MARKET HITS RECORD HIGH!

Work closely with a financial advisor who can offer expertise HOUSING MARKET BOOM!

and guidance to help you focus on actions that add value. Fo-
cusing on what you can control can lead to a better investment
experience.

Create an investment plan to fit your needs and risk tolerance.
Structure a portfolio along the dimensions of expected returns.
Diversify globally.

Manage expense ratios, turnover, and taxes.

Stay disciplined through market dips and swings.

Source: Dimensional Fund Advisors, LP. Past performance does not guarantee future results. All investments include risk and have the potential for loss as well as gain.

Data sources for returns and standard statistical data are provided by the sources referenced and are based on data obtained from recognized statistical services or other sources

we believe to be reliable. However, some or all information has not been verified prior to the analysis, and we do not make any representations as to its accuracy or completeness.

Any analysis nonfactual in nature constitutes only current opinions, which are subject to change. Benchmarks or indices are included for information purposes only to reflect the
current market environment; no index is a directly tradable investment. There may be instances when consultant opinions regarding any fundamental or quantitative analysis do

not agree.

The commentary contained herein has been compiled by W. Reid Culp, III from sources provided by TAGStone Capital, Capital Directions, DFA, Vanguard, Morningstar, as well
as commentary provided by Mr. Culp, personally, and information independently obtained by Mr. Culp. The pronoun “we,” as used herein, references collectively the sources
noted above.

TAGStone Capital, Inc. provides this update to convey general information about market conditions and not for the purpose of providing investment advice. Investment in any of
the companies or sectors mentioned herein may not be appropriate for you. You should consult your advisor from TAGStone for investment advice regarding your own situation.
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