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I sincerely appreciate
the trust and support
shown to

you’ve
TAGStone. Your in-
troductions are the
foundation of our
growth and success. If

you know anyone
who could benefit
from my expertise in
investments or finan-
cial planning, I would
be honored to be in-
troduced.

Your relationship is
highly valued, and
I’'m grateful for the
opportunity to serve
you.

The Newsletter is mailed
quarterly to clients and
friends to share interest-
ing insights. Material in
this work is provided by
TAGStone Capital. Re-
production or distribution
of this material is prohib-
ited, and all rights are re-
served.

Third Quarter

The Constants in a Changing World

“The first rule of compounding is to never interrupt it unnecessarily.”
—Charles T. Munger

As we navigate a world of shifting dynamics, it’s wise to stay grounded in the
fundamentals. Inflationary pressures look likely to persist, as government deficits in
many developed countries are outpacing economic growth. This kind of environment
can erode purchasing power, especially for those in fixed-income investments. In times
like these, preserving real financial stability becomes increasingly challenging, and it
calls for a focus on long-term strategy rather than reactionary moves.

Our global landscape has changed notably, with recent events in Eastern Europe
marking the end of the predictability that shaped the past few decades. We’re facing an
era where economic cycles and geopolitical surprises are the norm. But just as we’ve
done through past crises—the financial crisis of 2008, the COVID-19 pandemic, and
others—we’ll find a way through. The real risk for us isn’t in what the markets might
do tomorrow, but in how we might respond to market downturns.

Despite uncertainties, one truth remains: well-run businesses continue to adapt and
create long-term value for their shareholders. That’s why staying focused on the
strategy we’ve developed matters. We’ve built your equity-based plan with an eye on

Sep. ‘24 37 Qtr. YTD
S&P 500 Total Return (Large-Cap Stocks) 2.14% 5.89% 22.08%
Russell 2000 Total Return (Small-Cap Stocks) 0.70% 9.27% 11.17%
MSCI EAFE (Developed International Stocks) 0.92% 7.26% 12.99%
MSCI Emerging Markets (International Emerging Stocks) 6.68% 8.72% 16.86%

Sep. 24 31 Qtr. YTD
Bloomberg U.S. Aggregate (Broad Domestic Bonds) 1.34% 5.20% 4.45%
Bloomberg 1-5 Yr. Credit (Short-Term Domestic Bonds) 1.01% 3.71% 5.23%
g:)(;(zlr;l)berg 5-10 Yr. Credit (Intermediate-Term Domestic 1.61% 5 849 5.049
Bloomberg U.S. TIPS (Treasury Inflation Protected Securities)  1.50% 4.12% 4.85%
FTSE World Gov’t 1-5 Yr. Hedg’d (Short-Term Global Bonds)  0.86% 2.98% 4.15%



inflation and growth, so you can meet your goals regardless of what headlines might suggest. Maintaining dis-
cipline today is the best preparation for tomorrow.

STAYING RESILIENT IN AN UNCERTAIN WORLD

It’s hard to escape the noise these days—
constant economic reports, market fluctuations, MONTHLY US EQUITY PREMIUM VS. PRIOR MONTH VOLATILITY
and political developments. We recently saw

the S&P 500 drop over 6% in early August, July 1963—June 2024

with the CBOE VIX Index spiking to levels

unseen since COVID. While unsettling, such 20%
volatility is not a reliable predictor of poor re-
turns; historically, periods of high volatility
often precede growth. Still, understanding this 10%
and experiencing it are two different things. 59,

15%

. . . . . " 0
Success in investing—and in life—requires 0%

resilience. Nassim Taleb’s idea of being “anti-
fragile”—thriving in adversity—is something
to embrace. A solid plan feels reassuring in
stable times, but it’s during downturns that the ~15%
real test comes. Emotional intelligence, or EQ, 20%
counts just as much as knowing the numbers. 5
By staying focused on your plan and tuning out "% 5% 10% 15% 20% 25% 30%
the noise of temporary disruptions, you’re bet-
ter positioned to see beyond the daily headlines
and stay on track.

-5%

Equity Premium

-10%

Lower Volatility « *» Higher Volatility

Fama/French Total US Market Research Index: July 1926—present: Source: Ken
French website.

UNDERSTANDING THE ROLE OF HUMAN NATURE

Before diving into the specifics of our approach, let’s address a constant that can often lead us astray: human
nature. Markets may be uncertain, but they’re not our greatest challenge—our instincts are. When markets
swing, the urge to sell is strong, especially when headlines turn negative. However, panic selling—unloading
quality assets at low prices—is one of the quickest ways to miss out on long-term gains.

Consider this:

e In most areas of life, a lower price signals a bargain, but in investing, falling prices are often seen as a
sign of rising risk.

o Research shows that we feel the pain of losses twice as strongly as the pleasure of gains, leading us to
make emotional decisions that often don’t serve us well in the long run.

Recognizing these natural impulses doesn’t guarantee we’ll overcome them. Doing that takes discipline, pa-
tience, and the understanding that “this time” usually isn’t different. True investment success comes from work-
ing with these patterns, not against them.




THE PLAN: ANCHORING YOUR STRATEGY IN FUNDAMENTALS

Knowing our natural tendencies, how do we build a resilient plan? Here are seven pillars to guide us:

1. Align with Long-Term Goals: While maximizing returns is important, your portfolio should align with
your family’s broader financial objectives. It should advance steadily, incorporating strategies like dol-
lar-cost averaging, dividend reinvestment, and rebalancing.

2. Trust the Plan Through Down Markets: Market declines are temporary. History shows that markets
recover, and those who stay the course are rewarded over time. Believing in this and staying the course
is crucial.

3. Harness the Power of Compounding: The Benefits of an Early Start
Compounding is a quiet but powerful
force in portfolio growth. The earlier
we start, the more profound the effect. 5802,370
Consider two investors, one starting at
30 and the other at 40, both investing
$10,000 annually. Assuming a 7% re-
turn, the early investor accumulates
significantly more by age 65, under-
scoring the exponential impact of com-
pounding.

$676,765

4. Rely on Equities for Income Growth:
Equities don’t just build wealth; they
also grow income. As businesses grow Age 30, saves $10,000 a year for 10 yearsAge 40, saves $10,000 a year for 25 years
their earnings, they often raise divi-
dends, which help protect against inflation. Since 1960, dividends on large U.S. stocks have compound-
ed at nearly 6%, preserving purchasing power over time.

5. Focus on Total Return: Dividends and interest are only part of the picture. Total return—capital gains
plus income—is what ultimately drives wealth accumulation. Companies that reinvest in their business
or buy back shares can increase their stock price, further building value.

6. Minimize Taxes: Selling assets to avoid short-term volatility can lead to hefty tax bills. Short-term “pa-
per losses” usually recover in a well-diversified portfolio, but you typically cannot recover the tax you
paid on gains.

7. Review Your Asset Allocation: With market valuations historically high, make sure your asset alloca-

tion aligns with your risk tolerance. If you’re overweight in stocks, rebalancing into bonds may be time-
ly and help you avoid selling stocks during a market downturn.

PREPARING FOR THE NEXT MARKET DOWNTURN

When markets are climbing, it’s easy to feel confident. But the real test—the one that separates speculators
from investors—comes during downturns. Historically, large U.S. stocks see annual declines of around 15%,
with steeper drops of 30% roughly every five years, and even a few major declines of 50% in the past 50 years.
Yet over the long term, balanced portfolios have returned 6—10%, rewarding those who stick to their plan.




S&P 500 BEAR MARKETS SINCE 1928*

Third Quarter 2024

Each share you own represents a real
business with employees, customers, and

Peak Trough Peak Trough Percent Number

Date Date Price Price Loss Of Days** d t A d t . . 1 1
9/7/1929 11/13/1929 31.92 17.66 -44.7 67 products. (?WII urn 1s sumply a SZ'l € on
4/10/1930 6/1/1932 25.92 4.40 -83.0 783 these ownershlp stakes. Long-term mves-
8171932 21271833 i 553 0.8 173 tors see these periods as chances to ac-
7/18/1933 10/21/1933 12.20 8.57 298 95 . . .
vy prrrreT e ey oy pr quire more of these businesses at a dis-
3/6/1937 3/31/1938 18.68 8.50 -54.5 390 count, confident that pI'iCGS will eventual-
11/9/1938 4/8/1939 13.79 10.18 26.2 150 ly recover.
10/26/1939 6/10/1940 13.21 8.99 31.9 229
11/9/1940 41281942 11.40 7.47 345 535
6/29/1946 10/9/1946 19.25 14.12 -26.6 133 SO, next time the market takes a dlp, look
6/16/1948 6/13/1949 17.06 13.55 -20.6 363 around. NOtiCC the steady hum Of GVCI'y-
711611967 10/22/1967 49.13 38.98 20.7 99 . .
12/12/1961 6/26/1962 7264 5232 -28.0 196 day life—the restaurants serving custom-
2/9/1966 10/7/1966 94.06 73.20 222 240 €rs, the ShOpS bustllng with act1V1ty, the
11/29/1968 6/26/1970 108.37 69.29 -36.1 543 hOtGlS Wlth people Stlll checking in.
1/11/1973 10/3/1974 120.24 62.28 -48.2 630 .
11/28/1980 8/12/1982 140.52 102.42 271 622 These reminders underscore that the
8/26/1987 12/4/1987 336.77 223.92 335 101 world moves forward and that the com-
3/24/2000 10/9/2002 1527.46 776.76 -49.1 929 panies we il’lVCSt il’l continue to adapt and
10/9/2007 3/9/2009 1565.15 676.53 -56.8 517 1 I he 1 it’s th
2/19/2020 3/23/2020 3386.15 2237.40 -33.9 33 create value. In the ong run, s t 956
1/3/2022 10/12/2022 4796.56 3577.03 -25.4 282 who stand firm and look for opportunlty,

not those who retreat, who come out
ahead.

* Bear markets are declines of 20% or more.
** Number of days includes weekends and holidays.
Source: Standard & Poor's Corp ion; Yardeni F .

A SHARED JOURNEY

Owning shares in a company makes you more than just a shareholder—you’re a co-owner of real businesses
with real opportunities. Together, we’re privileged to watch these companies through cycles of growth and
downturn, always with a long-term lens. As we move forward, we’ll rely on the constants of discipline, resili-
ence, and the power of compounding to guide us.

Thank you for your trust and commitment to the journey ahead.

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 1II from sources provided by TAGStone Capital, 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 or others for investment advice
regarding your own situation.
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