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This note is not written by Artificial Intelligence.

| am still wondering if we need to make this disclosure at the beginning of each communication. Is Artificial Intelligence the best
nomenclature? It reminds me of artificial sweeteners. It is not real sugar, sometimes with a funny aftertaste and sometimes with
negative health effects (like sugar, but different). Perhaps that is why the acronym “Al” is used instead. Al sounds cooler. But how
does Al (the guy) feel about this? | just showed that Capital A and Capital | look the same in this font as Capital A and lower case |. Al
(the guy) must feel a lot of pressure when he reads about all that Al is expected to provide to society. And what about those angry
that Al is going to take their jobs. Perhaps all the Al’s (the guys) can band together for protection. Best of luck to them.

Hundreds of billions of dollars are being spent on Al. The biggest of companies, Google, Amazon, Microsoft, Oracle, see Al as a way to
maintain their dominance in the marketplace. What we do not know yet is whether there will be a sufficient return on investment for
this spending. The current attitude is to spend/invest the money or be left behind. That may be true. Time will tell.

What do | understand Al to be? It is a system that can perform tasks and functions based on the knowledge that it has been taught.
Kind of like humans, but artificial. For example, you could start with an empty computer system and ‘teach’ it the entire 1966
Encyclopedia Britannica. This body of knowledge would be the computer’s entire knowledge base. Because it would know what an
elephant looks like, what ballet looks like and what juggling was, you could ask it to show you a picture of an elephant dressed up like
a ballerina juggling baseballs, but you could not have the elephant juggling pet rocks because the pet rock had not been invented yet.

Al models or systems can be built for public use, or they can be built for a company’s specific use. Dell Computer recently showcased
an ability of its Al in a recent TV commercial. It took a family recipe badly smudged from years of use and it recreated what the
recipe card originally said (probably by discerning and comparing what it was trying to make with a lot of other recipes that made the
same thing in the same cultural context and time in history). Quickly processing that much data is impressive.

In theory, the information that an Al system is fed is controlled and the output of what the system can say or report on can also be
controlled or restricted. The impression might be that the Al system is all knowing, but in reality any results presented might be a
function of what the builders intended. Or perhaps not. The architecture of how Al processes information is complex (much like our
brain) and some Al builders are finding out that their systems are learning things that the builders did not teach. Will Al help
productivity or will it doom humanity? Some caution is probably warranted before letting Al do things rather than just say things.
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3rd Quarter Results:

Global stocks (VT, Vanguard Total World Stock Market) rose another 6.6% during the third quarter bringing its year-to-date
appreciation to 17.8%. Smaller companies and international markets (IWM up 11% and EFA up 12.9%) appreciated but did not keep
up with domestic large cap stocks. The returns of the Magnificent 7 stocks (Apple, Amazon, Google, Meta Microsoft, Nvidia and
Tesla) totaled 34% YTD. The remaining 493 stocks in the S&P500 returned 10%. This has resulted in the largest stocks being
expensive relative to history (discussed below).

Markets were moved by a belief that the Federal Reserve would ease monetary conditions by cutting interest rates (which they did).
This helped bond returns also. Through the second quarter, YTD returns for the bond aggregate (AGG) were negative. The Federal
Reserve reduced their target for Federal Funds (overnight money) by 0.50% but the yield on the 10-year Treasury also fell to slightly
below where it began the year. This resulted in the bond index returning 4.55% for the nine months ending September 30.

Since the beginning of 2020 (almost 5 years), GDP has increased 32% cumulatively or about 6% per year on average. Over that same
time period corporate earnings per share have increased 40% cumulatively or about 7.8% per year on average. This makes sense.
Earnings can grow faster than GDP and earnings per share can also grow faster if companies are buying their stock back (share
repurchases). Fewer shares outstanding can make earnings PER share higher.

The S&P500 index grew 69% over this time period outpacing both GDP growth and earnings per share growth. As a result, valuations
remain meaningfully above long-term averages. Some parts of the market are more expensive than other parts. The Price-Earnings
ratio of the top 10 stocks in the S&P500 is 148% of its 30-year average. The Price-Earnings ratio of the remaining 490 stocks is
currently 117% of its 30-year average. If events transpired that made earnings decline 10%, and made investors only willing to pay
the 30-year average price for company earnings the market would fall 33%. There seems to be a fair dose of downside risk for
potential events that do not seem that dire.

We may not be finished with inflation. Current expectations are for the Federal Reserve to cut interest rates another 2% by
December 2025. Cutting rates while stocks are at all time highs and while the economy seems to be growing is inflationary.
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