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Key Points:

1. Stock market volatility back to "normal”

2. Overall global growth persists, but increasingly driven by the United States

3. Windhaven Strategies adjusted as the environment changed

Participate and Protect

Last year, at about this time, it was pretty much smooth sailing in the market. Leaving aside
some mid-summer geopolitical verbal skirmishes, market participants were enjoying
double-digit returns in global equities amid a global synchronized economic recovery, low
global interest rates, reduced European political risk (post—French elections) and the
prospect of potential fiscal stimulus in the United States. A weakening U.S. dollar was
supportive of U.S. company earnings and of international equities across the developed

and emerging world.

A year later we are back to “normal.” Stock market volatility has picked up and is back in
line with historical levels (figures 1& 2). Global economic growth is still there, but far from
synchronized, with the United States accelerating and the rest of the world slowing.
Interest rates are rising in the United States and the Federal Reserve (Fed) has started to
shrink its balance sheet, while the European Central Bank is planning for a potential unwind
of its quantitative easing program by the end of the year. Political risk has returned in
Europe with a vengeance (post-ltalian elections). While some of the growth benefits from
U.S. fiscal stimulus might still be ahead of us, the post-fiscal reform enthusiasm of this past

January has been replaced by concerns around potential trade wars and a strengthening

U.S. dollar.

As aresult of this change in the macroeconomic and market landscape, we have tactically
shifted the allocations of the strategies. After relatively high levels of equities in our
strategies in 2017 and early 2018 to participate in the markets’ growth, we have steadily
decreased our allocations to international equities, favoring more defensive asset classes

such as fixed income and commodities as we sought more protection from market jitters.

QUADRANT N. ONE PART OF A CIRCLE THAT IS EVENLY DIVIDED INTO FOUR PARTS.
AN INSTRUMENT USED FOR TAKING ANGULAR MEASUREMENTS OF ALTITUDE IN ASTRONOMY AND NAVIGATION.
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Looking Ahead Fig 1: From smooth sailing in 2017 to rougher waters in 2018...
) Source: Bloomberg as of 6/30/2018.

As we look ahead into the second half of 2018,
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Positioning
As alluded to above, our trading in the second quarter featured a somewhat modest reduction in the overall
allocation to equities; for example, in our Diversified Growth strategy, the allocation to equities was reduced by
2.7%t0 56.4%' over the quarter. However, the composition of all of the strategies’ equity allocation changed
quite dramatically. As of April 1st, nearly two-thirds of all three strategies’ allocation to equities was
international, including both developed and emerging markets countries. At the end of the quarter, the
international and emerging market equity exposure was less than half of the equity allocation. This positioning
reflected both the growth outlook and attractive valuations that existed in many regions of the globe in 2017
and early 2018. As it became clear that politics, central bank policy, and growth were taking a turn for the
worse; we tactically adjusted our exposure away from what we believe are increasingly problematic areas
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and redeployed capital in more attractive assets, including both U.S. large and small-cap stocks,
commodities, and U.S. bonds. As we enter the third quarter, all three Windhaven Strategies retain a healthy
allocation to equities that slightly exceeds the amount in their respective, passive benchmarks. Our approach
to fixed income is unchanged, focused on protecting against the effect of rising interest rates, while not
reaching for yield at this late stage of the economic cycle. Real estate is not currently held in the strategies.
The outlook for commodities, led by oil, has improved, which resulted in us increasing our exposure this
quarter.

We appreciate your investment in the Windhaven Strategies. Please contact your Investment Professional if
your investment objectives or circumstances have changed such that a review of your Windhaven Strategy
account(s) might be necessary, or if you have any specific questions about how your account is managed. We
value the trust our clients have placed in us, and we are passionate about the Windhaven Strategies and the

role they play in helping each of you reach your investment goals.

-The Windhaven Portfolio Management Team

'Model allocations as of 6/5/2018. Since clients invested in the Windhaven Diversified Growth Strategy maintain their assets in separately managed accounts, there

may be exceptions to the allocations and changes discussed. For a variety of reasons, some client accounts may not hold certain asset classes or securities mentioned.

Important Notes and Disclosures:

Portfolio Management for the Windhaven Strategies is provided by Windhaven Investment Management (“Windhaven”), a division of
Charles Schwab Investment Advisory, Inc. (“CSIA”). CSIA is a registered investment adviser and an affiliate of Charles Schwab & Co,
Inc. (“Schwab”). Both CSIA and Schwab are separate entities and subsidiaries of The Charles Schwab Corporation.

The information provided herein is for general informational purposes only and should not be considered an individualized
recommendation or personalized investment advice. The investment strategies mentioned here may not be suitable for everyone. Each
investor needs to review an investment strategy for his or her own particular situation before making any investment decision.

All expressions of opinion are subject to change without notice in reaction to shifting market conditions. Data contained herein from
third party providers is obtained from what are considered reliable sources. However, its accuracy, completeness or reliability cannot be
guaranteed and CSIA expressly disclaims any liability, including incidental or consequential damages, arising from errors or omissions
in this publication.

Asset classes and the proportional weightings in the strategies may change at any time without notice subject to the discretion of the
Windhaven Portfolio Management Team.
Indexes shown in the charts throughout are unmanaged, do not incur fees or expenses, and cannot be invested in directly.

Past performance is no guarantee of future results.

International investments may involve additional risks, which could include differences in financial accounting standards, currency
fluctuations, political instability, foreign taxes and regulations, and the potential for illiquid markets. Investing in emerging markets
may accentuate these risks.

Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed income investments are
subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate
events, tax ramifications and other factors.

Hard assets can be significantly affected by commodity prices, world events, import controls, worldwide competition, government
regulations, and economic conditions.

Windhaven’s risk management process includes an effort to monitor and manage risk, but should not be confused with and does not

imply low risk or the ability to control risk.

Please refer to the Windhaven Strategies Disclosure Brochure for additional information.
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