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Investment Advisory Services offered through Watercolor Financial, a registered investment advisor

The content within is for informational purposes only. Nothing within is intended to be investments advice;
please contact our office directly to discuss any items referenced herein.

Please see important disclosures at the end of this report.
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significant increases appear
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4 Tarifts & Trade 0% \+  (See page 4 for full chart
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18  Credit Spreads
Source: Goldman Sachs, U.S. Int’l Trade
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Index Performance Q2 was a
Index Asset Class 2025 g \ild ride, but
Q2 | YD the trends on

Equity Indexes Total Returns a YTD basis

NASDAQ 100 Mega Cap U.S. Growth Equity 17.9% 8.4% | 25.9% | do exhibit an

S&P 500 Large Cap U.S. Equity 10.9 6.2 25.0 important

S&P 400 Mid Cap U.S. Equity 6.7 02 | 139 | |eadership

S&P 600 Small Cap US Equity 4.9 (4.5) 8.7 shift favoring

MSCI All Country World Global Equity 11.7 10.3 18.0 ,

MSCI All Country World (Ex U.S.) International Equity 123 183 g1 | Int’l stocks.

MSCI Europe, Asia & Far East (EAFE) International Developed Market Equity 12.1 19.9 4.4

MSCI Emerging Markets (EM) International Emerging Market Equity 12.2 15.6 8.1

Fixed Income Indexes

Bloomberg U.S. Aggregate Bond U.S. Investment Grade Bond 1.2 4.0 1.3

S&P National AMT-Free Municipal Bond | U.S. Investment Grade Muni Bond (0.2) (0.8) 13

S&P Municipal Bond High Yield U.S. Muni Bonds (Below Investment Grade) (1.0) (0.6) 6.7

Bloomberg U.S. Corp. High Yield U.S. Corp Bonds (Below Investment Grade) 3.5 4.6 8.2

Index Blends: Stock/Bond

80%/20%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 9.6 9.1 14.5

60%/40%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 7.4 7.9 11.1

40%,/60%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 53 6.6 7.7

20%/80%: Global Equity (MSCI All Ctry World) / U.S. Investment Grade Bond (Bloomberg U.S. Agg) 3.3 53 4.5

Data as of 6/30/2025

Source: Morningstar, and blended benchmark returns are based on monthly rebalancing.

July 15, 2025 Page 3



QuARTERLY MARKET

Watercolor
Financial

Guipe: Q32025

Economy
Tariffs & Trade

This chart does not reflect the tariffs now threatened by the
demand letters recent sent to the many trading partners
with which the Trump Administration’s trade negotiations

Average tariff rate on U.S. goods imports for consumption
Duties collected / value of total goods imports for consumption
35%

have stalled.

30% Effective tariff rate assuming no change in imports *
as of Apr. B, 2025 (peak)*: 30%
25%
20%
15% Effective tariff rate assuming no change in imports —»
as of Jun. 30, 2025*:15%
10%
- Historical
) hn
'00 ‘08 "6 24 ‘32 ‘40 ‘48 '56 64 T2 ‘80 ‘88 ‘06 04 12 '20

Source: Goldman Sachs Imvestrnant Ressarch, United States Intarnational Trade Commission, 1P, Margan Azsst Managamant For illustrative purposes anly. Tha
aslimated weighted avarage LS, tanill rate includes the latest @it announcements Estimates aboutwhich goods are USMCA compliant come from Goldman Sachs
Irvestrmant Ressarch, Imparts lor conaurmplion: goods brought into a country Tor direct ussa or sale inthe domestic market. Tha astimats doss not consider non-tarnft
barriers, such as value-addad takes, *Figures are basad on 2024 import levels and assume no change in demand due to tariff increases Forecasts, projections and
atherforward-lcoking atatements are based upon current beliefaandespectations Theyare for illuatrative purposesonlyand semnve asan indication of what mayocour,
Giventheinherent uncenainties and riska associated with forecasts, projectiona or ather forward-looking statements, actual events, reaulta or performance maydiffer
materially from thoase reflected or contemplated Guide o theMarkats - LS. Dataareasal Jure30, 2005,

July 15, 2025
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Econom
y In the wake of the April 2" Liberation Day tariff

. announcements, President Trump’s senior trade

Tariffs & Trade advisor Peter Navorro was quoted as having

U.S. Trade in Good: Balance with top trading partners ~Promised “90 [trade] deals in 50 days.” That proved
optimistic, if not naive. As of the date of this

2024 publication), we’re at day 104 and only 2 real deals

$400B Imports have been reached, with the U.K. and Vietham. The

deal with China announced with much fanfare was

really only temporary (a 90-day pause), and must be

completed/affirmed.

32008

New Trade Deals
/ \/ Completed
-$400B

-$6008 Exports
& &P i & 2 i & & S
@d&\ ‘t@“?“ d&ﬂ\"’ ol -gaﬂ} s&q.ﬁ“e &,gt‘" &é@é‘\ i}ﬁ &
& o &
& &

Source: U.S. Department of Commerce data, Trade Deal notations per Genesia’s views, with underlying graph by The Motley Fool
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Economy

Fed Chair Powell has offered repeated guidance that
Fed Rate cuts remain likely by year-end. However, he

Federal Funds Rate and other FOMC members also continue to convey
Federal funds rate expectations that the next moves will remain “data dependent”
FOMC and market expectations for the foderal funds rate with a focus on the potential upticks in inflation
owing to tariffs.
7%
6%
5% = [Federal funds rate
¥ FOMC year-end estimates 438%
% # Market expectations W
@ FOMC long-run projection* *. 7 360%
N . 363%% . 3.40%
Range of market expectations since Dec. ‘24 SEP b $ 3.46%
3% Q"" *
3.03% 1.00%
2%
1%
0% . ; ; . : . . . ; . —
‘a3 '96 '99 ‘02 '05 ‘08 "1 "14 "7 20 '23 '26 Longrun

Source: Bloomberg, FactSet, Federal Reserve, L.P. Morgan Asszat Management

Market expectations are based off of USD Cwernight Index Swaps. *Long-run projections are the rates of growth, unemployment and inflation to whicha
pelicymaker axpectsthe economyto converge ovaerthe next five to sixyears in absenceof further shocks and underappropriate monetary policy. Forecasts,

projecticns and other forward-looking statements are based upon current beliefs and expectations. Theyare for illustrative purposes enlyand serve asan J,P M{)rgan
indication of what may occur. Given thfe inharent uqcur.a'miesand risks azsociated with forecasts, projections or otherforward-locking statements, actual

avents, resultsor performanca may differ matariallytrom thossa raflectedor contemplatad.

Guidatathe Markets— LS. Datearsasof June30, 2025, ASSET MANAGEMENT
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Economy .
June CPl came in
. at 2.7%, and at
Inflation 2.9% ex food and
FRED /7 = Consumer Price Index for All Urban Consumers: All tems in U.S. City Average energy. These

= Consumer Price Index for All Urban Consumers: All Items Less Food and Energy in U.S. City Average  numbers

10
represent an

9 uptick from May’s
2.4% and 2.8%,
respectively.

Percent Change from Year Ago

2018 2019 2020 2021 2022 2023 2024 2025

Source: U.S. Bureau of Labor Statistics via FRED®

Shaded areas indicate U 8. recessions. vt rad/n/1KRAE
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Economy

Real GDP Q1 GDP was reported at

FRED -2/ — Real Gross Domestic Product negative 0.5% (quarter over
a0 o quarter) — which compares to

growth of 2.4% in Q4 2024.
The Q1 decline was due in part

30 to an increase in imports
driven by pre-buying ahead of

20 tariffs. Imports are a
subtraction in the GDP

10 calculation.

0 A SIS AN AININN o~ AN V\/\Pf‘"\'“\

A/ |

-20

Percent Change from Preceding Period

-30
2008 2010 2012 2014 2016 2018 2020 2022 2024

Source: U.S. Bureau of Economic Analysis via FRED®
Shaded areas indicate U S. recessions. vt rad /i 1Kath
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Economy

Real GDP Estimate — Atlanta Fed GDPNow As we've previously written, very

Evolution of Atlanta Fed GDPNow real GDP estimate for 2025: Q2 liteicolonisioticredircearding
Quarterly percent change (SAAR) the Atlanta Fed GDPNow

estimate, which is based on a
5 mathematical model.
Nevertheless, this estimate has

4 proven to be more reliable than
Atlanta Fed . . .
GDPNow estimate economist forecasts, in our view.
3 As of the date of this publication,
the GDPNow model estimates
o L 2.6% growth for Q2 2025, which

is in the higher end of the most
\ recently available Blue Chip
1 _‘__.-"""—

Consensus range.

Blue Chip consensus
0 Range of top 10
and bottom 10
1 average forecasts
-2
27-Mar 6-Apr 16-Apr 26-Apr 6-May 16-May 26-May 5-Jun  15-Jun 25-Jun  5-Jul

Date of forecast

Sources: Blue Chip Economic Indicators and Blue Chip Financial Forecasts
Note: The top (battom) 10 average forecast is an average of the highest (lowest) 10 forecasts in the Blue Chip survey,

July 15, 2025 Page 9
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Economy
Unemployment Rate The May 2025
FRED -~/ — unemployment Rate unemployment
15.0 rate held steady
at 4.2%. This
rate has come in
between 4.0%
125 to 4.2% since
May 2024.
10.0
r=
a
[
o
& 75
5.0
2.5
1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Source: U.S. Bureau of Labor Statistics via FRED®

Shaded areas indicate U 5. recessions. ot reldn RS
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Equities

Sub-Asset Class Relative Performance
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StOCkS Monthly data through June 30, 2025
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06/30/25
09/30/25
12/31/25

Source: Bloomberg and Yahoo Finance data, with analysis by Genesia Investments LLC

July 15, 2025

Mega cap growth (i.e.,
the NASDAQ 100)
reasserted its
leadership in May and
June, and was up a
whopping 17.9% in
Q2.
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Equities

S&P 500 Annual Returns & Intra-Year Declines For what it’s

worth, we’ve

S&P 500 intra-year declines vs. calendar year returns

Despite average intra-year drops of 14.1%, annual returns were positive in 34 of 45 years checked the box in
4% san terms of satisfying
3% 30% 20% o0 the average intra-
o 26% 27% 2g9, 2 7% 26% 2%y, YTD
2% . 23% , T year pull-back
20% o, 0 .
20% 17% - 9% W with the S&P 500’s
15% 5% '
14% %
12% o 1% Sl swoon from
o o 1 .
P . P Y. March to mid-
19 2% o " A o
pril.
0%
L &
. - -B.%. -2%1_306 _I% 0% -Eﬂﬁ 1% _:;ﬂ& . .
=L, %% 0% 5%e 0 . e . oot 5% .
o T, 8%, sy 9% B%e A% 8o, 8% o % s By gy
0%, 70, o -9% 1% -10 3n . -10 10% _120;311 % 10%
. + 13 1370 .14% .
-
20% f7% . . 16% . .
-18% 20% gy T -19% _20% 9% _qgu
-23% *
. z‘é% -25%
. =30%e .
-34% -34% -34%
-40% 38%
L
-49%
-60%
‘80 ‘85 ‘a0 ‘a5 ‘00 ‘05 10 "15 ‘20 '25

Source: FactSet, Standard & Poor's, J.P. Morgan Asset Management,
Returns are based on price index only and do not include dividends. Intra-year drops refers to the largest peak-to-troug b declineg during the year. J P MOI" an
Returna shown are calendar year retumms from 1580 1o 2024, aver which the average annual return was 10.6%. For illustrative purposes only, sla g
Guide to the Markets - U5, Data are as of June 30, 2025.

ASSET MANAGEMENT
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Equities

“Magnificent 7” vs. S&P 500’s Other 493 Repeating our

comment from last

Performance of “Magnificent 7” stocks in S&P 500" Earnings growth «
Indexed to 100 on 1/1/2021, price retum Year-over-year quarter What a
300 80% . difference a quarter
ag
60%
Returns ‘21 '22 ‘23 '24  YTD'25 &80% g M S&PS00ex-Mag7 CAN make...”
280 | I'szp 500 27% 9% 24% 23% 5% ’ 40%
S&P 500exMag7?  17% 8% 8% 10% 5% 40% 3% But remember, this
260 | Iya gnificent 7 40% 40% TE% 48% 3% 20% _ 16% 15% 139, .
A S 9% 4% % story is not over.
Share of retums 33% 56% G63% 55% 21%
240 0%
-20% -14% e
220 21 22 23 24 25F 26F
200 Magnificent 7 performance dispersion
Price retumns, best, median and worst performing Mag 7 stock by year
275%
180 Best: 239%
160 200%
140 125% .
The Equities
120 50% chart on this
100 . : 25% page will
rotate through
80 -100%
21 22 23 24 25 2021 2022 2023 2024 ¥TD "25 the year based
Sn.olgémflrm}cft'%ng o MPL. ANEN, GOOBL/GO0G, META. TSFT. NVDA and TSLA. E for 2025 and 2026 refl JPM on perceived
N nificent 7 includes . , . A s an arnings estimates for an reflect consensus
analystexpectations, provided by FactSet. **Share of returna represent how much each groupeontributed to the overall return., sle Orga‘n‘ relevance.

Guideto the Markets - LS. Dataare as of June 30, 2025, ASSET MANAGEMENT
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Sub-Asset Class Relative Performance
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1200
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e JS Muni HY
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Monthly data through June 30, 2025

Source: Bloomberg monthly index data, with analysis by Genesia Investments LLC

July 15, 2025

The most notable
recent divergence in
trend among the
major bond indexes in
the adjacent chart has
been by the high yield
muni index. This was
attributable to
concerns about
potential negative
implications from
Federal funding cuts
for municipalities
under the so-called
“Big Beautiful Bill.” A
bullet that was
dodged, however, was
that the muni dividend
Federal tax exemption
remained intact.
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Fixed Income

Market Yield - U.S. Treasury 10-Year Bond

FRED ./ — Market Yield on U.S. Treasury Securities at 10-Year Constant Maturity, Quoted on an Investment Basis

5

| N‘VW,\'WWM

3 .‘)ﬂ 10-year Treasury yields
\M have continued to ebb

and flow, and of note is

Percent

that rates are higher

\W than last fall and higher
h‘.ﬂ than before the new
1 Trump tariffs were
announced on April

2nd.

2019 2020 2021 2022 2023 2024 2025

Source: Board of Governors of the Federal Reserve System (US) via FRED®

Shaded areas indicate U 5. recessions. vt rad /1K
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Fixed Income

. One has to look closely on this chart to
Treasury YIEId Curve appreciate the continued progression in the
As of July 8, 2025 upward slope between short-term and longer-
term rates (most often measured by market
observers as the difference between rates on 2-

7.5% year and 10-year Treasuries). (Also see page 17)

NS
T
¢ 5% e —
S o, o ——
e
pus |
v 2.5%
e
|_

0%

1M 3M 6M 1Y 2Y 3Y 5Y 7Y 10Y 20Y 30Y
Current Jul. 2024 Jul. 2023

Source: GuruFocus.com
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Fixed Income

Treasury Yield Spreads — 10-Year vs. 2-Year

FRED /) e 10-Year Treasury Constant Maturity Minus 2-Year Treasury Constant Maturity
3

2 ‘

Percent
(=]
|
L
"-p

-3 ‘

1980 1985 1990 1995 2000 2005 2010 2015 2020 2025

Source: Federal Reserve Bank of St. Louis via FRED®

Shaded areas indicate U 5. recessions. vt rad /a1 KW
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Fixed Income

Credit Spreads — U.S. Corp High Yield vs U.S. Treasuries

FRED -/ — ICEBofAUS High Yield Index Option-Adjusted Spread

20.0
Over the past two-
17.5 _
months, credit
150 spreads have
' declined back toward
. the cycle-lows not
' experienced since
[ 100 before the 2008
= Financial Crisis.
o
75
5.0
25 ‘ ‘
0.0

2008 2010 2012 2014 2016 2018 2020 2022 2024

Source: [ce Data Indices, LLC via FRED®

Shaded areas indicate U 5. recessions. vt rad/ali1Kave
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IMPORTANT DISCLOSURES

Investment Advisory Services are offered through Watercolor Financial, a registered investment advisor. This publication is
reprinted with permission from Genesia Investments LLC, a registered investment advisor. The author of this report is Rafael A.
Villagran, Chief Investment Officer, and investment advisor representative of Genesia Investments LLC. Watercolor Financial and
Genesia Investments LLC are separate and unaffiliated entities. This publication is in no way a solicitation or offer to sell
securities or investment advisory services. Statistical information, quotes, charts, references to articles or quoted statement or
statements regarding market or other financial information is obtained from sources which we believe reliable, but we do not
warrant or guarantee the timeliness or accuracy of this information.

All domestic and international rights are reserved. No part of this newsletter including text, graphics, et al, may be reproduced,
copied or edited in any format, electronic, print, et al, without written consent from Genesia Investments LLC. Neither Rafael A.
Villagran, the author of this report, nor Genesia Investments LLC provide legal or tax advice. Please consult your investment
advisor, attorney, or tax professional before making any investment decisions.

The content within is for informational purposes only. Nothing within is intended to be investment advice; please contact our
office directly to discuss any items referenced herein.

Sources Include:

Federal Reserve Bank of St. Louis Economic Research -- https://fred.stlouisfed.org/

Federal Reserve Bank of Atlanta Research & Data — https://www.atlantafed.org/cqer/research/gdpnow

GuruFocus.com LLC, U.S. Treasury Yield Curve Data & Charts -- https://www.gurufocus.com/yield curve.php

JP Morgan, Quarterly Guide to the Markets -- https://am.jpmorgan.com/us/en/asset-management/adv/insights/market-insights/guide-to-the-markets/

July 15, 2025 Page 19
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IMPORTANT DISCLOSURES (Continued)

Reference to market index information is included for illustrative purposes only, as it is not possible to directly invest in an index. Indexes
are unmanaged, hypothetical vehicles that serve as market indicators. Index total return performance data reflects the assumptions of the
reinvestment of interest and dividends but does not include the deduction of fees or transaction costs which otherwise reduce performance
of an actual portfolio. The blended indexes are shown for informational purposes only and are not representative of any particular
investment or plan.

Acronym Definition(s):

FOMC - Federal Open Market Committee, which is responsible for determining the U.S. monetary policy. The Committee is comprised
of 12 members, including the 7 members of the Federal Reserve Board of Governors.

Index Definitions:

NASDAQ 100 — Index of 100 largest growth-oriented non-financial companies listed on the Nasdaq Stock Market.
S&P 500 — Compilation of 500 major U.S. stocks meeting certain criteria; market capitalization and float-weighted.
S&P 400 — Index measuring the performance of 400 mid-sized U.S. stocks; market capitalization and float-weighted.

S&P 600 — Index measuring 600 small-cap U.S. stocks that meet certain criteria regarding liquidity and financial viability; market
capitalization and float-weighted.

MSCI All Country World — Global equity index across market capitalizations with about 2,800 constituents, representing about 85% of
the free float-adjusted market capitalization across 23 developed and 27 emerging markets.

SCI All Country World ex USA — Global equity index across market capitalizations, which excludes the U.S., with about 2,300
constituents which represents free float-adjusted market capitalization across 22 developed and 27 emerging markets.

MSCI Europe, Asia & Far East (EAFE) — International equity index across market capitalizations, which excludes North America, with
about 840 constituents which represents free float-adjusted market capitalization across 21 developed markets.

MSCI Emerging Markets (EM) — International equity index across market capitalizations with about 1,400 constituents which represents
free float-adjusted market capitalization across 27 emerging markets.

July 15, 2025 Page 20



Watercolor

QuARTERLY MARKET GUIDE: Q3 2025 "V rinexcie!

IMPORTANT DISCLOSURES (Continued)

Index Definitions: (Continued)

Bloomberg U.S. Aggregate Bond — Widely followed bond benchmark comprised of investment grade, U.S. dollar denominated, fixed
rate taxable bonds including Treasuries, government-related, corporate, mortgage-backed, and agency.

S&P National AMT-Free Municipal Bond — Broad market-value weighted index comprised of larger and more liquid tax-exempt
investment-grade U.S. municipal bonds.

S&P Municipal High Yield Bond — U.S. index of municipal bonds that are either not rated or rated below investment grade.

Bloomberg U.S. Corporate High Yield Bond — Index of fixed rate U.S. dollar denominated corporate bonds rated BB+ or below by Fitch
and S&P.

Contact Information

Watercolor Financial
9600 Great Hills Trail Suite 150W
Austin, TX 78759

Main: 512.250.1544

Investment Advisory Services offered through Watercolor Financial, a registered investment advisor
www.watercolorfinancial.com



http://www.watercolorfinancial.com/
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