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Markets at a Crossroads?

Is the U.S. economy prospering from the “A.l. boom” or is it struggling as the jobs market slows
markedly? Last quarter we predicted that economic data would begin to take shape in Q3 to
inform us if last spring’s tariff turmoil would result in a slowing economy or if the underlying
strength from the boom in A.l.-related capital expenditures would overcome any drags on

the economy.

..and the verdict is..both?? Markets and policymakers seem to be at a crossroads of conflicting
outlooks, with an unusually divergent array of substantial data supporting both economic
optimism and pessimism, although markets seemed focused on the optimism in Q3:

U.S. Equities

Index Q3 2025 YTD

S&P 500 8.1% 14.8%
-.the U.S. Equal-Weighted S&P 500 Index 4.8% 9.9%
economy, which Dow Jones Industrial Average 5.7% 10.5%
has repeatedly Nasdaq Composite 1.4% 17.9%
surprised with Russell 2000 (Small Caps) 12.4% 10.4%
its upside Source: Morningstar
strength, is » On the one hand, the U.S. job market appears to be deteriorating to such an extent that the
still cruising Federal Reserve felt compelled to begin cutting interest rates again. The need to cut interest

comfortably. rates is generally considered a negative for the stock market.

» But on the other hand, massive capital investment on artificial intelligence infrastructure,
continued growth in corporate profits, and unabated consumer spending indicate that
the U.S. economy, which has repeatedly surprised with its upside strength, is still cruising
comfortably.

Among other looming uncertainties,

» The federal government has been collecting substantial tariff revenues from importers, but
only a small portion of that cost has been passed through to consumers so far, meaning the
jury is still out on whether the result will be lower corporate profits or higher costs to the
consumers.

» The fourth quarter will start with yet another government shutdown, but the markets have
become almost completely desensitized to these exercises in brinksmanship as none of the
previous shutdowns have led to sustained economic damage.
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Despite a widening range of economic possibilities, the stock market seems to be pricing in a
“best case” scenario, with most major indexes reaching record highs in the quarter.
An A.lL Crossroads for Equities?
Will AL be the fuel for a transformative productivity boom or become a source of such
concentrated risk that if one domino falls, it leads to a cascade of collapses? If it resembles
previous investment cycles in transformative technologies, it might be both.
Markets are cyclical. Investment booms are cyclical. Dating back to at least the construction
of the railroads, potentially transformational innovations have gone through five distinct
phases:
1. Early-stage excitement and cases of immense wealth creation
2. Market hysteria where investors feel compelled to get involved, even though they have no
idea where eventual profits may come from

3. Overinvestment and overcapacity

...every boom/ 4. Disappointing returns, sometimes crashes, and investor disenchantment

bust cycle 5. Longer-term, widespread adoption, often made more economical by overcapacity, leading

looks different to increased productivity

enough that . . ,
What does this mean in today’s A.l. market boom??

investors can be As Mark Twain is credited with saying,

convinced that

.. . “history doesn’t repeat itself, but it often rhymes,”
“this time is Y P f fe Y

different.” which explains in the market context how every boom/bust cycle looks different enough from
those that preceded it that investors can be convinced that “this time is different.”

Is it possible that “this time is different™? Yes.
Isit likely? No.

A quarter century ago, WorldCom, Cisco Systems, Intel, and Microsoft were among the very
largest market capitalizations in the S&P 500. WorldCom was building out fiber optic cable
nationwide as fast as it could, not knowing where the profits would come from, but cheered
on by investors that the internet would be so transformative, all that mattered was building
out fiber capacity. WorldCom went bankrupt within a few years. In fact, only one of the four
(Microsoft) can claim today to be among the S&P 500's largest, and it still took 15 years to
recover its losses from the last “transformative technology” boom/bust. Another (Cisco) took
nearly 20 years to recover its losses, and the last (Intel) trades at a lower valuation today than
25 years ago and is a shell of its former self in terms of technology leaders.
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The chart below shows how the technology-laden NASDAQ composite was “dead money” for 15
years after our last transformational boom went bust.
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Today, the
biggest In addition to being the biggest stock in the S&P 500, Nvidia holds a more concentrated share
g g8
contributor to of the index than any other stock in history. You can also see in the chart below that the only
. times the index’s largest stock traded a higher P/E multiple was Microsoft in 1998 and 1999.
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Source: Bloomberg, Apollo Chief Economist

Today, the biggest contributor to U.S. economic growth is the massive buildout of A.l.-related
capacity, which has reached the point, as in past cycles, that capacity is being built without a
knowledgeable basis in future profits. But investors are cheering on the largest stocks in the
S&P 500 who are making hundreds of billions of dollars of such capital investments because they
believe that A.I. will be so transformative, all that matters is building capacity. Sound familiar?
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Could it be different this time?

Even though this cycle has already brought the S&P 500 to a price/earnings valuation level
never seen before except during the internet bubble, the A.I. bulls argue that it is indeed
different this time. Rather than a market populated by unprofitable companies financed by
debt and venture capital that found themselves unable to meet their debt obligations and
that went bankrupt when the music stopped, this market is led by established companies
who are using their own extremely strong levels of free cash flow to make these A.l.-related
investments, so the downside from overinvestment is not the same.

So, just to be clear — these non-cyclical technology companies with “asset light” balance sheets
generating hundreds of billions in free cash flow from software and services are using most
of that free cash flow to become “asset heavy” by investing in property, plant, and equipment
as fast as they can, trending toward balance sheets that look more like cyclical industrial

. . companies (who trade at much lower valuation multiples due to cyclical vulnerabilities).
Keep in mind

that technology
continually Capex share of operating cash flow for hyperscalers: 60%
gets cheaper 65%

=== Amazon, Google, Microsoft, Meta and Oracle (hyperscalers) capital expenditure as a percentage of operating cash flow
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In addition, capital is not without a cost, whether it is financed by debt or by cash from
operations. Poor allocation of capital, regardless of its source, can hamstring a company for
years. Perhaps a Mag 7 company doesn't completely collapse like so many of those internet-
fueled stocks from the last cycle, but could it drop 50% because investors no longer think it is
worth a sky-high price/earnings multiple when it is saddled with supporting a trillion dollars’
worth of data centers that it discovered to be beyond its needs? In a 2000s redux, could its
stock price recovery from such a depth be stalled for a decade because its cash flow is already
spoken for and can't be used for technological development?

Keep in mind that technology continually gets cheaper and smaller with new competitors
emerging. Is there a startup out there that will build a better A.I. model with a fraction of
the computing need? History would argue that is a very real threat. We carry computers in
our pockets more powerful than those more than 100 times their size not that long ago. Will
advances in technology make data centers the “fiber optic buildout of 2025"?
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Market Crossroads: What are the caution flags?

While the markets have clearly focused on the positives this past quarter, there are plenty

of caution flags waving beyond the historically high valuation multiples and unprecedented
concentration of value in the U.S. stock market in a small group of A.l.-fueled stocks (the top 10
stocks in the S&P 500 now account for over 40% of the value of the entire index!?):

Looking beyond the cash-rich Mag 7, many of the high-flying “A.1.” companies in the headlines,
as well as an entire wave of startups, are, in fact, not profitable and don't expect to be for years
to come, meaning they are very reliant on debt and/or venture capital! Let's look at perhaps
the most famous example and its potential ripple effects on other companies:

OPENAI (PROVIDER OF CHATGPT)

..many of )
» OpenAl's most recent valuation is approximately $500 billion on revenue of just $13 billion*

the high-
flying “A.L" » While the most famous, ChatGPT finds itself in an increasingly crowded market of

. generative A.L tools
companies

are, in fact, not » Reportedly, attempts to convert free users into paying subscribers have been disappointing

profitable and due to competition and issues with quality and reliability

don't expect to » OpenAl expects to lose $44 billion over the next four years
be for years to » Yet, OpenAl signed a deal to pay Oracle $300 billion over the next 5 years for computing
come... power

» And, OpenAl unveiled plans last week for a $1 trillion build-out of data centers

» At avaluation of almost 40x revenues with tens of billions of dollars in losses, the market
seems to be pricing in near limitless potential for OpenAl, despite an increasingly crowded
and capable field of competitors

Cisco Systems was a very profitable company in 2000 - its problem was that it was reliant on
commercial relationships with unprofitable customers. Like a dot.com that ordered thousands
of servers that it never paid for, what is the downside for OpenAI to sign all these deals?
Especially if the vendor will finance them!

“Circularity” has become a popular term to describe how some profitable A.IL firms are
providing financial support to their customers to enable the customers to buy more of the
seller’s product, essentially leveraging up their exposure to those clients. Let’s look at potential
sources of ripple effects on two very profitable companies if OpenAlI's plans stumble:

i. JPMorgan, Guide to the
Markets, Sept 30,2025

ii. Bloomberg, October 2,2025
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RIPPLE EFFECTS? (ORACLE AND NVIDIA):
» Oracle is currently the 12th largest company' by value in the S&P 500 after jumping
approximately 40% on announcement of its $300 billion deal with OpenAlI

» Presumably, Oracle has now committed a substantial share of it's A.I. computing capacity to
an unprofitable company whose annual revenue is less than % of its annual commitment to
Oracle

» Nvidia has made investments in several high-profile clients, including OpenAI"

» Nvidia's market value jumped by $160 billion upon announcement of a $100 billion
investment in OpenAl, which illustrates some concerning market alchemy:.

» Reports estimate that for every $1.00 Nvidia invests in OpenAl, it gives OpenAlI the financial
For all the capacity to spend $3.50 on Nvidia chips’

reports of a However, despite the signs of froth, timing a market peak is virtually impossible. “Irrational”

weakening jobs exuberance can continue for years, and, as the graph on page 3 shows, a “wise” investor who sold
market, the technology stocks two years early in 1997 sacrificed enormous return potential to avoid losses

on gains that they never realized. What if there is another stage to this boom before the bust?
unemployment

rate remains Market Crossroads: Green Flags

historically low As we mentioned earlier, the U.S. economic data is unusually divergent, and for all the caution
at 4.3%... flags, there are plenty of green flags as well.

» With 3.8% GDP growth in the second quarter, the U.S. economy continues to surprise to the
upside with its strength.

» Interest rate cuts by the Federal reserve when the economy is not in a recession usually
imply very strong performance for U.S. stocks.

» The massive capital investments being made, largely by the “hyperscalers,” such as
Microsoft, Amazon, and Google, are providing a substantial boost to the U.S. economy,
not just to buy A.I. semiconductor chips, but for building the data centers and the massive
energy capacity to power them.

» Consumer spending continues to be surprisingly resilient, although growth is largely focused
among higher income brackets who are benefitting most from strong financial markets.

» For all the reports of a weakening jobs market, the unemployment rate remains historically
low at 4.3% with layoffs and jobless claims remaining subdued as fewer job openings are
offset by fewer available workers in a “no hiring, no firing” paradigm.

» Market anxiety about trade policy and tariffs has greatly improved

Not surprisingly given the new market highs, “FOMO" or “fear of missing out” on short-term

il évzvtvvbs\icé<c2hoazrés‘com/sp5oov market rallies seems to be supplanting the fear and caution brought on by the tariff-related
ober 3,

iv. Nvidia press release, Ap[‘ll market turmoil.
September 22,2025

v.  Wall Street Journal,
September 29, 2025
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International
stock markets
continued their
powerhouse
2025
performances
in the third
quarter,
retaining a
comfortable
lead over U.S.
markets so far
this year.

International Equities

International stock markets continued their powerhouse 2025 performances in the third
quarter, retaining a comfortable lead over U.S. markets so far this year. With a calmingin
trade rhetoric, China led emerging markets higher, and countries, such as South Korea, that
reached trade agreements with the U.S. fared particularly well. A July trade deal with the EU
helped developed market stocks post a strong quarter as well, and Japan finally seems to be
emerging from more than three decades of economic nightmare.

International Equities

Index Q3 2025 YTD
MSCI EAFE (Developed Markets) 4.8% 25.1%
MSCI Emerging Markets 10.6% 27.5%

Source: Morningstar

What about tariffs, inflation, and the Fed?

In a highly anticipated and well-telegraphed move, the Fed resumed cutting short-term interest
rates in September. While there have been months of political calls for the Fed to cut more
aggressively, the markets have largely agreed with the Fed's more patient path. In fact, with

so much uncertainty regarding whether one-time tariff-based price increases could lead to a
resumption of higher consumer inflation expectations, there was significant risk that earlier
rate cuts could have fueled the bond market’s inflation concerns. This would have likely
resulted in higher long-term rates (and mortgage rates) despite lower short-term rates. With
inflation still seemingly on a controlled path, bond markets rallied around the rate cut.

Fixed Income

Index Q3 2025 YTD
Bloomberg US Aggregate Bond Index 2.0% 6.1%
Bloomberg Global Aggregate Bond Index 2.0% 6.3%
Bloomberg Municipal 5-Yr Index 2.2% 4.5%

Source: Morningstar
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What does all this mean for client portfolios?

What does this mean for investors who find themselves at this crossroads? Should they keep
riding the “A.I. wave” as the world becomes increasingly convinced that this time is different
and there are endless profits to be had with this latest transformational technology? Should
they sell exposure to Mag 7 stocks and large caps fearing the signs of market hysteria are
getting too strong?

At Montis, clients have seen us preparing for this dilemma for the past few years. As the
stocks at the very top of the S&P 500 keep getting increasingly expensive, investors must
remember that the price you pay will impact your returns, and when you pay historically high
multiples on each dollar of earnings, you simply can't expect the returns going forward that
you saw as those multiples grew and got stretched. However, it should not be an “all or none”
decision, and we want to invest for the range of outcomes, not place a bet on a best or worst
...the price you case. Many clients have seen us preserve our exposure to further upside, but trim some of it

to invest in sectors where we see better value and some ability to mitigate any severe market
decline. Whether it is shifting some S&P 500 exposure to the “non-Mag 7" stocks in the index,
or midcaps, which have more attractive valuation and have actually outperformed large caps

pay will impact
your returns...

over their history, or small caps, which, in addition to lower valuation, are better positioned in a
world of reduced global trade.

Beyond U.S. equities, we have found ways to invest in A.I. infrastructure through the data
centers themselves and their long-term contracts to receive cash flows from the cash-rich Mag
7 companies. Also, we have invested in other private markets where disciplined underwriting
standards determine the prices of transactions, not the “buy at any price” manias that occur

in the public markets. With U.S. equities so expensive in recent years, we've had much more
focus on international markets, which finally seem to be coming into their own this year. We
have retained our potential to profit handsomely from a continued A.I. boom, but we have also
found other potential sources of compelling returns to mitigate the A.l.-related risk, providing
us with improved protection should that technology boom turn into another transformational
technology investment bust.

Our objective is to build “durable portfolios” for clients — portfolios that find a broader range of
attractive risk/return opportunities than traditional stock- and bond-only portfolios, but do so
in a way that does not just blindly reduce risk to protect against loss, but rather reallocates risk
to different sources of return so that the overall portfolio is positioned to generate a steadier
stream of compelling returns as clients march toward their investment objectives.

Dennis Follmer
Chief Investment Officer
October 1, 2025
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FINANCIAL PLANNING NEWS

Neither a borrower, nor a lender be...
(but for family members, maybe?)

DON'T OVERLOOK FAMILY LOANS as a useful tool for
helping out others in financial need

Many people make gifts to others to take advantage of
the annual gift tax exclusion amount, which for 2025 is
$19,000. But what if you want to help more than what the
exclusion allows? Of course, you could make a taxable
gift and use some of your Unified Credit (currently
$13,990,000), but many are uncomfortable tapping

into that credit to help one child but not others. That's
where family loans can serve an important role. Even
though they're called family loans, it doesn’t have to be
just family, but family situations are when it most often
comes up. In short, these considerations below apply any
time you lend money to another person.

Here's an example: you lend your child $100,000 to help
with the purchase of their first home. The loan is for 10
years, at an interest rate of 4.73%, compounded annually.
The child would make an annual payment at year-end

of $12,781.20 (consisting of $4,730 in interest and the
remaining $8,051.20 applied to principal.

A loan like this has many advantages. You can help a child
with a major purchase (like a home, business start-up,
etc.) and not be limited to the annual gift tax exclusion
amount. You would avoid using any of your Unified
Estate Credit. The child can secure financing when other
methods are unavailable or unattractive. The minimum
interest rate you can charge on the loan is often lower
than loans from banks. The interest charged and paid
“stays in the family.” You can mentor your child on the
costs of borrowing money and the discipline of making
timely regular payments.

Or, going one step further, you can leverage your annual
gift tax exclusion amount annually by forgiving interest

and/or principal on the note. In our example above, since
the total gift tax exclusion amount of $19,000 exceeds the
total amount of principal and interest owed, you could
conceivably forgive both principal and interest annually—
and still have room left over!

But there are important limitations you should know.

If you charge too low an interest rate, that would be
construed as a taxable gift. So, using the above example,
if you had charged 3% instead of the assumed rate

of 4.73%, the difference of 1.73%--or $1,730--would be
construed as a gift to the child. To avoid this, the IRS
publishes Applicable Federal Rates (“AFR"”) monthly on
what interest must be charged on a loan. If a loan you
make in a given month is at least that published rate, you
avoid this issue.

Also remmember to document the loan terms in detail—
just like a traditional loan--to show the IRS that the loan
is legitimate. Consult with your legal adviser to draft a
promissory note with all the necessary provisions (loan
amount, interest rate, repayment schedule, etc.), and
have the note properly signed by lender and borrower.
You should keep track of payments made. You also need
to report any interest accrued (in the example above,
$4,730) as income on Schedule B of your Federal income
tax return. If you choose to forgive any part of the loan,
you should document it with a gifting letter and keep

it on file. But keep in mind that even if you forgive the
interest owed as a gift in any year, that forgiven interest
is still considered income, and needs to be reported on
Schedule B.

Reach out to your Montis adviser to see if a loan to a family
member makes sense with your financial planning goals.
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MONTIS COMPANY NEWS

We're excited to welcome three new members to the Montis team

CHELSEY BARKER joins the Montis He is an asset to the team, leading the day-to-day
team as the Executive Assistant and compliance functions.

Office Manager. With over three years

of administrative experience, including
supporting executive leadership, and over
ten years in client-facing industries, she will
play a vital role in supporting the team and
ensuring smooth day-to-day office functions.

JAKE EASTMAN is the new Partnership
Analyst at Montis Financial. He supports the
full execution lifecycle of a new acquisition
partnership, collaborating directly with the
leadership team. Jake is an integral part of
the team, ensuring due diligence on all new
partnerships is fully completed.

ADRIAN KETRI, our new Chief Compliance
Officer, has over 20 years of experience in
legal and compliance leadership positions.
He oversees all aspects of the compliance
function to ensure alignment with
regulatory requirements and the fiduciary
obligations of the firm and its employees.

Important Disclosure Infor ion This document has been prepared by Montis Financial, LLC (“Montis” or “we/us") for informational purposes only and shall not be
construed as an offer or an invitation of an offer to purchase a security or participate in any investment strategy.

In preparing this document, Montis relied upon certain information provided by third parties. While Montis believes such information to be accurate, we have not, and will
not, verify the accuracy of any such information and therefore shall not be held liable for its accuracy or completeness. All information contained herein is as of the date
indicated and is subject to change at any time.

To the extent that any portion of this document includes assumptions or projections they reflect Montis' current opinions or positions that may change due to various
factors, including changing market conditions and/or applicable laws. Such content shall not be construed or relied upon as an absolute probability that the assumption
or projection will prove correct or projected result will occur. No discussion or information contained in this document can serve as a receipt of, or as a substitute for,
personalized investment advice.

Past performance is no guarantee of future results. Different types of investment involve varying degrees of risk. Therefore, there can be no assurance that the
future performance of any specific investment or investment strategy referenced directly or indirectly in this document will be profitable, equal any indicated historical
performance level(s), be suitable for your portfolio or individual situation, or prove successful.

Diversification and asset allocation do not ensure a profit or guarantee against loss. Each investment asset type has a distinct set of risk and return objectives.

Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational and comparison purposes only and
generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence
of which would have the effect of decreasing historical performance results. It should not be assumed that your Montis account holdings correspond directly to any
comparative indices or categories. Comparative benchmarks and indices may be more or less volatile than your Montis accounts. A description of each comparative
benchmark and index is available upon request.

Montis is neither a law firm, nor a certified public accounting firm, and no portion of this document should be construed as legal or accounting advice.
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