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Wealth Effect (p2) Consumer confidence is rising, but whether it will propel spending is a question.

Inflated Expectations? (p3) Three reasons why the consensus could be wrong about inflation and
interest rate increases.

What's a Dollar Worth? (p5) In this article we look at the complex role the U.S. Dollar plays in a
diversified portfolio.

Fixed Income Round-Up (p7) Despite a rate hike, it was a quiet quarter for credit markets.

How To Save For College Expenses (p9) Ease the burden of paying for college by planning early and
funding a college savings plan.
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Global stocks unabated rise continues as interest rates are steady.
Unemployment Rate Real Gross Domestic Product (GDP)
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The unemployment rate is matching the 2007 low, while GDP’s sluggish growth continues.




Economic Memorandum
Wealth Effect

By: Charles D. Osborne

In this article: Consumer confidence is rising, but whether it will propel
spending is a question.

The first quarter started off with a bang...a new president with new policies and a raise in the
interest rates with promises of more to come. On top of that we had the continuation of the “Trump
rally” which has pulled the stock market up 14% since the election. Driving the market was talk of a
tax cut and increasing spending on infrastructure. Whether this will actually happen is a question
that will soon be answered. In any case, a volatile but key component to our economy has increased

sharply in recent months.

Consumer confidence has been rising in fits and spurts since the bottom in 2009. In March of that
year, the Consumer Confidence Index®hit a low of 23. By the end of 2013, it had risen to over 70
and now stands at 125. Over time, confidence has a high correlation to spending. Confidence comes
from various sources but is most heavily influenced by the stock market, housing and employment,
in that order. There used to be a higher correlation to housing prices than the stock market, but the

collapse of the housing market is still fresh in everyone’s mind.

While confidence has doubled in the last five years, spending has lagged behind, stuck at around 3%
growth, barely above inflation. Some of the issue has to do with demographics. Baby boomers own
more stocks than other age groups and as they mature they spend less. The stock market makes
them and others happy, but the perceived volatility in the markets restricts the confidence required

to spend.

Housing on the other hand is less volatile and retains a high relationship with spending. The
problem this time is that although home prices have been rising, the inventory has not been
growing. Builders and lenders are cautious. Lenders also have a host of new rules and regulations
to wade through that slow the process. Buyers are not looking at homes as investments as much as
they have in the past. The debacle of 2008 changed attitudes towards homes as piggy banks for the
foreseeable future. However, as home prices climb and millennials discover the joy of home owner-

ship, the pressure will be on to increase the housing stock.

The current economic situation is quite positive and is still improving. Wage growth, employment,
home prices and inflation are all on the right track. As the new administration determines and
implements policies, we assume some of the uncertainty will be cleared up. We believe the “wealth
effect” is still a factor in consumer spending, but you need housing as well as stocks to be on the

same path. This has been true in terms of prices but not the number of units. The number of home
© 2017 Osborne Partners Capital Management, LLC. All rights reserved.
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sales in the U.S. is critical to growth and spending. The tipping point for this will be an increase in

housing inventory with easier access to funds. This could happen sooner than we expect. =

Consumer Spending vs. Confidence
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Inflated Expectations?

By: Justin W. McNichols, CFA

In this article: Three reasons why the consensus could be wrong about inflation
and interest rate increases.

After the recent stronger economic data and subsequent Federal Reserve interest rate hike, the
consensus generally believes the Federal Reserve will continue interest rate increases into the
foreseeable future, totaling three or four increases in 2017 alone. The thesis is fairly simple - the
economy, especially employment, is strengthening, and after falling for three years from 2007-2010,
inflation is poised to normalize at a higher level. Because of these reasons, the Fed will need to raise

interest rates numerous times in 2017.

The current consensus amongst economists is that inflation will be 2.5% in 2017, about double the
level we saw in 2016 and the highest since 2011. Economists also believe that inflation will stay

above 2.0% for the next three years despite the fact that it has been over 2% only once in the past

© 2017 Osborne Partners Capital Management, LLC. All rights reserved.
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eight years. However, what if actual inflation does not spike, or even continue to increase? Could
slower inflation actually cause the Fed to stunt their interest rate increase cycle? Let us examine
three reasons why inflation could post growth rates below expectations, and what that means for

interest rates and your portfolio.

First, wage growth. After bottoming in late 2012 at a year over year growth rate of about 1.25%,
wage growth has increased, and hit nearly 2.70% in the fall of 2016. As shown in the chart below,

typically when the unemployment rate drops to a cycle low below 5%, wage growth peaks.

FRED ] — Civilian Unemployment Rate

— Average Hourly Earnings of Production and Nonsupervisory Employees: Total Private

Percent, Percent Change from Year Ago

1975 1980 1985 1990 1995 2000 2005 2010 2015

Sources: U.S. Bureau of Labor Statistics
fred.stlouisfed.org myf.red/g/dkYC

One difference today is wage growth has not risen above 2.70%, while other cycles have seen wage

growth hit 4% growth (red line).

Second, rent comparisons. A metric called Owner’s Equivalent Rent (basically, how much do home
renters pay), is actually over 30% of the Consumer Price Index (CPI) calculation. After briefly
dipping into negative year-over-year territory after the recession, rents have been on a tear, and
were recently up 3.6%. History indicates rent increases usually slow once growth rates hit 4%. Not
only is the growth rate closing in on 4%, but there are several indications that rental housing supply
is set to increase for possibly the next few years. We may be close to a plateau in this inflation

indicator.

Third, oil prices. After reaching around $110 per barrel, the price of oil started a precipitate drop,
achieving a low of $27 per barrel in early 2016. By the time those early 2016 prices were lapped in
2017, oil was up nearly 100% (although down 50% from the highs). A 100% increase can certainly
be pegged as inflationary. However, in 2016, after reaching $27, oil prices spiked off the bottom,

© 2017 Osborne Partners Capital Management, LLC. All rights reserved.
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and reached $50 by June 2016. The closer we inch toward June 2017, the closer the year-over-year

growth slows to practically 0% growth.

If each of these metrics slow, and inflation becomes far less of a worry to the Federal Reserve, they
may raise interest rates less than the consensus believes. If this occurs, it sets in motion a chain of
events that may be more supportive of U.S. equities, while reducing the probability of negative fixed

income returns (since interest rates will not rise as much as previously thought).

Entering 2017, our OPCM Valuation Stoplight, shown below, was pointing to overvaluation in all of
our absolute and relative valuation metrics for the S&P 500. However, as long as interest rates and

inflation were tame, U.S. stocks had moderate upside.

VALUATION METRIC TYPE 2006 2007 3Q 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
PE / Ten-Yr Earnings Absolute
Price / Book Value Absolute
Price / Sales Absolute

Price / GDP Relative

Price / Foreign Equities Relative

Interest Rate Adjusted PE |Correlating|

Inflation Adjusted PE Correlating|

* End of year valuations used Source: OPCM
If inflation fears do not come to fruition, and interest rates do not excessively climb, both U.S.
equities and U.S. bonds may outperform the more pessimistic consensus. The next two to four
months holds the key to whether the consensus is correct or overly fearful of inflation and interest

rate increases. B

What’s a Dollar Worth?
By: Jay M. Skaalen, CFA

In this article: We look at the complex role the U.S. Dollar plays in a diversified
portfolio.

Over the past few years, the U.S. dollar has marched higher driven by several factors including a
recovering U.S. economy, expectations for tighter monetary policy, and sluggish growth prospects
outside of the U.S. These were among the reasons we initially added our long U.S. dollar position, in
addition to our belief that having exposure to the dollar would accomplish one other objective: to
hedge the currency risk in our portfolio. But after several years of steady performance and many

people starting to express doubt that the dollar rally can continue much longer - does it still make
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sense to own the greenback? In this piece, we will take a look at this question, and explain how we

view the role of the U.S. dollar in a diversified portfolio.

Our position in the dollar is one of several that make up our alternatives asset class. In general, the
primary role of this asset class is to hedge against a variety of risks including interest rate risk or
currency risk. As mentioned above, our position in the dollar helps to hedge the currency risk in
your portfolios. For those wondering what currency risk is - it can be broadly defined as losses
brought on by adverse movements in one or more currencies. As an example, if you live in the U.S.
and purchase a one-year bond issued by Mexico paying 2% and the peso subsequently falls by 5%,
you will lose money when your funds are converted back to U.S. dollars. Currency movements affect
each and every asset class, but have historically had a more profound impact on international assets

and natural resources.

To help demonstrate how U.S. dollar exposure acts as a hedge to other parts of your portfolio,
consider the table below which shows the correlations between the dollar and other asset classes
over the past 20 years. Correlations span from -1.0 to +1.0 with -1.0 meaning two assets move

completely opposite of one another and +1.0 meaning they move in complete unison.

Asset Class 1 Correlation With USD
U.S. Equities -0.35
International Equities -0.52
Fixed Income -0.14
Real Estate -0.35
Natural Resources -0.40

1. U.S. Equities: S&P 500, International Equities: MSCI All Country Ex-U.S. Index,
Fixed Income: Barclays Aggregate Bond Index, Real Estate: FTSE/NAREIT All Equity REIT Index,

Natural Resources: Bloomberg Commodity Index Source: OPCM

As you can see from the table, the dollar has had a negative relationship with every major asset class
over the past two decades. Over shorter time frames like the past 3-5 years, these correlations may
not always hold, however periods like these have proven to be anomalous over the course of time.
The negative correlation that the dollar has displayed is the hallmark of diversification and should
reduce the overall volatility and risk in your portfolio. We saw this benefit first hand when
international equities sold off by over 20% from summer 2014 until early January 2016 - a period in
which the dollar was up over 20%. Additionally, the efficacy of the dollar as a hedge has notably
increased during periods of significant volatility in equity markets, like the last two U.S. recessions in
2001 and 2008-2009, exactly when you need diversification the most.

© 2017 Osborne Partners Capital Management, LLC. All rights reserved.
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FRED PO, — Trade Weighted U.S. Dollar Index: Broad
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Over the past three years the dollar has rallied over 20%. Our investment team is skeptical that the
dollar can replicate the rally seen in recent years for reasons including the maturity of the U.S.
economic recovery, foreign economies closing the growth gap vs. the U.S. and other prominent
central banks taking initial steps to shift away from ultra-accommodative (and typically currency
damaging) monetary policies. Despite this outlook, we value our position in the dollar as a currency

hedge and believe it will continue to effectively lower the overall risk in your portfolio. B

Fixed Income Round-Up

By: Charles J. Else

In this article: Despite a rate hike, it was a quiet quarter for credit markets.

Despite the U.S. Federal Reserve raising interest rates at their March meeting, it was a pretty quiet
quarter for credit markets. Interest rates fell slightly for the quarter while credit spreads also

narrowed marginally.

The best-performing issues were junk bonds, which enjoyed a 2.70% return for the quarter. The
average return for all bond issues was up 0.8% for the quarter. The benchmark 10-year U.S. Treas-

ury ended the quarter at 2.35% (still a substantial move up from a year ago).

© 2017 Osborne Partners Capital Management, LLC. All rights reserved.
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We continue to believe the Fed will likely raise rates at least one more time this year. As a result, we
continue to maintain a defensive stance with our bond allocations, targeting the 3-8 year maturity
range. As rates continue to move up, we believe we’re well positioned to have our clients’ bonds

maturing at a time when we should be able to lock in substantially higher yields. B

YTD 2017 Bond Market Total Returns
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Source: Wall Street Journal

Bond Market Yields 3/31/2017

Average Money Market Fund 0.11% 10 Yr. AAA Muni Bond 2.07%

5 Yr. AAA Muni Bond 1.23% 10 YrAA Corporate 2.95%
Bond—Long Term

g;ga’i’?nfe"nrﬁz‘;ie 2.14% 10 Yr. US. Treasury 2.35%
30 Yr. Fixed Rate Mortgage 4.30%

(Conforming)

Source: Yahoo!Finance and Bankrate.com
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How To Save For College Expenses

By: Judy N. Hirotaka, CFP®, ChFC®, CWS®

In this article: Ease the burden of paying for college by planning early and fund-
ing a college savings plan.

It's not always easy to plan for large expenses. Paying for college expenses is certainly one of them.

Unfortunately, college tuition and fees have risen quicker than the average rate of inflation.

Between 2006-2007 and 2016-2017 (over a 10 year period) a public 4 year college’s in-state tuition
and fees increased on average by about 3.5% per year beyond inflation®. It may not sound like much,
but it is significant if we consider that the median family income in the U.S. grew an average of 0.4%

per year (after adjusting for inflation) between 2005 and 20152

Although there are various tax-advantaged accounts that can help save for college expenses, the
most popular are 529 plans (also known as qualified tuition programs). 529 plans were created in
1996 specifically to help pay for higher education expenses. There are two different types of 529
plans, college saving plans and prepaid tuition plans. Prepaid tuition plans are not offered in
California and contributions into a California 529 Plan offer no tax incentives for CA residents

(unlike some states that do) so it makes sense to choose a 529 plan based on its own merit.

Unlike UTMA/UGMA (Uniform Transfers/Gifts to Minors Act) accounts, 529 plans are not subject to
the annual kiddie tax and offer tax free growth if used for qualified higher education expenses.
Qualified expenses amongst other things include tuition, fees, books and room and board. 529 plans
also allow the owner to keep control over the assets whereas UTMA/UGMA accounts eventually
transfers the control to the beneficiary at the age of majority (18 or 21 depending on state). In
addition, UTMA/UGMA account assets are irrevocable gifts made to the child and are not

transferrable while assets in a 529 plan are transferrable to another qualifying family member.

UTMA/UGMA accounts on the other hand, do offer more investment options and assets can be used
for the child’s benefit; not limited to paying for higher education expenses. If funds are withdrawn
from a 529 plan for non-qualifying expenses, the portion of earnings (not principal) will incur a 10%

penalty and will also be subject to federal and state taxes.

College students seeking financial aid through grants, work-study, loans or applying for scholarships
will need to complete a FASFA (Free Application for Federal Student Aid) application form. Assets in
a 529 plan whether student or parent owned are not counted as the student’s assets but rather the
parent’s assets in the Expected Family Contribution (EFC) calculation. Student’s assets represent

20% in the EFC calculation, however, parent assets represent a maximum of 5.64%.3 Dividends and
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interest from a 529 plan are also not reported as the child’s income which is normally assessed at
50% of the EFC. If the 529 is owned by a non-parent such as grandparents, withdrawals from the
529 plan are considered as the child’s income which could count against the student’s EFC the
following year.3 One way to work around this is to use the 529 plan owned by the non-parent
during the beneficiary’s junior year in college (assuming 4 years of college). Starting in 2017,
students are able to submit a FASFA earlier (October 1st rather than January 1st of the following

year) therefore report earlier income information.*

To take advantage of compounding growth it is better to start investing in a college savings plan
sooner rather than later. For those who want to make a large initial contribution into a 529 plan, a
lump-sum 5 year equivalent gift can be made to any single beneficiary. In 2017, a single donor can
make up to a $70,000 contribution or a married couple can make a combined gift totaling up to
$140,000 without having it count against their lifetime gift exclusion ($14,000 annual gift exclusion
x 5 years = $70,000 x 2 = $140,000). This gift assumes that no other gifts are made over the 5 year

period to the beneficiary.

Each 529 plan has lifetime maximum contributions. Investments within a 529 plan can be changed
twice a year and can be rolled over into a different 529 plan once every 12 months. Depending

upon gifting strategy, a Form 709 may need to be filed with your taxes.

Feel free to reach out to your primary relationship manager at OPCM to further discuss plans on

funding your family’s education goals. H

For more details regarding qualified tuition programs, go to Publication 970 on the IRS website at

https://www.irs.gov/publications/p970/ch08.html.

1.&2.https://trends.collegeboard.org/college-pricing /figures-tables/average-rates-growth-

published-charges-decade#Key Points

3. http://www.savingforcollege.com/intro to 529s/does-a-529-plan-affect-financial-aid.php

4, https://studentaid.ed.gov/sa/about/announcements/fafsa-changes
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OPCM Profile: Karen J. McMillan, CFP® — Portfolio Counselor

Karen began her financial advisory career in Vancouver, Canada, in 1994. She
obtained numerous financial planning designations, including the Registered
Financial Planner (RPF), Certified Life Underwriter (CLU), Certified Financial
Planner (CFP®), and Canadian Investment Manager (CIM). She was very active in

the financial planning community, serving on the board of the BC Chapter of the

Canadian Association of Financial Planners, teaching Successful Money
Management courses, and was a frequent guest on Money Talks, a radio and television program. In

addition she was the financial planning spokesperson on the Channel 4 TV Sunday Morning News.

Family reasons took Karen to Maine in 2001. She immediately set out to acquaint herself with
American taxation laws. Her first job in the U.S. was preparing tax returns for H&R Block
clients. After tax season, she started working as a Financial Advisor with Bangor Savings Bank in
the Bank’s Trust and Investment Management Department. In 2006, she accepted an offer to be
part of a Private Banking team for high net worth clients of Key Bank, and during this time she con-
tinued her commitment to financial planning and became an accredited Certified Financial Planner
(CFP®) in the U.S. In 2007, Key Bank sold their investment division to UBS, and Karen transferred to
the West Coast. In San Francisco, she had the opportunity to develop an expertise in equity
compensation, and joined Merrill Lynch to focus on providing strategic liquidity planning advice to
executives and insiders receiving equity awards, and she completed the Certified Equity

Professional (CEP) Level 1. She spent 7 years at Merrill Lynch before joining OPCM in 2017.

Applying her 20 years of diverse experience and her specialized Certified Financial Planner®
knowledge, Karen focuses on using financial planning tools and comprehensive wealth management
practices (such as stock option, tax, and estate planning), to provide OPCM clients with personalized

strategies and recommendations designed to most effectively meet objectives.

Karen serves on the board of the Friends of the Commission on the Status of Women, and actively
supports equal opportunity for women and girls in the community. She and her husband recently
celebrated their 5th wedding anniversary, and Karen is resolutely attempting to learn Spanish so
that she can communicate with her husband’s family in Argentina. An avid reader and an
enthusiastic traveler, Karen most appreciates having time with family and friends, and feels very

fortunate to be able to call San Francisco home. B
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Referrals of your friends and family are the greatest compliments we can receive. If you
know of anyone who can benefit from our unique combination of investment management

and active financial planning, please do not hesitate to contact us.

Locations:

580 California Street, Suite 1900 535 Middlefield Road, Suite 160

San Francisco, CA 94104 Menlo Park, CA 94025
Phone: (415) 362-5637 Phone: (650) 854-5100
Fax: (415) 362-5996 Fax: (650) 854-5661
Contact Us:

E-mail: info@osbornepartners.com
Phone: (800) 362-7734

www.osbornepartners.com

Our updated ADV is available upon request and on the online OPCM client portal.

Certified Financial Planner Board of Standards Inc. owns the certification marks CFP®, CERTIFIED FINANCIAL PLANNER™
and federally registered CFP (with flame design) in the U.S., which it awards to individuals who successfully complete CFP
Board'’s initial and ongoing certification requirements.

The opinions expressed herein are strictly those of Osborne Partners Capital Management, LLC as of the date of the material and is subject to
change without notice. None of the data presented herein constitutes a recommendation or solicitation to invest in any particular investment
strategy and should not be relied upon in making an investment decision. There is no guarantee that the investment strategies presented
herein will work under all market conditions and investors should evaluate their ability to invest for the long-term. Each investor should select
asset classes for investment based on his/her own goals, time horizon and risk tolerance. The information contained in this report is for infor-
mation purposes only and should not be deemed investment advice. Although information has been obtained from and is based upon sources
Osborne Partners Capital Management, LLC believes to be reliable, we do not guarantee its accuracy and the information may be incomplete or
condensed. Past performance is not indicative of future results. Inherent in any investment is the possibility of loss. Osborne Partners Capital

Management, LLC does not provide tax or legal advice. Please consult with your tax and legal advisors regarding your personal circumstances.
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