LITMAN GREGORY

PORTFOLIO STRATEGIES

Managing Portfolios in a Low-
Return Environment

PORTFOLIO STRATEGI

Our independence sefs us apart.
+ Objective, high-conviction fund portfolios

+ Unconstrained thinking

+ A boutique firm with fotal client dedic

S

Litman Gregory Overview

Established in 1987, we provide investment management services to high-net-
worth individuals, families, nonprofits, and investment professionals.

Independent and employee-owned, with offices in Larkspur and Orinda, CA

Currently 13 partners and 44 employees

Significant research focus with ten research professionals

$8.7 billion in total assets under management**

**The Litman Gregory companies that manage assets include Litman Gregory Asset Management, o
LLC and Litman Gregory Fund Advisors, LLC. Assets as of 12/31/2012. LITMAN GREGORY
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“This year, I'm putting all my money into money.”

An Environment for Active Management

Downside risk

INVESTMENT MANAGEMENT

management O
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Portfolio Management Framework
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A Disciplined Approach is the Foundation

Scenario
Strategic Tactical Analysis Manager
Allocations Overlay & Stress Selection
Testing
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Importance of the Strategic Allocation

o It's a starting point for our portfolio allocations
O It provides a sensible long-term target allocation absent of “fat-pitch”
opportunities.
o It offers a constant frame of reference against which to measure the impact
of our tactical decisions
O It ensures a consistent discipline in decision-making
8 LITMAN GREGORY
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Risk-Defined Strategic Allocations

Conservative Moderate Moderate  Moderate Growth Growth Maximum Growth

. Conservative
o
40% 2ol =
Bonds 60%
80%
Stocks
5% -10% -15%

Equity-Like Risk  Equity-Like Risk

12-Month % Decline Threshold

Litman Gregory. uc Financial Wealth Management,
There is no guarantee that
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Inc.
losses will not exceed thresholds, particularly during shorter time intervals.




Our “Fat Pitch” Tactical Allocation Strate

When Long-Term Fundamentals and Current Valuations Diverge
We May Find a “Fat Pitch” Investment Opportunity

Current Valuations  *

Fair Value Based
on Fundamentals

s Shifting allocation
back down to neutral

Asset Cla:

g Potential “fat pitch” shift to
allocation above neutral

Years

Over the long term we expect valuations and fundamentals to converge.
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RSSET MANAGEMENT

Research Process

‘ Available Universe ‘

Quantitative Analysis ! Qualitative Analysis
v Manager Records v Disciplined Approach
v Risk/Return vs. i v Obsessive in Seeking an
Benchmark Edge
v Consistency In-Depth Due Diligence: v Focus
v  Expenses Questionnaires, v Culture & Stability of
v Asset levels Phone Interviews, and Organization
Site Visits v Quality Team

v Shareholder Orientation

l

A Select Few Make the Final Cut:
Managers With A Sustainable Edge

The research process described herein reflects the opinions of Litman Gregory at the | | T
time the material is written and may be subject to change.

1n

MASTERS FUNDS

Great Managers Typically Underperform at Some Point

Percentage of Top Quarti Managers Whose Performance Fell
to the Bottom Half, Quarti for at Least One Three Year Period
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Source: Davis Advisors, The Wisdom of Great Investors
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Performance Chasing Has Led to Whipsaw

Stock Fund Net Flows vs. Stock Fund Returns
(1/1/97-12/31/10)
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Source: Davis Advisors, The Wisdom
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Investment Outlook
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In OQur View

Expectations about portfolio risk based on the past 40
to 50 years of data likely understate the real risk....
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Current versus Past: Tailwinds Replaced by Headwinds

Debt Reduction
Very Low Rates (Likely To Rise)

Debt Growth

Falling Interest Rates

High Unemployment
Weak Housing Market
Risk Aversion

Rapid Consumption

Rising Housing Market Macroeconomic Uncertainty

Risk Taking High Government Deficit, Debt

Likely Higher Taxes
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Deleveraging Has Consequences to the Overall Economy
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Debt Has Been Transferred From Consumers to the

Government

Household and Government Debt

atawat e

Households have been deleveroging since the onset of
the financial crisis—the some con't be said about the

government N

1004

Household Debt as a % of GDP

Debtas 2% of GDP.

Government Debt as a % of GDP
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Washington’s Ability to Manage Debt is a Key Risk Going

Forward

Federal Government Expenditures and Receipts
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Monetary Policy Has Boosted Stocks but Also Creates

Uncertainty
The S&P 500 Index and Quantitative Easing
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Europe Remains a Risk

78%

Eurozone Unemployment
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Source: Organisation for Economic Co-Operation and Development LITMAN GREGORY
21 Data as of 2/28/13. * Greece Unemployment Rate as of 12/31/2012 T ST MANAGEMENT




Managing Portfolios
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Our Four Broad Economic Scenarios*

More
Optimistic
Average Recovery
Subpar Recovery
Stagflation
Severe Recession
More
Pessimistic

*hsof 03/31/2012
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Future Returns of Stocks and Bonds Will be Lower than

We’re Used To

1200% - 11.40%

10.00% |

8.00%

m9/1/1982-3/31/2012
6.00% |

M 5-Year Projected Annualized
Returns - Base Case

4.00% |

2.00%

0.00%

U.S. Stocks Investment-Grade Bonds
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Low Yields Could Mean Limited Upside for Bonds

HISTORICAL YIELD ON 10-YEAR TREASURY BONDS
(1962-2012)
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In a Low Yield Environment, Core Bonds Don’t Offer the

Historical Level of Downside Protection

Core Bond Returns in Equity Bear Markets
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Using Tactical Positioning to Improve Risk/Return Potential

Asset Class Portfolit.) Positiort vs.
Strategic Allocation
Fixed-Income:
Traditional Investment-Grade Underweighted
Absolute-Return Oriented Overweighted
Floating-Rate Loans (conservative strategies) Overweighted
Emerging-Markets Local-Currency Overweighted
Equities:
Larger-Cap U.S. Stocks Underweighted
Smaller-Cap U.S. Stocks Underweighted
Foreign Stocks — Developed Markets Underweighted
Foreign Stocks — Emerging-Markets Neutral - Overweighted
Alternative Investments:
Alternative Strategies Overweighted
LITMAN GREGORY
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Portfolio Example: Our Equity Positioning Favors Emerging-

Markets

Share of World GDP
(U.s. Dollar Basis)

0% ——Advanced Economies

0% ~——Emerging and Developing Economies

Itis estimated thatin 2023

54 Share of World GDP, U.S, Dollar Basis

A emerging-market economies
wil have more than half of
205 the world's share of GOP, in

U.S. dolfar terms

Source:INF data s of October 2012
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Portfolio Example: Seeking Value Away From Core Bonds

Investment Grade/Multisector Bond Vanguard Total Bond Market
Allocation Index Fund (Benchmark)
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Conservative Balanced IGB/Multisector Allocation = 25% PTTRX, 46% DBLTX, 29% LSBDX. As of 2/28/2013.
pe portion of overall 3 LITMAN GREGORY
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Our Positioning Reflects Several Considerations

= We remain cautious due to elevated risks and low expected returns in our
base case subpar recovery scenario

= We recognize the real possibility of a better environment and expect stocks
to outperform bonds over five years in all but our most pessimistic scenarios

= This is why, while underweight, our portfolios continue to hold material
allocations to stocks

= Within our stock allocation, we are tilted toward emerging-markets where
we expect higher returns

= We expect paltry returns for core bonds, particularly given our outlook for
rising rates over our five-year investment horizon

= Flexible bond funds and alternative strategies provide relatively attractive
risk/return potential

LITMAN GREGORY
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Thank you for your time!
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Asset Class Return Estimates Reflect a Wide Range of

Outcomes

Five-Year Annualized Asset Class Return Estimates

Boldhorizontal bars indicate
return estimates for our

s base-casescenario, o subpar
recovery.
15 The high and low points of each
assetcloss represents their
respective best- and worst-cose Base-Case
scenario returns. Five-Year
19% Return
Estimate
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Five-Year Asset Class Return Estimates
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Tactically Managing Risk Within Fixed-Income Portfolios

Fixed Income Allocation

 Investment-Grade Bonds 7%

B Non-U.S. Dollar 6%

= High-Yield Bonds 12%

 Convertibles 2%

w Preferred Equity 1%

= Bank Loans 8%

B Municipal Bunds 1%

= Emerging-Market Bonds 10%
Mortgage Backed 29%

B S Treasury 10%

B US. Agancy 1%

= Other™ 0%

Cash & Cquivalents 14%

Conservative Balanced Fixed Income Allocation = 13% LSBDX, 23% DBLTX, 16% PTTRX, 7% FPNIX, 15% PFIUX, 12% OSTIX,
4% DFRPX, 4% RPIFX, 6% PELBX. As of PNIX, OSTIX, 12/31/2012

Percentages represent portion of overall bond exposure. LITAMAN GREGORY
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Strategic Allocations as a Blueprint

Strategic
Inter
Domestic d
Investment | Larger-Cap |Smaller-Cap| Market Market
Grade Bonds |  Stocks Stocks Stocks Stocks Cash
Barclays Capital mscl
U.S. Aggregate Russell 2000 | MSCIEAFE | Emerging |Citigroup 3-
Bond Index |S&P 500 Index| _Index Index Markets Index | Mth T-Bill
Profile 1
Conservative 78% 10% 2% 4% 4% 2%
Profile 2- Moderate
Conservative 58% 20% 4% 8% 8% 2%
Profile 3- Moderate 38% 30% 6% 12% 12% 2%
Profile 4 Moderate
Growth 23% 37% 8% 15% 15% 2%
Profile - Growth 8% 45% 9% 18% 18% 2%
[RicHis e 0% 48% 10% 20% 20% 2%
Growth
LITMAN GREGORY
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Asset Class Ranges

Asset Class Ranges for Tactical Allocations
High-
Investment-| Yield |Large-Cap|Small-Cap| Dt
Grade Bonds| Bonds | Stocks | Stocks i Markets | REITs |Investments
Profile 1-
Conservative | 70-100%  0-20%  0-30% 0-25% 0-25% 0-25%  0-15% 0-30%
Profile 2-
Moderate
Conservative | 50-80% 0-20%  0-40% 0-25% 0-30% 0-30% 0-15% 0-30%
Profile 3-
Moderste | 30-65%  0-20% 10-50%  0-30% 0-35% 0-35%  0-15%  0-30%
Profile 4-
Moderate
Growth 10-45% 0-20% 15-60% 0-30% 0-40% 0-40%  0-15% 0-30%
':‘r’:i"';: 2-30% 0-20%  20-70% 0-30% 0-40% 0-40%  0-15% 0-30%
GG 2-10% 0-20% 20-80%  0-30% 0-40% 0-40%  0-15% 0-30%
Maximum
Growth
LITMAN GREGORY
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Note: These materials are intended for the use of investment professionals only and may
contain information that is not suitable for all investors. This presentation is provided by
Litman Gregory Asset Management, LLC (“Litman Gregory”) for informational purposes only
and no statement is ta be construed as a solicitation or offer to buy or sell a security, or the

dering of i advice. There is no agreement or understanding that
Litman Gregory will provide mdlvrdual advice to any investor or advisory client in receipt of this
document. Certain ir c it “forward-looking " and due to various

risks and uncertainties actual events or results may differ from those projected. Past
performance may not be indicative of future results and there can be no assurance the views
and opinions expressed herein will come to pass. Investing involves risk, including the potential
loss of principal. Any reference to a market index is included for illustrative purposes only, as an
index is not a security in which an investment can be made. Indexes are unmanaged vebhicles
that do not account for the deducrlon of fees and expenses generally associated with

products. For additi about Litman Gregory, please consult the
Firm’s Form ADV disclosure dacuments, the most recent versions of which are available on the
SEC’s Investment Adviser Public Disclosure website (www.adviserinfo.sec.gov) and may
otherwise be made available upon written request.
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