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Welcome

As it becomes progressively more apparent
that the investment landscape presents
unique challenges, it is also becoming
progressively more apparent that
conventional investment approaches are not
sufficient for meeting those challenges.

Areté is a unique organization for unique
times. With an orientation to research and
analysis, these activities are applied for the
purpose of solving problems and helping
investors do the best they can. Each
investment decision and communication is
made with the mindset of having skin in the
game.

If you are interested in getting more
insightful analysis and/or a different
perspective, please take a look at the blog
[here]. Content for the posts is selected and
created on the basis of being important,
relevant, and useful.

In addition, Observations by David
Robertson provides a weekly collection of
insights and analysis that are intended to be
especially relevant for long-term investors.
You can find the letters on the substack
platform at:
https://abetterwaytoinvest.substack.com

Finally, please always feel free to reach out
with questions or comments. A big part of
why | founded Areté was to be better able
to help investors. Let’s see if | can help you!

Inside This Issue
Welcome

Business Update

Asset Allocation
Transactions Review
Performance Review
Investment Philosophy
Areté All-Terrain Composite

Business Update

Business development opportunities for
active management often coincide with
relative performance. When the S&P 500
keeps going up, as it did in the second
quarter, there just arent a lot of
alternatives that look more attractive.

It is unfortunate that the business is so
driven by  short-term performance
considerations, but that is also why most
investors underperform the long-term
averages of their corresponding asset
classes. They chase returns at the top and
bail out at the bottom.

This age-old phenomenon sits awkwardly in
the context of a stock market that has been
backstopped by policy for well over fifteen
years. That backstop has done something
unusual: it has washed out the instinct to
sell.

The result is an unusual set of conditions. On
one hand, flows, market structure,
narrative, and the political environment
have all continued to be conducive to rising
stock prices. On the other hand, valuation
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excesses have become extreme, while risks
in geopolitics, public policy, monetary
policy, and international money flows
continue to accumulate.

It presents a classic Faustian bargain: decent
returns in the short term, but a heightened
chance of permanent impairment of capital
over a longer term that is still well within
the investment horizon of most investors.

That bargain is what shapes investor
behavior at the margin. There are
exceptionally few alternatives to a standard
60/40 stock/bond allocation — few
strategies genuinely designed to perform
well across conditions, especially when
conditions turn hostile to both stocks and
bonds. As a result, investors who reach a
natural decision point (like rolling a 401k
into an IRA) tend to do one of two things:
move into a standard target date fund,
effectively 60/40, or stay in cash.

I'm sure there are plenty of investors happy
to just go along with the flow. But it also
seems like there are quite a few who would
rather have better choices, and just haven't
found them yet. That's the gap All-Terrain is
built for: a strategy designed to deliver
returns without depending on the policy
backstop holding indefinitely.

If you have any questions about what | do or
just want to learn more about the All-
Terrain strategy, please reach me at
drobertson@areteam.com. | look forward to
it!

Thanks for your support!

David Robertson, CFA
CEO and founder, Areté Asset Management

Asset Allocation

As a reminder, the easiest way to think
about the strategic priorities of the All-
Terrain strategy is as an effort to get the
most out of the valid market opportunities
that exist. In other words, it is more about
finding attractive assets and creating
thoughtful diversification than about
speculating on hot stocks.

As a clarification, the strategy does also hold
stocks outside of the “Stocks” category.
Stocks are only included in the “Stocks”
category if they move broadly in line with
major stock indexes like the S&P 500. Gold
stocks, for example, are not included in the
“Stocks” category because gold prices have
a much greater impact on these stocks than
whatever happens with the S&P 500.

The chart below reflects a representative
account from the All-Terrain composite.

Actual allocation

“ -
= [nverse
correlation

= Uncorrelated

m Equities

The main effort continues to be establishing
an allocation with a much better
risk/reward ratio than the conventional
60/40 (stocks/bonds) strategy. The impetus
is the evidence that neither stocks nor bonds
are attractive for long-term investors in this
investment environment.
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The difference between the overall
allocation and the target allocation remains
considerable. The main deviations are due
to the very low weight in equities and the
much higher weight in gold. Gold remains
the most overweight position and cash/fixed
income is also considerably above target,
mainly due to a dearth of compelling
opportunities in stocks.

Target allocation
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Weights in the other asset classes, excepting
stocks, are reasonably close to target. This
is excellent evidence of the unconventional,
but more powerful, approach to
diversification. As has been the case, cash
remains the benchmark for new investment.

While the main medium-term macro theme
remains higher inflation by way of monetary
debasement, the interim environment
continues to exhibit many cross currents.
The war in Iran, which is a stickier threat
than at the end of last quarter, creates both
an imminent risk of supply shortages as well
as countless geopolitical risks. Virtually
none of these are adequately discounted in
stocks or bonds at the moment.

This mixture presents the awkward potential
for both deflation AND inflation in the
foreseeable future. If supply constraints
continue, growth will slow. |If policy

response is stimulative, then inflation could
become a big problem.

It is exactly the prospect for CHANGE in the
investment regime that imposes such a risk
for conventional 60/40 portfolios and for
which the All-Terrain strategy is specially
designed. Based on persistent geopolitical
tensions and ever-growing financial
constraints, it looks like change is coming.

Transactions review

There were no new transactions in the
quarter.

Performance review

Following are some of the general principles
that guide the management of the All-
Terrain strategy.

The primary strategy involves a search for
undervalued assets among a broad universe
of publicly traded securities and funds.

The overarching goal is to provide attractive
returns to investors on an absolute basis. As
many markets have become significantly
overvalued, this is especially important to
keep in mind.

Finally, a special effort is made to identify
and characterize asset classes that provide
diversification benefits over long periods of
time and across different investment
landscapes. Most diversification strategies
become very highly correlated in situations
of market stress and/or fundamental
change.
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For the second quarter, the ATA strategy
returned -11.26% (net of fees) while VBIAX
returned 9.58%.

The second quarter was the most extreme
for the ATA strategy since its inception. Not
only did the Al spending bubble continue to
propel stocks higher despite increasing
questions of sustainability, but the war with
Iran caused just about every other asset
category to underperform despite their
ability to hedge longer-term consequences.

Security performance was broadly negative.
Gold, commodities, and trend following
holdings all lost ground as the US dollar
strengthened in the context of the liquidity
demands related to the Iran conflict.

In general, gold stocks were hit hardest, but
BTU was down almost 30% with the biggest
single drop in the quarter. This was
ilustrative of the dissonant performance
throughout the quarter: In a geopolitical
struggle for energy security, a US-based
provider of cheap energy got hit harder than
anything else. While that was disappointing
for the quarter, it also suggested the value
proposition of the strategy relative to
typical 60/40 funds.

Investment Philosophy

We firmly believe in the critical importance
of a cogent investment philosophy for any
investment operation. In order to
emphasize this point, and to assist you in
understanding how we work, we provide an
abbreviated version of our investment
philosophy here. The text of our investment
philosophy is also provided, in its entirety,
in our Form ADV, Part Il which is available
upon request at any time.

Asset allocation is a key function of wealth
management

One of the most important functions for
long-term wealth accumulation is to have
access to certain asset classes when they are
attractive and to be able to minimize
exposure to other asset classes when they
are extremely unattractive. In short,
diversification moderates the long-term
swings in portfolio performance and
therefore significantly increases the chances
of wealth accumulation over a reasonably
long investment horizon.

Mispriced assets are an important source
of performance

One of the keys to investment performance
is finding and exploiting  market
inefficiencies. While such inefficiencies can
arise in the form of mispriced securities,
they can also arise in the form of over- or
under-valued industries or asset classes.

Identifying such opportunities begins with
the assessment of underlying intrinsic value.
When disparities with market prices exist
and clear rationale for such mispricing can
be identified, there are opportunities to
take advantage of the differential.

Information management is a core skill of
investment management

Analyzing investment opportunities and
developing portfolio construction is a
dynamic exercise that involves a constant
and ongoing process of gathering
information, processing it, analyzing it,
developing knowledge, and applying it for
the benefit of clients.
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Execution is crucial for investment
success.

In order to create value, an investment
strategy needs to be implemented
continuously and comprehensively. Actions
speak louder than words. We believe the
most effective efforts focus on a few simple,
but key concepts that work to ensure proper
execution of a firm's investment strategy.
This approach is notably distinct from the
common practice of simply gathering assets.

The first key to execution is structural in
nature and involves a firm's independence.
By maintaining independent ownership, an
investment firm eliminates agency effects
which can present a conflict of interest
between clients and certain of its ownership
groups.

The second key to execution is
temperament. The best investors tend to

have a temperament that provides them the
courage and initiative to act, often going
against the grain, when opportunities arise.
However, the same temperament provides
balance such that decision-making is not
simply a risk-taking activity, but a very
conscious and targeted effort to engage in
propositions  with  high  risk-adjusted
expected returns.

Finally, another important element of
execution is simply doing what you say you
do in your investment process. Too often,
perfectly acceptable investment processes
fail when actual investment activities bear
little resemblance to the process described
in the marketing presentation. We call this
the “marketing gap;” the difference
between what is said and what is done.
Execution is optimized when the marketing
gap is minimized.
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Areté All-Terrain Composite

Arete Asset Management, LLC
All Terrain Composite
August 31, 2021 - June 30, 2026

Vanguard balanced Total Composite  Percentage Total
Gross-of-Fees Net-of-Fees Index Number Internal Composite Assets of Composite Firm
Return Return Fund of Dispersion Assets With Bundled Assets With Assets
Period (percent) (percent) (percent) Portfolios  (percent) (%) Fees ($) Bundled Fees (%)
2021 0.06 -0.20 2.22 3 NA 841,887 841,887 100% 1,460,255
2022 3.26 2.26 -16.89 5 NA 1,491,824 1,491,824 100% 1,778,478
2023 3.19 2.24 17.56 6 NA 2,438,540 2,438,540 100% 2,438,540
2024 9.25 8.18 14.59 5 NA 2,867,376 2,867,376 100% 2,867,376
2025 29.62 28.40 13.60 4 NA 2,501,537 2,501,537 100% 3,771,341
2026
January 5.53 5.29 1.03 5 NA 3,242,528 3,242,528 100% 3,962,709
February 9.06 9.06 0.28 5 NA 3,635,213 3,635,213 100% 4,308,117
March -7.28 -7.28 -3.67 5 NA 3,278,851 3,278,851 100% 4,006,603
April -2.12 -2.12 6.25 5 NA 3,209,237 3,209,237 100% 3,923,628
May -1.64 -1.64 3.27 5 NA 3,156,605 3,156,605 100% 3,861,679
June -7.83 -7.83 -0.13 5 NA 2,909,545 2,909,545 100% 3,671,315
Q1 6.71 6.47 -2.41 5 NA 3,278,851 3,278,851 100% 4,006,603
Q2 -11.26 -11.26 9.58 5 NA 2,909,545 2,909,545 100% 3,571,315
YTD -5.31 -5.31 6.94 5 NA 2,909,545 2,909,545 7 100% 3,671,315

Areté Asset Management All-Terrain performance composite disclosures follow:

Definition of the firm

Areté Asset Management, LLC (Areté) was established in 2008 and is registered as an investment
adviser in the state of Maryland. Areté is defined as an independent investment management
firm and is not affiliated with any parent organization. Areté currently manages one strategy,
the U.S. All-Terrain allocation strategy, which it markets to individual and institutional clients.

Benchmark
The benchmark is the Vanguard Balanced Index Fund Admiral Shares (VBIAX), and its
performance is reported in U.S. dollars.
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Areté Asset Management All-Terrain performance composite disclosures continued:

Calculation methodology

Portfolio valuations are calculated as of calendar month-end and are computed in U.S. dollars
and performance is also reported in U.S. dollars. Time-weighted rates of return are used which
adjust for external cash flows. Our smaller, retail accounts contain fee structures in which one
flat, per-transaction fee is charged for trading expenses, and which embeds an implicit charge
for custody. Since trading and custody charges cannot be directly segregated in these cases,
they constitute “bundled fees”. Gross-of-fees performance returns are presented before
management and custodial fees when custodial fees can be segregated from trading but are
presented before management fees and after bundled (trading and custodial) expenses for our
retail accounts. Net-of-fees returns are presented after management fees are deducted. There
are no instances in which management fees are bundled with trading or custodial fees. Returns
are presented net of nonreclaimable withholding taxes when applicable. Areté does not use
leverage or derivatives in the management of portfolios. Additional information regarding
policies for calculating and reporting returns is available upon request. Calculations prior to
10/31/24 were made in Schwab Performance Technologies; calculations after were made from
Altruist.

The composite

This All-Terrain allocation strategy composite was created in August 2021 and includes all fee-
paying, taxable and non-taxable, discretionary, long only, fully invested portfolios
benchmarked to the Vanguard Balanced Index Fund. Every new portfolio is added to the
composite in the first complete calendar month that it is “fully invested”. For purposes of
composite construction, a portfolio is “fully invested” when it breaches the threshold of 90%
similarity with core composite portfolios. Each portfolio will remain in the composite until its
similarity with core composite portfolios falls under 90%. A complete list and description of
firm composites is available upon request.

Fee schedule
The management fee schedule is as follows: 1% of AUM up to $1 million, 0.75% on AUM greater
than $1 million, but less than $5 million, and 0.65% on assets greater than $5 million.

Minimum account size
There is no minimum account size for inclusion in the composite. Please note, however, the
minimum initial account size accepted is $100,000.

Dispersion

Internal dispersion is currently not reported because there are too few portfolios included in
the composite to be meaningful. In the future, we plan to calculate dispersion using the dollar-
weighted standard deviation of all portfolios included in the composite for each performance
period.

Verification
Areté has not been verified by an independent verifier.
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