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Dear Members of Flower City Capital,

Balanced portfolios have generally experienced a smooth ride this year. Through the
third quarter, global equities gained approximately 13.5%', while U.S. bonds declined
about 2%°. Depending on the allocation between stocks and bonds, diversified
portfolios have generally produced returns in the mid-single digit range. For many
long-term investors, these results are broadly consistent with the return assumptions
and long-term expectations incorporated into their financial plans.
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It's football season, so the simplest analogy we can offer is this: the offense (stocks)
has put over 13 points on the board, while the defense (bonds) has given up 2 points.
Most coaches and fans would be pleased with that overall performance. Yet despite
the team’s success, it's natural to be upset with the defense allowing a field goal.

That brings us to bonds. Why are bond prices down? The simple answer is that
interest rates have moved higher across the maturity spectrum. As interest rates rise,
the prices of existing bonds generally fall.
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The following chart shows the increase in U.S. Treasury Yields at different maturities
along the yield curve. The reason for this is that demand for capital remains strong.
Companies are investing heavily in Al-related infrastructure financed with debt, the
federal government continues to run large fiscal deficits, and consumer have
remained willing to spend. When many borrowers are competing for investment
dollars at the same time, they often must offer higher interest rates to attract lenders.
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If stocks were slightly down, most investors would yawn. We would harvest tax losses,
rebalance portfolios, and ultimately move on, just as we did in the first quarter.
Bonds, however, are the defensive portion of the portfolio, and even though we will
be harvesting tax losses and rebalancing there as well, it's still reasonable to ask what
investors should expect from them going forward.

Fortunately, that's where the story becomes more encouraging. While rising interest

rates create short-term pressure on prices, they also increase the income that newly
purchased bonds may generate.
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When you buy a bond, you're entering into a contract in which the borrower
promises to repay principal and interest over time. Because of that, a bond'’s starting
yield has historically been a good approximation of the return an investor might
reasonably expect if the bond is held to maturity and the issuer remains financially
sound.

In summary, today's higher yield environment may provide a more attractive starting
point for fixed income investors than was available just a few years ago. While interest
rates may move higher or lower from here, current yields offer a larger cushion
against future volatility and a stronger foundation for long-term returns. As a result,
the outlook for bonds appears considerably more balanced than it did during the
low-rate environment of recent years.

Bloomberg U.S. Aggregate Index: Starting Yield-to-Worst vs. Subsequent
3-Year Annualized Return
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Source: Guggenheim Investments, Bloomberg, Data as of 9.28.2026. Yield-to-worst calculations span monthly
observations on month-end from 8.31.1999-8.31.2023. Three-year forward returns are based on the performance of
the index for the three-year period following each yield observation,

It's also important to remember that stocks and bonds are priced relative to one
another. As bond yields rise, fixed income can become more attractive relative to
stocks because investors could expect higher returns with lower volatility. As a result,
higher yields can place pressure on stock valuations. This relationship is often most
apparent among smaller companies and other interest rate sensitive areas of the
economy.
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Let's talk about stocks for a minute. The economy remains on solid footing.
Unemployment is low, household and corporate balance sheets are healthy, and
businesses continue to benefit from a supportive policy environment. Meanwhile, the
rapid buildout of Al-related infrastructure and data centers has helped support
investment and profit growth across several sectors.

Of course, every boom invites questions about whether it could eventually lead to a
bust. While that is always possible, one noteworthy development this year is that the
S&P 500 Index has become less expensive relative to projected earnings despite
rising stock prices. Earnings expectations have grown faster than prices, bringing the
market's forward price-to-earnings ratio closer to its long-term average.

There may be an underlying shift in the market away from higher-multiple software
businesses and toward lower-multiple, hardware and infrastructure oriented
companies, which could explain part of the decline in overall valuations. Alternatively,
the decline may simply reflect a return to a more normalized market environment
following the post-pandemic boom. As is often the case, markets are constantly
pricing in future opportunities and risks in real time.
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Bringing it all together, stronger economic growth and continued demand for capital
have contributed to higher interest rates and lower bond prices this year. Yet those
same higher yields may improve the long-term return potential of fixed income
investments compared with the low-rate environment investors faced in recent
years. While neither stocks nor bonds move in a straight line, diversified portfolios
continue to benefit from the complementary roles that each asset class can play. If
equities serve as the offense that drives long-term growth, bonds remain an
important source of income, diversification, and risk management when market
conditions inevitably change.

Bond performance when stock retumns were negative
Cner the last century, bond retums were positive in 21 of the 25 yeams that stock retums were negative
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Flower City Capital (FCC) is a SEC registered investment advisor. Information presented is for educational purposes only intended for a
broad audience. The information does not intend to make an offer or solicitation for the sale or purchase of any specific securities,
investments, or investment strategies. Investments involve risk and are not guaranteed. FCC has a reasonable belief that this marketing
does not include any false or material misleading statements or omissions of facts regarding services, investment, or client experience. FCC
has reasonable belief that the content as a whole will not cause an untrue or misleading implication regarding the advisor's services,
investments, or client experiences. FCC has presented information in a fair and balanced manner. FCC is not giving tax, legal, or accounting
advice, consult a professional tax or legal representative if needed.

Past performance of information presented should not be relied upon without knowledge of certain circumstances of market events,
nature, and timing of the investments and relevant constraints of the investment. FCC may discuss and display charts and graphs which
are not intended to be used by themselves to determine which securities to buy or sell, or when to buy or sell them. Investments involve
risk and unless otherwise stated, are not guaranteed. Readers of the information contained in this Newsletter should be aware that any
action taken by the viewer/reader based on this information is taken at their own risk. This information does not address individual
situations and should not be construed or viewed as any type of individual or group recommendation.

The opinions expressed herein are those of the firm and are subject to change without notice. The opinions referenced are as of the date of
publication and are subject to change due to changes in the market or economic conditions and may not necessarily come to pass. Any
opinions, projections, or forward-looking statements expressed herein are solely those of author, may differ from the views or opinions
expressed by other areas of the firm, and are only for general informational purposes as of the date indicated.
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