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Brexit Upheaval:
Impact on Fixed Income Portfolios

From the Investment Team of PFM Asset Management LLC

Last week’s historic referendum in favor of a British exit (Brexit) from the European Union (EU) came as a shock to people
worldwide. The vote prompted British Prime Minister David Cameron to resign and sent global markets reeling,

Brexit represents the end of an often rocky relationship that has existed for nearly half a century, since the United Kingdom
(UK) joined the EU in 1973. In light of this unprecedented departure, PFM Asset Management LL.C (PFMAM) has addressed

questions that are likely on clients’ minds:
How have markets reacted?

Uncertainty prompted a selloff in equities markets, particularly European and UK markets. Fixed-income markets rallied, as
investors sought safety in investments such as U.S. Treasuries. Prices of government bonds rose, and yields dropped 0.15% to
0.20% overnight following the vote. Yield spreads on investment-grade corporate bonds rose by similar amounts, reflecting
heightened awareness of the long-term effects a UK exit could have on corporate earnings and credit quality, especially those
on European banks. Unlike in 2008, market liquidity has not been impacted in a material way.

How have PFMAM-managed fixed-income portfolios weathered the Brexit vote?
PFMAM’s investment strategy in the weeks leading up to the Brexit vote entailed these actions:
* maintaining portfolio durations near their target levels to reduce performance deviations caused by large interest rate
moves in fixed-income accounts,

* keeping portfolios broadly diversified by sector and issuer, and

* maintaining a careful approach to credit in our fixed-income allocations; for example, carefully limiting our approved
list of UK and European banks.

The results have been positive. Fixed-income portfolios that we manage generally gained in value in the aftermath of the

Brexit vote, benefitting from the overall decline in interest rates.
How is PFMAM thinking about portfolios going forward through year-end?

Fixed-income portfolios are generally well-positioned for uncertainty as their overall credit quality and holdings of liquid
securities are high. We are taking the time to carefully reassess credit positions in these portfolios, although it is important to
note that so far, market turmoil has had a minimal effect on domestic investment-grade credit markets.

For UK banks and companies with ties to the UK economy, Brexit increases the uncertainty of performance in the future.
PFMAM will continue to employ its thorough credit review process in assessing issuers prior to investing in them.

How might central banks react to this outcome?

Various central banks have assured investors that they will provide liquidity whenever it is needed to avoid an economic crisis.
In the US,, Brexit has sharply reduced the odds of the Federal Reserve raising interest rates this year.
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What is Brexit’s potential impact on economies around the globe?

Because the UK will likely take at least two years to work out the terms of its departure, it is too early to determine the longer-
term impact of how global economies will be affected. The EU could struggle with losing its second-largest economy with a
$3 trillion gross domestic product. The most direct impact could be a disruption in trade between the UK and EU, which may
lead to a slowdown in both economies. Because of the decline in the value of the British pound and the euro, a slowdown in
Europe could spill over to the US. economy by reducing exports, but the impact is expected to be modest. The global impact
could be even greater if other countries attempt to follow the UK’s lead in leaving the EU.

What is PEFMAM'’s outlook for markets going forward?

The current volatility could continue for weeks or months. With Brexit uncertainty dominating markets, UK and European
equities will likely underperform U.S. equities, while U.S. dollar-denominated bonds are likely to outperform as investors seek

safe havens.

In light of Brexit, PFEMAM will remain vigilant on behalf of our clients. Our investment professionals will continue to work
diligently as we seek to meet our clients’ performance objectives while focusing on protecting principal and managing risk in
times of uncertainty. We will continue to communicate with you as we move through these uncharted waters.

The views expressed within this material constitute the perspective and judgment of PEM Asset Management I.LC (PENMLAM) at the time of distribution and
are subject to change. Information is obtained from sources generally believed to be reliable and available to the public; however, PEMAM cannot guarantee its
accuracy, completeness, or suitability. This material is for general information purposes only and is not intended to provide specific advice or recommendation. Al
statements as to what will or may happen under certain circumstances are based on assumptions, some but not all of which may be noted. Assumptions may or may
not be proven correct as actual events occur, and results may depend on events outside of your or our control. Changes in assumptions may have a material effect

on results. Any forecast, projection, or prediction of market or economic trends, or the results of any management decisions are based upon current opinion and

information available as of the date of issue, and are also subject to change.
PEMAM is registered with the SEC under the Investment Advisers Act of 1940. A copy of our Form ADV, Parts 24 & B is available upon request.

The information contained in this report is not an offer to purchase or sell any securities. For further information, please call your contact.
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