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Overview:

Silicon Valley Bank (SVB), a significant financial lender servicing venture capital firms and tech companies was shut down by
California regulators on March 10, 2023. At the time, SVB was the 16th largest bank in the U.S., with over $212 billion in assets. SVB
specializes in venture capital funding. In fact, it apparently does business with nearly half of all Venture Capital backed startups in

the US.1

Cause of the Collapse

In 2021, SVB saw a mass influx in deposits, which jumped from $61.76 billion at the end of 2019 to $189.20 billion at the end of
2021. As deposits grew and the interest rate environment remained low, SVB invested its deposits in treasury bonds and mortgage-
backed securities (MBS) in attempts to generate higher yields (aka, higher profitability on the capital it held from depositors).

Two main issues that arose from this:

1. While Treasuries and MBS are very safe investments from a credit risk perspective, they pose substantial interest rate risk.
The weighted average duration of these investments was about six years, implying that if interest rates rose by 100 basis
points (1%), the value of those securities would decline by 6%.

2. These Treasury and MBS securities were held on a long-term “hold-to-maturity” basis. Meaning SVB did not have to mark-
to-market those bonds until they were sold, leaving investors with a somewhat distorted view of its balance sheet, because
as interest rose at their fastest pace in history, SVB was not marking these bonds at a significant loss.?

If SVB were able to hold those bonds for a number of years until they mature, then it would receive its capital back. However, as
economic conditions soured over the last year, with tech companies particularly affected, many of the bank’s customers started

drawing on their deposits. SVB didn’t have enough cash on hand, so it began selling some of its bonds at steep losses, spooking

investors and customers.3

To fund the redemptions, Silicon Valley Bank sold on Wednesday a $21 billion bond portfolio consisting mostly of U.S. Treasuries.

The portfolio was yielding an average of 1.79%, far below the current 10-year Treasury yield of around 3.9%. Forcing SVB to

recognize a $1.8 billion loss, which it needed to fill through a capital raise.*

Compounding SVB's problems was an apparent lack of risk management oversight by the board and risk management team. SVB
was without their senior most risk officer for about eight months in 2022 and only in January 2023 brought a new Chief Risk Officer
on board.”

Steps Taken by the Department of the Treasury and the Federal Reserve: >

1. Federal regulators, including U.S. Treasury Secretary Janet Yellen, Federal Reserve Board Chair Jerome Powell, and FDIC
Chairman Martin Gruenberg on Mar. 12 announced "decisive actions" that would "fully protect depositors" at both Silicon
Valley Bank and the now-shuttered Signature Bank. "Depositors will have access to all of their money starting Monday,



March 13, 2023. No losses associated with the resolution of Silicon Valley Bank will be borne by the taxpayer," according to
a joint statement from the regulators.

2. The Federal Reserve Board announced on March 12, 2023, a $25 billion Bank Term Funding Program (BTFP) that offers
loans of up to one year to banks and "other eligible depository institutions” aimed at backstopping any liquidity issues they
may face.

Implications for the Economy:

Silicon Valley Bank's failure is the largest since Washington Mutual went bust in 2008, a hallmark event that triggered a financial
crisis that hobbled the economy for years.® Therefore, the question that everyone will be discussing this week is whether the SVB
collapse will have a similar impact on the economy. Concerns over buildups of unrealized losses at many banks because of rapidly
rising interest rates on fixed-income investments are legitimate in that a large bank run on SVB could be a catalyst for contagion
effects where bank runs at other institutions with large unrealized losses then follow.” According to Fed data, small banks in the

United States had $6.8 trillion in assets and $680 billion in equity as of February 2023. Considering this scenario, a failure on the tech

bank could put in “risk of a run on thousands of small banks,” further making the SBV situation a “main street problem,"8

We acknowledge that the SVB collapse will not be a one-off, as evidenced by the collapse of Signature Bank just days later. What is
unique about SVB was the bank was a major service provider to the sorts of companies that have fallen out of market favor in the
last year and struggled to continue funding themselves (startups and venture capital backed business) and now those companies
have their own liquidity needs (cash burn is high for early stage, sometimes cash flow-negative companies, which means pulling
money from their banks).® The fate of SVB may be a harbinger of tougher times for technology start-ups and companies in general,
but does not cause significant concern for the banking system contagion seen during the Great Financial Crisis.

In a recent banking stress test issued by the Federal Reserve in June 2022, the nation’s largest banks remained well-positioned to
absorb a range of potential economic shocks while continuing to support their depositors. The test investigated a severely adverse
scenario in which unemployment rises to 10%, GDP declines in tandem, commercial real estate prices drop 40%, home prices dip
28.5% and stock prices plummet 55%. All of the banks put to the test were forecasted to maintain their minimum capital ratios in
spite of projected losses of $612 billion, propelled by $463 billion in loan losses and $100 billion in trading and counterparty losses.
In such a scenario, the banks’ aggregate common equity capital ratio would be expected to decline 2.7 percentage points to 9.7%.

The Fed said that level would be more than double the minimum requirement of 4.5%.1°

Impact for Portfolios:

In this environment, we could see a shift from momentum and growth stocks to stocks of higher quality, which should support active
management as valuations and earnings become more important in security selection. Similarly, we believe that it is always prudent
to position portfolios for volatility. Therefore, portfolios with shorter duration allocations in fixed income as well as allocations to
liquid alternatives that should provide downside protection when stocks are under pressure.
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Economic Definitions

Department of the Treasury: The Department of the Treasury is the national treasury and finance department of the federal government of the
United States, where it serves as an executive department. The department oversees the Bureau of Engraving and Printing and the U.S. Mint.

Unemployment Rate: The unemployment rate tracks the number of unemployed persons as a percentage of the labor force (the total number of
employed plus unemployed). These figures generally come from a household labor force survey.

Federal Reserve (Fed): The Federal Reserve System is the central banking system of the United States of America

Disclosures

Index performance does not reflect the deduction of any fees and expenses, and if deducted, performance would be reduced. Indexes are unmanaged and investors
are not able to invest directly into any index. Past performance cannot guarantee future results.

The statements provided herein are based solely on the opinions of the Advisor Group Research Team and are being provided for general information purposes only.
Neither the information nor any opinion expressed constitutes an offer or a solicitation to buy or sell any securities or other financial instruments. Any opinions
provided herein should not be relied upon for investment decisions and may differ from those of other departments or divisions of Advisor Group or its affiliates.
Certain information may be based on information received from sources the Advisor Group Research Team considers reliable; however, the accuracy and
completeness of such information cannot be guaranteed. Certain statements contained herein may constitute “projections,” “forecasts” and other “forward-looking
statements” which do not reflect actual results and are based primarily upon applying retroactively a hypothetical set of assumptions to certain historical financial
information. Any opinions, projections, forecasts and forward-looking statements presented herein reflect the judgment of the Advisor Group Research Team only as
of the date of this document and are subject to change without notice. Advisor Group has no obligation to provide updates or changes to these opinions, projections,
forecasts and forward-looking statements. Advisor Group is not soliciting or recommending any action based on any information in this document.

Securities and investment advisory services are offered through the firms: FSC Securities Corporation, Royal Alliance Associates, Inc., SagePoint Financial, Inc., Triad
Advisors, LLC, Infinex Investments, Inc., and Woodbury Financial Services, Inc., broker-dealers, registered investment advisers, and members of FINRA and SIPC.
Securities are offered through Securities America, Inc., American Portfolios Financial Services, Inc., and Ladenburg Thalmann & Co., broker-dealers and member of
FINRA and SIPC. Advisory services are offered through Arbor Point Advisors, LLC, American Portfolios Advisors, Inc., Ladenburg Thalmann Asset Management, Inc.,
Securities America Advisors, Inc., and Triad Hybrid Solutions, LLC, registered investment advisers. Advisory programs offered by FSC Securities Corporation, Royal
Alliance Associates, Inc., SagePoint Financial, Inc., Securities America Advisors, Inc., Triad Advisors, LLC., and Woodbury Financial Services, Inc., are sponsored by
VISION2020 Wealth Management Corp., an affiliated registered investment adviser. 5509535
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