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Acropolis was born
from a simple idea:

In an industry where high
quality, objective advice is

hard to come by, we make a
difference by putting the client's
interests above our own.

Bulls & Bears in Even Fight

The big news for the quarter was the
June 23rd referendum in Great Britain,
where voters decided to opt out of the
European Union in what is now known
as the ‘Brexit.’

Stocks, which had rallied in the days
leading up to the referendum, sold off
sharply when the Leave camp ultimately
won, defying the polls and betting

markets.

The S&P 500 shed -5.34 percent of its
value in the following two days, while the
MSCI EAFE index of developed stocks

lost -9.84 percent at the same time.

"Find out if that was a computer
glitch or a market glitch?"

While the declines weren't particularly surprising, the rally that followed through the end
of the quarter certainly was. The S&P 500 gained 5.1 percent and the MSCI EAFE gained
6.62 percent. That wasn’t quite enough to wipe out the loss, but the month and the quarter
ended up looking pretty normal despite the big news.

It’s interesting that in the last twelve months, we've had three sharp declines that were almost
immediately followed by strong rallies that offsetc most of the losses. The first started in
August of last year and was basically resolved by the end of October. The last two months of
the year were quiet, but the new year started with a sharp downdraft and then fully recovered

by April.

Granted, the S&P 500 has yet to break through its all time high of 2,130.82 set on May
21st of last year, but as of the end of the second quarter, the index only has to increase by 1.5
percent to reach a new all time high.

That’s so close that if we include the dividends, we surpassed the all time high and reached
a new one in June. Since we receive dividends as investors, it seems fair to look at the total
return index, and on that basis, the market only needs to rise 0.6 percent to reach a new all

time high.

We think that the market has been overvalued for at least 18 months, but have continually
said that doesn’t mean a crash is necessarily coming. It’s been a comfort, in our judgment,
that the market has been able to fight off three sharp corrections in the past nine months.
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The aim is to make
money, not to be right.
- Ned Davis, Famed
Investor
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Stock Market Summary

By Tim Side

After a bearish January and beginning of
February, the markets rallied to recover the
losses and show positive gains year-to-date.

These gains were almost wiped out following
the British vote to leave the European Union
(EU) on June 23, 2016. However, after a
brief two-day sell off, markets rallied to end
the second quarter up for the year.

The biggest winner this year has been Real
Estate Investment Trusts (REITs) with a
return of 13.5 percent. This can be largely
attributed to low interest rates combined
with higher housing prices.

The biggest loser so far has been Developed
International, which suffered greatly during
the recent Brexit as the markets priced in the
UK’s referendum.

The S&P 500 is on track for a relatively
average year (in terms of annualized
returns); but whats not seen in the graph
is that the index lost all gains for the year in
the two days following the Brexit vote, only
to regain them by the end of the quarter.

The 16.1 percent rally in energy stocks for
the quarter was a welcome relief following
a poor performance in 2015. Energy prices

have risen off their low of $34 per barrel and
have been hovering around $46 for the last
couple months.

Looking ahead for the US, gross domestic
product (GDP) forecasts are projected to
be lower this year at 1.9 percent (compared
to 2.4 percent last year) according to the
Bloomberg Economic Forecast.

The big story ending out the quarter is the
British exit from the EU. Leading up to the
vote, the markets were clearly anticipating
a Remain vote and they sharply corrected
following the results to leave the EU.

Since then, the markets have risen as fears
over the outcome abated and as Central
Banks declared continued support to the
lagging economies.

Editor’s Note: Tim Side is new to Acropolis and
started on May 23rd, fresh off of his graduation
from University of Missouri - St. Louis, where
he double majored in Economics and Finance.
Although Tim is a recent college graduate he’s
been an entrepreneur since he was 14 when he
started a lawn mowing business that generated
$30,000 in revenue before selling it in 2014.
Please join us in welcoming Tim to the team!
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Bond Market Review

By Ryan Craft, CFA

The investment grade bond market posted
another very strong quarter, gaining 2.2
percent, which puts the Barclays Aggregate
Index at 5.3 percent total return for the first
half of 2016.

This is a result of a massive yield curve
flattening. While short-term rates have fallen
a little, the biggest drop in yields has been
in the longer maturities. The benchmark
10yr Treasury bond, which started the year
at almost 2.3 percent, closed out the second
quarter at 1.5 percent.

Most of the rally in bonds occurred in June
as disappointing economic data caused
investors to reconsider the path of Federal
Reserve action.

The May employment report, which was
released in early June, showed negative
momentum in the labor market. This poor
trend was enough to force the Fed to take no
action at its June meeting, instead of raising
rates as it had talked about most of the spring.

In addition to not hiking rates, the Fed
adjusted its own forecast for the overnight
Fed Funds rate to just a single rate hike for
the rest of 2016.

Since the market was anticipating four hikes
at the beginning of the year, rates had to fall
to adjust to this ‘lower for longer’ forecast.

Additionally, the fallout and uncertainty
created from the Brexit vote drove yields
down sharply right at the end of June.

Foreign capital has once again flooded into
the US dollar and finds a home in the US

Treasury market as a safe haven trade.

Considering rates across Europe are negative
out to 10 years (Swiss interest rates are
negative all the way out to 50 years - that
is not a typo), investors continue to see US
Treasuries as safe and a better investment
than the other money centers of the world.

The main lesson from the bond market
for 2016 is that markets continue to be
dominated by policy decisions. Rates rose
last year as markets expected the Fed to raise
rates. Instead, they have fallen this year as
those predictions go unfulfilled and may fall
further as market participants now expect
increased levels of central bank stimulus
abroad. The market is still not expecting
the Fed to reverse course and cut rates, but
at this point anything is possible.
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If it’s obvious, it's
obviously wrong.
- Joe Granville, Market
Pundit
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We ignore outlooks and
forecasts. We're lousy
at it and we admit it.
Everyone else is lousy
too, but most people
won't admit it.

- Marty Whitman,
Famed Investor
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Europe's Brexistential Crisis

By David Ott

Britain’s surprise vote to leave the European
Union (EU) has opened a new chapter
of uncertainty for the island nation and
Europe as a whole.

The initial market impact was grizzly for the
British pound, and for global stocks. Bond
prices rallied sharply, taking yields around
the world to even more historically low
levels. Stocks recovered in short order, but
the currency and bond markets are relatively
unchanged since the Brexit.

The political fallout was immediate, starting
with David Camerons announcement
that he would resign as Prime Minister by
October. But the Conservative Party isn't
the only party suffering from turbulence;
there is a coup apparently underway in the
Labour Party and even famous Brexiters like
Boris Johnson have fallen out of favor.

But the political turmoil in Great Britain is
small potatoes compared to the existential
crisis that the European Union now faces.
Since World War II, Europeans have all
been trying to unify, initially to reduce the
chance of another horrendous war, but later
to create an economic powerhouse to rival

the US, China or Japan.

According to the International Monetary
Fund (IMF), Germany, Britain and France
rank as the fourth, fifth and six largest
economies based on their gross domestic
product (GDP) and account for three to five
percent of the global economy individually.
The EU, which adds another 25 countries,
is the second largest economy in the world,
just behind the US and 50 percent larger
than the third largest economy, China.

With Britain’s departure, EU leaders have
to wonder, as one newspaper put it, ‘Who's
Nexit?” As the chart below shows, Germany
and Spain are about as happy with the EU
as the Brits, and the French are even less
enchanted with the union. The Greeks are
actually the unhappiest, but for the opposite
reason: they want more aid from the wealthy
countries.

Over the next 15 months, the four
largest economies in the EU will hold
national elections that may show the level
of discontent with the EU. Although
mainstream parties are still expected to win
at this point, recent national polls show
increased support for left and right wing
parties. Even if they don’t win, they are

European Views of the European Union
Source: Pew Research Center
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Continued on next page.
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Economic Policy Uncertainty Indexes
Jan 1997 - Jun 2016
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likely to gain enough support to influence
the platforms of the mainstream parties.

expected economic growth going forward.

Despite the obvious uncertainty, we dont
All of these events lead up to a heightened
level of uncertainty in the UK and Europe,
which is what the chart above attempts to
depict visually.

think that the Brexit necessarily spells
economic gloom and doom.

While the short-term consequences will
almost undoubtedly be negative for Great
These indexes were created by three academics,
Scott Baker, Nick Bloom and Steven Davis of
Northwestern’s Kellogg School of Business,
Stanford and the University of Chicago
Booth School of Business, respectively. They

Britain, we think that it’s ultimately a non-
event for the medium or long run. We
believe that new trade agreements will be
negotiated with Europe and the relationship
will ultimately look something like what
are attempting to capture the level of policy ~ Switzerland or Denmark has today.

uncertainty in various countries and regions . .
y & For the US, the impact is even less, as most

of the economic forecasts that we have seen
suggest that GDP might be lower by a tenth
of one percent, but we know that forecasting
is so imprecise that such a small figure
amounts to a rounding error.

by analyzing news coverage of economic
policy related to uncertainty.

The idea behind quantifying the level of
economic uncertainty is to see how the
uncertainty affects investment, economic
outputandemployment. Asyoumightexpect, 3,0 biggest risk is for the rest of Europe, in
higher levels of economic policy uncertainty o We have a few bets inside the office
about whether other members will exit, but
were hopeful that the Brexic will force the

leaders in Brussels to become more efficient

do tend to suggest lower investment, output
and higher unemployment.

The academics argue in a recent paper that
the heightened policy uncertainty that we  and tackle some of the longstanding issues
observed following the 2008 financial crisis ~ that have plagued the union for some time.

partly explains the sluggish recovery and low At this point, though, only time will tell.

If investing is
entertaining, if you're
having fun, you're
probably not making
any money. Good
investing is boring.

- George Soros, Famed
Investor

www.acrinv.com @
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Sometimes the
hardest thing to do is
nothing.

- David Tepper, Famed
Hedge Fund Manager

The Market Hates Uncertainty

By David Ott

One of the phrases that I hear over and over
that I simply don’t like, is that ‘markets hate
uncertainty. Forget the fact that markets
are just made up of people and don't have
independent emotions, I'm talking about
hating uncertainty.

From a theoretical standpoint, let’s think
about how uncertainty affects markets.
Let’s start with the idea that the value of
an investment is the present value of its
future cash flows. That’s a pretty standard
textbook idea, but let’s look at a simple
example to illustrate the point.

Let’s say that an investment will pay you
$100 one year from now, which would be
the future cash flow. What's that worth to
you? Well, if you think inflation is going
to be two percent, you have to discount
what you are willing to pay by two bucks
(simple math here) so that you don’t lose
purchasing power over the next year.

Moreover, whatever the investment is, you
know there is some kind of risk, so you
have to set a price based on how risky, or
uncertain, you think that investment may
be. Ifit’s the US government (even at AA),
you can be pretty sure that theyll pay you,
so you might only discount by another
percent and pay $97 for the investment.

If the investment is risky, you have
to discount a lot more to reflect the
uncertainty. [ mean, what if the $100 turns
out to be $90? You'd better set your price
at least at $87 just to account for the risk.

Taking this idea and thinking about the
stock market as a whole, the picture is
always uncertain - you never know what
the cash flows will be. For starters, my little
example was just one year - with a stock, it
should hopefully last forever, so the number
of cash flows is unknown.

Then add in the fact that earnings are
actually more volatile than stocks and it
sure makes figuring out what those cash
flows will be even more difficult.

Now incorporate major shocks like the
Brexit - what will happen next is hard to
say for anyone. You can assume that British
stocks in particular will suffer lower cash
flows in the future, but you cant tell by
how much, so you have to discount your
estimates even further.

The market doesnt hate uncertainty; it’s
simply adjusting current prices to reflect
the changing nature of uncertainty. When
people say this, it's because prices are
falling, which means that markets are more
uncertain than they were before, because of
some new information.

But here’s the good news: a higher discount
rate should translate into higher future
One Nobel Laureate says that
discount rates equal expected returns. I
hate disagreeing with the prize winners,
but that’s only true if your future cash flow
estimates are correct. Otherwise, he’s right.

returns.

In our example, let’s say that the $100 pays
off exactly as expected, but because we
felt uncertain, we only paid $87 for it and
made a nice return.

It’s the very uncertainty that allows stocks
to pay more than bonds. As a stock
investor, [ love uncertainty. If stocks had
the same certainty as bonds, there would be
no reason to discount their prices and they
would earn the same return as bonds.

Ifs the very uncertainty that markets
allegedly hate that allows investors to earn
attractive returns. No one said it was easy,
I get that, but we believe in our heart of
hearts that risk and return go together hand

in hand.
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Compliance Corner: Custody

By Bob Fleming, Compliance Manager

This past December, Acropolis had the
good fortune to be examined by the
Securities and Exchange Commission

(SEC). The exam was the first since 2003,
when Acropolis was still very young.

It went very well overall and we were very
pleased with the final results. The SEC
did, however, note two deficiencies that we
would need to address.

The first deficiency was related to
advertising — we noted on our website that
Acropolis had been named a ‘Five Star
Wealth Manager’” without providing the

proper disclosures surrounding the award.

This was an easy fix as we simply removed
the reference to the award. The second
deficiency related to Custody, which is
what the rest of this segment will focus on.

The term Custody and its definition is
a very gray area. Not everyone agrees on
what custody is or what constitutes custody

(including the SEC).

The SEC’s definition of custody is when an
advisor holds “directly or indirectly, client
funds or securities or has any authority to
obtain possession of them”. Pretty vague,
right?

Keep in mind that custody is not illegal; it
simply means that we have to disclose that
we have custody on form ADV and take
certain steps to comply with the rule.

During their exam, the SEC reviewed
certain account opening documents, and
the authority that Acropolis was deemed to
have within them, and determined that we
may have custody under their definition.

It should also be noted that several
custodians (Charles Schwab, for example)
and a trade group have officially asked for

clarification on the definition because not

www.acrinv.com

everyone agrees that the authority granted
under these account opening documents is
considered custody.

Rather than use this pending clarification as
a reason to not immediately claim custody,
Acropolis has decided that it will claim
custody and comply with the rules.

So what exactly does this mean for our
clients? One of the main requirements in
complying with the SEC custody rule is the
engagement of an independent CPA firm
to perform an annual ‘surprise audit’ of

Acropolis.

The focus of this audit will be to evaluate
Acropolis compliance as it relates to the
Custody Rule. Acropolis has chosen the
St Louis firm of Brown, Smith, Wallace
(BSW) to complete the annual surprise
audit.

Part of this audit will include a mailing
to a sample of clients that BSW selects in
order to validate certain items. The letter
will come from Acropolis, but the return

recipient will be BSW.

Acropolis asks that if you receive such a
letter, please complete the request and
return it via the requested method. Of
course if you have any questions, please call
us and we can help answer them.

One final, but very important note about
the term ‘custody’ — Acropolis is not, nor
ever will be, a custodian. The custodians
that Acropolis clients can select and where
their cash and securities are held are Charles

Schwab or TD Ameritrade.

Acropolis does not hold or possess any
client funds or securities. Our business
procedures and practices have not changed,
but rather we have been deemed to have
custody under the definition of the SEC’s
Custody Rule.

@

APRIL 2016

Successful investing
is anticipating the
anticipation of others.
- John Maynard
Reynes, Economist
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Data Center 2016 YTD  The Big Picture
Dow Jones 4.31%
S&P 500 3.84% Selected Indexes: Growth of $1
Dec 31, 2015 - Jun 30, 2016
S&P Midcap 7.93% $1.10
Russell 2000 -2.21%
$1.05
MSCI EAFE (Intl) -4.42%
MSCI Emerging Mkt 6.41% $1.00
$0.95
S&P Sectors 2016 YTD
Consumer Discretion.| 0.68% $0.90
Consumer Staples 10.46%
$0.85
Energy 16.10% A 8 8 o 8 5
Financial 3.05% - ) - - - -
Inanciais o © —S&P 500 MSCI All Country World ex USA  =—=Barclays Aggregate Bond
Healthcare 0.42%
Industrials 6.40% Fast Facts: Brexit Edition
Technology -0.32% 45% - The percentage of British exports that ~ $47 billion - The annual cost to the UK of
Basic Materials 7.46% end up in European (EU) member states  the most burdensome regulations put forth
Tel 24 85% and are worth about $329 billion. About by the EU, according to a 2015 study by
elecom 1©270 53 percent of imports to the UK come from  a European think tank that evaluated 100
Utilities 23.41% the EU and are worth about $289 billion. new regulations.
3 Million - The number of EU nationals ~ $12 billion - The net contribution to the
living in the UK and onl million mmon E he UK. Although
Interest Rates 2016 ving in t eU. ando yabouttxyg 0 common EU budget by ¢ eU“ thoug
of them have jobs. About 1.3 million Brits  a small percentage of GDP, British citizens
Fed Funds 0.50% live in the EU and the migration mismatch ~ are frustrated that they pay more into the
Prime Rate 3.50% was a major issue in the referendum. EU than they receive back.
3-mo. Treasuries 0.26%
2‘yr. Treasuries 0.58% Notice to Clients
5-yr. Treasuries 1.00% Please remember to contact ACROPOLIS® Investment Management, LLC if there are any material changes to your
financial situation or investment objectives or if you wish to impose, add or modify any reasonable restrictions to our
10-yr. Treasuries 1.47% investment management services. A copy of our current written disclosure statement as set forth on Part II of Form
ADV continues to remain available for your review upon request.
Currencies 2016 Legal Disclaimer
Euro 1.1106 This publication is provided as a service to clients and friends of ACROPOLIS® Investment Management, LLC sole-
ly for their own use and information. The information in this publication is not intended to constitute individual
Japanese Yen 103.20 investment advice and is not designed to meet your particular financial situation. You should contact an investment
British Pound 1331 professional before deciding to buy, sell, hold or otherwise consider a particular security based on this publication.

Information in this publication has been obtained from sources believed to be reliable, but the accuracy, completeness
and interpretation are not guaranteed and have not been independently verified. The information in this publication
may become outdated and we are not obligated to update any information or opinions contained in this publication.
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