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2025 Market Recap and Year-End Portfolio Management Strategies
Recorded November 17, 2025

David Hagee: Hello and welcome to Conversations with Commerce Trust, our show about the
markets, investment themes and economic insights that matter to you. I'm your host, David Hagee,
Chief Investment Officer with Commerce Trust.

Today, our Director of Family Wealth Strategies, Kelly Jernigan, joins me to discuss portfolio
management, tax implications, and strategies to close out the year. Welcome back to the podcast,
Kelly.

Kelly Jernigan: Thanks, David. Great to be back on.

David: Great to have you back on, but we've had a great year inside the markets. You know, this
year following up to over 20% returns for the S&P 500 (Index). As we sit today about mid-November,
the S&P 500 is up about 15%-ish.

The market has been led by the NASDAQ (Composite Index), so the tech-heavy NASDAQ up about
19% at this point and so a really strong year. Any other sort of areas of note that you've been
thinking about, Kelly?

Kelly: Well, sure. Really, I've been thinking about you know the tension and the back and forth that
we've seen in the markets this year. You know we did start off if you looked at the beginning of the
year to now you wouldn't think anything happened in the middle other than the Mag Seven
(Magnificent Seven stocks) and you know driving returns, right? Having those tech-heavy Al
(artificial intelligence), you know, returns in the markets.

But as you and | both know, you know, April we saw a pullback in the markets and we do expect
pullbacks from time to time, but that was based around tariff announcements. We also had
geopolitical risks as well. There's a lot of attention on Houthis and, you know, the Red Sea and
supply chain as well as the bombing of Iran during the summer and then of course, you know,
continued geopolitical tension. You know, Russia-Ukraine, you know, Israel and Gaza.

So it's certainly not a clear story from beginning to end. There's been a lot of volatility and concern
and worry throughout the year, but yet we continue to have economic and market growth.

David: Yeah, no doubt about it. This year we've seen a tremendous amount of geopolitical tensions
in place. While the market has been much more earnings focused, if | look at valuations, | think
some context is helpful here. We are at a higher valuation than our historical averages. We're
roughly about 22, 23 times earnings on the S&P 500. Historically we're around 18 times is the
longer-term average.

But interestingly enough, in the tech period at the turn of the century, in the late 90s (1990s) and
into 2000, those valuations were well into the 30 times earning area. I'm struck this year that really
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we haven't seen a valuation expansion, right? People aren't paying more for earnings, but we've
seen that earnings growth. Kelly, any thoughts on valuations?

Kelly: Well, absolutely. Certainly, there's been talk and you do have the fear-mongering right that, is
this a bubble, are we in in 20007 But David, as you mentioned, earnings continue to drive growth.
And we're very positive on earnings and on equities. And we've certainly seen, you know, this
quarter, you know if you miss earnings you're going to get punished. But if you beat expectations
then the market's going to reward you.

We still think that equities are going to be positive. We've seen of course, as you have said, the S&P
has returned 15% so far year-to-date. International equities which have been weak have seen some
strength. Now again talk about difference. You know at beginning of the year the dollar was very
strong but really coming off of a peak.

It dropped more than 10% which of course helped international returns and then it's really kind of
bounced back a little bit and trading in the channel which has been positive. So when looking at
those valuations there certainly is support for continued market expansion.

David: And as we think about where that earnings growth has come from, | think the story of all
stories, at least for investors, inside 2025 has been Al. Al is everywhere and it is everything if you
listen to the earnings calls going on right now for third quarter earnings.

| think it's a standing bet that you'll hear at least 10 Al mentions for companies that you wouldn't
normally think associate with Al. So yeah, any other themes or any expansion on that Al theme that
we've been, we've been experiencing for the year?

Kelly: Well, one of the themes that we've seen is, and again this goes to the tension that we've
seen, is that you see a weakening job market. You know, you've seen a number of firms announce
layoffs, Verizon (Verizon Communications Inc.) for example recently, but then they cite Al as an
example.

So even though you have weak job numbers, you could have productivity expansion, which would
again offset any sort of loss you have from jobs because of continued economic growth. So, | know
we've started to adopt more Al here at Commerce Trust. And so, if Al improves productivity, then
again you're going to see a stronger economic growth and companies that use it wisely be rewarded
in the marketplace.

David: So as we sit today, we're sort of at, maybe not a crossroads, but you mentioned tension that
we do have, continuing to have, strong growth inside the U.S., but there's also some conflicting
information out there.
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It would appear, even though we're at a deficit of government data at this point, that the jobs
market is slowing materially. And that, you know, the full impact from tariffs on inflation is yet to be
totally digested inside our inflation numbers. You know, as we look forward into 2026, what are
your thoughts on the U.S. economy?

Kelly: Well, | think the great story of 2025 is tariffs. And really, you haven't seen tariffs come
through the inflation numbers like we expected or certainly like, you know, most economists
thought would hit. And when I've talked to people in the C-suite, CEQs, again, they're not hiring,
they're keeping powder dry, but they also have projects lined up for the go in 2026.

In part, because of again, getting back to that theme of tension, the tension that you've had in
Washington (D.C.), the uncertainty around tariffs, you certainly see tariffs being negotiated and
coming down from what was announced in April.

So, it does set up for economic growth in 2026 and certainly pronouncements of recession have
been, you know, possibly overstated. And certainly, we don't see that on the horizon and you know
either through the end of the year or in beginning of 2026 either.

David: And then any thoughts for sort of headwinds that the market may be facing, or the economy
may be facing for '26 (2026)?

Kelly: So, a couple of headwinds. Again, you know, one thing that we're looking at is jobs. And if
those continue to deteriorate and offset any productivity gains, that would be certainly a concern.
Housing market is something that we're looking carefully at.

And then again, the consumer, right? Everything in the U.S. comes back to the consumer.
Consumers are concerned about inflation, about the cost of goods, about the jobs market, about
housing. And so, you could have, essentially a self-fulfilling prophecy, right?

If people, things are going to be bad and they're acting like things are bad, then do things turn out
to slow down growth. So those are probably the three greatest headwinds we have are if you have
continuing weakening job numbers, if the housing market, you know, continues to decline, and then
the consumer, you know, really creates this self-fulfilling prophecy and drags the economy down
with it.

David: So, for most people, the holidays is an especially busy time as we look to close out the year.
For portfolio managers, this is twofold. This tends to be our most active point in the year on a
regular basis.
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And the reason is, is that, you know, taxes close out at the end of the calendar year of course. So,
as we're thinking about that, | think it's a very helpful time to kind of review strategies. If I'm looking
at the just the S&P 500 since the end of 2022 when we had a pretty challenging year, pretty tough
year out there. The market is up just on a price basis about 78%. If you have dividends reinvested
in the index, it's up about 85% cumulatively. So, there's a lot of capital gains out there, whether
they're embedded inside mutual funds or whether in inside the individual stocks.

Maybe we can talk for a minute about some strategies in place to be able to mitigate some of those
gains to make sure our portfolios stay aligned with our asset allocation. As we talk about that,
maybe we could start in with the most common tax loss harvesting. Would you mind spending a
minute on that?

Kelly: Yeah, of course. So, tax loss harvesting is where you take stocks or mutual funds that have
losses for the year and you sell those and you either buy something that is like that security or you
simply, you know, maybe park it in cash and then reinvest it in 30 days, 31 days to establish a hew
price. And in a market where there is volatility like there has been there are some opportunities.

Now of course you know you're not going to sell the Mag Seven because there's a lot of gains in
that, but there may be some stocks that have fallen and so you can take those losses for example.
Another thing that we look at as portfolio managers, and our research group does a phenomenal
job of letting us know if we are holding mutual funds, are they going to pass through capital gains
so that we're well aware of that and can take advantage of maybe selling those positions. Reducing
those positions before the gains hit or simply just being aware of those gains for our clients.

And then another thing that portfolio managers keep in mind is that if we are creating capital gains,
making sure we're not pushing our clients into a higher tax bracket. So that's another thing that
portfolio managers have to think about, but there's other ways to take advantage of gains in
portfolios as well. Such as if you do have an appreciated stock like NVIDIA (NVIDIA Corporation),
there's gifting strategies where that that can be used as well, David.

David: Yeah, | think that's a great segue into the other aspect here is that whether it's gifting into
some sort of broader estate plan or just the in general gifting that you do to children, this is a great
way to pass gains off. Of course you don't get rid of them, they become somebody else's problem,
but maybe it's a way to start mitigating.

You know, as we talk about gifting, | think philanthropy as is a place in the conversation as well. As
we're looking, you know there's a couple of different strategies out there. There's donor-advised
funds as well as just flat out doing your gifting to whatever 501(c)(3) that you're giving to. In
appreciated securities, maybe we could walk through that strategy a little bit.

Pl A\
l\_-‘:\' Commerce TrUSt commercetrustcompany.com

Banking | Investments | Planning

Investment Products: Not FDIC Insured | May Lose Value | No Bank Guarantee
Commerce Trust is a division of Commerce Bank.



Conversations with Commerce Trust

2025 Market Recap and Year-End Portfolio Management Strategies
Recorded November 17, 2025

Kelly: Sure. So you know, if you have an appreciated stock in a portfolio, gift that stock to your
donor-advised fund or directly to a charity. They don't take the capital gains on it, right? So you can
immediately sell that.

If you have cash on hand, then you know you can donate that cash or give that cash back to your
investment account so we can reestablish the position. You know, that way you have a higher cost
basis, right, a higher price that you've paid, but then you still own the stock like NVIDIA.

Another tax efficient gifting method for those who are 70 1/2 years of age or older, could be to
make a qualified charitable distribution directly from your IRA to a qualified charity. Such
distributions up to a certain amount each year are not included in the donor's taxable income. So
that's another gifting strategy that you might use to your advantage.

David: Yeah, for as simple as those strategies are, | think it's a very powerful strategy for
philanthropy that you're already doing rather than using cash to use appreciated securities.
Whenever the gift is made, it's made at the market value of the security, not your cost basis.

And so if you were to give away something with a $10 cost basis, but it's worth $100, the charity
receives the full $100, you get the deduction of $100 and you don't pay the $90 in capital gains.
So it's a very straightforward but very powerful strategy.

| think the context of all this tax management that we're talking about is steering us back to what

we view as the vital question and Kelly, you chair our Investment Policy Committee. Talking about
asset allocation and repositioning and de-risking. Maybe we could spend a little bit of time around
asset allocation. | think this is the cornerstone of all of our portfolio management here.

Kelly: Well, as you know, David, asset allocation really drives investor returns. And so, it's important
really, you know, at the end of the year when we have had gains, you know, of 15% in the S&P and
you've had gains in in international, looking through the portfolio and making sure that your asset
allocation is in line with your risk tolerance. Is in line with your investment objectives and goals that
if you do have cash flow needs that you have sufficient cash on hand.

And so the end of the year is a great time to take a look at asset allocation and rebalance.

David: Yeah, you know, as | look at things, it's easy for us to be able to ride this Al wave and have a
very concentrated position out there in some of these Mag Seven stocks or Al related stocks out
there. But also, you know we have to understand too what that does to a portfolio, right, that now
you're much more dependent on several nhames.
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So doing a little bit of de-risking inside the portfolio of just reducing concentrated positions, whether
that means taking capital gains or exercising one of the tax strategies we talked about, can be an
effective way of just lowering the overall risk inside of a portfolio. And | think that over longer term
that's going to lead to strong results for you.

As if this is an Al boom or a bubble, nobody knows at this point, but certainly by taking gains,
especially as | mentioned earlier when we're up about 85% from the end of 2022 is never a bad
thing. And oftentimes, as you mentioned earlier, if you have some cash, you can start to reset some
cost basis by paying the capital gains and getting a higher cost basis in there.

Thanks for the interesting discussion today, Kelly.
Kelly: Thanks for having me on, David. Appreciate the opportunity.

David: For more on this topic, please visit www.commercetrustcompany.com for additional
commentary and our Outlook. If you've enjoyed what you've heard, you can subscribe to our show
on Apple Podcasts, Spotify, Amazon Music, or wherever you get your podcasts from.

Thank you for joining us on Conversations with Commerce Trust. I'm David Hagee. We'll talk again
soon.

Important material disclosures regarding the content of this program follow. Commerce Trust is a division of
Commerce Bank. Generally, non-depository investments offered in connection with Commerce Trust and its affiliates
are not guaranteed, are not FDIC insured, and may lose value.

Opinions and other information provided are effective as of the date of the recording and presented for the purpose of
general education, information, or illustration only. This material provided should not be construed as a
recommendation to buy, hold, or sell securities or as advice relating to the profitability of any investment product,
strategy, or plan. You, as the investor, are fully responsible for any investment transaction you choose to enter into,
including determining whether such investment is appropriate in light of your investment objectives and personal
circumstance, and you shall not have relied on the preceding information from Commerce as the basis for any
investment decision.

This material is not intended to replace the advice of a qualified attorney, tax advisor, or investment professional. In
considering whether to trade or invest, you should inform yourself and be aware of the risks. Past performance is no
guarantee of future results, and the information in the commentary provided is subject to change based on market or
other conditions. Diversification does not guarantee a profit or protect against all risk.

Commerce Trust does not offer tax, legal, or specific estate planning advice. And while we may provide information or
express general opinions from time to time, such information or opinions are not offered as professional tax or legal
advice.
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Commerce Trust does not provide advice relating to rolling over retirement accounts. Commerce Trust is nota
Municipal Advisor under Section 15B of the Securities Exchange Act and does not offer advice or recommendations
concerning bond proceeds or other municipal advice subject to this section.

Any data contained herein from third-party providers is obtained from what we considered reliable sources. However,
its accuracy, completeness, or reliability cannot be guaranteed.

This material may not be reproduced or referred to in any publication, in whole or in part, or in any form or manner,
without the express written consent of Commerce Trust. Any unauthorized use is prohibited.

November 17,2025
Commerce Trust is a division of Commerce Bank.
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