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The Evolution of Artificial Intelligence

What would an Al white paper be without an Al-generated

5 . . .
EEERER M Imeke sliove was aresise) I Mitlouier, The recent frenzy around artificial intelligence (Al) is

using the prompt: “/imagine Synthesis of Minds:

Unraveling the Cognitive Threads in ChatGPT Al, man bringing forth similar emotions. It has been called the

thinking with mountains and data in background, biggest “risk to extinction” and an “existential threat

abstract machinery, steampunk style --ar 16:5”. to humanity.” It is being blamed for job cuts and even

being used by criminals. However, it is also estimated
to drastically improve the efficiency of humans and

machines and can be a revolutionary advancement in

Technology has been disrupting our society for : .
. . o o healthcare. How will Al evolve and change our lives?
centuries. Innovation and free capitalism inspire the

evolution of technological advancements in this It is still too early to tell. However, in this white paper

country. These advancements have changed the way we we want to explain the origins of Al, explain why Al is

transport ourselves, the way we listen to music, watch e seeilidi new, ew T B Tsmsis fremel

television, the way we shop, the way we communicate,

store information and at every turn it has often been markets and how it can change society in a positive

accompanied by some level of fear and hesitancy. way.
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What is Al?

Artificial intelligence is not new. It has been around for
decades with the idea that computer systems can
simulate human intellectual processes.! The history of Al
can be drawn back to the early 1940s when
mathematicians, philosophers and neuroscientists
developed the idea that computers can mimic the
process of formal reasoning and create an electronic

Why is Al in the Spotlight Now?

To answer this question, | went right to the source:

ChatGPT is a large language model developed by OpenAl,
based on the GPT-3.5 architecture. Trained on a wide
range of text sources, it can understand and generate
human-like responses in natural language. ChatGPT
utilizes a combination of machine learning techniques and
vast amounts of data to provide conversational assistance,
answer questions, and engage in dialogue on various
topics. Its responses are generated based on patterns and
information learned during training. However, please note
that while ChatGPT strives to provide accurate and helpful
information, it may not always have access to the most up-
to-date news or developments.

That paragraph is an example of what the ChatGPT
language-based model delivered when | asked it to
summarize ChatGPT. ChatGPT was founded in December
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brain.? Over the following decades Al experienced several
booms and busts. Scientists overcame many failures and
Al has evolved into what we use today. The world was
first able to comprehend the capabilities of Al in the late
1950s when IBM aired, on television, a computer
program that played checkers (i.e., Samuel’s Checkers
Playing Program).

2015, but it took until November 2022 for an early demo
to be released.® Quickly the founding company, OpenAl,
catapulted to an estimated net worth of ~$30 bilion.*
ChatGPT, a language based “chatbot”, is expected to make
things like writing essays, resumes, solving math problems
(step by step), writing music, preparing for job interviews
and even writing jokes easier and more efficient.

As with most technological advancements, the race is on
for other tech companies to develop their own language-
based model. Google is working to advance their version
called Google Bard. Microsoft has invested $10 billion into
OpenAl and even created their own Al feature for word,
PowerPoint and excel called Copilot.® No company wants
to be left behind in the face of such a powerful disrupter
to their business.
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How Has the Al Craze Impacted Financial Markets?

What we have seen this year is the dangerous pattern
when investors let the fear of missing out (aka FOMO)
override disciplined due diligence. Since Al is associated
with technology, the tech heavy NASDAQ has
outperformed the Dow Jones Industrial Average by over
25% year to date In the S&P 500, the companies
that are perceived to be advancing Al or directly involved
with Al are making up ~80% of the S&P 500 total return
this year Valuations (i.e., P/E next
12 months) of these companies are well above the price
to earnings multiple of the S&P 500. In some instances,
over 200% higher than the S&P 500 PE

This seems eerily like the dotcom bubble. While

Technology Surging on Al Optimism

the bursting of the dotcom bubble was due to companies
that saw valuations skyrocket while earnings were
nonexistent, that does not mean even the best of the best
companies did not see their market cap deteriorate. For
example, Oracle (which happens to also be associated
with Al today) saw its stock price drop ~85% in 2001 and
did not make a new record high for 16 years. Microsoft fell
65% in 2001 and did not recover until 2016. This reminds
us that even the best of the best can drop sharply once
investors realize that the market is not following
fundamentals and valuations and instead is artificially
propping up companies with the fear of missing out on a

new technological advancement.

Data is as of June 21, 2023. Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Al Making Up Nearly All of the Equity Rally

Data is as of June 20, 2023. Source: Bloomberg Finance LP, Verdence Capital Advisors.
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Al Stocks are Expensive
Data is as of June 22, 2023. To 10 stocks in Global X Funds Global X Artificial Intelligence & Technology ETF. Source: Bloomberg Finance LP, Verdence
Capital Advisors.
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How Much Can Al Disrupt Society?

We find the comments that this is an “existential threat to
humanity” excessively pessimistic. Instead, we will focus
on what we know now. Regarding ChatGPT, while it has
many appealing characteristics, it also has its fair share of
flaws. It requires human input. Not only a human to ask
questions but data to be on the internet, that has also
been created by humans. It has been referred to as Google
on steroids.” It has been proven to deliver information
that is not factual. In addition, ChatGPT has limited history
if you seek historical data.

However, Al is not just ChatGPT, Al is much bigger than
just language-based models. Al is increasing the efficiency
of writing emails and research papers through auto fill
sentences, advancing the way we use facial recognition, it
is used in the production of self-driving cars, it can
transform the security and surveillance industry, it can
assist with making appointments with human like phone
calls. The healthcare industry may be the biggest
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beneficiary of Al. A computer can sift through multiple
different labs and test results and diagnose diseases and
come up with treatment options much faster than a
human can. The same thing goes for medical
advancements. Currently, a potential new drug can take
years to develop and be very costly, whereas Al may be
able to reduce that time. The result could be more
effective drugs and at cheaper prices.?

The fear that is emerging is around the elimination of jobs
due to Al. Yes, some jobs will disappear. We have already
seen fewer checkout employees as retailers adopt self-
checkout. | recently had a robot deliver my food at a
restaurant. We can even have Alexa make grocery lists for
us for things we didn’t even know we needed. However,
remember that in the instance of ChatGPT, it is only as
good as the command that a human gives it. In addition,
throughout most advances in Al, there is a human
judgment component to avoid false deliverables.

Regarding ChatGPT, while it has many appealing

characteristics, it also has its fair share of flaws.
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Our View

Al is already here. Whether you know it or not, Al is a part
of our daily lives. Al makes accessing your phone easier,
makes recommendations about shows you may like on
Netflix, adds personal safety features to our smart
watches. Even speech recognition can help send ads
about items we just discussed with a friend. With Al, it is
important to be aware of what is evolving. Yes, there will
be job disruption, but it may also provide unique
opportunities. At Verdence, we are monitoring how we
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can increase the efficiency of some menial tasks so that
we can free up more time to enhance personal
relationships with our clients. When it comes to investing
in Al, at this point everyone is chasing technology
companies. However, we will be looking at companies and
sectors that are investing in Al to make their businesses
more efficient and ultimately improve their earnings. As
always, we will monitor this evolving trend in technology
and look for ways that our clients may benefit.

m Write a 50-word poem for our summer finance intern. Tell him how much we appreciate him

and his haircut.

To our summer intern, we raise our voice,
Your finance skills, we highly rejoice.
But not just that, we must declare,

Your stylish haircut, it's beyond compare.

We appreciate your hard work, both numbers and style,

You've made our team shine with a cheerful smile.

If you have any questions or comments, please feel free to

reach out to your financial advisor.
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Disclaimer:

This material was prepared by Verdence Capital Advisors, LLC (“VCA” or “we”, “our”, “us”). VCA believes the information and data in this document were obtained from sources
considered reliable and correct and cannot guarantee either their accuracy or completeness. VCA has not independently verified third-party sourced information and data. Any
projections, outlooks or assumptions should not be construed to be indicative of the actual events which will occur. These projections, market outlooks or estimates are subject to
change without notice. This material is being provided for informational purposes only and is not intended to provide, and should not be relied upon for, investment, accounting,
legal, or tax advice. Past performance is not a guarantee of future results. Different types of investments involve varying degrees of risk, and there can be no assurance that the
future performance of any specific investment, investment strategy, or product or any non-investment related content, made reference to directly or indirectly in these materials
will be profitable, equal any corresponding indicated historical performance level(s), be suitable for your portfolio or individual situation, or prove successful. You should not
assume that any discussion or information contained in this report serves as the receipt of, or as a substitute for, personalized investment advice from VCA. Alternative
investments are designed only for sophisticated investors who are able to bear the risk of the loss of their entire investment. Investing in alternative investments should be viewed
as illiquid and generally not readily marketable or transferable. Investors should be prepared to bear the financial risks of investing in an alternative investment for an indefinite
period of time. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current opinions or positions. All
indexes are unmanaged, and you cannot invest directly in an index. Index returns do not include fees or expenses. Sector Watch Use of this website is intended for U.S. residents
only. Any recommendation, opinion or advice regarding securities or markets contained in such material does not reflect the views of Verdence Capital, and Verdence Capital does
not verify any information included in such material. Verdence Capital assumes no responsibility for any fact, recommendation, opinion, or advice contained in any such research
material and expressly disclaims any responsibility for any decisions or for the suitability of any security or transaction based on it. Any decisions you may make to buy, sell, or hold
a security based on this research will be entirely your own and not in any way deemed to be endorsed or influenced by or attributed to Verdence Capital. It is understood that,
without exception, any order based on such research that is placed for execution is and will be treated as an UNRECOMMENDED AND UNSOLICITED ORDER. Further, Verdence
Capital assumes no responsibility for the accuracy, completeness, or timeliness of any such research or for updating such research, which is subject to change without notice at any
time. Verdence Capital does not provide tax, or legal advice. Under no circumstance is the information contained within this research to be used or considered as an offer to sell or
a solicitation of an offer to buy any particular investment/security. Fixed income securities are subject to increased loss of principal during periods of rising interest rates. Fixed
income investments are subject to various other risks including changes in credit quality, market valuations, liquidity, prepayments, early redemption, corporate events, tax
ramifications and other factors. Lower rated securities are subject to greater credit risk, default risk, and liquidity risk. Commodity-related products, including futures, carry a high
level of risk and are not suitable for all investors. Commodity-related products may be extremely volatile, illiquid and can be significantly affected by underlying commodity prices,
world events, import controls, worldwide competition, government regulations, and economic conditions, regardless of the length of time shares are held. Data is provided for
information purposes only and is not intended for trading purposes. Verdence Capital shall not be liable for any errors or delay in the content, or for any action taken in reliance on
any content. Weekly Insights/Qtrly & Annual Outlook The indexes presented are unmanaged portfolios of specified securities and do not reflect any initial or ongoing expenses nor
can it be invested in directly. An investment’s portfolio may differ significantly from the securities in the index. Semi-Annual Chart Pack Where shown, performance information
presented is that which has been calculated and presented by an unaffiliated third-party manager. We have no insight into the performance of the advisor/product/account or
fund shown and do not attempt to determine whether the performance presented is accurate. Therefore, the performance could be incorrect, overstated or not reflective of
actual trading of client funds. There is the potential that the performance shown is a back test and not the result of real investment advice and trading. As such, it could not be
relied upon as indicative of future returns of a particular strategy. Where performance shown is that of a pooled account, limited partnership, or private equity fund, you should
be aware that there is a significant lack of transparency into the operations and investment process and investment vehicles invested in. As a result, pricing and valuation of the
underlying holdings which produced the stated performance could be incorrect, stale, or overstated and therefore the performance figures presented cannot be relied upon.
Before investing, we encourage you to request additional information, particularly performance information, of any product that you are considering for your client. You should
read, as applicable, the Prospectus, SAl, Composite Disclosure and/or performance disclosure associated with any product that you are considering for investment for your or your
client’s. Products shown may have minimum account sizes or minimum investments which may preclude retail and non-high net worth investors from being able to invest in these
products. You should be aware that certain LPs may be closed to new investors and therefore your clients may be prevented from investing in these products. Portfolio
Implementation and Rationales The SMA Asset Allocation Models do not represent a personalized recommendation of a particular investment strategy to you or your clients. You
should not buy or sell an investment without first considering whether it is appropriate for your client’s portfolio. Additionally, you should review and consider any recent market
news. All expressions of opinion are subject to change without notice in reaction to shifting market conditions. Data contained herein from third-party providers is obtained from
what are considered reliable sources. However, its accuracy, completeness or reliability cannot be guaranteed. Supporting documentation for any claims or statistical information
is available upon request. Examples provided are for illustrative purposes only and not intended to be reflective of results you can expect to achieve. Diversification and asset
allocation do not ensure a profit and do not protect against losses in declining markets. Any forecasts contained herein are for illustrative purposes only, may be based upon
proprietary research and are developed through analysis of historical public data. Investments in growth stocks may experience price volatility due to their sensitivity to market
fluctuations and dependence on future earnings expectations. Sector allocation references to market capitalization (“smid cap” or “micro caps” etc.) may be subject to special risks
given their characteristic narrow markets, limited financial resources, and less liquid stocks, all of which may cause price volatility. International/global investing can involve special
risks, such as political changes and currency fluctuations. These risks are heightened in emerging markets. A significant percentage of the underlying investments in aggressive
asset allocation portfolio investments have a higher-than-average risk exposure. You should consider your risk tolerance of each of your clients carefully before choosing such a
strategy. An investment with multiple underlying investments (which may include asset-allocation or custom blended investments) may be subject to the expenses of those
underlying investments in addition to those of the investment itself. Investments may reside in the specialty category due to 1) allowable investment flexibility that precludes
classification in standard asset categories and/or 2) investment concentration in a limited group of securities or industry sectors. Investments in this category may be more volatile
than less flexible and/or less concentrated investments and may be appropriate as only a minor component in an investor's overall portfolio. Investment Managers You and your
clients should carefully consider investment objectives, risks, charges, and expenses of Funds discussed. This and other important information are contained in the respective Fund
prospectuses and summary prospectuses, which should be read carefully before investing. Investment portfolio statistics change over time. Current performance may be lower or
higher than return data quoted herein. The investment return and the principal value of an investment will fluctuate; so, an investor's shares/units, when redeemed, may be worth
more or less than their original cost. Verdence relies heavily on unaudited third-party data. Data sources include public data, such as mutual fund data, and non-public data, such
as information provided by other investment advisors and managers of limited partnership pooled accounts. Data and/or statistics included on this Portal, including references to
performance, opinions, ratings, rankings, manager statistics and demographic information, product, or strategy descriptions, either quantitative or qualitative, are based upon
information reasonably available to us as of the applicable date(s) then-published. Information has been obtained from sources that we believe to be reliable, but these sources
cannot be guaranteed as to their accuracy or completeness. All data and information produced by a third party has the potential to be incorrect, incomplete, or otherwise
misleading. No implication shall be created that the information contained on the Site is correct, including as of any time subsequent to the publish date, and Verdence does not
undertake an obligation to update such information at any time after such date. Verdence makes not warranty or representation of the veracity of the data and information and its
use of the information should not be implied as an endorsement of any material or statements made. Data, particularly non-public data, is subject to error and where the
information is not audited, the potential for error is greater. Where shown, performance information presented is that which has been calculated and presented by an unaffiliated
third-party manager. We have no insight into the performance of the advisor/product/account or fund shown and do not attempt to determine whether the performance
presented is accurate. Therefore, the performance could be incorrect, overstated or not reflective of actual trading of client funds. There is the potential that the performance
shown is a back test and not the result of real investment advice and trading. As such, it could not be relied upon as indicative of future returns of a particular strategy. Where
performance shown is that of a pooled account, limited partnership, or private equity fund, you should be aware that there is a significant lack of transparency into the operations
and investment process and investment vehicles invested in. As a result, pricing and valuation of the underlying holdings which produced the stated performance could be
incorrect, stale, or overstated and therefore the performance figures presented cannot be relied upon. Before investing, we encourage you to request additional information,
particularly performance information, of any product that you are considering for your client. You should read, as applicable, the Prospectus, SAl, Composite Disclosure and/or
performance disclosure associated with any product that you are considering for investment for your or your client’s. Certain products shown may have account minimums or
minimum investment sizes that are unattainable for your clients and therefore they may not be eligible to invest in these products. Reference to registration with the Securities
and Exchange Commission (“SEC”) does not imply that the SEC has endorsed or approved the qualifications of Verdence or its respective representatives to provide any advisory
services described on the Site.
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