Aduvisory Notes

by

Years

V ALICENTI ADVISORY

SERVICES, INC.

400 East Water Street
Elmira, NY 14901
607-734-2665
Fax: 607-734-6845

447 East Water Street
Elmira, NY 14901
607-733-9022
Fax: 607-734-6157

24 West Market Street
Corning, NY 14830
607-936-1203
Fax: 607-936-0213

www.valicenti.com

DECEMBER 2022

Inflation: When Will the Rate Hikes Stop

uring the

fourth quar-

ter, the Fed-
eral Reserve down
shifted its rate hikes
from 75 basis points
(bps) to 50 bps, hope-
fully signaling that
the aggressive mone-
tary policy was taking
hold. The Fed tempered that news with tough
talk at Powell’s conference signifying rates may
have to go higher than expected. (See article
The Fed That Stole Christmas, page 2.) With
the Fed’s tough talk, the markets did an about
face in December after posting positive results
in October and November, but still culminated

a positive return for the quarter end, the only

Large cap tech stocks led the way down
during the year, as higher interest rates led to
lower price/earnings multiples on the stocks.
These were the largest capitalized companies
which are the most widely held through indexes
and ETFs. Now that the Fed has put the income
back into fixed income, the highest in the past
15 years, investors have reallocated funds in the
face of inflation. Investors traded risk assets for
the sure thing with short-term Treasuries and
tradeable CDs.

The job market has provided little relief to the
rate hikes and a shortage of workers still exists,
although some large scale companies have laid
off employees or scaled back hiring. The inflation
data has moved from more commodity based to
amore “sticky” wage and employment inflation.
The trend since the 1980s has the Fed holding

one of the year. (See Market Table) See Inflation on Page 2
Market Table
Valicenti Advisory Services, Inc.
Comparative Index Period Returns
From 12-31-21 THROUGH 12-31-22
BBG BBG FTSE US.
Russell Barclays Barclays | Corporate | Treasury
DIJIA S&P 500 | NASDAQ 2000 AGGR Bond | Muni Bond Bond Bill Index
Index Index Index Index (90 day)
12-31-21 to 03-31-22 -4.10 -4.60 -8.95 -7.53 -5.93 -6.72 -7.53 -0.12
03-31-22 to 06-30-22 -10.78 -16.10 -22.28 -17.20 -4.69 -3.19 -7.16 -0.26
06-30-22 to 09-30-22 -6.17 -4.88 -3.91 -2.19 -4.75 -3.77 -4.99 -0.38
09-30-22 to 12-31-22 16.01 7.56 -0.79 6.23 1.87 4.48 3.37 -0.25
YTD Return:
12-31-21 to 12-31-22 -6.86 -18.11 -32.54 -20.44 -13.01 -9.20 -15.68 -1.01

Asset management
as individual as you The highest compliment our clients can give is the referral

of their friends and family. Thank you for your trust!
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Director’s Chair: The Fed that Stole Christmas

fter the re-

lease of the

October
Consumer Price In-
dex (CPI) inflation
report on Novem-
ber 10, the market
began another rally
attempt boosted by
yet another cooler
CPI print for November. The S&P 500 ral-
lied from 3,748.57 peaking at 4,100 twice
over the next five weeks, a 9.4% rally that
pulled equity markets out of bear territory.
The Federal Reserve (Fed) had indicated
that continued cooling of inflation would

be a catalyst for stopping interest rate hikes
and the market believed the CPI reports
were sufficient.

At the Federal Open Market Committee
(FOMC) meeting on December 14, the
Grinch, as in How the Grinch Stole Christ-
mas, showed up to take away all the gains of
the rally. The Fed hiked the Federal Funds

Inflation

(Continued from Page 1)

rates high for as little as three months and
as long as 18 months (See Bloomberg
Graph below). The yield curve and the
dot plots show that rate cuts are projected
sometime in mid to late 2023, as the fears
of long-term inflation subside.

interest rate 0.5% to a range of 4.25%-4.5%,
as expected. Then, the Fed’s written state-
ment calling for “ongoing rate hikes will
be appropriate” began to unsettle markets
along with a peak funds rate forecast that
now stood at 5.1% from an earlier 4.6%
and market expectations of 4.85%. The
Fed also predicted the unemployment
rate for 2023 would be 4.6% from earlier
projections of 4.4%.

Fed Chairman Powell’s comments during
the press conference brought a further dour
outlook as he stated “there was more work
to do” in arresting inflation and the Fed was
“taking forceful steps to moderate demand.”
This was because the “demand exceeds the
supply of available workers.” The Grinch,
I mean the Fed Chairman, is indicating he
will need a higher unemployment rate to feel
comfortable that inflation has been tamed.
Not the usual season’s greetings that are
shared at this time of year.

While goods inflation is abating, services
inflation continues to be sticky. Typically,

With all this in focus, we will continue
to invest in quality companies with strong
balance sheets, high cash liquidity and top
management and products. We will continue
to focus on your individual long and short-
term goals and objectives.
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06/1980-09/1981

Source: Bloomberg

01/2015-06/2015

3-07/2003
-10%

02{1987-09/1987

06/1979-03/1980

-10
# OF MONTHS

Recovery Length

whenever inflation is not tamed early it
moves from goods to services and wages.
Since the Fed wasted all of 2021 saying the
inflation was “transitory” while taking no
action to curb it, the Fed allowed inflation
to transfer into services and wages. Wages
are sticky as people are unwilling to take
pay cuts, so the usual way to lower wage
rates is through higher unemployment. What
will Cindy Lou Who say when she gets a
pink slip?

No jobs equals no packages, boxes or bags
much less the roast beast for the feast. It can
be said that the Fed even took the last can
of Who hash. The only ones who will dance
with jing-tinglers, blow who-whoobas and
bang their gar-ginkas will be the Fed when
another million Americans lose their jobs.

We will have to see if the Fed Chairman’s
heart grows three times in size averting more
interest hikes to curb employment.

Louis F. Ruize
Director of Research/Portfolio Manager

All of us at VASI wish you and your
family a very happy, healthy and prosperous
New Year!

Joseph M. Valicenti
President/CEO

Length of Drawdown vs Recovery
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Delayed 1099-K Reporting

he new reporting for the Form 1099-K was originally set to
start for the 2022 tax year, but has been delayed until the
2023 tax year. Next year many taxpayers will receive Form
1099-K, Payment Card and Third Party Network Transactions,
due to the new reporting requirements. The IRS issued a reminder
that taxpayers must report all income on their tax return unless it
is excluded by law, whether they receive a Form 1099-K, Form
1099-NEC, Form 1099-MISC or any other information.
Currently, Form 1099-K is issued for third party networks
transactions only if the total number of transactions exceeded 200 for the year and the
aggregate amount of these transactions exceeded $20,000. Taxpayers should receive Form
1099-K by January 31, 2023, if they received third party payments meeting this criteria.
The American Rescue Plan Act 0of 2021 lowered the reporting threshold for third party
networks that process payments for those doing business. Next year a single transaction
exceeding $600 can require the third party platform to issue a 1099-K. Money received
through third party payment networks from friends and relatives as personal gifts or
reimbursements for personal expenses is not taxable. However, if you receive a Form
1099-K reporting incorrect income, you cannot ignore this statement. If the informa-
tion is incorrect on the 1099-K, taxpayers should contact the payer immediately, whose
name appears in the upper left corner of the form. The IRS cannot correct it. If it is not
corrected and this income is not reported on your tax return, you will receive a notice
from the IRS.

Elizabeth A. Zarnoch, EA
Vice President of Tax and Business Services

Thank You!

s we complete our 38th year, we have much for which to

be thankful — our loyal and diverse clients that give us the

opportunity to know them, to work with them and to help
them along their “financial journey.” At the same time, a thank you
to our wonderful, dedicated and hardworking staff.

During 2022, we had some updates to our 400 E. Water Street
offices. Since our paperless initiative started for our offices, we
have been able to free up space to allow for more expansion. This
allowed us to build two extra offices and an enhanced investment

trading conference room. The area for our administrative team was
modified so that they now have private offices. Another space was converted to a signing
room and our kitchen/breakroom was expanded and updated. All offices were painted
and updated when things were completed. In addition, we updated both our hardware
and software, continuing our commitment to technology.

From all of us to all of you, we wish you a prosperous and safe New Year!

Happy New Year!

he year of
2022 pre-
sented many
challenges to the
economy and the
markets, with the
focus on the Feder-
al Reserve’s efforts
to slow inflation

through a series of

bold rate increases. This acted as a head-
wind to both equity and fixed income
markets during 2022.

The economic data points created mixed
signals during the second half of 2022
and the Federal Reserve found enough
evidence that their actions were aiding in
slowing inflation and thus slowed the pace
of rate hikes toward the end 0f 2022. The
Federal Reserve will most likely continue
rate increases in the first quarter of 2023,
but at a reduced pace.

With many of the same conditions
and concerns of late 2022 still present in
the first quarter of 2023, our equity focus
remains on companies with strong bal-
ance sheets, strong cash flows and stable
earnings, as we believe that quality mat-
ters. In addition, we continue to focus on
higher quality fixed income, as we believe
investment grade bonds provide good
opportunities in 2023, with a potential of
a rebound from 2022.

With market volatility likely for the
near future, we will remain flexible with
our asset mix of:

* Money markets and shorter term Trea-
suries 5-10%

* Fixed income 30-40%

* Equities in a range of 50-60%

This asset mix will vary based upon
client specific directives, needs for income
and risk levels.

Ralph H. Roberts, Jr.
Vice President of Client Services

Jeffrey S. Naylor
Executive Vice President/CFO



Analyst Corner

he final quar-

ter of 2022

saw some re-
versal of risk asset
weakness seen in
the prior quarter, as
hotter CPI inflation
prints were flipped
on their head and in-

stead came in weaker

than expected for October and November.
This ignited the idea of an earlier pivot away
from current hawkish Fed policy. The final
quarter of the year saw the S&P 500 rally
7.56% as the FTSE Corporate Bond Index
gained 3.37%.

While market based measures of ex-
pected inflation for the year ahead soften,
we are left with the reality that both action
and rhetoric out of the Federal Reserve still
appear to be in a tightening mode, albeit
not at the torrid pace seen earlier in the
year. The same policymakers caught behind
the curve in 2022 are now continuing to
signal further tightening into 2023. Some
uncertainty about what comes next is the
backdrop we find ourselves in as we head
into the New Year. More recently, market
action seems to be more on the side of
current policy being closer to the end of a
tightening cycle than not.

The 10-Year Treasury yield lifted from
1.51% at the beginning of the year, all the
way to 3.88% by year-end as stickier infla-
tion and the means of fighting it kicked in.
This was the main story of 2022. With this
kind of adjustment, many risk assets price
adjusted downward. The S&P 500 was
off -18.11% year-to-date on a total return
basis and the FTSE Corporate Bond Index
was off -15.68%. This dynamic presented
a difficult headwind to balanced stock and
bond portfolios throughout 2022.

The Energy sector was the only area
of industry in significant positive terri-
tory by year-end. It was up 65.43% with
Utilities being the only other sector eking
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Positive Market Influences
China Re-Opening
Business Cycle Resilience

Inflation Cooling

Negative Market Influences

Tightening of Global Financial Conditions
Geopolitical Friction

Leading Economic Indicators

Overall Uncertainty

out a positive return of 1.56%. With both
sectors having relatively smaller market
capitalizations, it was the larger sectors
of Communication Services, Consumer
Discretionary and Information Technology,
which were down -39.89%, -37.03% and
-28.19% respectively that led to the overall
index being decisively down.

Positive Market Influences

¢ China Re-Opening — The last several
years have seen China run a zero-Covid
domestic policy which was defined by
strict internal control measures that likely
impacted domestic growth. The country’s
re-opening may have some reflationary
impact on the global economy and is
being watched by market watchers.

* Business Cycle Resilience — While
many data sets are weakening and growth
expectations are being reigned in, the
resilient strength in the labor market up
to this point, is one factor that has pre-
vented the economic cycle from turning
down decisively.

¢ Inflation Cooling — CPI inflation has
seemed to reach a peak with data com-
ing in softer than expected the last two
months. Additionally, the absolute level
of the pace of inflation is heading lower.
It is a complicated topic and inflation
watchers will be on the lookout for this
trend to either continue or reverse. For
now, it is a positive step in the right
direction that markets like.

Negative Market Influences

¢ Tightening of Global Financial Con-
ditions — The European Central Bank
has raised interest rates and the Bank of
Japan has adjusted the yield curve control

bound to enable slightly higher long term
rates. The fact that other major central
banks are moving in a more restrictive
direction may be significant for market
outcomes in 2023.

¢ Geopolitical Friction — The conflict in
the Ukraine has increased awareness of
geopolitical risks that now may need to
be considered a bit more in relation to
resulting impacts on risk assets.

¢ Leading Economic Indicators — The
Conference Board’s Leading Economic
Index has been in a downtrend since May
0f 2022. While the current cycle has not
turned over, these leading indicators may
portend economic weakness ahead.

¢ Overall Uncertainty — While there is
a narrow consensus around the risks
associated with slowing growth and a
potential recession over the intermediate
term, understanding how policymakers
may react to market realities and any
growth slowdown will require constant
re-evaluation, as data comes in over the
next several months and quarters. That
it is perceived that we may be closer to
turning points in policy and possibly
the business cycle itself creates a level
of uncertainty for market participants
about outcomes that must be dealt with.

Daniel P. Burchill
Security Analyst



Changes That May Affect
Your 2022 Tax Refund

o additional stimulus payments. Un-
like 2020 and 2021, there were no
new stimulus payments for 2022,
so taxpayers should not expect to get an
additional payment in their 2023 tax refund.

No above-the-line charitable deduc-
tions. During COVID, taxpayers were able
to take up to a $600 charitable donation
tax deduction on their tax returns, how-
ever, in 2022, this deduction will return
to pre-COVID rules, which will not allow
those who take a standard deduction to
make an above-the-line deduction for
charitable donations.

Some tax credits return to 2019 lev-
els. This means that affected taxpayers will
likely receive a significantly smaller refund
compared with the previous tax year.
Changes include amounts for the Child
Tax Credit (CTC), Earned Income Tax
Credit (EITC) and Child and Dependent
Care Credit.

Those who got $3,600 per dependent in
2021 for the CTC will, if eligible, get $2,000
for the 2022 tax year.

For the EITC, eligible taxpayers with
no children who received roughly $1,500
in 2021 will now get $500 in 2022.

The Child and Dependent Care Credit
returns to a maximum of $2,100 in 2022
instead of $8,000 in 2021.

More people may be eligible for the
Premium Tax Credit. For tax year 2022, tax-
payers may qualify for temporarily expanded
eligibility for the Premium Tax Credit. For
tax years 2021 and 2022, the American Res-
cue Plan Act of 2021 (ARPA) temporarily
expanded eligibility for the premium tax
credit by eliminating the rule that a taxpayer
with household income above 400% of the
federal poverty line cannot qualify for a
premium tax credit. Remember that simply
meeting the income requirements does not
mean you’re eligible for the premium tax
credit. You must also meet the other eligi-
bility criteria.

Elizabeth A. Zarnoch, EA
Vice President of Tax and Business Services
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Budget Bill with “Secure 2.0”

n December

23, 2022,

President
Biden signed the
$1.7 trillion budget
bill that includes
retirement savings
legislation, or the
“Secure 2.0 Act of
2022.” This Act con-
sists of additional provisions intended to
build upon the improvements to the retire-
ment system from the Secure Act of 2019.
A few of the updates are listed below:

Most notably, the required minimum
distribution age has changed. The age to
start required minimum distributions from
retirement plans has been age 72. The
new bill increased that age from 72 to 73,
beginning January 1, 2023 and then to age
75 in 2033.

Beginning in 2023, the penalty for failing
to take a required minimum distribution is
reduced to 25% from the current 50%. The
penalty drops further to 10% if you take the
necessary RMD by the end of the second
year following the year it was due.

One of the changes will include requiring
automatic 401(k) enrollment for employees.
Employers will be required to automatically
enroll employees in their 401(k) plan with
some exceptions for small businesses.

Schwab Updates

Effective in 2024, employers will be
able to make matching contributions to a
retirement plan based on an employee’s
student loan payment amount.

There will be larger “catch-up” contri-
butions in 401(k)s and IRAs. Under cur-
rent law, if you are 50 and older, you may
contribute an additional $6,500 annually
in your 401k. Starting in 2025, the new
provisions will allow the limit to increase
to an additional $10,000 for those 60 to
63. After 2025, catch up amounts will be
indexed for inflation.

Another provision, to begin in 2024, will
allow employees to withdraw up to $1,000
from their retirement account for emergency
expenses without having to pay the 10% tax
penalty for the early withdrawal if they are
under 59.5. This could only be taken once
per year, however, if you choose not to repay
the distribution within a certain time, you
will not be allowed any other emergency
distributions from the plan for 3 years.
Companies may also let workers set up an
emergency savings account through auto
payroll deductions, with a cap of $2,500.

We will continue to keep you updated
with any changes in retirement planning. As
always, if you have any questions, please
contact us.

Ann S. Nolan, FPQP™
Administrative Assistant

mprovements to your Charles Schwab statements are coming. Starting in the first quarter
of 2023, statements will include the cost per position basis.

What is cost basis? Cost basis is the original price of an asset, which is used in deter-

mining capital gains. It usually is the purchase price, but in the case of an inheritance, it
is the appraised value of the asset at the time of the donor’s death.
If you have any questions on this update, please give us a call.



Celebrating Our Team!

t Valicenti Advisory Services, we are
extremely proud of our team. Wheth-
er they have worked with us for one
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VALICENTI INSURANCE

SERVICES, INC.

month or over 30 years, we couldn’t be more —_—
proud of the team we have built and being Asset management
able to watch them cultivate relationships as individual as you
with clients with care and the compassion. For ALL Your Tax and For ALL Your
It is no wonder that they came up with the . . Insurance Needs
. . .. Business Services Needs
motto “Our Clients Come First.
Taxation Personal Insurance

A group becomes a team when each

 Personalized tax preparation: Individual, * Auto
member cares the way our employees do Partnership, Corporation, Estates, Trusts * Homeowners
and, for that, we say thank you. Below is and exempt organizations * Umbrella
how many years each employee has been * Tax planning: individuals and businesses * Recreational Vehicles
with our firm as the end of December 2022. * Audit assistance or representation before * Motorcycle
tax authorities o Watercraft

Joseph M. Valicenti 31 years * Online research capabilities for Federal .
Life & Health Insurance
Jeffrey S. Naylor 29 years and all 50 states . Life
Ralph H. Roberts, Jr. 28 years * Semi-annual client newsletter
T P L. Jenki 24 Y Accounting Services : L9ng Term Care
racy L. Jenkins years « Financial statement analysis/preparation * Disability
Theresa R. Stewart 21 years * Bookkeeping ° Sales tax returns Business Insurance
Ann S. Nolan 19 years Busingss Consylting. . « Property
Elizabeth C. Stage 15 years * Business entity design: Sole Proprietor, + Liability
Melissa B. Mickley 14 years Pa.lrtr}e.rsmp, Corporation and Limited * Automobile
Kelly S. Dieh 11 Liability Company (LLC) * Professional Coverages
clly 5. Dieqr years + Business plan design and execution

* Workers Compensation

Elizabeth A. Zarnoch s
* NYS Disability

11 years * Analysis of business direction and

Andrew S. Cartwright 10 years strategic planning

Mary Jo Naida 9 years » Fringe benefit evaluation Group Benefits Plan
. . * Health Insurance

Daniel P. Burchill 8 years For ALL Your Wealth « Dental Insurance

Amy S. Chacho 7 years Management Services Needs * Life Insurance

Molly L. Ray 7 years Portfolio Management * Disability Insurance

Louis F. Ruize 6 years + Individual and joint accounts * Customized Benefit Insurance

Ann E. Connolly 5 years ¢ Individual retirement accounts (IRA’s)
Jessica M. Brenzo 4 years : Eniist and eitatedalfcougti. ; The mission of Valicenti Insurance

. ° naowment an oundation accounts i i ) i
Samson D. Lin 1 year Services, Inc. is to provide personalized

* Business retirement plans

1 year + Agent for the Fiduciary

<1 year Planning and Consulting

» Estate * Financial ¢ Income ¢ Taxes

* 401(k) review and analysis ¢ Retirement

insurance products and services with
unparalleled customer service to protect
the assets of individuals, families and
businesses that we serve.

Trevor L. Welch
Nathaniel C. Adams

Please remember that past performance is no 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 (including the investments and/or investment strategies recommended or undertaken by Valicenti Advisory Services, Inc. [“Valicenti]), or
any non-investment related content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s), be suitable for
your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the content may no longer be reflective of current
opinions or positions. Moreover, you should not assume that any discussion or information contained in this commentary serves as the receipt of, or as a substitute for, personalized investment
advice from Valicenti. Valicenti is neither a law firm, nor a certified public accounting firm, and no portion of the commentary content should be construed as legal or accounting advice. A copy
of the Valicenti’s current written disclosure Brochure discussing our advisory services and fees continues to remain available upon request or at www.valicenti.com. Please Remember: If you
are a Valicenti client, please contact Valicenti, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of reviewing/evaluating/revising
our previous recommendations and/or services, or if you would like to impose, add, or to modify any reasonable restrictions to our investment advisory services. Unless, and until, you notify
us, in writing, to the contrary, we shall continue to provide services as we do currently Please Also Remember to advise us if you have not been receiving account statements (at least quarterly)
from the account custodian. Historical performance results for investment indices, benchmarks, and/or categories have been provided for general informational/comparison purposes only, and
generally do not reflect the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would have the
effect of decreasing historical performance results. It should not be assumed that your Valicenti account holdings correspond directly to any comparative indices or categories. Please Also Note:
(1) performance results do not reflect the impact of taxes; (2) comparative benchmarks/indices may be more or less volatile than your Valicenti accounts; and, (3) a description of each comparative
benchmark/index is available upon request. *Please Note: Ranking Limitations. Neither rankings nor recognitions by unaffiliated rating services, publications, media, or other organizations, nor
the achievement of any professional designation, certification, degree, or license, membership in any professional organization, or any amount of prior experience or success, should be construed
by a client or prospective client as a guarantee that the client will experience a certain level of results if the investment professional or the investment professional’s firm is engaged or continues
to be engaged, to provide investment advisory services. A fee was not paid by either the investment professional or the investment professional’s firm to receive the ranking. The ranking is based
upon specific criteria and methodology (see ranking criteria/methodology). No ranking or recognition should be construed as an endorsement by any past or current client of the investment
professional or the investment professional’s firm. ANY QUESTIONS: Valicenti’s Chief Compliance Officer remains available to address any questions regarding rankings and/or recognitions,
including the criteria used for any reflected ranking.



