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Decatur Market Notes — May 31, 2023
| have discussed the impact of the ‘known-unknowns’ events on capital markets. Investors that have been watching the
expiration of the debt ceiling suspension (known) have been predicting a partisan debate (unknown).

The Debt Ceiling

From a historical perspective, the debt ceiling was created by Congress in 1917 by the Second Liberty Bond Act. The
debt ceiling sets the maximum amount of money that the federal government can borrow to meet its existing legal
obligations. In Chart 1, the public debt is approximately $31 Trillion (orange line).

Chart 1: Public Debt and the Debt Ceiling
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In 2013, Congress passed the Continuing Appropriations Act which resulted in suspending the debt ceiling (gray bars).
The Continuing Appropriations Act expired in July 2021 and the debt ceiling was increased to $31.4 trillion in December
2022. Janet Yellen, U.S. Treasury Secretary, notified Congress that action must be taken to extend the debt ceiling
beyond the $31.4 Trillion. Yellen has stated that by early June, the federal government will run out of money to pay its
obligations.

Fortunately, Congress and the White House have agreed, in principle, to suspend the debt ceiling to January 31, 2025
and we are forecasting that this will resolve the issue until then.

Chart 2: U.S. Treasury Yield Curve
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Chart 2 shows the current impact the debt ceiling crisis and increasing Fed hikes have on the fixed income market. On
May 29, 2023 the one-month treasury bill yield was at 5.58%, on April 29'", the one-month was 4.25% - a difference of
133 basis points. Therefore, the federal government is paying additional yield to investors to buy the U.S. treasury
securities during the ‘crisis’ period. We expect with the pending resolution that the short-term yields will decline back to
the April levels.

The June Fed Meeting

As the debt ceiling issue is resolved, we turn again to the actions of the Federal Reserve. Chart 3 clearly shows that the
Flexible CPI (going out to eat, concert tickets, etc), has declined to the pre-pandemic level of approximately 1.9%. The
Sticky CPI (housing, labor), is more difficult to control and is approximately 6.5%.

Chart 3: Sticky and Flexible CPI
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Based on the Sticky CPI still hovering around that 6.5% level, we are forecasting a 25 basis point hike at the June
meeting.

Asset Allocation Impact
We have noted the positive performance of mega cap technology and growth-oriented firms. This year the Decatur U.S.
Large Cap Growth Strategy has a growth at a reasonable price approach that has lagged the Russell 1000 Growth.

Chart 4: Sector Allocation and Stock Selection Decisions, Year to Date
Allocation Effect, Selection Effect, Total Effect (12/31/2022 - 5/29/2023)

® Energy

Materials

® industrials
O * Consumer Discretionary

Consumer Staples
Health Care
Financials
Information Technology
Communication Services
Utilities

@ Real Estate

Cash & Equivalents

Source: Decatur Capital Management, Refinitiv

520 W. Ponce de Leon Avenue  Suite 793 Decatur, Georgia 30030-9998
Phone: 404.270.9838 Fax: 404.270.9840 Page 2



N\
. DECATUR CAPITAL
M AN

“.v“ AGEMENT INC.

One area of concern is in the healthcare sector. In 2022, our allocation to healthcare outperformed the benchmark.
Chart 4 shows that our healthcare holdings (tan bubble) decisions have been a drag on performance during 2023 due to
both allocation and selection effects. Given this style shift, we are rotating away from value-oriented healthcare and
looking to companies with more of a growth driver. The value-oriented healthcare stocks offer high relative dividend

yields +3% and high book-to-price ratios which we over-weighted last year. We will focus on those healthcare companies
with growth drivers, competitive advantage, and lower dividend yields.

Important Disclosure: The views expressed are those of the authors, Degas Wright, CFA, as of the date referenced and are subject to change at any time based on market or other conditions. These views are not intended
to be a forecast of future events or a guarantee of future results. These views may not be relied upon as investment advice. The information provided in this material should not be considered a recommendation to buy or
sell any of the securities mentioned. It should not be assumed that investments in such securities have been or will be profitable. To the extent specific securities are mentioned, they have been selected by the authors on
an objective basis to illustrate views expressed in the commentary and do not represent all of the securities purchased, sold or recommended for advisory clients. The information contained herein has been prepared from
sources believed reliable but is not guaranteed by us as to its timeliness or accuracy, and is not a complete summary or statement of all available data. This piece is for informational purposes and should not be construed
as a research report. If you are interested in additional information regarding Decatur Capital Management please refer to the firm’s website, www.decaturcapital.com.
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