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MARKET OVERVIEW

In the January 2017 investment strategy letter, we highlighted several things that could reverse some of the gains we
saw in the “Trump rally” that took place after the election. These issues included the dysfunction of Congress
leading to potential delays in passing President Trump’s growth initiatives as well as potential tests of Trump’s
leadership by some foreign dictators.

Some of these concerns played out in the first quarter, as an initial attempt at healthcare reform failed, thereby
raising concerns over the ability of getting Trump’s growth initiatives (tax reform, infrastructure spending, and
reduced regulation) passed quickly enough to do any good in 2017. In addition, there have been rising tensions
involving North Korea and Syria, as well as concerns regarding trade policies.

However, despite all these issues the Standard & Poor’s 500 stock index, as well as other popular indices, generated
solid gains in the first quarter. Several factors contributed to this: better economic conditions in the Eurozone as well
as other parts of the world; better corporate earnings by US companies; continued suppressed interest rates in
Europe and Japan, which encourage inflows into higher yielding US dollar assets; and continued hope that the
Trump growth agenda will eventually get through Congress in a recognizable form.

How the stock market behaves from here will depend largely on a continuation of the factors listed above. Another
major influence of the stock market is likely to be actions the FED is taking to gradually remove the extraordinary
accommodation taken after the financial crisis of 2008. The FED raised rates in December 2016 and again in March.
How quickly they increase rates up to levels that appear normal may depend on how the US economy performs, as
well as how other financial markets in other parts of the world react to the FED’s normalization strategy.

In addition, the latest release of the Federal Open Market Committee minutes showed a discussion ensued in regards
to reducing the size of the FED’s balance sheet. Before the financial crisis the FED’s holdings of government and
other securities was over $750 billion. As part of their stimulus plan the FED adopted a Quantitative Easing program
in which they purchased government bonds and mortgage backed securities, thereby taking the balance sheet up to
about $4.5 trillion. How to reduce the size of the FED’s balance sheet while raising interest rates could be a
challenging balancing act. A misstep in this process could cause some problems for the stock and bond markets.

Due to the large number of uncertainties and cross currents in the big picture, it appears the stock market could be
choppy over the near term. The markets could get a boost if President Trump unveils a tax plan that appears to have
a good chance of passage. The stock market may care the most about corporate tax reform, a repatriation tax
structure that could encourage companies to bring back cash from overseas, and an infrastructure plan perhaps using
the tax revenues from the repatriation tax to fund the infrastructure spending.

Individual tax reform is potentially a later story, especially if the border adjustment tax is part of the package. The
border adjustment tax appears to have numerous problems and issues which we may discuss in the future in case this
tax is proposed. In the meantime, continued focus upon individual companies’ earnings progress may be a more
fruitful effort than trying to guess short term movements of the overall market.
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STRATEGY FOCUS

Equity & Fixed Income Strategies

Even with global tensions on the rise, the expected rate increase and national political turmoil, the S&P 500® posted
a positive 5.21 percent gain for the first quarter of 2017. Within the index, growth far outperformed value during the
quarter, with the S&P 500 growth index returning 8.5 percent, compared to the S&P 500 value index up 3.3 percent.
Only two sectors were in negative territory for the quarter, energy and telecom services, down 7.30 and 5.06 percent,
respectively. All other sectors posted strong returns, with the information technology sector showing a double-digit
return of 12.16 percent. Consumer confidence seems to be more positive about the economy, reflected in the
consumer discretionary sector posting a strong 8.09 percent for the quarter.

Our Diversified Income Strategy posted strong results for the first quarter of 2017, albeit below the S&P 500 return.
The cash weighting, along with no exposure to utilities and our underweight in health care were the main
contributors to this underperformance. Our underweight in energy continued to enhance the portfolios.

Our Large Cap Value Total Return Strategy and our Large Cap Value Strategy returned strong gains in the quarter,
again due primarily to our under-weight in the energy sector. Stock selection within industrials also contributed to
our positive results. Being underweight the telecom sector in the Total Return Strategy, and having no exposure to
the telecom sector in our Large Cap Value Strategy, aided in our positive gains.

While posting a positive return for the first quarter of 2017, our Small/Mid Cap Strategy lagged its respective index.
Our cash weighting, along with individual stock selections in information technology, financials, and materials,
were the primary reasons for trailing the index. We anticipate that our individual stock selection will be the primary
driver for positive results as we move further into 2017.

Conference Call and Podcast
Our clients are invited to our weekly podcast and conference call. In each of these programs, Ken Roberts and Bryn

Harman discuss market developments and trends that we observe in our week to week research efforts. Please
contact Bryn Harman at bharman@palousecap.com for more information.

L PCM obtains all financial/performance data cited herein from Bloomberg, S&P Dow Jones Indices, and Russell Investments, as applicable.
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DISCLOSURES

Past performance is not a guarantee of future results and there is no assurance that any predicted results will actually occur; actual
events and results may differ materially from those discussed herein. The opinions expressed are those of Palouse Capital
Management, Inc. (PCM), and are based upon information available at the time of the printing of this report, and subject to
change. Furthermore, these opinions are not the opinions of your custodian or broker. The information provided in this report
should not be considered a recommendation to invest in a particular security, strategy or purchase or sell securities in a particular
industry or sector. There is no assurance that securities or securities within the sectors mentioned in this report will be in a
client’s portfolio. Holdings are subject to change. This information is not intended to be used as the primary basis of investment
decisions nor should it be construed as advice designed to meet the particular investment needs of any specific investor.
Approved for investment professional and client use. Small-cap investing typically carries more risk than investing in well-
established large cap companies since smaller companies generally have limited product lines and financial resources and a
higher risk of failure. Historically, smaller companies’ stocks have experienced a greater degree of market volatility than the
average stock. PCM’s Small/Mid Value Strategy may not be suitable for everyone. The income generated by the securities held
in PCM’s Large-Cap Value Total Return and Diversified Income strategies may decline. Generally, the prices of fixed income
securities decline as interest rates rise. The Diversified Income Strategy may include investments in lower quality, higher
yielding fixed income securities which may be subject to great price fluctuation than higher quality fixed income securities.
Index returns and other historical data were gathered from resources believed to be reliable; PCM does not guarantee their
accuracy. The performance of the indices may be materially different from the individual performance attained for a specific
client. The S&P 500 is a capitalization-weighted Index of the prices of common stock of the 500 leading companies representing
the leading industries of the US economy, which are actively traded in the United States on the New York Stock Exchange or the
NASDAQ. The Russell 2500 Value Index measures the performance of the small to mid-cap value segment of the US equity
universe. It includes those Russell 2500 Index companies with lower price-to-book ratios and lower forecasted growth values.
The source for all market data is Bloomberg, S&P Dow Jones Indices, and Russell Investments. Information regarding the
services provided by PCM is available in Form ADV Part 2, which is available upon request or on PCM’s website at
www.palousecap.com.

Approved for investment professional and client use.

Strong Values-High Integrity-Exceptional Service Since 1994

Palouse Capital Management, Inc., formerly Ken Roberts Investment Management, Inc., a boutique asset management firm
founded in 1994, providing active asset management nationally to high net worth individuals, foundations and endowments,
corporations, and public funds. The firm’s fundamental “value” philosophy is consistently applied across the core equity
strategies; Large-Cap Value, Large-Cap Value Total Return and Small/Mid Value. The firm also offers a Diversified Income
Strategy for those clients seeking income from diversified asset classes, which may include fixed income, equities, preferred
stock, REITS, and other income producing securities.
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