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Last year the market turned in its best performance since 1997 with the Standard and Poor’s 500 In-

Lol dex ( S&P 500) returning a whopping 32.4%. 2013 was definitely a year to celebrate. It’s safe to say
SECURITIES pct. | that virtually no one in our business foresaw this kind of advance for the year. Why the dramatic
- — | and unexpected rise? Although the reasons are numerous, one of the largest factors can be found in
WELLS FARGO AND COMPANY 2.30%| the realization that many of the market’s worst fears didn’t come to fruition. Specifically: 1
VISA INCORPORATED 201% 1 The U.S. didn’t default on its debt and budget compromises were reached during the year.
EXXON MOBIL CORPORATION 2.00% ¢ cChina didn’t experience a hard economic landing.
Dow CHEMICAL COMPANY 1.96% T Europe’s debt crisis didn’t result in an economic collapse abroad.

1 While interest rates did jump from 1.5% in May to around 3% at year-end, they remain historical-

o)
EXPRESS SCRIPTS INCORPORATED  1.83% ly low, leaving stocks as the most favorable investment alternative for investors.

HONEYWELL INTERNATIONAL 1.82%

US BANCORPORATION 1.81% While the U.S. equity markets advanced to an all-time high, the benchmark 10-year rate nearly dou-
°*” bled during 2013. This led to negative returns in the bond mar-

APPLE INCORPORATED 1.72%| kets and applied downward pressure on the real estate invest-

MICROSOFT CORPORATION 1.69% 2232!25 trusts (REITs), preferred stocks and emerging market

BERKSHIRE HATHAWAY CLASS B 1.60%

The rally in U.S. stocks in 2013 was broad-based although there
was considerable divergence within the various sectors. Through mid-December, the best performing
sector was health care, returning 34.1%. The consumer discretionary, telecom, and the utility sectors,
on the other hand, had single-digit returns (see chart on the next page). Additionally, low-quality
stocks, those ranked by Standard and Poor's as “C” or worse, significantly outperformed the overall in-
dexes, producing returns nearly double the return of the market. Companies such as Fannie Mae and
SuperValu, considered insolvent at the start of 2013, were both top 10 performers by year-end. De-
spite the rally however, the market (as of 12/12/13), was not overly expensive at roughly 14.5 times for-
ward earnings; the historical average is 15 times. Assuming that interest rates remain somewhat sub-

dued, corporate earnings may likely expand, translating into higher stock prices again in 2014. Time It's a foreclosure notice from our bank -
will tell. along with an application for a new credit card.

1 Barron’s, December 16, 2013 (Continued on page 2)
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Of course, risks remain. The timing and severity of the Federal Reserve’s “tapering,” a
world “event,” dramatic healthcare cost increases borne by the U.S consumer, etc.
could all affect the economy and, subsequently, stock prices going forward. However,
we see the economy being bolstered by the following:

f Rising corporate profits which prompted many U.S. companies to increase their
dividend payouts yet again. Arguably, this made U.S. stocks even more attractive
when compared to many other investment alternatives.

1 Lower energy costs, derived from the domestic boom in shale oil and gas, gave an
additional boost to the domestic economy by providing U.S. consumers with addi-
tional dollars for spending.

1 Cleaner household balance sheets, as U.S. consumers continue to reduce their colle-
ctive debt.

Most who know us understand
that we are optimistic by nature.
Not blindly so, however. We continue to believe that there are opportunities in the

stock and bond markets. Sieciﬁcalli, we see a iood environment for ﬁualiti irowth



