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October 31, 2013 
 
Dear Client, 
 

As investors we should take great comfort in the fact that although Washington’s politicians seemed to put their “worst” foot 
forward during the “negotiations” (or lack thereof) on the budget, the debt ceiling, and Obamacare, the equity and fixed income markets 
not only survived intact, but prospered.  The calamitous rollout of the Obamacare website didn’t upend the financial markets either.  The 
reason for this solid performance was not because the temporary resolution of the issues was meaningful, or because the “glitches” in the 
website were fixed.  The reason is that investors recognized American business has a way of staying on track producing profits and 
revenues, while working around political considerations.  We would never say that politics doesn’t matter, but the ability to confront 
uncertainty and still succeed through hard work, adjustments, innovation, and planning are at the core of our economic system.  We’ll 
keep an eye on Washington, but our real focus is on recognizing businesses producing profits and investment opportunities.    

 
The markets have behaved very well amid this uncertainty.  The common wisdom usually anticipates that September and 

October will be sluggish months for investment returns.  Yet, even after trudging through the political fight, the S&P 500 returned 7.88% 
and the US Treasury 10-year note yield fell from 2.80% to 2.55% from August 31st through October 31st – far better than most 
expectations.  Your accounts also performed well during this period.  Year-to-date through October 31st (net of fees), our Equity Select 
Portfolio is up 27.85%, our Mutual Fund Mix is up 11.36%, and our Dividend Portfolio is up 17.85%, compared to the S&P 500’s 25.30% 
return (including dividends).  We are very pleased with our results, and expect the equity markets to continue their upward momentum 
into year-end now that Washington has calmed down and the Fed’s “tapering” is any number of months away.  Additionally, global 
economies may not be on fire, but Chinese and European growth should be helping, not hurting.   

 
As most of you know, we expect interest rates to rise substantially at some point, but that is unlikely to occur any time before the 

end of Q1 2014.  The slower-than-hoped for GDP growth, a stubbornly high unemployment rate, and the recent government shutdown 
have given the Federal Reserve enough reasons to maintain its level of quantitative easing purchases at $85 billion a month.  The widely 
expected start of “tapering” was delayed again yesterday at the conclusion of the Fed’s Open Market Committee meeting.  Despite this 
delay, throughout the year we have gradually reduced the holdings of some of our more rate-sensitive investments.  We have eliminated 
most of our holdings in the Vanguard Wellesley Income Fund (VWINX) in our Mutual Fund Mix.  In our Dividend Portfolio we have 
decreased our holdings of utilities and preferred stocks to less than a total of 20% of the portfolio from 40% a year ago.  We also recently 
added Cisco Systems (CSCO) to the Dividend Portfolio.  

 
At this point in earnings season about half the S&P 500 companies have reported, and 68% of them have beaten the analysts’ 

earnings estimates.  Of the companies in our Equity Select and Dividend Portfolios that have reported, 86% have beaten their earnings 
estimates.  Calendar year 2014 earnings estimates for the S&P 500 are approaching $120, which produces a 14.6x forward earnings 
multiple against today’s 1,756 level on the S&P.  This is a touch higher than its 14.0x average for the past 10 years, but still leaves much 
room for expansion given the still-low level of interest rates.  The 14.6x multiple translates into a 6.80% earnings yield (1/14.6) versus the 
2.55% yield on the UST 10-year note.  This 4.25% spread (6.80% - 2.55%) is more than twice the 1.94% average since the first quarter of 
2000.  We have felt for a long time that the better relative and absolute values remain in equities, and even though prices have risen we 
still see many good investment opportunities.  With earnings still headed higher, and corporate balance sheets able to support continued 
increases in dividend payments, stock buyback programs, and potential merger and acquisition activity, 2014 could very well produce 
another year of double digit equity gains. 

 
Thank you for letting us manage your portfolios and please contact us with any questions or comments. 

 
   Michael A. Camp      Joseph F. Hunt 

Principal       Principal 
 

Investing and trading in stocks and other securities are risky and carry an inherent element of risk, including the potential for loss of principal.  Northwest Criterion Asset Management, LLC cannot guarantee and 
you should not assume past performance of its model portfolios and investment plans are either an indication of or a guarantee for future results.  Northwest Criterion Asset Management, LLC cannot and does not 
give any assurance that the trades placed based on its investment plans will be profitable. 
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