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First Quarter 2013 Report

Dear Valued Client:
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part due to a stronger US dollar. The MSCI
EAFE Index was up 5.3%, but Emerging Markets were down 1.2% for the period, as all four
of the BRIC countries (Brazil, Russia, India and China) posted negative returns both in local
currency and U.S. dollars. High quality bonds, for the first time in years, also posted a negative
return, with Barclays U.S. Aggregate down 0.12% for the quarter. Commodity returns were also
weak, with the Dow Jones-UBS Index down 1% for the quarter.

United States equity returns
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March. And most recently, after two
months of the U.S. adding over 200,000 jobs, the March payroll number dropped to 88,000.
On the positive side, in spite of the expiration of the payroll tax holiday, consumer spending
was up 0.7% in February and most economists still predict that growth in the first quarter
will return to a 2 to 3% range. In Q1, we saw another quarter of healthy dividend growth
(up 12.3% since Q1 2012), signaling increased corporate confidence in future cash

flow generation.




First Quarter 2013 Report (continued)

The most encouraging
news has come from the real estate Home price gains are accelerating.

market, which has seen home
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prices increase 8.1% on a year over 10
year basis and home prices are ‘:i
back to their Autumn 2003 levels. j
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aggressive monetary policy by
maintaining extremely low

Jan-12 Apr-12 Jul-12 Oct-12 Jan-132
B S&P Case Shiller composite 20 home price index

interest rates and purchasing their [ Core Logic home price index excluding distressed sales

government debt. In its I FHFA house price index (purchase-only)

announcement after its March 20, Source: Federal Housing Finance Agency, Standard & Poor’s, Fiserve, and
2013 meeting, the Federal Open | MacroMarkets LLC and Core Logic

Market Committee (“FOMC”)
reiterated that there would be no change to their policy until the unemployment rate is lower than
6.5% and inflation is no more than half a percent above the FOMC's long-term goal of 2%.

It's unclear when or how interest rates will increase, so we continue to keep bond holdings at the

short end of the yield curve.

At the time of this writing the S&P 500 stands at 1564 and is up 132% from the March
2009 lows. According to Standard & Poor's, the S&P 500 earnings per share for 2013 are expected
to be $111, an increase from $103.47 in 2012. At that level of earnings per share, the S&P 500 is
selling at a multiple of approximately 14.5, somewhat below the average multiple since 1988.

In both 2011 and 2012, the economy and equity markets declined in the second
quarter after a strong first quarter performance. Economic statistics in the last month,
particularly the March job numbers, have increased concerns that 2013 will repeat the pattern
of the last two years. While we believe the high quality companies we focus on are well
positioned for the next five to ten years, we have seen valuations creep up in many stocks,
leading to a lower margin of safety. In light of this concern, we think this is a good time to

harvest gains and rebalance equity weightings back closer to their long term targets.

Yours truly,
Hemenway Trust Company LLC
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