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“The Enron Debacle” … what are we supposed to learn from it? That you should not invest in companies with greedy managers?  That you should not trust just any auditor? That Wall Street’s conflicts of interest make the investment process a gamble rather than a rational undertaking? None of the above. The message for investors 

is simply: “Reported Earnings can be deceiving” or “Make sure that you understand how these earnings are being produced”. This message seems self-evident and of no particular importance to your portfolio, right? Everybody knows that, right? Wrong! Dozens of high powered Mutual Fund Managers bought Enron in 2001 at  fifty, sixty, eighty dollars a share because all they saw was a rising stream of reported earnings. How they came about, what risks were taken in the process … nobody understood. The message for the market is also clear: Earnings and their composition will come under more and more scrutiny. The various components of a company’s earnings will be dissected by meticulous investors, riskier earnings-components will be allocated a lower weighting in the overall earnings picture. The result will be lower PE multiples in complex companies … such as Microsoft, Cisco Systems and others. Sustainable earnings and low PE multiples matter now more than ever. This month’s Newsletter tries to account for the changes we expect in the evaluation of companies.

 1.
First, we eliminate Companies with a market capitalization below  $500 million in order to avoid the more obscure and often illiquid candidates.


Result: 
2,377  (from 8,084) 



2.
The current market environment is characterized by highly uncertain estimate. 2002 earnings are estimates stated by Analysts with guidance (or not) from the company. 2002 sales of each company are also estimates, however they are easier to analyze, which makes the guessing game a little less hazardous. We like to look for “Real Dollar Sales” per share and divide them into the (always) real dollar price of the stock. This eliminates all companies who have high earnings from “Low Dollar Sales” per share. We want high per share dollar sales to give us a “Volume Cushion” in this risky environment. We want to find stocks that trade for not more than one and one half times their gross revenue per share. Their Price-to-Sales or P/S ratio therefore has to be =< 1.5.   


Result:
 846
(from 2,377)

3.
We also want to ensure that our candidates have a reasonable Price-to-Earnings multiple. We screen today for stocks with a PE of lower than 15 in order to avoid negative surprises.


Result:
344 
(from 846)

4.
Lastly, we assume that the danger of “irrational exuberance” (overly optimistic earnings expectations for 2002) is still with us. The Standard & Poors 500 currently trades at 22.5 times 2002 earnings. The danger level is rising. We therefore decided to look for “safe heaven plays” which show no correlation or even negative correlation to the performance of the Standard & Poors 500 Index. The parameter we use is called “Beta”. The “Beta” measures the volatility of a particular stock compared to the Standard & Poors 500 Index. A Beta of 1 (perfect correlation) means the stock moves in lockstep with the index, a Beta of 0.5 means the stock moves half as much up and down as the index and a Beta of 2 means that a particular security moves twice as much as the index. Given the assumption that the market is now correcting downward we are interested stocks, which show no correlation to the index. If the market goes down, our stocks go sideways or even up. Our Beta should therefore be at or below 0.0

Result:
 42 (from 846)

Results are based on closing prices as of 1/17/02

	Ticker
	Industry
	Average Volume (20 days)
	Company Name
	Current Price 
	Beta 
	Average EPS Surprise (Last 4 Quarters)
	P/E (F1)
	Dividend Yield
	Price/Sales
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	ACI 
	COAL 
	398105 
	ARCH COAL INC 
	19.38 
	-.31 
	79.79 
	9.32 
	1.19 
	.7 

	AEP 
	UTILITY-ELEC PWR 
	909325 
	AMER ELEC PWR 
	43.43 
	-.15 
	9.81 
	11.86 
	5.41 
	.29 

	ALE 
	CONGLOMERATES 
	153325 
	ALLETE INC 
	25.08 
	-.14 
	1.63 
	12.39 
	4.27 
	1.28 

	ATO 
	UTILITY-GAS DISTR 
	83115 
	ATMOS ENERGY CP 
	21 
	-.2 
	N/A 
	13.2 
	5.59 
	.6 

	BER 
	INSURANCE 
	124960 
	BERKLEY (WR) CP 
	48.7 
	-.04 
	-23.8 
	11.91 
	1.05 
	.83 

	CIN 
	UTILITY-ELEC PWR 
	579935 
	CINERGY CORP 
	32.97 
	-.2 
	1.24 
	11.47 
	5.45 
	.39 

	CRD.B 
	BUSINESS SERVICE 
	15690 
	CRAWFORD & CO B 
	12.15 
	-.05 
	N/A 
	14.81 
	4.73 
	.8 

	DTE 
	UTILITY-ELEC PWR 
	679695 
	DTE ENERGY CO 
	41.66 
	-.15 
	6.4 
	10.44 
	4.91 
	.95 

	DUK 
	UTILITY-ELEC PWR 
	2362165 
	DUKE ENERGY CP 
	36 
	-.07 
	16.02 
	13.35 
	2.89 
	.46 

	ED 
	UTILITY-ELEC PWR 
	452980 
	CONSOL EDISON 
	41.4 
	-.07 
	1.37 
	12.39 
	5.28 
	.89 

	EIX 
	UTILITY-ELEC PWR 
	743820 
	EDISON INTL 
	15.35 
	-.15 
	-58.9 
	9.74 
	0 
	.42 

	ETR 
	UTILITY-ELEC PWR 
	702705 
	ENTERGY CORP 
	41.71 
	-.04 
	7.81 
	12.16 
	3.16 
	.89 

	EXC 
	UTILITY-ELEC PWR 
	1083920 
	EXELON CORP 
	47 
	-.07 
	16.15 
	10.15 
	3.56 
	1.02 

	FE 
	UTILITY-ELEC PWR 
	884675 
	FIRSTENERGY CP 
	35.74 
	-.1 
	2.04 
	10.19 
	4.26 
	1.38 

	FPL 
	UTILITY-ELEC PWR 
	498940 
	FPL GRP 
	56.05 
	-.03 
	.73 
	11.5 
	3.94 
	1.18 

	HE 
	UTILITY-ELEC PWR 
	109340 
	HAWAIIAN ELEC 
	40.74 
	0 
	N/A 
	12.48 
	6.09 
	.82 

	LNT 
	UTILITY-ELEC PWR 
	179015 
	ALLIANT ENGY CP 
	30.7 
	-.01 
	N/A 
	11.75 
	6.54 
	.86 

	MDU 
	UTILITY-ELEC PWR 
	130995 
	MDU RESOURCES 
	28.02 
	0 
	2.98 
	12.76 
	3.3 
	.82 

	NOR 
	UTILITY-ELEC PWR 
	151120 
	NORTHWESTN CORP 
	21.51 
	-.13 
	N/A 
	8.93 
	6.01 
	.1 

	PCG 
	UTILITY-ELEC PWR 
	904455 
	PG&E CORP 
	19.23 
	-.1 
	N/A 
	7.04 
	0 
	.28 

	PGL 
	UTILITY-GAS DISTR 
	147640 
	PEOPL ENERGY CP 
	37.68 
	-.03 
	-5.81 
	11.87 
	5.44 
	.59 

	PGN 
	UTILITY-ELEC PWR 
	464815 
	PROGRESS ENERGY 
	44.81 
	-.02 
	-3.32 
	11.51 
	4.72 
	1.27 

	PNW 
	UTILITY-ELEC PWR 
	317460 
	PINNACLE WEST 
	42.53 
	-.06 
	-.01 
	10.67 
	3.73 
	.78 

	RAH 
	FOOD 
	68375 
	RALCORP HLD-NEW 
	23.3 
	-.02 
	N/A 
	14.57 
	0 
	.61 

	SCG 
	UTILITY-ELEC PWR 
	138880 
	SCANA CORP 
	27.6 
	0 
	1.49 
	11.19 
	4.35 
	.74 

	SRE 
	UTILITY-GAS DISTR 
	436865 
	SEMPRA ENERGY 
	25.42 
	-.1 
	10.12 
	9.43 
	3.97 
	.56 

	TXU 
	UTILITY-ELEC PWR 
	876730 
	TXU CORP 
	48.39 
	-.17 
	5.12 
	11.01 
	4.9 
	.46 

	WEC 
	UTILITY-ELEC PWR 
	234005 
	WISC ENERGY CP 
	22.77 
	-.04 
	-2.64 
	10.15 
	3.52 
	.64 

	WPS 
	UTILITY-ELEC PWR 
	63440 
	WPS RESOURCES 
	36.95 
	-.06 
	-2.08 
	13.45 
	5.68 
	.41 

	XEL 
	UTILITY-ELEC PWR 
	576140 
	XCEL ENERGY INC 
	27.87 
	-.01 
	2.9 
	11.35 
	5.32 
	.58 
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To Learn More About These Stocks, Or For Advice On How To Achieve Any Of Your Specific Investment Objectives, Call Hermann Vohs, At Our Toll Free Number: 866- 33-CALES (866-332-2537)

Or Visit Our Website At http://www.calesinvestments.com/
Educated Investors are our best customers. For our best customers we go the extra mile.

*The results of our Stock Screener do NOT represent a recommendation to buy or sell the securities shown. 

We have not provided you this information based on your particular financial situation or needs. Before investing 

in any of the securities shown, investors should conduct additional research or consult with one of our 

representatives in order to determine the most suitable investments for them.
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