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The big picture: 
There is a glimmer of hope for the revitalization of business investment, this according to calculations from Argus Research for non-financial corporate profit margins. Apparently, corporate profit margins bottomed in the third quarter of 2001 at 7.49%, rebounding nicely to 8.46% in the fourth quarter and 8.79% in the first quarter of 2002. This was very similar to the corporate profit margin performance during the last U.S. economic recession of 1990-1991. If this analogous trend holds true, then business investment may have picked up as early as last quarter. The 1090-1991 recession ended in March ’91 and corporate profit margins lingered around the 7%-area until the third quarter of 1991. Capital spending posted a dazzling 15.8% increase in QII 1992. If the 2001- 2002 recession ended in January/February ’02 believe, and the trough of corporate profit margins occurred in the third quarter of 2001, then capital spending may have posted an increase as early as the second quarter of 2002 – the first gain in six quarters.
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*courtesy of: Argus Research

The other picture:

IBM (NYSE:IBM ) decided to buy PricewaterhouseCoopers Consulting. What's significant here is the purchase price, about 0.7 of sales, and what that means for IBM's valuation going forward. When you add the company's market cap of $140 billion (including its debt of $20 billion), and then compare this to its revenue of about $80 billion, you can see that IBM trades at about 175% of sales. So, the price that it paid for PWC, one could argue, is probably a good indication of where IBM will ultimately be valued, which would put it in the $40s.

How do we make money in this environment of dichotomies? 

First we have to realize that Wall Street’s traditional measures of “value” which are tightly linked to interest rates are not working as well as they used to in a full growth economy. “Value” will be no longer a function of Price-Earnings Multiples but will have to be measured by sustainability of earnings, book value (real assets) and (help!) dividend yields. It is therefore no coincidence, that the NASDAQ has badly lagged in the rally of the last 5 days.  

We are looking for all these three things in today’s stock screener.

1.
First, we will look for Companies which trade at a reported book value of below one. At the moment this is still dangerous, because bookvalue may contain impaired assets and other assets which may soft rather than hard assets. But since we always take a mechanical approach, we assume that every investment needs further investigation as to the validity of stated numbers, anyway.


Result: 
 2,259   (from 8,084) 

2.
The PEG ratio is a common valuation ratio calculated by dividing the F1 P/E ratio by the long-term growth consensus estimate. A low PEG ratio may indicate that a stock is undervalued. The average stock in the Zacks universe has a PEG of 1.12 Today we are looking for a PEG ratio of 0.70


Result:
   112
(from 2,259)

3.
Market participants have been asking lately not for “return on investment” but for “return of investment”. One way to recover your investment dollars is by means of dividends. Dividends were “outlawed” during the late ninety’s because investors wanted managements to reinvest the profits into the company to grow the business. Times have changed and investors want dividends again. Today, we are looking for companies that pay at least a 3.5% dividend. Investors should be careful, though. A double digit dividend yield might indicate trouble ahead. It usually means that the stock price has declined substantially. The reasons for this decline should be investigated. It could indicate that the company is having certain problems which also raises the risk of dividend cuts.  


Result:
   7
(from 112)

Results are based on closing prices as of 7/31/02*

	Ticker
	Industry
	Market Cap (millions)
	Company Name
	Current Price 
	52 Week High
	52 Week Low
	Average EPS Surprise (Last 4 Quarters)
	Annualized 5 Yr. Historical EPS Growth
	PEG Ratio
	Dividend Yield
Top of Form



	ANH 
	REAL ESTATE 
	28.04 
	ANWORTH MTGE 
	11.71 
	14.44 
	7 
	N/A 
	45.18 
	.37 
	15.79 

	DYN 
	OIL AND GAS PRODUCTION-PIPEL 
	183.82 
	DYNEGY INC 
	2.4 
	47.87 
	.51 
	-36.26 
	62.55 
	.13 
	17.24 

	EP 
	OIL AND GAS PRODUCTION-PIPEL 
	5487.16 
	EL PASO CORP 
	14.45 
	53.22 
	10.3 
	2.31 
	19.37 
	.5 
	5.98 

	MIG 
	INSURANCE 
	21.71 
	MEADOWBROOK INS 
	2.76 
	4.03 
	1.71 
	N/A 
	N/A 
	.7 
	4.38 

	SLI 
	ELECTRONICS 
	7.35 
	SLI INC 
	.3 
	5.99 
	.19 
	-922.62 
	-34.88 
	.02 
	129.63 

	WMB 
	OIL AND GAS PRODUCTION-PIPEL 
	547.3 
	WILLIAMS COS 
	2.95 
	33.8 
	.88 
	N/A 
	N/A 
	.31 
	33.19 

	XEL 
	UTILITY-ELEC PWR 
	2993.84 
	XCEL ENERGY INC 
	6.96 
	29.7 
	5.66 
	-2.15 
	5.94 
	.59 
	23.89 

Bottom of Form




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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