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There is a reason why General Electric never ended up in one of our Stock Screen results. The company is simply too expensive. Wall Street was reminded of it last week. The man who complained was no other than Bill Gross, manager of PIMCO, the biggest fixed income fund in the world. He groused that GE Capital was using too much short-term debt to finance its operations, that the company was mistreating its bondholders, lacked candor and depended too much on acquisitions for future profit growth. Wall Street is marking them down one by one.  Investors’ message to corporations is: “Come clean or else…” GE is one of only nine US companies with a AAA credit rating. However, even after last weeks sell off to $37.91, it trades at a Price-to-Earnings Ratio of 27, and a Price-to-Sales Ratio of over 3. These valuations anticipate earnings growth of at least 8% for 2002 and seem optimistic as far as Bill Gross is concerned. Rising interest rates and subsequent higher borrowing costs do not make the job any easier for the bluest of Blue Chip companies.

As a matter of fact, rising interest rates don’t make it easy for any company. Why are interest rates rising already? Yields on the 10-year Treasury Note reached a forty year low of 4.32% in early November 2001. Last Friday, the yield on 10 year T-Notes was more than 1 percent higher at 5.39%. For yields to slide much lower than 4.32% would have taken a far deeper recession and a Japanese style debt deflation. All indicators however are pointing in the opposite direction. Many money supply measures are growing at breakneck speed. The fiscal stimulus by the government will eventually have its intended effects and purchasing managers have been increasing their orders for months. The economy is on the rebound and interest rates have nowhere to go but up. The Fed-Funds futures are forecasting short-term interest rates of 3.75% by year-end – from currently 1.75%. 

10 year T-Notes are anticipated to trade at 5.75% by yearend according to BCA Research. This could spell trouble for stocks according to the Fed-Model. This model calculates the “Earnings-Yield” for the S&P 500 by dividing estimated earnings of all 500 companies ($52 is the current consensus) that make up the index for the year 2002, by the Price of the Index (Friday’s close was 1,149). In this case: 52/1149 = 4.5% as the S&P 500 “earnings yield”. To determine whether this is a “fair” earnings yield, we must compare this to “riskless” investments such as 10 year Treasury Notes (T-Notes), which currently anticipate 5.75% by year-end. Since the year-end earnings yield on stocks would be about 27% higher than the anticipated yield on 10 year T-Notes, proponents of the Fed Model argue that the Stock Market (or at least the S&P 500) would be overvalued by 27%.
Are these realistic assumptions? May be, may be not. One thing seems certain, however. GE is expensive and most likely dead money for the foreseeable future. We would much rather buy companies with low PE-multiples and low Price-to-Sales ratios.         

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


Result: 
2,406  (from 8,084) 



2.
In this current environment “leverage” can be dangerous. We are therefore looking for companies with little debt on their books so that they are able to spend and if necessary to borrow, even in slow times. We wish to find companies whose shareholders equity is at least twice as large as the outstanding debt. Debt/Equity <= 0.5


Result:
 1,085
(from 2,406)

3.
We also want to ensure that the remaining companies have adequate short term liquidity to meet their current obligations in a slowing economy. We look for companies that have a Current Ratio (current assets divided by current liabilities) of greater than 3.  

Result:
351
(from 1,085)

4.
The current market environment is still very much characterized by highly uncertain earnings estimates. 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. ( We want to find stocks that trade for not more than one times their gross revenue per share. Their Price-to-Sales or P/S ratio therefore has to be =< 1.5

Result:
 53 (from 351)

5.
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:
8 (from 53)

Results are based on closing prices as of 3/25/02

	Ticker
	Industry
	Company Name
	Current Price 
	52 Week High
	52 Week Low
	Average EPS Surprise (Last 4 Quarters)
	P/E (F1)
	Debt/Equity Ratio
	Current Ratio
	Price/Cash Flow
	Price/Sales
Top of Form



	ANR 
	INSURANCE 
	ANNUITY & LIFE 
	19.51 
	36.98 
	15.75 
	-1.12 
	12.15 
	0 
	23.06 
	11.1 
	1.34 

	BTH 
	OTHER CONSUMER DISCRETIONARY 
	BLYTH INC 
	25.63 
	25.95 
	18.4 
	1.51 
	13.67 
	.35 
	14.52 
	14.13 
	1.01 

	CNA 
	INSURANCE 
	CNA FINL CORP 
	29.1 
	39.9 
	24.35 
	-15.89 
	14.29 
	.31 
	3.07 
	N/A 
	.49 

	LNC 
	INSURANCE 
	LINCOLN NATL-IN 
	51.01 
	53.5 
	39.95 
	4.78 
	13.01 
	.16 
	28.81 
	10.88 
	1.5 

	RGA 
	INSURANCE 
	REINSURANCE GRP 
	30.04 
	39.25 
	25.85 
	15.68 
	10.81 
	.32 
	23.42 
	17.1 
	.76 

	SLC 
	FINANCE 
	SUN LIFE FINL 
	21.18 
	25.2 
	17.59 
	-.02 
	13.9 
	.1 
	4.94 
	11.83 
	.85 

	UNM 
	INSURANCE 
	UNUMPROVIDENT 
	27.6 
	33.75 
	22.43 
	-2.48 
	10.44 
	.33 
	11.67 
	5.7 
	.71 

	WWW 
	APPAREL 
	WOLVERINE WORLD 
	17.34 
	19.2 
	12.56 
	N/A 
	14.98 
	.2 
	5.03 
	12.51 
	1 
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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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