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Can stocks predict what the future will look like?

On a daily basis Wislar Wealth Management, LLC spends, at a minimum, an hour screening and
researching companies to stay up on what we currently own for clients and ourselves, or may buy in the
future. We have several tools where we can input criteria for screening, such as forecasted earnings
growth, share repurchases, dividend yield, dividend growth, the growth rate versus the Price Earnings
ratio and much more. These screens produce probably 100 plus names daily, though the list changes
slowly over time. With this list we go to step two. After studying Warren Buffet for years, we developed
a worksheet to score companies future prospects and possible investment return. The worksheet has a
possible high score of 100, though the highest a company ever scored was 90 which was United Health in
late 2003 which did extremely well for us over the next few years. No company goes into a portfolio
unless it scores at minimum 50. By the way, the S&P 500 currently scores a 22. Part of the worksheet
includes the estimated total return over the next 10 years including price appreciation and dividend yield.
To make the cut, a company’s estimated total return needs to exceed 15% per year, though on average we
have higher expectations for most additions.

Let’s look at trends that are currently showing up in the screens that may suggest what the economy might
look like going forward. Shoppers have and will continue to move to cheaper alternatives. There is a
large disparity between retailers; the middle and upper middle class shoppers have moved down channel
to the discounters such as Ross Stores, TIX Companies (TJ Max) and Dollar Tree. As an example, Ross
Stores recently reported their same store sales increased by 12%. The super wealthy continue to shop as
always, but the lower middle and low income shoppers continue to visit the discounters, but are spending
less; Wal-Mart just warned about future growth. This suggests that Americans are still feeling the
economic downturn, including the significant job losses over the past couple of years and are looking to
rebuild their balance sheets by reducing debt and increasing savings. People are getting by with less.

With the large increase in unemployment and fear of job loss, people are going back to school in record
numbers to better their marketability. We currently own two publicly traded education companies and
several more continue to show up in our screens daily. Over the past decade, DeVry grew their annual
earnings on average 14%, but are expected to increase earning this year by 40%, likewise per share
earnings are expected to grow by 88% at Corinthian Colleges. It’s great that people are bettering their
abilities, but suggests that the consensus feels that the future job market will be significantly more
competitive.
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The Pharmaceutical and Biotech indexes topped nearly a decade ago. The Biotech index has recently
surpassed its high made in 2000, but the Pharmaceutical Index is still 32% below its 2000 high. For the
Pharmaceutical industry the past decade will be remembered as the decade of patent expirations; the
Biotech’s saw their sky high valuations come back to earth. Our screens are suggesting better times for
both going forward. Some of the Mega Cap ($50 billion or higher market capitalization) Pharmaceuticals
now trade at upper single digit Price Earnings ratios, pay hefty dividends; have rising future growth rates
and stellar balance sheets. The Biotech Industry has come of age with some trading at market Price
Earnings ratios but significantly higher growth rates and many with no debt. This suggesting that
healthcare reform will not pass or pass in a form that is not significantly detrimental to these two
industries. Also, though we needn’t point this out, people want to live longer and with the highest quality
of life possible.

The Emerging Markets in general have weathered the past couple of years significantly better than the
Developed World. Just a couple decades ago the Developed World sported pristine balance sheets and
watched some of the Emerging Markets countries nearly pull several of the Wall Street Banks under as
they defaulted on their debts. | remember well as Russia went under in 1998 causing a several month
panic in the world stock markets. They did learn from their mistakes and as a group, the Emerging
countries have significantly less debt today than the Developed World. Studies indicate that a countries
growth will slow as their debt burden grows; this will most likely be the case going forward. In almost all
sectors our screens are returning a much larger proportion of Emerging Markets companies, they are
showing the best growth outlook, better valuations and better balance sheets. The average U.S. investor
has less than a 2% allocation to Emerging Markets missing great opportunities.

An area that has bounced hard with the market, but has faltering fundamentals is what we’ll call the “deep
cyclicals”. In this group we include Steel, Mining, Petroleum, Building Materials and Transportation,
though there are others. This lack of growth suggests that the current deleveraging process will continue
for an extended period of time. Companies and Joe public will get by with what they have until they’re
sufficiently repaired their balance sheets. Though the recession ended in 2009, we see an extended period
of below normal growth within the U.S.

There is too much to be said for the Financials, so we’ll just cut to the chase. After the Technology wreck
a decade ago, the group went sideways for eight years. We expect the same from what we’ll call “The
Big Ugly’s” in the group. Some of the smaller institutions avoided the financial crisis and will do fine
going forward. We currently own New York Community Bancorp and have enjoyed a significant gain,
but in general our work suggests a long repair process for Financials in general. With this, don’t expect to
see easy lending for several years; cash will be king.

One of the scoring criteria on our Warren Buffet worksheet is called “Earnings Yield”. The formula is
simple; divide the companies per share earnings by its current price. Historically, the “Earnings Yield”
for the stock market has been a full percentage point below the ten year U.S. Treasury yield. The thought
for this discount is that stocks offer future growth while bonds do not. Today, the average “Earnings
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Yield” for S&P 500 companies is 5.33% while the ten year U.S. Treasury yields just 3.80%. There are
several possible scenarios to correct this outlier - earnings could drop, bond yields could go higher, or a
combination of the two. Our stock research shows us there’s a major divergence, but it doesn’t tell us
how it’s going to be resolved. Now we need an opinion. Interest rates have declined for nearly three
decades, history shows that when interest rates bottom they will bounce along that bottom for six years on
average. Yields were at this level on the ten year Treasury in the middle of 2003, seven years ago. The
process should be slow, but expect higher interest rates in the future.

By the way, the 20 stocks that comprise the “Core List” enjoy an average “Earnings Yield” of 7.82%.

This material is for educational and informational purposes only and is distributed by Wislar Wealth Management, LLC, which is registered with the U.S.
Securities and Exchange Commission (“SEC”). The registration described herein no way implies that the SEC has endorsed the above-referenced entity to
provide any of the services discussed herein.

Past performance may not be indicative of future results. Different types of investments involve varying degrees of risk. Therefore, it should not be assumed
that future performance of any specific investment, investment strategy (including the investments and/or investment strategies recommended by Wislar
Wealth Management, LLC) or product will be profitable or equal the corresponding indicated performance level(s), or be suitable for your portfolio. Due to
various factors, including changing market conditions, the content may no longer be reflective of current opinions or positions. Moreover, you should not
assume that any discussion or information contained in this material serves as the receipt of, or as a substitute for, personalized investment advice from Wislar
Wealth Management, LLC.

Historical performance results for investment indices and/or categories have been provided for general comparison purposes only, and generally do not reflect
the deduction of transaction and/or custodial charges, the deduction of an investment management fee, nor the impact of taxes, the incurrence of which would
have the effect of decreasing historical performance results. It should not be assumed that your account holdings do or will correspond directly to any
comparative indices.

NOTES TO HYPOTHETICAL INFORMATION

This material contains certain hypothetical performance and portfolio information. No representation is made about the overall hypothetical portfolios or their
suitability or potential benefits for any client or investor and no advice or recommendation is given with respect to such hypothetical portfolios and are
included for illustration purposes only. The hypothetical portfolios do not represent actual client or investor accounts. Hypothetical information, including
hypothetical performance results, has many inherent limitations. They are generally prepared with the benefit of hindsight, may not involve financial risk or
reflect actual trading or asset allocations for any portfolio and therefore do not reflect the impact that economic and market factors may have had on the
manager’s or advisor’s investment decisions for that portfolio. In fact, there are frequently sharp differences between hypothetical results and the actual record
subsequently achieved. No representation is made that such portfolio’s performance would have been the same as such hypothetical results had the portfolio
been in existence during such time.
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