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Summary

We view the stock market as
fairly valued on a price/earn-
ings ratio basis. In June |
attended the Morningstar
Conference in Chicago
where speakers thought ad-
ditional stock market poten-
tial will be closely aligned
with corporate earnings, and
corporate earnings will be
closely aligned with the
growth rate of the economy.
At the same time, the strong
dollar continues to act as a
headwind for U.S. corporate
profitability, (see chart # 3 on
the back of this page) This
condition is likely to persist
throughout 2015.

It is worth noting that the
S&P 500 Index has tripled in
value in just over six years,
and almost doubled in value
since the autumn of 2011.
The last major correction
occurred in early-autumn of
2011. Since then, there has
not been a correction of 10%
or more on the S&P 500
Index. This means that many
investors have earned huge
gains in recent years and
therefore, periods of profit-
taking accompanied by a
short-term correction may
develop, if investors decide
to reduce risk. Our view is
that a health restoring cor-
rection would likely lead to a
buying opportunity for those
looking to add to holdings.

We think a year from now,
the stock market will be

highefr.

The Investiment Letier
is mailed quarterly to
ouv clients and friends.
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Half Empty or Half Full

Midway through 2015, U.S. stocks remained where they
started the year. After last months dip, the S&P 500 index
is up 1.1% so far, this year, and the Dow Jones Industrial
average is down 0.1% Bonds and Gold also lost ground.
Dividend stocks have underperformed due to a fear of
higher interest rates while technology and health care
stocks performed better. Since 2009 Foreign stocks have
lagged, American shares, however in 2015, were the big
winners up approximately 9% since the beginning of the
year.

Where We Are Now

On the back of this page, | show a chart of the Dow Jones
industrial average for the past 6 months. You can see
how it moved from positive to negative 19 times. What is
causing this sideways motion? Many experts (including
myself), banter about how the market is overdue fora
10% correction. Investors are bombarded by fears of
Greek and Puerto Rican defaults as well as slowing earn-
ings growth and the likelihood of higher interest rates
ahead. In some ways, this up and down market action is
reflective of individual investors as they attempt to predict
the future and deal with uncertainty.

Adding to the turmoil and uncertainty is the potential for a
new agreement with Iran that may impact oil prices and
the stability of the Mideast

There are also a number of positive signs that | have out-
lined below;

1.) The year over year inflation rate is low with a core
reading of 1.3%.

1.) Unemployment is dramatically better. We're seeing a
self-sustaining recovery where production growth leads to
job growth, which leads to consumption growth, Job
growth blew past expectations and the unemployment rate
fell to the lowest level since before the financial crisis
peaked six years ago. This created a firm foundation for a
stronger U.S. economic expansion. See chart on Job
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openings on back of this page.

2. Housing is in the early stages of a recovery. The HMI index which measures the
level of builder confidence for single-family homes, rose 5 points in June to 59, the
highest reading since Sept 2014. Forecasters expect housing starts to increase
12% this year per the Wall Street Journal.

3. The U.S. led stock market rally is expanding globally and foreign markets show good gains.

4. Figures from the Commerce Department showed the U.S. trade deficit narrowed 5.6 per-
cent in May, to $44.4 billion, which were helped by record exports. The value of petroleum
imports was the smallest since November 2010.

Where do o from Her

We are fine-tuning our 2016 S&P 500 Index operating earnings estimate to $130 which reflects
reflects our current economic growth expectations for next year. Investor attention will increas-
ingly focus on 2016 operating earnings potential as we move into the second-half of 2015. We
are maintaining our valuation estimate of 16.5 to 17 times operating earnings, which gives the
S&P 500 Index the potential to frade into the low-2200s range (17 x earnings of $130 = 2210)
going forward, based on 2016 earnings prospects. The S&P 500 index is currently at 2063.

We view the stock market as fairly valued on a price/earnings ratio basis. In June | attended
the Morningstar Conference in Chicago where speakers thought additional stock market poten-
tial will be closely aligned with corporate earnings, and corporate earnings will be closely
aligned with the growth rate of the economy. At the same time, the strong dollar continues to
act as a headwind for U.S. corporate profitability, (see chart # 3 on the back of this page) This
condition is likely to persist throughout 2015.

In my view, if interest rates go up, foreigners will invest in the U.S. which will push the dollar
higher. As shown on chart #4 on back of this page the number one reason for slower earnings
is the the high value of the dollar. Therefore, the Federal Reserve Bank will push only for a
limited rate increase. Europe and China are keeping their rates low which puts a clamp or lim-
its on how high our rates can go.

In our last quarterly report, we discussed how the chance of a recession was low and interest
rates may creep up a bit will remain still be relatively low. YWe continue to think that way.

Conclusion

It is worth noting that the S&P 500 Index has tripled in value in just over six years, and aimost
doubled in value since the autumn of 2011. The last major correction occurred in early-autumn
of 2011. Since then, there has not been a correction of 10% or more on the S&P 500 Index.
This means that many investors have earned huge gains in recent years and therefore, peri-
ods of profit-taking accompanied by a short-term correction may develop, if investors decide to
reduce risk. Our view is that a health restoring correction would likely lead to a buying opportu-
nity for those looking to add to holdings.

We think a year from now, the stock market will be higher.

Piease see attached request to mail ADV Part 2 disclosure and our privacy notice.
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# of S&P 500 Companies Citing Negative Impact in Q2 Earnings Calls (23)
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