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Dear Friend & Client,

Thanks for joining me.

It was a bad week for the market all around, but we got hit worse than many, due principally to
two stocks. Avon Products Inc. (NYSE: AVP) plunged 13.3% because its market cap is too
small now, so it's being dropped from the S&P 500 and moved to the S&P 400 Mid-cap index.
Ironically, the latter index has done just as well as its bigger brother over the last 20 years and is
outperforming it lately, so this should smooth itself out over time. We'll require patience on this
one anyway. I think the shares are an excellent buy at this price. It's only the market in general
I'm worried about.

The oil service sector was a big loser and Ensco plc. (NYSE: ESV) was bashed for a 10% loss
after redeeming $853 million in 3.25% coupon bonds due in 2016 and replacing it with $700 mm
in 5.2% bonds due in 2020 and $400 million of 5.75% bonds due in 2044.

Ensco isn't the only one in the business shoring up its balance sheet. It's just the first to do it
successfully at reasonable rates. Looking at its two biggest rivals, Seadrill's medium-term debt is
yielding 10% -- nearly twice as much as ESV is paying. Transocean’s 2018 paper is yielding 7%
and the maturities beyond 2020 are yielding 9-10%. So it's clear that Ensco's credit is rated the
highest.

Obviously, I'm not happy with the situation, but Ensco and the rest of the industry think they're in
for a rough few years, so I'm glad our company girded its loins early and did it at a much lower
cost than its rivals are paying. Next week I'll talk about the recent developments in the industry
vis-a-vis oil inventories, rig counts, etc.

Mystery Solved

A few weeks ago I spoke about the discrepancy between earnings I got from S&P and those
reported in various financial media (That's if they report earnings at all; they usually just report
"beats.") I was beginning to think that maybe it's me who is crazy. Regardless of how strong your
convictions are, if you're the only one in a crowd who thinks it's raining, you have to at least
consider there's something wrong with you.

Well, as it turns out, it's not me who's nuts. Actually, it isn't anyone who is nuts; it's just that the
media have tacitly agreed to play the same game Wall Street analysts and corporate America are
playing. I don't play that game and neither does Standard and Poor's.

The earnings numbers typically quoted in the media are from a publication called FactSet. It's an
excellent publication full of useful statistics and observations. I read it regularly. However,
according to its editor, "the [EPS] growth rate is based on the majority of analysts contributing
estimates to FactSet."

These numbers are useful to gauge expected results before actual earnings are reported, and, of
course, the media can use them for their precious beats. But to use analysts' estimated earnings
after actual earnings are available cannot be considered stupid, it must be considered downright
dishonest. Yet that is exactly what the media do. They lie to you.

Here's more from the editor of FactSet: "In addition, the items included/excluded in the non-GAAP
actuals and estimates is again based on the majority of analysts contributing estimates to
FactSet." In other words, not only are the numbers being touted in the media based on estimates
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when actual facts are available, they are based on estimates using criteria that are different from
analyst to analyst with Generally Accepted Accounting Principles given little consideration.

Let's take a look at the numbers.

With 496 of the S&P 500 reporting, according to FactSet's analyst estimates, year-over-year EPS
growth for the fourth quarter of 2014 was 3.7%. Not great, but not scary.

Now let's look at what the actual operating or adjusted earnings were, as calculated by S&P.
Keep in mind that these are not GAAP numbers yet. We're talking about figures where S&P has
accepted some of the "don't count these" items the companies ask for. The main differences are,
according to the folks at S&P, is that S&P counts stock options and other stock-based
compensation expenses, as well as pension accruals and post-retirement liabilities. In other
words, unlike the company scoundrels and their Wall Street confederates, S&P doesn't exclude
expenses just because they don't have to be paid yet. That's how accounting is supposed to
work.

Okay, after that introduction are you ready for the S&P 500 operating earnings growth for Q4?
Average S&P 500 operating earnings were down 5.2%, not up 3.7%. That's an 8.9% swing and a
loss instead of a profit.

If we want to be unkind and expect these companies to adhere to GAAP, things get even uglier.
According to GAAP, EPS were down 13.7%. That's a 16.9% difference from the numbers the
media are reporting. And this is before accounting for the fact that 20% of the companies in the
S&P 500 bought back 4% or more of their shares, giving the EPS a proportionate boost.

I'll be the first one to say GAAP isn't perfect, in fact I did say it in a piece I wrote in Barron's two
years ago. However, it is almost always a lot closer to presenting a true picture of a company's
economic position and performance than the garbage the companies and their Wall Street shills
are selling us.

In my opinion, this is criminal negligence by the financial media or conspiracy to commit fraud.

Well, as we say nowadays, it is what it is. I've been railing against this type of thing for nearly two
decades. The reaction of the general public is mostly indifference. A stock is just a number on
their iPad. If it goes up, that's good, if it goes down, that's bad. "Don't bother me with details and
don't rock the boat, you'll hurt my stock."

TRADING UP IN KOREA

We are 15% underwater in our Korean ETF, iShares MSCI South Korea Capped (NYSE: EWY).
Korean shares show excellent long-term performance and their stock market remains the
cheapest in the developed world. It has a P/E of less than 10; price-to-book value of less than
one and a price-to-sales ratio of less than 0.75, but like most foreign stocks, the shares are
getting pounded by the strong U.S. Dollar.

Unbeknownst to me, last year their appeared two new Korean ETFs that hedge their currency
exposure. This isn't a guarantee of instant wealth, after all, the hedges cost money, but both
funds have an expense ratio of only 0.58% (slightly less than EWY's 6.2%), which helps keep the
shares affordable. The two new funds have slightly different exposure to industries and
companies; together they make a better-balanced country portfolio than our unhedged ETF.

I want you to sell your 4% position in EWY, and put half into the WisdomTree Korea Hedged
Equity ETF (NASDAQ: DXKW) and half into the other. It has an impossibly long name, so we'll
cut it to Deutsche X Trackers Msci S.Korea ETF (NASDAQ: DBKO). After that we run out of
room.

Please do not be concerned that you're taking a loss in EWY. All the shares from Korea have
fallen a lot in the last year, but the two hedged funds are doing noticeably better in the last few
months. They will probably continue to do so. You're getting a bargain on the hedged shares and
there is no rule in investing that says you have to make back your money in the same stock in
which you lost it.
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Buy the WisdomTree Korea Hedged Equity ETF up to $22.50. Take a 2% position in the Main
Portfolio. Buy the Deutsche X Trackers Msci S.Korea ETF up to $24.50. Take a 2% position in
the Main Portfolio.

PORTFOLIO UPDATES

The last of our companies to report final 2014 earnings was Royal Dutch Shell, Class-B (NYSE:
RDS-B). On the face of it, the overall report wasn't too bad. Cash flow in particular was quite
good. However, there were a number of open questions I had about what was and wasn't in the
report, so I'm going to try to get hold of someone from the company before I discuss it with you.
Meanwhile, the stock is paying a good dividend and  the company is financially sound. Hold
Royal Dutch Shell Class-B.

Our Canadian telcos TELUS Corp. (NYSE: TU) and BCE Inc. (NYSE: BCE) were hit 3.9% and
3.5% this week. Like our other Canadian stocks, this is due to the strengthening greenback.
There was actually very good news on these specific stocks. Neither AT&T, nor Verizon entered
this spring's spectrum (broadcast bandwidth) auctions in Canada.

Investors ran from the shares last August when the auction was announced, fearing the bigger
companies would run over the smaller Canadian incumbents. The same thing happened the year
before. Both of the big American companies already have laid out a lot of money in recent years
for acquisitions, so they are conserving cash. Maybe in a year or two they'll try to enter the
Canadian market, but for now our northern neighbors are safe and so are we while we collect the
dividends.

Buy TELUS Corp. up to $39. Take a 3% position in the Main Portfolio.

Buy BCE Inc. up to $46. Take a 2% position in the High Income Portfolio.

Alliance Resource Partners, L.P. (NASDAQ: ARLP) fell 5.2%. There was no news. The coal
sector remains out of favor for good reason, but Alliance still seems to have its ducks in a row
and continues to pay a good dividend that looks safe, so we'll stand pat. Hold Alliance Resource
Partners, L.P.

Like the vast majority of Canadian stocks, The Toronto-Dominion Bank (NYSE: TD) took a
another hit this week, down 2.7%. But the only news out of the company was good. It redeemed
C$1.1 billion in debentures and preferred stock yielding 5.6% and 5.48%, and issued C$350
million in non-cumulative preferred with a yield of 3.6% for five years, after which it becomes
variable. I haven't been able to get hold of a prospectus yet, but these variable rates are usually
quite favorable for the issuer and have a redemption clause.

It is a very good sign that Toronto-Dominion was not only able to get such low interest rates
(which shows how strong the company is perceived to the large institutions that buy most of these
bonds), but also that it didn't even replace all the debt it retired. That's another sign of strength
that can't be faked. It cut its debt by C$875 and increased its preferred stock capital by C$95
million, making its balance sheet even stronger. Toronto-Dominion Bank is a buy up to $46. Take
a 4% position in the Main Portfolio.

M&T Bank Corp. (NYSE: MTB) shares rose on news it would buy back a modest $200 million in
stock. That's one-tenth of one percent of the company's share value -- very small by today's
standards. I want to buy more of this company on the next big market correction. Hold M&T Bank
Corp.

Two of our companies announced dividend increases this week. Eaton Corporation (NYSE:
ETN) raised its quarterly dividend 12.2% to $0.55 per share and General Mills, Inc. (NYSE: GIS)
raised its quarterly dividend 7% to $0.44. The latter company is also in talks to sell its Green
Giant unit, which sells 160 brands of frozen and canned vegetable products producing $700
million in revenue per year. There's no news on interested buyers yet. Hold Eaton Corp. Hold
General Mills.
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You can view all of our holdings with their current advice by going to:
http://www.jackadamo.com/main.asp?fn=portfolio_view.asp

The password is: TinaFey

New subscribers please note: You can look up all the original write-ups on any stock in our
portfolios by clicking on the symbol on the portfolio page. The original write-up is usually the first
mention in any newsletter (although sometimes a stock has been re-recommended later); so,
you’d want to pull up the letters oldest first. To see recent comments, click on the link that
reverses that and brings up newest write-ups first.

Please see the important legal notice at the end of this letter.

***

Lately I feel like I’m in the Twilight Zone where it is eternally 2006. The market is ridiculously
overvalued by every reliable historical methodology, yet no one will look at the real numbers. The
media, especially TV are Party Central Headquarters. Market internals are starting to weaken in
many areas, but not the averages themselves, which is the only thing that matters in recent
years. The world's Central Banks' money policies are like something out of a Sci-fi flick; DJIA
moves of triple digits are becoming the norm and short-term bond yields remain negative when
inflation adjusted.

Still, I think our strategy of maintaining a high cash position and holding preferred stocks and gold
is the correct one. I won't ride this rally along the edge of a cliff. If we have to wait another year or
two for this insanity to play out, I won't like it, but it's better than taking foolish risks to try to keep
up with the Jones who don't see the danger. I hope you feel the same way.

Don't forget to trade up to the hedged Korean ETFs.

That's it for today. I look forward to talking with you again soon.

Jack

Questions? Write to Jack at: jack@jackadamo.com

Important Legal Notice

This publication contains Jack Adamo's opinions. No recommendation or statement made in this
publication, regardless of how strongly or positively rendered, should be construed as anything
except Jack Adamo’s personal opinion.

Jack Adamo makes economically feasible efforts to verify facts and calculations set forth in this
publication, but errors can and will occur from time to time. The publisher cannot guarantee that
any misstatement of fact, or any miscalculation will be discovered or corrected prior to or after
publication.

Jack Adamo passed the New York State CPA exam, but is not a practicing CPA. Please get tax
advice from a qualified personal tax advisor. Jack Adamo is not a Registered Investment Advisor,
nor is he required to be. He cannot judge the suitability of any investment for an individual reader
without knowing their circumstances, financial goals, risk tolerance, etc. All investments
mentioned in this publication entail some degree of risk. All information is provided on a “use at
your own risk” basis. Past results are not necessarily indicative of future performance.


