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Dear Clients and
Friends:

Here is my quarterly
newsletter, Invest. The
goal of Invest is to keep
you abreast of what is
happening in the
financial market, inform
you about new
investments and keep
you informed about your
current investments.

Sincerely,

Lovy 227
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Strange Market

For the first time in memory, America has two
distinctly different stock markets:

e The Technology Market in which many
companies are trading for more than 100
times this year's projected earnings.

« Everything Eilse where many stocks are
trading for as little as 5 times this year's
projected eamings.

If a company isn't technology, Internet or
biotechnology, then nobody wants its stock.

Parting Company: The Nasdagq index has left
the Dow industrials in the dust in the past six
months, as tech stocks have soared. How
much longer can the disparity persist?

Byron Wien, domestic strategist at Morgan
Staniey Dean Witter observed: “The New Economy
stocks are being priced as if there is no risk and the
Old Economy stocks are being priced as if there is
no opportunity. Investing used to be driven by a
rational analysis of companies but it is now derived
by a clever analysis of momentum.”
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Momenturn investing has been a popular strategy
on and off for many decades and is used in many
other parts of life. For example, Regis Philbin has
been a fixture on television for many years. The
television show LIVE Regis and Kathie Lee has been
on television for about 15 years. When Regis
became the host of the show Who Wants fo be a

Another example of
momentum was illustrated in the
Sports Section of the February
27, 2000 Chicago Tribune. The
following table is from that
section and shows the Westemn
Conference team standings in

Millionaire?, and the show became successful, he the National Basketball
became one of the most sought after personalities in Association. Included in the
the entertainment business. He is featured standings is each team’s
prominently in ads for Wards Department Stores and performance over the last 10
has been making appearances on shows such as games.
David Letterrnan. Regis has momentum. Wards and
the other people who have hired him are hoping that
his momentum can help them sell more of their
products.
NBA Western Conference

Midwest w L PCT GB L10 STRK HOME AWAY CONF

San Antonio 36 19 .655 - 7-3 W2 215 1514 22-12

Utah 34 19 642 1 7-3 W5 228 12111 2112

Minnesota 31 23 574 4% 55 w3 18-10 1313  21-15

Denver 25 30 .455 1 4-6 L1 1910 620 1422

Dallas 23 31 426 12% 6-4 w1 13-14  10-17  14-18

Houston 21 34 .382 15 3-7 L4 1415 719 13-21

Vancouver*- 47 87 -~ 315 —18% 58 —- -1 - 819 9-18 7-24

Pacific w L PCT GB L10 STRK HOME AWAY CONF

L.A. Lakers 44 11 .800 - 10-0 W10 244 20-7 24-9

Portiand 44 1 .800 - 10-0 W10 22-3 228 26-7

Phoenix 34 20 630 9% 9-1 L1 235 1115 17-15

Seattle 34 22 .607 10% 55 L1 189 1813 22-11

Sacramento* 31 23 574 12% 3-7 L3 206 1117 18-12

Golden State 15 40 .273 29 3-7 L2 9-18 8-22 7-25

L.A. Clippers* 11 45 196 33% 0-10 L13 8-16 3-29 5-28

* Late game not included

We can see that both the L.A. Lakers and
Portland have momentum. Both teams have won the
last 10 games they played. The L.A. Clippers seem
to be in the midst of a terrible losing streak. They
have lost their last 10 games, and, in fact, their
losing streak stretches to 13 games.

Gamblers use momentum as a guide when
placing their bets. For even the casual gambler,
betting that the Lakers or Portland will win their next
game seems to be a relatively safe bet.

Eventually, Regis’ popularity will not be as high as
it is now, and both the Lakers and Portiand will lose
their next games. The momentum people will then
shift to others and the momentum investors wilf shift
with them.




Cisco Systems has momentum.
Cisco assists companies, which use
various operating systems, to
) communicate with each other. An
/AR W crating system is the equivalent of
a language.

In the United States, the majority of people
communicate by speaking and writing in English.
Microsoft and Apple Computer each provide
operating systems. The systems are very different
from one another. A lay person couid differentiate
between the systems by considering the following
example:

Microsoft uses the “English language” to
communicate.

Apple Computer uses the “French language”
to communicate.

_April 1,2000

With a world economy, the
need to communicate both
domestically and internationally |
is more important today than /
ever. Cisco’s products allow |
companies to communicate and
overcome the problems of
language, distance and time.

A simple example of a Cisco
product is watching a soccer game on television. The
viewer can change the language of the announcers
by using the remote control. All the viewers are
watching the same program but the sound could be
broadcast in English, Spanish or Polish depending
upon the language selected by the viewer.

Cisco has enjoyed tremendous revenue and
eamings growth as the following information
illustrates:
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Year | Revenues
Share Revenue per Share

S 3l
1989 $0.01 o /7
1990 0.04 ot
1901 000 |, e
1992 018 7i
1993 029 2 Bl
1904 054 v
1995 0.81 1 p— ) par
1906 | 140 s BEEE
1%7 213 c b i T i ! [l ! I i 1 + {
1066 57 80 60 O1 92 63 94 05 98 O7 98 99 200D
1990 ;397; —————  Dollams
Esfimated.

Year | Earnings/ ‘

Share Earnings per Share

12

1989 - . s
1900 [aX0;1 7
1991 0.02 0.8 —oT—
1992 004 06 -
1993 Qo7 Ty
1904 013 04— v
1906 030 T el
1997 0‘46 o E om E‘J’v—";‘ ‘
1608 050 89909192939495959793992000
1990 0.75 B
2000 1.03* Dollars

* Estimated.
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The question being
debated is: Have investors
bid up the price of Cisco
beyond its fair value? Robert
Marcin, a portfolio manager
at Morgan Stanley Dean
. Witter Investment
Y &S ) Management has computed
ROl S8, R4 some intriguing data that
suggests it may be tough for technology leaders to
maintain their hyper rates of earnings growth. He
states: “People look around and see the increased
pace of technological innovation and assume there
has been a significant increase in technology
consumption. That hasn’t beenthe case. The market
for technology is good and solid but there has been
no material acceleration in technology over the past
10 years.”

Big Challenge: Even though technology stocks
have soared the past tiwo years, revenue growth of
the tech companies in the S&P 500 Index has risen
at a much slower pace. Revenues were up 15.8% in
1999, after rising 7.4% in 1998. Skeptics maintain
that moderating revenue growth may be the tech
sector’s undoing. - CoT

No. of com- .

Year panies in Sales PIE FI\::;_:&I’

the S&P Growth | Ratio Estimate

Tech Sector

1976 21 13.9% - -
1977 21 143 13.92 -
1978 21 189 13.11 -
1979 20 16.1 1215 -
1880 24 16.4 1391 -
1981 20 123 126 17.1%
1982 32 93 16.75 169
1983 32 11.0 17.94 173
1984 36 164 15.04 176
1885 38 31 3538 150
1986 29 6.9 21.81 135
1987 29 138 14.69 14.1
1988 32 155 1350 13.2
1989 34 66 14.79 119
1920 34 76 1231 122
1991 3 04 19.68 11.0
1992 33 57 2215 126
1993 34 8.0 2795 143
1994 36 134 19.74 159
1995 4 19.1 18.40 17.8
1996 49 90 27.26 18.1
1997 51 1.3 31.32 19.7
1998 54 74 53.51 203
1999 61 158 83.62 25

Mr. Marcin notes that the technology stocks in the
S&P are expected to generate 22.5% profit growth
in each of the next five years, a tall order given that
revenues are expected to expand at a far slower
pace.

You can see that Cisco is trading at the highest
price/eamings ratio ever. The financial publication
Value Line, predicts that Cisco’s price/earnings ratio
will drop back to the 1998 level.

Year IF;laEtlo Avg Annual P/E Ratlo —
100 — o)
s
1989 - 80 ’J;'
1980 25.2 @
1891 171 60 7
1992 258 f_"‘l
food | 242 | P Er
1906 | 317 | om__
1% g‘_;-: 89 90 91 2 83 94 95 96 H7 OB 992000
1999 | 622 — w
2000 98.8*
* Current

Barrons Financial
Newspaper featured a
cross section of Old
Economy stocks in its
February 21, 2000
edition. All of the
companies have a long
history of profit growth.

In fact, the projected growth for the next five years
is respectable but the projected growth is small in
comparison to a similar cross section of the New
Economy stocks (see charts on pages 5 and 6).




Page 50

April 1, 2000

1900100 8oUlS enjea sl Jo jey Auesu 1sof
sy Auedwos ey ‘diodusg 'g'n $,U0BRIO pue WaisAg sueg LiaAlep Jejouypunio 039
1114 peseq siodesuuly jo Jeblaw ey} woJj g6 Ul palulod ued ‘syueq jeuciBal yim umoQ 4! LLE'EL £8 06 zor | 81 g€ | e08l diooueg ‘s
-gleak g 1sed 8y3 Joj %8| Bujbelase ymolb jyoid jenute “Joqewbnip yojou
UM Siauwioied AiSNpU) JeISISUOO JSOW B} Jo suo ueeq sei |  -doy Bop sies) Jeled 'uoeduiod ol 0115 oz V2| ve | i 1o} seee ybno|4-Burieyog
PlHOM
8y} u| s8|uedwWwo9s) Jofew sadeeyd ey} jo euo j Bupew
SMOY} UsED Saluy usnes 1snf pue syjoid 000z peioslo.d saul
/| Seyop; OGS ¥ewel pue epeue 6@ Suipnjoul sislises
UBIBJ0) Ul SIUBLLISBAU| JO MEJS B PUB SSBUISNQ SSBIBIIM
[BnuBISQNS S} 10} paus eyl Auediwios eyl BukIB eq 0) wees 'SSHEIE Wooe|9) SUORBOUNLILOD
slosaAUl A ,'s|leq Ageq, pesseldep e Jo saljejuesaidey seasleno ‘'ssauisng ssap.wm Big el zis'oel | 991 8L ave ge | eewe T ogs
‘PuspMIp AoInf sy esiel uiebe pue sa.leys
BulpueIsIno a3 Jo %0 Jeaf |3 30k JO Lol £ Inoge ‘Plelk %0, pue S jo I/d
yoeq Anq o pejoadxe s| Auedwos ey | ‘00 Jo UBIY B wolj umog Uim woyog ¥y easy Ajfeu) Ay A} 969’y zs 6% 00s 8l ey | Lesl SLIoW dijiyd
'sBujuses Buisl Jo steak Wblens og sisBOg ‘MOU 8]y Uestu
‘upByo JoKe | puE PloT 8 JO Jeumo ‘sai0ig JuaLpedaq Aely syoid Busy jo sleek oz s oy L £85'8 08 66 L e =4 oy | 6oL sel015 e Aely
‘siesh
1 1s8d ey} Jo yoes Ul Yypwolb yoid yBip-eianop pejeseush 'seye) Buisy wolj peensul
SBY 18Y3 005 J'8S O3 V| SeledLuco UsAss A|uo jo suQ uess Jofe|d sbebiow g £l lesvs | o¢h g% | O% |28 oL sces By 8luuey
‘sButules Buisil o sieak wbBAs gy Jo pladsl 8 'PIOSAI TEU) UOIBW Me 4
sey Auedwod 8y} INg e[ [BIeUSD SB UMOLD [|leMm SB JoU S| 'syjoud Buislt jo sieek gy siseog L 2= v syl L9l EEL- o z. | scer 0L308|3 Uoslews
J03810d0 1594 S,101098 8Y) Se pemela §| Auedwoo
ay ‘olje. sBujuiesyeond Jeybly e 18 pepel) sey Ajiedlioms|H LieBloy "2oussald sessieno
"@SIBUUOABLY S,UBWIIBH pue Jepng jnubad Addpig sexeN Buoss 3 enlb sdnos Liouy ol 8ez'2) LvoL 4L) ool or oo | eger spooseg
"'BNJeA Yoo SAWI g’}
‘jorg) JeyBlY & Je popel)} SeY %008 SIUf} 'Al|BOLIOISIH N[ Joj sepe Ausdwiod s,18lng 14 ere'ss 2o 8%y eez- MEY Mg | 008'sr | Aemeuie ssusiieg
_ X9'L) ‘'666) X0'6 ‘866 ‘X¥'6
‘L1661 X8' ‘D661 'XB'6 'S66) 'XBT| SBM 4o0ls 8U) bE6IL
uj :one. 3/d Jeybiy B 18 pepeJ; ey MY Ajfeolioxs)H sbujuses
SOWNR G e MY Buinjea a8 ssosanu) Jey) Bujlesw sieys
Jad 0SS oqe Yom Apuelind S| Joulds eiges ey | Yoy ‘G
Ul SI8P|0LP{00IS 03 Jo unds eq 0} BujoB s) eiqes dnoib aigeg |  18n[ jo 3/4 B SBY BUJ|Y UBSLBWY
8Y} JO %Z8 PUE @ife3 Usojelly 'SaUlLlY UBOLBIY SUMO MINY ools Jnds pinoo Joulds aiqeg %9 ev0'es &6 1Zh| %Lz | 2zes ot | lebes YWY
saunBig pue sjoeg W) 2Ry yuo | uollws | Mo MBIH | suow | mouBIH | @014y Aueduiod
j04d A G anfeA ojied 3/d ZLbup W28
Joxie a2ldd
{00-£}-Z Jo s®E)

8%003g Awouos3 pio

g Invest




O Page 6 April 1, 2000 Invest O
New Economy Stocks
{as of 2-17-00)
§2 Wk Price Chyg PIE Ratlo Market § Yr Prot

Company Price High! Low 12 mons High Low Vaiue Grth Rate Comment

Applied Materials $188.38 | 189 48 179.6% 75.7 40.5 $71,284 25% Semiconductor equipment maker no
longer seen cydlical. )

Cisco Systems 13050 | 136 45 174.4 1476 113.0 426,866 30 Great company. Huge market value. High
P/E. Canitlast?

EMC 118.00 | 123 45 136.0 108.0 81.7 120,066 30 Database storage king had slower
revenue growth in 4Q

Exodus Comm 12400 | 145 9 1142.0 NM NM 21,136 65 Leading Web-hosting outfit soars despite
lack of profits.

JDS Uniphase 212.81 249 19 e82.7 3860 235.0 739838 45 Hot maker of aptical components has
200+ PEE.

Oracle 61.63 65 10 2507 126.0 98.8 175,468 25 Database software company surges on
Intemet prospects.

Siebel Systerns 11681 | 120 15 496.2 2200 160.0 2517 40 Oracle rival scores bigin past year.

Sun Microsystems 96.13 | 97 23 308.8 1220 935 150,159 20 Server gronth powered big 4Q profit gain.
Storage software provider nowworth

Veritas Software 17350 | 182 20 670.4 338.0 238.0 44,967 50 more than Gillette.
High market value supported by profits of

Yahoo 163.18 | 251 55 151.8 666.0 4180 85915 50 just $250 million.

* Estimated.

Comparing the two charts explains the extreme
differences in valuation between the Old and New
Economy stocks. Why should an investor buy stock
in a company that might grow eamings at 8 - 16%
when they can buy stock in a company that might
grow earnings at 20 - 50%7? The answer is that there
is a vast difference between saying you are going to
do something and actually doing it!

The Old Economy stocks have a proven track
record of success while the New Economy stocks do
not. Through the passage of time, it will become
more evident which of the New Economy stocks
actually achieve eamings of 20% per year or better
per share and which cannot. When this happens, the
valuations will change again. Patient investors can
use the recent market weakness to build positions in
Old Economy stocks while waiting to see how the
New Economy stocks will change.

There is no question that some of the technology
companies are well run and very profitable. They
could and should be considered core investments for
long-term investors. Many (possibly most) of the
technology companies are probably not worth the
price at which they are currently trading.

The classic story that is used to explain this
phenomenon is “the can of sardines.” Two friends go
to the grocery store and one buys a can of sardines
for $1.00. Later in the day, the person who

purchased the sardines sells
the can to his friend . for
$2.00. The friends keep &
trading the sardines back ™
and forth to each other,
always charging a dollar
more per transaction.

Finally, the price reaches $10. The friends decide
they should eat one sardine and see how they taste.
They both reach the same conclusion
simultaneously; they don't like sardines! The morale
of the story is that sardines are for trading, not
eating.

Many people believe that the technology stocks
are similar to the “can of sardines.” Everyone is
happy because they can always sell the tech stocks
for more than they paid for them. This is great until
investors start to demand eamnings in exchange for
the price they are paying for the stock. Then, like the
can of sardines, they may realize that they don't
really like tech stocks after all.

Investors should only buy stock in companies that
are making money or have the potential to make
money in the near future.




If you can't beat ‘em, join
‘em! Warren Buffet has
recently been buying stock
in Liz Claiborne. The
company has momentum.
Liz Claibome designs and
markets better lines of
clothing under Liz Claiborne,
DKNY, and Kenneth Cole
labels as well as Emma
James (moderately priced apparel) and Russ/Villager
(popularly priced apparel).

April 1, 20400
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The company sells its products through
department stores including Sears, J.C. Penney,
Kohl’s, Wal-Mart, K-Mart and others.

The company’s sales and earnings are growing
and, since 1994, has been buying back its stock.
Also, the company has no debt.

* Estimated
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A company such as Liz Claibome
offers the opportunity for terrific
appreciation for the patient investor.
| encourage you to consider buying

the stock at its current level.

Contact:
. Lenox Financial Services, inc.
e iy %« 400 East Lincoln Highway 815-485-5559
Hily New Lenox, Il. 60451 708-481-1348
' E-Mail: LenFin@aol.com Fax: 815-485-9130
For Assistance with:
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0.6 — ~ Multiple: S&P Apparel &
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Stocks and Bonds
Mutual Funds

Qualified Retirement Plans

Financial Planning
Variable Annuities
Insurance

Tax Preparation




