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STRATEGIC INVESTING

A Service of Adrich Corporation

=sting focuses on stocks with increasing revenues and profits.

Market Musings
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Markets Diary 5:46 p.m. EST 02/27/09
Issues NY SE Nasdaq Alternext
Advancing 1,024 1,118 226
Declining 2,085 1,643 325
Unchanged 95 159 |
Total 3,184 2920 622
Issues at

New 52 Week High 1 1 1
Mew 52 Week Low 333 280 35

Share Volume

Total 2,236,362 478  2,439,731,558 5,997,205
Advancing 459,235,350 901,401,147 2,823,500
Declining 1,726,996 928 1,480,087 543 6,071,065
Unchanged 11,830,200 58,242 858 1,102,240

February ended on a down note on higher volume with deglissues and volume in
control. The markets headed toward new lows for th&Raid the S&P 500 since
November's low. The DJIA is off -19.5%, the S7P 500 -18168%NASDAQ Composite
-12.6%, and the Russell 2000 -22.1% for the year. Perhapdethef March will start
the market moving higher but all indications are that weehaaded for another down leg.

We have seen the VIX stay elevated for an unusual pefibche as shown below:
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SVIX (valatility Indes - Mew Methodology) INDX @ StockCharts.com
27-Feb-2008 Open 4242 High 53.16 Low 4073 Close 4535 Chg +1.51 (+3.37%)
W £VIN (Monthly) 46,35 89.53 -
a5
20
75
70
65
=)
55
4574 50
4374 08 ‘ Gt
36447 | | 40
=i || | |, a5
725 | !w o Lo
h | iy -
“n MM ij]l -
l{.uH J,H] 17.42 : 15
14.72 15 5% e 13 .50 10
9,39 5

1990 19941 1992 4993 1984 1995 1995 4997 1893 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

When the VIX is at these elevated levels, investbosisl be extremely cautious about
any timing signals that are generated.

Fourth quarter GDP was revised lower to reflect an anatelaf -6.2% versus a
previously estimated -3.8%. That was the good economic fogwse day.

Real GDP Growth
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ECOMDODAY ™

General Electric cuts its dividend hoping to protect A/ credit rating. It won't!
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GE (General Electric Co.) NYSE @ StockCharts.com
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and dropped 12.8% in one day on
huge volume!
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Wasn't it just Wednesday when Helicopter Ben madedilfening statement:

"l don't see any reason to destroy the franchise valteeaeate the huge legal
uncertainties of trying to formally nationalize a banken it just isn't necessary."

Citigroup gave the government a 36% stake in the company lirmege for $25 billion
of its preferred stock for common. Unlike GE, Citigrouguspending its dividends on
both preferred and common shares. Moody's lowered Gifggdong-term credit
ratings. Investor's bailed out of the stock as it lbabat 40% of its price, closing at
$1.50/share.
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Although the NAPM-Chicago index showed a slight improvetmestill was the 3rd
worst reading in history. The employment componenhefindex fell from 34.8 in
January to 25.2 in February indicating serious payroll estitms.
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It should not surprise anyone that the University of Michi§@ansumer Sentiment index
remains near record low levels falling from 61.2 in Jant@%6.3 in February.

University of Michigan Consumer Sentiment
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FNM reported its 2008 results. Its total liabilities excegdotal assets by $15.2 billion.
Most accountants would conclude that the company wass/ergol But the Treasury has
been requested to provide more funds to keep the dinosair ali

The yield on the ten year U.S. Treasury note closél0dt% as Treasury completed its

massive refinancing. Obviously, the cost of government gdebeginning to go up.
Crude oil has moved higher closing at 45.30/bbl. The U.S.rdotlex closed nearly at a
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new high at 88.06. Gold after going over $1,000/0z last week llfficult week and
closed at 939.60.
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We made no changes in the portfolios. Have a gredtemee
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Construction Spending
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Despite a good start, the massive spending in the budgetdufled with weak
economic news caused investors to sell. Obama's $1.7&ntrilldget deficit for FY
2009 is the highest on record and is 12% of expected GDPorAgh¢hing that you can
take to the bank about this $1.75 billion deficit is thatrted deficit will be higher!

It is interesting to also note that transparency $® ahissing in the Obama budget. It
fails to include the cost of managing FRE/FNM and exclutes cost of the
Irag/Afghanistan wars.

The FY 2009 federal budget spends $11,833 for every American and $73.48 for
every taxpayer .... clearly, the spending is out of control!lAnd they have the
audacity to call this budget .. "A New Era of Responsibily ... Renewing America's
Promise."

The spending bills of this Congress are interesting ima tf economic recession. The
House yesterday approved a massive spending bill with big backdaiwaiian canoe
trips, research into pig smells, and tattoo removdlwtlale the nation faces an economic
crisis.| thought the new administration was against pork anchads.

Of course, the FY 2009 also proposes $989 billion in new tax@rstbe next 10 years,
mostly on individuals ... Jake Tapper, the ABC News' Sendhite House
Correspondenthas_itemized the tax increases _herelndividuals will fork over $636
billion and businesses, #353 billion, according to Tapper.

Optimists clung to the hope that Obama's $250 billion egtréghe bank might help stem
the financial crisis and the financials ended about 2% higB®iropean governments
including the UK also stated that they would protect bamjanat future losses by
insuring assets.

The number of problem U.S. banks and thrifts rose to 2%Reifourth quarter of 2008,

up nearly 50 percent from 171 at the end of the prior quanteking the highest number
since June 1995, the U.S. Federal Deposit Insurance Corprsdidursday. The FDIC
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also reported that the U.S. banking industry had a 4tHo®s of $26.2 billion, the 1st
quarterly loss since 1990.

The problem is the sovereign counter-party is not ableld anything but print fiat
currency and issue more debt. Their taxpayers are gliadened with excessive debt
and more fiat currency just compounds the problem. Dedgieg is only getting started
and Obama's $250 billion is just another drop down the latdiaerivatives.

Are you surprised that no one is concerned about thes®%rof all derivatives residing
on JPM's books! Or maybe, they don't want to lobké following table shows the
notational amount of derivatives contracts held as of September 30Qt2008 by the 25
largest commercial banks and trust companies according to ¢hComptroller of the

Currency.

JPM is cutting up to 14,000 jobs more than previously disglfrean its acquisition of
Washington Mutual, up from 9,200 originally announced just two maubs

Durable goods orders were down more than expected ... &/2#the previous month

and the rot was throughout the report. Durable goods haypettosix consecutive
months.
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Durable goods orders are now down almost 25% on a y/y .hasiat is a significant

recession ... and perhaps the beginning of a depred3imable goods orders are now at
a six year low.

January new homes sales fell to another record lownnuadized at 309,000 homes.
Choice Homes, one of the largest DFW builders, thiewhe towel overnight and is
refunding deposits to customers. The home building ingedtows a decline in new
homes but the slower sales rate has moved supply tmadr#3.3 months. Falling home
prices and lower mortgage rates have not stopped the dod/spiaal. Of course, with

credit requirements tightened, increasing apprehension &liate layoffs, it should not

be surprising that both existing and new home sales ahne thaidrums.
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New jobless claims were higher at 667,000, up 36,000 from the weiek and a new
record according to the Ministry of Truth. Of course¢c®again, the Ministry of Truth
revised the previous number higher. Continuing claimst@5el2 million.

The accounting professionals and the economist arédst again. The AICPA suggests
that there won't be any improvement in the economyl 2610 at the earliest. The
NABE, (the economists), are expecting economic agtiatincrease in the last half of
2009 and 2010 should see above-trend growth of 3.G¥ntlemen and Ladies, place
your bets!
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Wobbly General Motors reported a loss of $30.9 billion,steond worst in its 100 year
history. Since 2004, GM has lost $82 billioAinyone ready to bet on another bailout ... |
wonder what the loss per vehicle sold is since 2004?

We made no changes in the portfolios today.

" H % &&EH &
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Despite all the rhetoric of the past two day, investeese concerned with the lack of
specifics about the economic changes that the new né&tration is developing.
Uncertainty continues and investors managed to sell mignify more shares and issues
than they bought today. The end result was a decliningathan increasing volume ...
chalk up another distribution day.

Bernanke suggested a slow approach to nationalization tlzatd comment helped

financial stocks to move higher for a while but at thd ef the day, the lack of specifics
in any plan drove the indices into negative territryhe close.
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Poor Bank of America ... its shotgun marriage with Miehas been a doozy! Merrill
lost $15.84 billion in the 4th Q 2008 ... wonder if the $20 billieem the U.S. Treasury
will cover the losses?

Existing home sales fell 5.3% in the latest report andameed in the doldrums with
many of those sales coming from distressed units. lowersupply increased to 9.6
months.

Low mortgage rates and falling home prices have yet tergead much interest on the
behalf of home buyers. The MBA's purchase indexZ€P6 to 250.5 in the February
20th week while the refi index was down 19%.

Reuters had two informative pieces on the housing mavkeit
First, Freddie Mac's delinquency rate accelerated in Jam@una is now about 3
times higher than January 2008.
Second, Freddie Mac said last month it expected 4tts§g4oto require up to $35
billion from the Treasury to maintain a positive netrtfa.
The cost of insuring against default of U.S. Treasurysb#s now increased to 100
basis points. OOPS! The yield on a 5 year Treasotgyis 1.92%. The insurance now
costs over 50% of the yield.

We made no changes in the portfolios today.

)
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A lot of huffing and puffing went on yesterday and today emthe end, not much was
changed. Was today's rally just short covering attsterday's multi-year closing low.
The VIX remains elevated and today was a rebound. WIleeyil¥is over 35, can we
trust anything about the market?

Today's economic news was certainly not encouragingth&lConsumer Confidence
data falling to 25, a record low.
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The Case-Shiller Housing price index continues to falliamdw down 18.55% on a yly
basis. Retail sales continued sluggish although a feeart beat analyst estimates
which were really downgrades from previous forecasts.

JPM cutting its dividend 85% was a catalyst for the findrsgeator to move higher?
Silly me, | thought you invested in stocks to get dividendsnd steady and rising
dividends were how investors were to judge the strengtitofmgpany.

Helicopter Ben Bernanke in his testimony today suggestshaecovery may take
more than 2-3 years with the recession's end depending imponiél stability occurring
with increased actions undertaken by the government,rdasury and the Federal
Reserve. He noted that the economy is suffering a&feesontraction” and growth will
not return quickly. Bernanke dismissed speculation ok lpetionalization occurring
anytime soon, stressing that their greatest value méir existing structure.
Bernanke's comments ignited a rally in bank sharegnder if those comments will
come back to haunt him in coming weeks.

The FDIC is looking to replenish its coffers and would {i@ngress to let it borrow
$100 billion from the Treasury according to the Wall Stdeeirnal today.Guess that
they see more bank failures on the horizon. But is $10@rbénough for the major
money center banks which are insolvent?

Tonight we get President Obama's budget proposal. Instoations, falling revenue
calls for budget cuts. Of course, the opposite is title most government operations
although California and Kansas may be breaking the mithe. debt wall for the federal
government is fast approaching and when it happens, paigigvd! find their options
limited. At that point, deleveraging will become a niggooblem for the federal
government.
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The yen continued to lose ground against the U.S. dollae. U.S. dollar index also fell
today. Interest on the 10 year Treasury note was slipigher today while both gold
($962.70) and silver (13.76 cents) were lower. Copper rose claising2.

% + &

Stocks started the day on a hopeful note which quickhetlinegative as the
administration started talking about raising taxes. Bo¢hDJIA and S&P 500 made new
12 year lows with the NASDAQ and Russell not far behimdnight President Obama
will reveal his budget message. Tomorrow could be aimsakesting day.

Although volume fell from the option expiration lesealf Friday, declining issues and
volume continued dominate. New 52 week lows remained higle wew 52 week highs
nearly went to zero.

Shares of Citigroup were higher as the government wadkism that might increase their
exposure. Once the federal government started playingdre hazard game, the
madness of the bailouts began. AIG has cost $150 bdtidlar and CNBC is reporting
that the insurer may report another $60 billion lossdet ¢juarter. Does anyone have a
handle on what the Citigroup mess will really cost?
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We moved our cash reserves back into dollars fromljismiorning.

We made no changes in the portfolios today.

Just as the market made new lows (the DJIA being domosal200 points), the PPT
showed up after lunch and drove the market higher ... leutt #ne PPT could not prevent
a distribution day as most of the indices fell inte tied at the close despite all efforts.
Only the NASDAQ 100 and the HUI managed to end in posigvetory. It was the
lowest close for the DJIA in 11 years.

Was it not just two days ago that Mr. Greenspan proelistocks to be "cheap.”
Today, as the DJIA continued to move lower, they gt cheaper. But that does not
mean that they have reached a bottom. Today, one cfubscribers called to see if it
was time to buy ... it is generally a bad bet to bupieethe tide has turned.

Volume on the NYSE picked up significantly. Declining ssuswamped advancing
issues and new 52 week lows were near record levels.slheta good day for investors
with long positions and/or mutual funds. As fear beganreep into the market today,
the price of gold went over $1,000/0z.
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Despite expectations that the consumer price indextngmegative, the January CPI
reversed the trend of the previous three months and shawedraase of 0.3%.

The news wires are abuzz with the possibility of barilonalization. Citigroup, Bank of
America, Wells Fargo, and JP Morgan Chase are possdndidates. It would not
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surprise me if C and BAC were nationalized this weekehdationalization occurs,
common and preferred shareholders get wiped out, the gt@skto zero, and the owners
become the bond-holders and taxpayers.
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What | find most surprising is that the company with tlghést derivatives continues to
out-perform other money-center banks.

Last night, Richard Russell in his newsletter commethatithe DJIA had confirmed a
bear market with the DJTA average. Where does it eRd8sell suggested that when
P/E ratios returned to single digits we might seeetieb of the bear market. According to
Barron's, the P/E ratio is now 18.6 for the DJIA and I@r&he S&P 500. Does that
mean the DJIA can lose another 50%?
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GM sent SAAB into bankruptcy in Sweden as it tries tggl@awith its horrendous cash-
flow problem. Citi also stopped making loans in Denmark yodtawould look like
things are not getting any better.

We made no changes in the portfolios today. Haveat greekend.

Fred Richards
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