
The Farm: 
 Just yesterday someone I have known for some time came in and brought me some farm fresh 
eggs!  I took all nine of them home and my family ate them over the next two days.  It reminded me of the 
simple things in life we all forget.  I remember raising pigs, 4H, and many of the great times I had growing 
up in rural Indiana.  (even baling hay in the hot summer days)  Just as I said on the front article, these 
glimpses in time get us back to our core values and show us what we are made of.  We remember when 
we were a bit more frugal with our dollars and did not chase the latest craze whether it is an “apple” or the 
latest shoes.  This time the market has forced this reflection on many of us.  We are a very strong nation 
of individuals.  When we come together, anything can happen.  I have said in my weekly blogs before that 
the energy crisis and now the financial crisis are going to make the USA more innovative.  I believe the 
Farm operated by the USA will prove to be more productive and innovative than any of our farms in the 
past.  We need to plant the seeds of greatness even if we have a few setbacks politically and economi-
cally. 
 
 The opinions written within this publication are the opinions of Troy Patton and are not intended as 
investment advice or an offer or solicitation to buy or sell any securities.  Investing may result in loss.  If 
you would like to contact Troy Patton, he can be reached directly at 800-671-5872. 
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A Glimpse: 
by Troy Patton, CPA 

 

 I hope you have seen the 
movie, Family Man. It stars Nicolas 
Cage and he is thrust into a different 
time to get a glimpse of what his life 
would have been like had he married 
his sweetheart.  He lived the 
“perfect” life only to see what ruin his 
life may have been had he followed 
a different path and got married 
worked for her Father at Big Al’s sell-
ing tires and raising two kids who are 
a challenge of their own.  However, 
in the end it is not ruin, but it gives 
him a glimpse of a better life.  One 
that he had not foreseen, but made 
him a better person as a result. 
 This market has done the 
same thing, it has given us all a 
glimpse of a different world where 
there is personal responsibility for 
one’s actions.  We have seen a 
glimpse of the other side and it is 
going to make us all better for seeing 
tough times.  It may not be sitting 
well with the market down, but this 
too shall pass.  However, I have 
learned some valuable lessons as I 
think we all have. 
 This most recent run in the 
market is also a glimpse of what is to 
come.  The market has sprinted off 
the bottom and run back up to where 
the bottom maybe should be.  How-
ever, this base will be tested over 
and over.  It will head lower and then 
higher and trade within a range be-
fore the final sprint.  This recent 20% 
run will look like child’s play once the 
earnings return to Wall St.  On the 
next couple of pages, I am going to 

show what this means to the mar-
kets and your pocket book.  Can 
you imagine the market moving 
higher than 60% to 80% off the bot-
tom.  It may happen.  I am going to 
show you why and when in my esti-
mate this will take place.  It will give 
us a glimpse into the future.  This 
does not mean we forget our new 
found frugality. 
 I also will show you why this 
market down the road will find 
some tougher footing in terms of 
inflation and how I plan to combat 
some of this. 
 Many of you are thinking 
things are looking bleak.  There is 
a financial crisis, unemployment is 
soaring and heading higher, home 
prices have fallen, taxes are being 
increased, more government in-
volvement in our lives, etc.  Let me 
explain one thing and it is simple to 
understand. 
 This market is UNDE-
FEATED in comebacks.  That is 
right.  The market has always 
come back.  Whether it is the Great 
Depression, World Wars, or the 
inflation days of the 70’s and early 
80’s, this market has always been 
able to shake it off and find some 
firmer footing, the economy has 
rebounded, housing prices have 
fallen, numerous crisis have risen 
and fallen.  This time will be no dif-
ferent.  The country we live in and 
the people who inhabit it are resil-
ient even if we do not all agree all 
the time.  -UNDEFEATED- 
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How do the Earnings Compare? By Troy Patton 

 Earnings are bad.  How do they compare 
to other downturns in the market.  Can we use 
them to predict where the market is headed?  
Let’s take a look at the first chart.  The most re-
cent earnings 
downturn is very 
comparable in per-
centages of de-
clines to the Great 
Depression.   This 
is based on what 
the estimated 
earnings are  to be 
ending with June 
2009 estimates.  In 
fact, the earnings 
percentage will fall 
more than those of 
the Great Depression.  We need to understand is 
earnings are not calculated the same way today 
as the 1930’s.  We 
now have mark to 
market accounting 
and other account-
ing changes that 
would greatly influ-
ence these earn-
ings.  My estimate 
is the earnings 
would have de-
clined about 35%.  
The majority of this 
is from the banking sector.  The second quarter 
of 2009 is estimated to be the bottom of the earn-

ings crisis.  At this point, we are expected to 
move quite higher.  On the next page, I will show 
how the earnings have progressed.   
 The chart at the bottom clearly shows 

how the financials 
were clearly irre-
sponsible in lever-
aging their debt to 
levels that were 
astronomical.  All 
the while the rest 
of the companies 
in the S&P 500 
were deleveraging 
their balance 
sheets as seen by 
the blue line. 
The reason I have 

shown both of these charts on one page is be-
cause the vast majority of this downturn has been 

caused by the irre-
sponsibility of the 
large and small 
financial institu-
tions with the 
backing of a gov-
ernment that 
wants to give a 
house to every-
one.  Now we 
know, not every-
one will get an A in 

school and some will not pay their bills even if 
you give them the lowest rate on earth. 
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Spring is Here! 
 
Old Man Winter, has left the building.  My yard is green, the grass is growing and new leaves are starting 
to bud after a long-cold bleak winter where the market was about as bleak as the gray skies.  Spring is 
always more fun as the kids can get out of the house run around the yard and see new growth.  This 
market is showing some signs of its own spring.  Giving us a taste of summer or a hopeful longer period of 
growth and warmth is what we are all longing for. 
 
Don’t be lulled to sleep.  Spring sometimes brings with it violent storms and some cold weather and hard 
rains.  These always feel like setbacks, but we know that better weather will arrive, we have to be patient. 

 

 

 

Earnings and the Markets, Where do we Go? …. By Troy Patton 

 Earnings are what drive the markets.  It really is this easy.  What if I told you the S&P 500 will have 
hit 950 by the end of this year.  Then in 2010 it will extend its gains to a level near 1250.  This is a 56% 
gain from where we are as I write this newsletter, even after a 20% run up in the markets.  You may be 
asking how is this possible?  Let me explain using some hard cold facts as well as some estimates.  You 
can take the estimates of the companies in the S&P 500 and use their weight towards that index and 
come up with the earnings that are expected to be reported as well as the past earnings, as seen below.  

We can clearly see in 
2007 the decline in 
earnings of the finan-
cials after starting to de-
leverage in 2007.  Fi-
nancials have not only 
lost all their earnings, 
but have slipped to 
negative territory due to 
mark to market account-
ing as well as some be-
ing leveraged 30 to 1 
and not having any 
hedges in place in case 
things went wrong.  I 
say good riddens to 

them.  What I am more interested in is the expected earnings as some of these banks start to come back.  
You can see the change from 2008 to 2009 for the financials even while the Energy companies decline 
due to the downturn in oil prices.  The recession has taken its toll on many of the Sectors above except for  
Health Care which continues to post gains.  Even more telling is the expected earnings in 2010. 
 The chart below 
then shows how the 
market has generally 
traded within 14-20 
times earnings.  Some 
of this will depend on 
how inflation responds 
to the 90%+ increase in 
monetary supply.  Basi-
cally the government is 
printing money to pay 
for all the programs as 
well as buying all the US 
Treasuries and asset backed mortgages.  This is sure to cause inflation which will move the trading band 
lower.  Even with this, the market should move much higher, then pause before heading even higher.  
 I am confident that there will be other ways to make money before inflation shows its ugly head.  
We have those plans at our disposal and plan to implement them over the next quarter or two to hedge 
against inflation.  As such, after a 50% run in the market from these levels, we should generally see a 
sideways move before ultimately moving higher.  It will take time, but we are going to get there. 
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