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“The conference wants a specific recommendation
from me. I guess ‘Get out of the stock market’ isn’t clear
enough...It’s [gold] traded for 5,000 years...some regard it

And it is not just the folks on Main Street who have lost
affection for stocks as fund managers overseeing $619 bil-
lion polled in mid-May by Bank of America Merrill Lynch

as a metal, we regard it as a currency and it
remains our largest currency allocation.”
So proclaimed billionaire investor Stanley
Druckenmiller on May 4 at this year’s Ira
Sohn Conference. As the get-together in-
cluded the best and brightest of the hedge
fund world, plenty of media attention was
paid to the proclamations of the supposed
Masters of the Universe, even as the ugly
performance scorecard from last year’s
event was covered in red ink.

said that cash makes up an average 5.5%
of holdings, a level higher than during
the 2011 Market Meltdown when inves-
tors were fretting about the downgrade of
the U.S. credit rating and the government
shutdown, not to mention the European
sovereign debt crisis. And speaking of the
Continent, Europe is again now a big con-
cern as the looming Brexit vote is weigh-
ing on the outlook for global economic
growth, which is already subdued with the

To be sure, we have to be careful not to throw stones
as we also dwell in a glass house (your editor’s recent col-
umn in Forbes Magazine boasted a couple of awful (thus
far) stock picks in Seagate Technology (STX - $23.75) and
Kohl’s Corp (KSS - $37.38)), but as of this writing gold has
tumbled more than 5% since May 4, while equities have
moved a couple of percent higher. Obviously, time will tell
how successful the Druckenmiller call to dump stocks
and buy the precious yellow proves to be, but his widely
publicized prognostication piggy-backed on the predic-
tions of other doom-and-gloom pundits (billionaire inves-
tor Carl Icahn suggests the markets may soon have a “day
of reckoning”) to raise investor anxiety levels and push
investor sentiment statistics to multi-year lows...which is
a positive for those of us who like the Warren Buffett ad-
monition, “Be greedy when others are fearful and fearful
when others are greedy.”

Incredibly, the May 25 tally of Bulls in the weekly Sen-
timent Survey from the American Association of Indi-
vidual Investors dropped to 17.8%, the lowest mark since
April 2005. Believe it or not, the number of Bulls was a
little higher at 18.9% on May 5, 2009, and market history
validates the thinking that AAII is a decent contrarian in-
dicator. We examined subsequent market returns the pre-
vious 37 times that the AAII Bulls numbered 20% or fewer
and found that the respective average (non-annualized)
gains for the S&P 500 over the ensuing three-, six- and
12-months were an impressive 7.0%, 13.6% and 23.0%!

OECD stating this week that it now sees worldwide GDP
expanding at 3.0% this year and 3.3% in 2017. Of course,
though Brexit is viewed as a major “tail risk,” the consen-
sus thinks the U.K. will stay in the European Union.

We also respect that worries about the timing, number
and ramifications of additional Federal Reserve interest
rate hikes are causing plenty of consternation, even as
the recent favorable domestic statistics on housing, in-
dustrial production, durable goods orders, jobless claims
and consumer spending that might compel Janet Yellen
& Co. to remove some of the unprecedented monetary
policy accommodation (rates will still be extraordinarily
low) are indicative of a much more promising economic
climate for corporate profits. What’s more, our analysis of
the historical data shows that Value stocks have on aver-
age gained a respective 13.7%, 14.1% and 14.6% per an-
num in the one-, three- and five-year periods following the
17 prior times the Fed has initiated a tightening cycle.

Certainly, anything can happen in the near term, but
as many have recently learned the hard way, far more
money has been lost in anticipation of a market correc-
tion than has been lost in the corrections themselves.

Chief Investment Officer
Al Frank Asset Management (AFAM)



‘ N[hﬂe many of the headwinds have stopped blowing

as strongly in recent months, dollar strength, com-
modity price weakness and a lackluster global economy
continued to hinder top- and bottom-line growth in the
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Karnings Scorecard

Goodyear Tire & Rubber
Bank of America
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Q1 Season

first quarter. Nevertheless, Corporate America managed
to turn in decent Q1 EPS numbers relative to subdued
expectations, even as sales figures did not compare as fa-
vorably. Data provider Bloomberg found that the number

0.54 0.71 3.48 4.00 7.0 16,110 15,906 -1.3%
0.27 0.21 1.26 1.44 10.3 nmf nmf nmf
0.68 0.64 2.76 2.90 12.6 nmf nmf nmf
0.37 0.35 1.60 1.57 12.0 nmf nmf nmf
1.61 1.25 5.60 5.93 11.0 nmf nmf nmf
0.27 0.25 1.06 1.16 11.1 nmf nmf nmf
0.24 0.23 1.01 0.98 13.5 nmf nmf nmf
1.75 1.70 6.89 7.24 12.4 nmf nmf nmf
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1.64 1.36 5.91 3.81 10.4 802 607 -24.3%
1.97 1.84 7.48 8.99 14.0 96,597 94,014 -2.7%
1.72 0.68 3.43 2.73 26.6 43,770 40,205 -8.1%
2.04 1.78 8.59 7.96 14.4 18,692 17,525 -6.2%
2.03 1.48 5.05 3.61 22.8 27,709 23,483 -15.3%
1.01 0.85 4.18 4.35 14.2 20,445 20,015 -2.1%
0.96 0.85 3.74 3.47 15.2 17,989 18,614 3.5%
0.31 0.19 1.30 1.61 18.8 124,078 124,141 0.1%
0.10 0.19 1.40 2.19 10.4 4,939 5,343 8.2%
1.13 0.69 4.59 1.91 9.4 5,954 4,459 -25.1%
0.83 0.93 5.58 6.04 13.2 19,375 20,226  4.4%
0.45 0.55 2.51 2.86 21.3 13,097 13,473  2.9%
0.36 0.41 1.84 2.13 18.5 4,341 4,672 7.6%
0.17 0.26 1.37 2.21 10.5 1,928 2,413 25.1%
2.14 2.68 12.88 15.29 11.4 20,661 20,981 1.5%
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1.49 0.78 3.74 1.46 6.8 3,714 2,661 -28.3%
0.49 0.04 1.13 -0.22  -196.2 20,781 15,610 -24.9%
1.16 0.07 2.97 2.78 9.6 12,250 10,663 -13.0%
1.14 -0.12 1.55 -1.06 -31.1 12,126 7,060 -41.8%
0.22 0.20 0.64 1.02 10.3 2,546 2,455 -3.5%
0.42 0.26 1.51 1.44 4.5 561 515 -8.2%
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1.03 0.88 4.54 4.25 16.7 483,208 488,279 1.0%
0.77 0.45 2.23 2.66 16.1 64,580 65,033 0.7%
0.75 0.96 3.85 4.38 14.6 38,899 37,279 -4.2%
0.47 0.39 2.09 2.28 17.4 20,393 21,199 4.0%
2.39 2.23 7.62 8.21 13.8 60,936 63,914 4.9%
1.00 0.29 2.20 1.70 25.3 11,358 10,162 -10.5%
1.19 1.33 5.11 5.47 14.4 117,709 128,077 8.8%
2.94 3.14 12.80 13.54 13,5 190,884 205,367 7.6%
1.16 1.26 4.38 4.67 17.2 28,833 29,855 3.5%
1.42 1.51 5.87 6.19 20.5 18,376 18,620 1.3%
1.46 0.68 4.59 5.39 12.5 nmf nmf nmf

As of 05.31.16. N/A=Not applicable. 'Trailing 12-month. 2Next 12-months. nmf=Not meaningful. SOURCE: Al Frank using data (EPS Adjusted) from Bloomberg



Earnings Scorecard continued

of companies in the S&P 500 that exceeded earnings ex-
pectations was 72.4%, compared to 20.1% that trailed fore-
casts and 7.5% that met projections. In Q1 2015, the Beat/
Miss/Match figures were 67.7%/22.4%/9.8%. Of the 98 Pru-
dent Speculator stocks below, 60% topped EPS estimates.

Of course, management teams remained cautious in
their outlooks and guidance, but Standard & Poor’s pres-

Insurance AXS Axis Capital Holdings Ltd 1.07
MET MetLife 1.19
PRU Prudential Financial 2.18
TRV Travelers 2.33
Materials ABX Barrick Gold 0.11
AGU Agrium 0.02
AUY Yamana Gold 0.03
CE Celanese 1.83
MOS Mosaic 0.14
NEM Newmont Mining 0.34
RYAM  Rayonier Advanced Materials  0.36
Media CMCSA Comcast 0.84
DIS Walt Disney 1.36
Pharma/Biotech/Life Sci AMGN  Amgen 2.90
BIIB Biogen 4.79
GILD Gilead Sciences 3.03
JNJ Johnson & Johnson 1.68
MRK Merck 0.89
REE Pfizer 0.67
Real Estate ANH Anworth Mortgage Asset 0.14
GEO GEO Group 0.45
RYN Rayonier 0.11
Retailing AEO American Eagle Outfitters 0.22
DSW DSW 0.40
KSS Kohl’s 0.31
PETS PetMed Express 0.27
SPLS Staples 0.17
SSI Stage Stores -0.56
TGT Target 1.29
Semis & Cap Equipment DIOD Diodes 0.12
INTC Intel 0.54
QCOM  Qualcomm 1.04
Software & Services CA CA Inc. 0.60
IBM Int’l Business Machines 2.35
MSFT  Microsoft 0.62
Technology Hardware AAPL Apple 1.90
AVX AVX 0.19
BHE Benchmark Electronics 0.26
BRCD  Brocade Comm Systems 0.22
CSCO Cisco Systems 0.57
ERIC LM Ericsson 0.10
GLW Corning 0.28
IM Ingram Micro 0.35
STX Seagate Technology PLC 0.22
Telecommunication Services T AT&T 0.72
Transportation CSX CSX 0.37
NSC Norfolk Southern 1.29
Utilities DUK Duke Energy 1.13
ETR Entergy 1.35
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ently projects that after declining 11.1% in 2015 to $100.45,
compared to $113.01 in 2014, bottom-up operating EPS for
the S&P 500 will rebound nicely this year to $114.76. The
current arguably very aggressive S&P estimate of $134.11
for 2017 has been coming down in recent months, but
profits should improve going forward and history shows
that stock prices eventually follow earnings.
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As of 05.31.16. N/A=Not applicable. 'Trailing 12-month. 2Next 12-months. nmf=Not meaningful. SOURCE: Al Frank using data (EPS Adjusted) from Bloomberg



Recommended Stocks

In this space, we list each month 40 of our most attrac-
tively priced recommended stocks. All trade for signifi-
cant discounts to our determination of long-term fair val-
ue and/or offer favorable risk/reward profiles. Note that,
while we always seek substantial capital gains, we require
lower appreciation potential for stocks that we deem to

Autos & Components GM General Motors 31.28
GT Goodyear Tire & Rubber 27.97

Banks BBT BB&T 36.37
FITB Fifth Third Bancorp 18.87

HSBC HSBC Holdings PLC 32.44

Capital Goods TRN Trinity Industries 18.06
Consumer Dur & App MDC MDC Holdings 23.24
Diversified Financials COF Capital One Financial 73.24
Energy BRS Bristow Group 13.41
HFC HollyFrontier 26.76

RDS/A  Royal Dutch Shell PLC 48.49

TK Teekay 10.52

TNP Tsakos Energy 6.47

TOT Total SA 48.52

Health Care Equip/Srves  ABT Abbott Laboratories 39.63
CAH Cardinal Health 78.95

Insurance MET MetLife 45.55
PRU Prudential Financial 79.25

Materials MOS Mosaic 25.23
Pharma/Biotech/Life Sci  AMGN Amgen 157.95
BIIB Biogen 289.73

GILD  Gilead Sciences 87.06

MRK  Merck 56.26

FIFE Pfizer 34.70

SNY Sanofi 41.20

Real Estate ANH Anworth Mortgage Asset 4.63
Retailing AEO American Eagle Outfitters 15.64
e FL Foot Locker 55.92

KSS Kohl's 36.04

SSI Stage Stores 5.53)

TGT Target 68.78

Semis & Cap Equipment  INTC  Intel 31.59
Software & Services MSFT  Microsoft 53.00
Technology Hardware AAPL  Apple 99.86
AVX AVX 13.81

CSCO  Cisco Systems 29.05

ERIC LM Ericsson 7.73

JBL Jabil Circuit 19.08

STX Seagate Technology PLC  22.56

Transportation e DAL Delta Air Lines 43.46

have more stable earnings streams, more diversified busi-
nesses and stronger balance sheets. The natural corollary
is that riskier companies must offer far greater upside
to warrant a recommendation. Further, as total return is
how performance is ultimately judged, we explicitly fac-
tor dividend payments into our analytical work.

45.14 5.8 0.3 1.4 29 141% 4.9% 48,166
48.70 8.0 0.5 2.2 56 168% 1.0% 7,438
48.07 13.2 nmf 1.9 nmf nmf 3.1% 29,534
28.00 11.8 nmf 1.0 nmf nmf 2.8% 14,487
47.70 8.6 nmf 0.8 nmf nmf 7.9% 128,544
37.18 3.9 0.5 0.9 3.4 107% 2.4% 2,724
39.19 16.9 0.6 09 16.1 68% 4.3% 1,139
98.40 9.9 nmf 1.3 nmf nmf 2.2% 37,506
30.45 9.6 0.3 0.3 158 74% 2.1% 469
52.79 9.0 0.4 1.9 50 53% 4.9% 4,724
72.17 15.7 0.4 1.0 129 42% 6.6% 194,212
20.76 16.4 0.3 1.3 9.3 1065% 2.1% 765
13.21 4.3 1.0 0.5 6.4 89% 4.9% 565
70.07 11.9 0.9 1.3 10.2 46% 4.8% 120,269
53.28 19.0 29 106 149 109% 2.6% 58,222
105.11 155 0.2 nmf 9.7 nmf 2.3% 25,723
78.95 9.9 nmf 0.8 nmf nmf 3.3% 50,044
106.55 8.4 nmf 0.8 nmf nmf 3.5% 35,029
49.05 10.8 1.0 1.1 6.3 45% 4.4% 8,826
210.94 16.0 5.4 488 10.8 1319% 2.5% 118,655
425.49 17.1 58 18.7 11.0 192% 0.0% 63,466
134.77 7.4 3.5 503 5.2 915% 2.2% 115,948
60.29 155 4.0 334 125 508% 3.3% 155,729
43.04 14.7 4.1 nmf 12.8 nmf 3.5% 210,450
58.93 13.0 53 147 128 nmf 3.3% 106,036
6.77 8.1 nmf 0.8 nmf nmf 13.0% 447
22.93 13.5 0.8 2.8 5.3 0% 3.2% 2,829
85.54 12.7 1.0 3.1 6.7 5% 2.0% 7,610
62.91 9.7 0.4 1.3 47 86% 5.5% 6,673
8.33 19.8 0.1 0.4 4.1 49% 10.8% 149
88.81 14.1 0.6 3.3 6.4 103% 3.3% 40,530
40.34 12.8 2.7 4.4 6.8 64% 3.3% 149,168
60.21 19.7 4.8 80 168 78% 2.7% 416,605
133.72 11.1 2.4 4.5 50 57% 2.3% 546,976
18.83 18.2 1.9 1.2 8.4 0% 3.0% 2,313
37.95 14.5 3.0 4.4 7.7 74% 3.6% 146,113
13.90 10.7 0.9 1.4 55 25% 3.6% 25,775
34.16 9.8 0.2 2.3 4.1 115% 1.7% 3,648
43.79 9.6 0.6 nmf 7.0 nmf 11.2% 6,734
75.38 7.9 0.8 nmf 4.0 nmf 1.9% 33,533

As of 05.31.16. N/A=Not applicable. nmf=Not meaningful. ' e=First-time recommendation. ?Tangible book value. *Enterprise value-to-earnings before interest taxes depreciation and amortization. ‘Tangible equity. SOURCE: Al Frank using

data from Bloomberg



Porttolio Builder

Research Team Favorites

he Prudent Speculator follows an approach to invest-

ing that focuses on broadly diversified investments
in undervalued stocks for their long-term apprecia-
tion potential. Does that mean we build portfolios of 20
stocks...30...? More like 50 and up. We like stocks. And we
like a lot of ‘em. We don’t rely nearly as much on “how
many” as we do “in which,” but we tend to invest in far
more names than most. This expansive diversification,
we find, potentially serves us well in two ways: we can
further minimize the risk of individual stock ownership,
while maximizing the likelihood of finding the truly big
winners among the undervalued masses.

As for the “in which” part, readers should know we dis-
criminate among potential investments primarily by their
relative valuation metrics and our assessments of stock-
specific risk. We buy only those stocks we find underval-
ued along several lines relative to their own trading his-
tory, those of their peers or that of the market in general.
The prices at which we’ll buy and sell stocks incorporate
a range of fundamental risks (e.g. credit, customer and
competitive dynamic) that we believe the companies may
face over our normal 3-to-5-year investing time horizon.

Each month in this column, we suggest to readers a
group of ten stocks with which to populate portfolios. The
list could serve as a portfolio foundation for new inves-
tors or as a pick-list for folks already maintaining well-
diversified holdings. While other themes may be featured
over time, our ongoing consolidation program has created
opportunities (i.e. proceeds of sales) to simply add stocks
each month to our newsletter portfolios.

Note that we are in no way suggesting that these stocks
replace those featured in prior months as we will always
issue a Sales Alert should we choose to exit a position.

This Month’s Theme

Investing the remaining cash in our four newsletter
portfolios, we will add $20,000 of Merck to PruFolio and
$29,000 of Delta Air Lines to TPS Portfolio. In Millenni-
um Portfolio, we will pick up $10,000 of both Foot Locker
and Target, while in Buckingham Portfolio we will bring
the ownership up to $6,000 in HSBC Holdings, MDC
Holdings and Mosaic. We already have sufficient sector
exposure and/or hold a sizable position in Apple, Pruden-
tial Financial and Royal Dutch Shell. Waiting our usual
four days, we will transact on June 8.

NEWSLETTER PORTFOLIO PURCHASES

AAPL  Apple Information Technology 99.86 133.72
Industrials 43.46 75.38

Consumer Discretionary 55.92 85.22

DAL Delta Air Lines

FL Foot Locker

HSBC HSBC Holdings PLC
MDC MDC Holdings

Financials 32.44 47.70
Consumer Discretionary 23.24 39.19

MOS  Mosaic Materials 25.23 49.05
MRK  Merck Health Care 56.26  60.29
PRU Prudential Financial Financials 79.25 106.55
RDS/A  Royal Dutch Shell PLC  Energy 48.49 72.17

TGT Target Consumer Discretionary 68.78 88.81

As of 05.31.16. SOURCE: Al Frank using data from Bloomberg

Apple (AAPL)

Shares of tech giant Apple have recovered somewhat
after falling as low as $90 in May for the first time since
2014 following disappointing Q2 earnings of $1.90 per
share (vs. $2.00 est.) on revenue of $50.6 billion (vs. $52.0
billion est.). It certainly didn’t help that billionaire activist
investor Carl Icahn revealed on a CNBC segment that he
had fully divested his large Apple position. While China is
a concern to Mr. Icahn and many others, CEO Tim Cook
believes, “The future of Apple is very bright. Our product
pipeline has amazing innovations in store. We are forging
ahead with important investments in research and devel-
opment, in our infrastructure, and in our supply chain.”
We too feel that there is plenty of opportunity in the fu-
ture, and that good customer traction for the iPhone SE
(which was not included in Q2 results) will be an impor-
tant step forward in covering the gamut of phone shapes
and sizes. From a valuation perspective, Apple’s forward
P/E ratio of 11.1 and solid dividend yield of 2.3% (which
was boosted from $0.52 per share to $0.57, paid quarterly)
are attractive, while the company retains its mountain of
cash, totaling approximately $30 per share.

Delta Air Lines (DAL)

Delta Air Lines is one of the largest air carriers in
North America by passengers flown and fleet size. Delta
serves more than 180 million customers each year and of-
fers service to 337 destinations in 62 countries. DAL faced
some significant hurdles after its merger with Northwest



Portfolio Builder continued

Airlines in 2007, especially related to fleet integration,
union contracts (Delta was non-union, Northwest union)
and differing organizational cultures. Although work re-
mains to be done, Delta has mostly overcome the issues.
Using low fuel prices and low cost of debt to its advan-
tage, Delta has placed orders for more than a hundred
new planes to replace aging aircraft in the current fleet.
It seems the likely case that most will be delivered as fuel
prices increase, such that savings from new planes’ lower
fuel and maintenance expenses will more than offset the
higher lease costs. Additionally, Delta is making a con-
certed effort to cater to business travelers, historically the
most loyal type of customer. Gate transfers via Porsche
and top-notch food in the lounges and at 35,000 feet might
seem gimmicky, but they ensure that the highest-margin
travelers return. DAL trades at less than 8 times earnings.

Foot Locker (FL)

Foot Locker is an athletic footwear and apparel retail-
er, operating 3,396 stores in 23 countries in North Amer-
ica, Europe, Australia, and New Zealand. FLs marketing
format includes Foot Locker, Champs Sports, Kids Foot
Locker, Lady Foot Locker, Eastbay and Footlocker.com.
Shares are down 15% this year as the overall pressure on
the retail industry and concerns over recently softening
basketball shoe sales have taken their toll. While chang-
ing consumer preferences and growing online competi-
tion are perpetual issues, the company just turned in
its most profitable quarter in its history. We believe the
recent sell-off is overdone, as we like that FL. has shown
broad strength across distribution channels, geographic
locations, banners and product categories. We think FL
will continue to benefit from its strategic cost control and
productivity plans, in addition to further penetration of
its apparel offerings and solid growth of its digital shop-
ping platforms. Additionally, we like the strong balance
sheet that sports $6.85 of net cash per share, giving man-
agement operational flexibility and the ability to buy back
shares and increase the dividend (yield is 2.0%). FL also
trades at 12 times consensus forward earnings estimates.

HSBC Holdings PLC (HSBC)

HSBC Holdings is one of the world’s largest banking
and financial services organizations, operating through
an international network of 6,000 offices in 71 countries
and territories. While HSBC has an unrivaled global foot-
print, we like that the company is undertaking a signifi-
cant reshaping of its business portfolio in efforts to cap-

ture value from its presence around the world. We also
like HSBC’s exposure to higher economic growth mar-
kets, helping drive demand for its diversified products
and services, from checking accounts and international
trade services to wealth management. Additionally, we
are constructive on the potential long-term benefits of
management’s decision to align itself to the world’s larg-
est trade and economic zones, shifting its business mix
further towards Asia, as well as its continued focus on cut-
ting costs and delivering a progressive dividend. HSBC
trades for less than 11 times estimated forward 12-month
earnings and yields nearly 8%.

MDC Holdings (MDC)

MDC Holdings is a builder and seller of homes with on-
going operations in 169 communities throughout 9 states
(including California, Colorado, Maryland, Virginia, Ari-
zona and Florida) under the name Richmond American
Homes, and also is an originator of mortgage loans and ti-
tle agency services primarily to its home buyers. Shares of
MDC are down on the year despite increased pricing pow-
er and a slowly improving macroeconomic environment
in the U.S. that is bolstering the homebuilding industry.
In fact, MDC announced that its backlog of orders had
swelled 50%, year-over-year, to $1.43 billion. We see MDC
as well-positioned to benefit from stability in consumer
confidence and continually improving employment. MDC
also sports a broad geographic footprint, successful cost
control initiatives and a solid balance sheet, with ample
liquidity that the company continues to smartly tap as it
acquires land in attractive markets across the country.
MDC shares trade at less than 11 times forward earnings
estimates and offer a generous 4.3% dividend yield.

Mosaic (MOS)

Mosaic is the largest producer of phosphate fertiliz-
ers in the world and is one of the leaders in the produc-
tion of potash, feed ingredients and industrial products.
Shares have fallen more than 40% over the last year as
short-sighted market players bailed out due to weak crop
nutrient prices and recent concerns from an analyst that
MOS may have negative free cash flow and will need to
pay its dividend from cash reserves. However, CEO James
O’Rourke disagreed, “We believe we have strong enough
cash flow capabilities through the whole cycle that we
cannot only pay a reasonable and fair dividend, but we
can also balance that with our growth opportunities and
returning money to shareholders.” We like the potential
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of the firm’s growing specialty fertilizer products (Mi-
croEssentials) and believe there is a plenty of long-term
potential in the fertilizer markets. Higher crop yields be-
come increasingly important as the global population ex-
pands, less farmable land is available and more people in
emerging economies move up the socioeconomic ladder
adding more protein to their diets (which requires more
grains to feed the cattle, pigs, etc.). Earnings are likely to
hit a trough this year, while MOS yields 4.4%.

Merck (MRK)

Merck is a global pharmaceutical giant focused on
discovering, developing and marketing drugs for respi-
ratory, immunology, cardiovascular, diabetes, infectious
diseases, oncology and other ailments. Merck is also a
global leader in vaccines and operates an animal health
division. The company has seen its sales slow over the
past few years, enduring patent losses for some of its top
drugs, yet it has managed consistent profitability over the
last three years (adjusted EPS of $3.49, $3.49 and $3.59).
With a wide array of high-margin drugs, a strong lineup
of new products (Keytruda (cancer) and Zepatier (hepa-
titis C) have strong potential) and a pipeline that creates
both near- and long-term opportunities, we think Merck
will produce attractive returns on its invested capital go-
ing forward. The firm generates solid free cash flow and
boasts a track record of returning cash to shareholders,
while management is on the hunt for acquisitions and
drug-licensing deals that could bolster its drug develop-
ment. We also like that MRK has a yield of 3.3%.

Prudential Financial (PRU)

PRU is the second-largest life insurer in the U.S. with
more than $1.2 trillion of assets under management. The
company also has operations in more than 40 countries
and territories located throughout Asia, Europe and Latin
America. PRU provides insurance, investment manage-
ment, brokerage services and other financial products. It
ranks in the top three in terms of variable life assets, in-
dividual life in-force premiums and group life sales, earn-
ing top returns among traditional franchise life insurers.
Although currency challenges and other headwinds per-
sist, the firm has consistently turned in attractive results
from its international operations, while the exit from the
long-term care business has reduced exposure to interest-
rate-sensitive products. With favorable long-term poten-
tial within numerous business lines, a strong capital base
and a history of returning cash to shareholders, we see

PRU as a core financial holding. The shares trade for less
than 9 times estimated earnings and at just 75% of its tan-
gible book value, while offering a 3.6% dividend yield.

Royal Dutch Shell PLC (RDS/A)

Royal Dutch is engaged in the exploration, produc-
tion, refining and sale of petroleum products worldwide.
While the shares have rebounded sharply from January’s
multi-year low as the price of crude has bounced back,
they remain well off the $83 high set two years ago. Some
are concerned that the firm paid too much for its recent
purchase of BG Group, but we like the acquisition and Q1
results showed the new assets are already transforming
RDS’s business and cash flow profile. Additionally, BG ac-
celerates Shell’s position in liquefied natural gas and oth-
er projects, materially boosting reserves and production,
and potentially generating annual cost savings of $2.5
billion. While we don’t expect operational challenges to
disappear, we believe they are nearer term in nature as we
still subscribe to the long-term global energy story given
that usage in emerging economies continues to rise and
should materially add to demand dynamics in the coming
years. In the meantime, we think the company can gener-
ate meaningful cash through divestiture, supporting the
attractive dividend (the net yield is 6.6%).

Target (TGT)

Target is one of the largest domestic discount retail-
ers, operating 1,793 Target and SuperTarget stores. TGT
earned $1.29 per share in fiscal Q1 2017 (vs. $1.19 est.) on
sales of $16.2 billion (vs. $16.3 billion est.), but improve-
ment of the operating margin was offset by lower rev-
enue and lower same-store-sales comparables. Though
management reaffirmed full-year EPS guidance of $5.20
to $5.40, investors were disappointed. CFO Catherine R.
Smith explained, “We believe we’re pursuing the right
strategy, and our strategy is working. We have many le-
vers we can deploy to drive our performance, even if the
environment remains challenging. As a result, even with
a more tempered view of the second quarter, we are still
focused on achieving full-year adjusted EPS within the
guidance range we provided at the beginning of the year.”
The company expects to refinance high-cost debt by is-
suing 10- and 30-year bonds at “very attractive” rates, ul-
timately saving $5 million to $10 million per quarter. De-
spite and because of the recent downturn in the stock
price, we remain fans of Target as the shares are trading
for 14 times forward earnings and yielding 3.3%.
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— TPS Portfolio — PruFolio — Millennium — Buckingham — Russell 3000 — Russell 3000 Value

May YTD 1-Year 3-Year 5-Year 10-Year

Newsletter Portfolios

Buckingham -0.38 2.49 -6.92 5.99 7.98 3.61
Millennium 0.64 469  -2.96 7.56 9.28 5.60
PruFaolio -0.22 396  -5.16 6.92 9.22 5.92
TPS -0.07 391 -417 7.89 9.62 5.92
Major Indexes

Russell 3000 1.79 341 022 1056 1115 7.39
Russell 3000 Value 1.58 541 -0.29 897 1045 6.02
S&P 500 1.80 3.57 171 11.05  11.66 7.41

Dow Jones Industrial Avg  0.49 3.34 1.39 8.19 9.97 7.55

Inception  Since Index
Date Inception  Return Index
Buckingham 01.21.03 11.06 9.20 Russell 3000
Millennium 12.31.99 8.88 4.64 Russell 3000
PruFolio 12.29.00 12.66 5.46 Russell 3000
TPS 03.10.77 17.74 10.79 S&P 500!

Since The Prudent Speculator’slaunch in March 1977, its 1,852 stock recommendations
have returned, on average, an annualized 17.02%, not including dividends.

As of 05.31.16. All data are total returns, except for that of all recommended stocks, which excludes
dividends. Data for periods greater than one year are annualized. The Dow Jones Industrial Average (DJIA
or Dow) is a price-weighted average of 30 actively traded “blue chip” stocks, primarily industrials, but
includes financials and other service-oriented companies. The Russell 3000 Index measure the perfor-
mance of the largest 3,000 U.S. companies. The Russell 3000 Value Index measures the performance of
those Russell 3000 Index companies with lower price-to-book ratios and lower forecasted growth values.
The Standard & Poor’s 500 Stock Index (S&P 500) is an unmanaged index of 500 stocks that is generally
representative of the performance of larger companies in the U.S. 'The Russell 3000 Index lacks sufficient
history to match that of Al Frank’s TPS Portfolio. We therefore have shown the S&P 500 Index for comparison
purposes. SOURCE: Al Frank using data from Bloomberg

TPS Portfolio is Al Frank’s actual investment portfolio. Though not presently leveraged, it has been so in
the past. Buckingham Portfolio is John Buckingham’s actual investment portfolio. Though not presently
leveraged, it has been so in the past. Millennium Portfolio is unleveraged and hypothetical. PruFolio is
unleveraged and hypothetical.

All portfolio returns are calculated on a total return basis and reflect the reinvestment of dividends, if any,
margin leverage and margin interest charges, trading costs and subscription costs. There are inherent
limitations with in hypothetical or model portfolio results as the securities are not actually purchased or
sold. They may not reflect the impact, if any, of material market conditions which could have has an impact
on AFAMs decision making if the hypothetical portfolios were real. Hypothetical performance is shown
for illustrative purposes only and should not be interpreted as an indication of performance of any AFAM
portfolio. The use of leverage magnifies gains and losses and increases risk to a portfolio.

Nothing presented herein is, or is intended to constitute, specific
investment advice or marketing material. Information provided
reflects the views of Al Frank Asset Management (AFAM) as of
a particular time. Such views are subject to change at any point
and AFAM shall not be obligated to provide notice of any change.
Any securities information regarding holdings, allocations and
other characteristics are presented to illustrate examples of the
types of investments or allocations that AFAM may have bought
or pursued as of a particular date. It may not be representative
of any current or future investments or allocations and nothing
should be construed as a recommendation to follow any invest-
ment strategy or allocation. Any forward looking statements or
forecasts are based on assumptions and actual results are ex-
pected to vary from any such statements or forecasts. No reli-
ance should be placed on any such statements or forecasts when
making any investment decision. While AFAM has used reason-
able efforts to obtain information from reliable sources, we make
no representations or warranties as to the accuracy, reliability
or completeness of third-party information presented herein.
No guarantee of investment performance is being provided and
no inference to the contrary should be made. There is a risk of
loss from an investment in securities. Past performance is not a
guarantee of future performance. Registration of an investment
adviser does not imply any certain level of skill or training.

AFAM is an Investment Adviser, registered with the SEC, is no-
tice filed in the State of CA and various other states, and serves
as editor to The Prudent Speculator and the weekly e-mail up-
dates; (TPS: ISSN 0743-0809). AFAM is sub-adviser to two propri-
etary mutual funds and serves as manager to separate managed
accounts. Many of the securities contained within this newslet-
ter mentioned are analyzed, recommended and transacted in by
AFAM and/or its associated persons for client and personal ac-
counts. It is also possible that AFAM and/or its associated per-
sons may take a position in a security that is inconsistent with
the recommendations provided in TPS or may purchase securi-
ties not mentioned in TPS without notice to its subscribers.

Past specific recommendations: Investment recommenda-
tions provided herein are subject to change at any time. Past
and current recommendations that are profitable are not in-
dicative of future results, which may in fact result in a loss. See
prudentspeculator.com or contact AFAM at tps@alfrank.com for
a list of all past specific investment recommendations. Perfor-
mance and characteristics of AFAM portfolios and securities are
subject to risks and uncertainties. The stocks selected for listing
and discussion in the newsletter were based on proprietary ana-
lytical work performed by AFAM, and not based on performance,
meaning that they are chosen irrespective of profits or losses.
The securities presented do not represent all of the securities
bought, sold or recommended.

Privacy: TPS periodically rents its mailing list to unaffiliated
third-parties. Telephone marketing is prohibited. Subscribers
who wish to have their names removed from the mailing list
should contact TPS by e-mailing tps@alfrank.com.

Subscriptions: TPS is published monthly, with weekly e-mail
updates, at the following rates: 1-year: $295; 2-years: $495. Sub-
scriptions are not assignable. For subscribing, please contact us
at tps@alfrank.com or call 800.258.7786.



