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“Reported earnings are an open scanda

of misinformation, subject to change

wi t hout notice, as the saying goes.”
.Peter L. Bernstein

STOCK MARKET TI' M NG DJIA: 9687.09 S & P 500: 1094. 44

Peter L. Bernstein is one of the best minds to conme out of Wall Street in our view
H s classic book “Against the Gods....The Renarkable Story of Risk” is a great read for
serious investors. H's quote at the top of this page was issued prior to the Enron
accounting scandal, but it rings true in the face of recent events. Accounting questions
now perneate the corporate | andscape, with controversy involving the accounting state-
ments of Tyco International, K-Mart, Peoplesoft and nmany other firnms. W agree with
Peter Bernstein’s view regarding the quality of corporate earnings, and we believe re-
cent events prove the folly of accepting earnings statenents at face val ue.

Al t hough the accounting standards applied to any one conpany may become the subject
of controversy, we believe general accounting nethods in nbst cases are reasonable. For
that reason, we take sonme confort in basing our valuation analysis on the aggregate
earnings estimate for the Standard and Poor’s 500 |Index. Qur current projection for
cal endar year 2002 is within a range of $45 to $47, with a single point estinmate of $46.
Based on this estinmate, the Standard and Poor’s 500 Index continues to trade at generous
valuation levels, with a current price/earnings nmultiple of 23.8 tinmes forward esti mated
ear ni ngs.

In our view, high valuation |evels continue to provide a strong headw nd for in-
vestors, despite the fact that the broad based bear market is now entering its twenty—
third nonth. In addition, investor conplacency remains at surprisingly high levels given
the stock market decline since early 2000. W continue to view the probability of a one
to three year cyclical bull market, beginning later this year, as very high. However, we
regard patience as an asset in this market, and we view stock market cash reserves as a
necessary conponent of equity portfolios pending an inprovenent in the market outl ook

We remain concerned that a secul ar bear narket, based on declining val uations,
began in March of 2000, thereby marking the end of the great secular bull market period
t hat began August 13, 1982 and continued into the record highs of the first quarter of
2000. However, past secul ar bear nmarkets have included many cyclical bull market oppor-
tunities, and we have no reason to believe that anything has changed in that regard. As
a result, we expect a series of cyclical bull nmarkets and cyclical bear narkets to evol ve
over tine. Wthin that context, we view the bear market experience since early in 2000
as just the first in a series of cyclical bear markets that will occur within a broad
secular trend, with each cyclical bear market followed by a cyclical bull market.

The nost difficult noney making strategy in such a market environment is the buy
and hol d approach. This strategy has led to | arge | osses since early in 2000, and in
our view buy and hold investing is likely to prove disappointing in the stock market
envi ronnent we anticipate within a secul ar bear trend.

In summary, we reconmend subscribers retain stock nmarket cash reserves until evi-
dence of a low—+risk entry point develops in anticipation of a cyclical bull market. W
recomend subscribers with a holding in Nasdag 100 I ndex (QQQ shares hold these shares
for recovery during the next cyclical bull market.



FEDERAL RESERVE UPDATE

Fol l owi ng a series of eleven reductions in the federal funds overnight |ending
rate down to 1.75% and in the discount rate down to 1.25% the Federal Open Market
Conmi ttee announced on January 30 that rates woul d renai n unchanged. The Fed is un-
doubt edly | ooking at the turnaround in the nonetary aggregates and concl udi ng that
the central bank has undertaken a massive effort in order to provide liquidity to the
U S. financial systemin the face of |ackluster consumer demand and a growing |ist of
cor por at e bankr upt ci es.

In our view, the nonetary figures underscore the fact that the United States is
not in danger of going beyond recession into sonething worse. Last nonth, year—ever—
year real growth in the nonetary base was 7% while this nonth the growh rate increased
to 8.9% Last nonth, year—ever—year real growh in the narrowWy defined M1 noney sup-
ply, which consists primarily of currency in circulation and demand deposits, grew at
arate of 6.6% while this nonth the growh rate held even at that |evel. Last nonth,
the nore broadly defined M2 nonetary aggregate registered real year—ever—year growth
of 9% while this nmonth growth renmained firmat an annual rate of 7.7%

Despite the reappearance of nonetary growh, the Federal Reserve continues to
cope with a corporate CEO fraternity that remains |largely cautious about prospects for
a near—term econom c recovery, along with the absence of denonstrable signs of sus-
tai nabl e i ncrenental consunmer denand. As a result, we expect Federal Reserve nopnetary
policy to remain accommodati ve goi ng forward.

Table A
Latest Monthly Data
(Billions)
Y-OY Real Y-O Y*

January 2002 January 2001 Changes Changes
Monet ary Base $ 664.2 $ 601.3 +10. 5% + 8.9%
M- $ 1,177.2 $ 1,087.6 + 8.2% + 6.6%
M-2 $ 5,450.2 $ 4,985.5 + 9.3% + 7.7%

* adjusted for consumer price index increase of 1.6%for cal endar year 2001.
TI AA- CREF EQUI TY | NDEX FUND

TI AACREF Equity Index Fund (800—223—2200) has been added to the Marketiner
No Load Fund Recommended List on page four, and Tl AA—EREF G owt h—Equity Fund has
been del eted from coverage. TIAACREF Equity I ndex Fund tracks the perfornmance of
t he broad—based Russell 3000 Index, which represents approximately 98% of the total
United States equity market capitalization. W will include a witeup on Tl AACREF
Equity Index Fund in the March issue of Marketiner.

MODEL PORTFOLI O CHANGES

The following nodel portfolio adjustnents are effective at the close on February
15:

Model Portfolio I and Model Portfolio II:
SELL: 10% position in Tl AACREF G owt h—Equity Fund, elimnating this holding;
BUY: 10% position in TI AACREF Equity |Index Fund, establishing this position.

ACTI VE/ PASSI VE PORTFOLI O

The Marketiner active/passive portfolio is designed for | ong—term no—+toad fund
i nvesting, and includes broad diversification, tax efficiency and risk managenent. The
portfolio currently holds a 65% stock market cash reserve, 25%in Vanguard Total Stock
Mar ket Index, 5%in T. Rowe Price European or Vanguard European, and 5% in Vanguard
International G owth. The portfolio has a very | ow average expense ratio. During the
portfolio's first four full calendar years through 12-31-81, the portfolio generated
a total return of 46.4%versus 21.5%for the WIshire 5000 I ndex.
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MARKETI MER EXAM NES RETURN VERSUS RI SK — BALANCED | NVESTI NG WORKS LI KE A CHARM

Several years ago Marketinmer published the results of a study of investnent returns
with varied |l evel s of exposure between the Standard and Poor’s 500 | ndex and 5-year
Treasury Notes. The results of the study remain very significant for investors seeking
ways to reduce | ong—termexposure to equity risk while retaining the vast mgjority of
the higher returns equities deliver over the |long—term The original study covered the
37—year period from 1960 through 1996. W have updated the study by adding the | atest
five—year period from 1997 through 2001. For exanple, a bal anced investor with 50% of
assets invested in the Standard and Poor’s 500 I ndex and 50%in five—year Treasury Notes
earned an annual conpound rate of return of 9.36%for the 37—year period through 1996.
Thi s bal anced approach returned 84% of the annual total return of 11.1% generated by the
Standard and Poor’s 500 Index for the same 37—year peri od.

Amazi ngly, adding the new five—year period to the study, and substituting the
Vanguard G nnie Mae Fund for five—year Treasuries, the sane bal anced approach earned
an annual compound rate of return of 8.95% for the latest five—year period, which is
again equal to 84% of the annual total return of 10.65% generated by the Standard and
Poor’s 500 I ndex for the sanme five—year period through yearend 2001. In other words,
after extending the original study by five years, we find the bal anced 50-50 equity—
bond al | ocation has continued to earn the sanme 84% of the total return of the Standard
and Poor’s 500 Index that it earned from 1960 through 1996. This means that investors
over the past 42-years who have taken a much | ess risky bal anced approach to investing
with an equity allocation of only 50% of total portfolio assets, have generated tota
returns equal to 84%of the total return of the Standard and Poor’s 500 I ndex.

A slightly nore equity oriented approach with 60% of portfolio assets invested in
the Standard and Poor’s 500 |Index, and 40%in five—year Treasury Notes for the 37—year
peri od through 1996, earned an annual conmpound rate of return of 9.75% This approach
returned 87.8%of the total return of 11.1%for the Standard and Poor’s 500 Index during
the 37—year period. Using the 60%equity allocation over the past five years, conbined
wi th 40% exposure to Vanguard G nnie Mae Fund, the results are alnopst identical, wth
an annual total return of 9.29% This represents 87.2% of the total return of 10.65%
for the Standard and Poor’s 500 Index for the five—year period through 2001.

Looki ng at the performance of the Marketiner bal anced nodel portfolio three, which
i nvests 50% of total assets in short—term Treasuries and Vanguard G nnie Mae Fund, the
portfolio generated annual conpound returns of 8.5%for the five years through 2001.
This portfolio also maintained a very low risk profile by investing nost stock narket
noni es in cash reserves in January of 2000. During the past two—years of bear narket
activity, nodel portfolio three gained 9.8%while the Standard and Poor’s 500 | ndex
| ost over 20%

W bel i eve many subscribers approaching retirement will find these updated his-
torical figures enlightening. Based on these results, investors can enjoy the lions
share of equity market returns w thout exposing thenselves to high |evels of stock mar-
ket risk and volatility over |ong periods of tine.

W believe the nost significant finding in this study is the fact that for the
entire 42—year period from 1960 through 2001, investors with 50%in the Standard and
Poor’s 500 I ndex, and 50%in internedi ate term Treasury guaranteed bonds, were able to
earn conpound annual returns equal to 84% of the total Standard and Poor’s 500 | ndex
return for the entire period while taking nuch less risk. W also believe it is ad-
vant ageous to attenpt to invest the fixed—nconme portion of this balanced investnent
approach within tax—€deferred accounts in order to reduce ongoi ng taxes.

Overall, we view this updated study as a strong vote of confidence in bal anced
and diversified investing. The update of the latest five—years has served to reinforce
our strong conviction in a balanced portfolio strategy for investors approaching or
enjoying retirenent.
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| NTEREST RATES/ FI XED- | NCOVE | NVESTI NG

Marketiner’s fixed—ncone recomendati ons have a current average yield of 4.8%
and an average maturity of 3.85 years. Vanguard G nnie Mae Fund continues to provide
generous investnent income relative to other vehicles with a current yield of 5.82%

Fi xed-1 ncone | nvestnents % Wei ghting Current Yield Average Maturity
Vanguar d Fi xed- 1 nconme Short-Term Federal vsesx 50% 3.78% 2.7 years
Vanguard G nnie Mae Fund (800-662-7447) vriix 50% 5.82% 5.0 years

We al so |ike Vanguard Inflation Protected Securities (VIPSX) with a current yield of
3.13% plus adjustnents for inflation which are added to the total return

Subscri bers seeki ng tax—exenpt investnent incone can purchase state general obligation
bonds with 10—+0—322 year maturities. Quality tax—free no—+toad funds we |ike are:

Vanguard Long—Ferm Tax—Exenpt, yield 4.47% average maturity 10.4 years;

Vanguard | nternedi ate Tax—Exenpt, yield 3.91% average nmaturity 5.9 years;
Vanguard California | nsured Tax—Exenpt, yield 4.27% average maturity 10.9 years;
Vanguard California Insured Internediate, yield 3.71% average nmaturity 7.2 years.

I NDI VI DUAL | SSUES

Al individual issues are rated “hold” at this time. The maxi mum exposure to any
one conpany stock should not exceed 4% in order to nanage specific stock risk. This
gui del i ne does not apply to exchange—traded—funds such as SPY, VTI, DIA or QQQ which
are linked to the performance of underlying stock indexes.

| SSUES Bet a Exchange Synbol 2-04 d ose Est. earnings per share
M crosoft 1.25 Nasdaq VSFT 61. 12 1.85 (6-02) 2.10 (6-03)
Vodaf one/ Ai r Touch 1.05 NYSE VoD 20. 69 0.52 (3-02) 0.80 (3-03)
S&P Dep. Receipts 1.00 AVEX SPY 109. 85 3.75 (2001) 4.60 (2002)
Total Market VI PERs 1.03 AVEX VTI 101. 35 n/ a

DJI A D anonds 0. 85 AVEX DA 97. 00 4.35 (2001) 4.85 (2002)
Nasdaq 100 | ndex 1.75 AVEX QA 36.92 *

* Marketiner estimates the 40 | argest profitable conpanies in the Nasdaq 100 I ndex are
trading at a wei ghted average price/earnings ratio of 44.5, based on projected earn-
ings for 2002. These conpani es represent approximately 73.5% of the total market

val ue of the index as of January 2002. These 40 conpanies, ranked in order of their
mar ket capitalizations, are:

MSFT, I NTC, CSCO, QCOM ORCL, AMGN, DELL, MXIM [114NX, VRTS, CEFT, LLTC, ANAT,
SUNW LLTC, PSET, CGENZ, WCOM SEBL, EBAY, BBBY, FLEX, PAYX, CH R QGWsT, JDSU
ALTR, I DPH, INTU, SANM BMET, KLAC, BGEN, MEDI, COST, AAPL, NVDA, FI SV, SBUX & CTAS

MANAGED ACCOUNT SERVI CE

VWi | e Marketiner offers ongoing investnent guidance, daily supervision and pro-
fessi onal managenent services are provided by the BJ Goup, a division of Centurion
Capi tal Managenent. For information call 1-800-BJ 22044, or visit the BJ Goup web—
site at www. bj group. com

MVEDI A NOTES

Bob Brinker’s Mneytalk is heard each weekend on 220 ABC Radi o Network stations
from4 p.m to 7 p.m eastern tinme, and is also heard each weekend nationally on
XM Satellite Radi o channel 164 on the ABC News/ Tal k channel. For listening details,
vi sit www. bobbri nker.com
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MARKETIMER NO-LOAD MUTUAL FUND MODEL PORTFOLIOS

The Marketimer no-load model portfolios are designed to provide investors seeking aggressive, growth and balanced objectives with a
strategic approach to investing in no-load funds over the long-term.

Model Portfolio | is designed for investors with aggressive growth investment objectives. Such investors seek maximum returns and are
willing and able to accept high levels of risk and volatility. Current incomeis not afactor in this portfolio.

Model Portfolio Il isdesigned for investors with long-term growth objectives. Such investors seek to enhance the value of capita over
time and assume areasonable level of diversified market risk. Currentincomeis not an important factor.

Model Portfalio I11 is designed as a balanced portfolio for current investment income along with capital preservation and modest growth.
The portfolio is allocated evenly between equities and fixed-income securities. This portfolio is best suited to investors nearing or already
enjoying aretirement lifestyle.

MARKETIMER MODEL PORTFOLIO | ($20,000 value on 1-1-88)
Current Holdings % Beta Vaue 1-31-02 % Change
Baron Growth 05 1.03 $ 4,720
Baron Small Cap. 05 1.05 3,942
Rowe Price European 05 0.71 2,753
Vanguard Int’l. Growth 05 0.74 2,268
TIAA/CREF Growth Equity 10 1.42 7,061
TIAA/CREF Growth Income 05 1.04 9,538
Money Market 65 0.00 101,044
100% 0.37 $ 131,326 + 557%
MARKETIMER MODEL PORTFOLIO 11 ($20,000 value on 1-1-88)
Current Holdings % Beta Vaue 1-31-02 % Change
Gabdlli Asset Fund 05 0.71 $ 4,167
Rowe Price European 05 0.71 3,073
Dodge & Cox Stock Fund 05 0.58 4,944
Vanguard Int’l. Growth 05 0.74 2,305
TIAA/CREF Growth Equity 10 1.42 6,929
TIAA/CREF Growth Income 05 1.04 4,857
Money Market 65 0.00 81,668
100% 0.33 $ 107,943 + 440%
MARKETIMER MODEL PORTFOLIO 111 ($40,000 value on 3-1-90)
Current Holdings % Beta Vaue 1-31-02 % Change
Vanguard Short-Term Federal 25 0.01 $ 27,665
Vanguard Ginnie Mae Fund 25 0.01 31,417
Rowe Price European 02.5 0.71 2,390
Dodge & Cox Stock Fund 05 0.58 9,515
TIAA/CREF Growth & Income 07.5 1.04 9,355
Vanguard Int’l. Growth 02.5 0.74 1,988
Money Market 325 0.00 39,254
100% 0.15 $ 121,584 + 204%

HOW TO SUBSCRIBE TO BOB BRINKER'SMARKETIMER

NAME
ADDRESS
CITY / STATE/ ZIP
Make check or money order payable to Marketimer and send to: Marketimer
410 Saw Mill River Road
Suite 2060
One-year subscription: $185 (overseas subscribers add $10) Ardsley, NY 10502
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