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Drachmatic

“. legacy planning is nor about leaving a legacy,
but about living our legacy.”
— Dr. Richard Orlando, LEGACY

egotiations between the leftist Greek government
Nand European finance ministers broke down in

late June prompting a missed payment to the IMF
on June 30th. Elected on a platform to end austerity, the
Greek administration is at obvious odds with creditors who
require prudent fiscal plans. Greek’s voted NO to a July 5th
referendum on additional austerity. Considering Greece’s
small economy and that asset managers and mutual funds
own just 1.6% of its Euro 299 billion of sovereign debt,
it gathered disproportionate media attention and market
reaction. Ironically, a Greek default makes Germany both
weaker and stronger as they are the largest indirect creditor
but also should benefit if Greece exits the Euro as the
remaining membership would, by definition, be stronger.
How the last act of this five year Greek tragedy plays out will
be interesting but appeared to be a convenient excuse for
market volatility as capital market participants repositioned
portfolios into month-end.
U.S. stock indices were mixed in the quarter ended June
30, European markets were weaker, and bond yields, while
volatile, rose. As shown in Table One, small stocks continue
to lead year to date returns. Bond indices dropped in the
latest quarter as economic indicators are pointing to higher
official US rates this year.
TABLE ONE: 2015 INDEX RETURNS

Index 2Qtr YTD
S&P 500 TOTAL RETURN INDEX 0.28 1.2
RUSSELL INDEX 2000 WITH/DIV 0.25 4.8
MSCI DEVELOPED EAFE (USS) -0.37 3.8
MSCI Emerging Markets (USS) 1.40 3.1
BARCLAYS CAPITAL AGG. BOND -1.68 0.1
BARCLAYS CAPITAL MUNI -1.49 0.1

SOURCE: RWM, BLOOMBERG L.P

European stock markets were mixed in the quarter after
falling in June but remained well ahead of the S&P 500 year
to date. The strongest equity markets were in Asia (led by
Japan and China) but these too weakened in late June.

FIGURE ONE: GLOBAL BOND YIELDS, 7/02/2015

County ___________Yield |

United States 2.375
Canada 1.713
Germany 0.842
France 1.298
Italy 2.317
Spain 2.301
Switzerland 0.103
Japan 0.507

SOURCE: RWM, BLOOMBERG L.P

Global bonds sold off across most of the world until late June
when Greek headlines caused investors to buy quality bonds.
Nevertheless, the U.S. ten year bond yield ended 6/30th

at 2.35%, up 43 basis points (0.43%) in the quarter (after
shedding 15 bps in the last few days of June) resulting in a
-1.68% return for the quarter. German ten year Bund yields
climbed 58 bps to yield 0.76% at June’s end; a 6.0% price
decline for the quarter. German two and three year bonds
continue to sport modest negative yields signaling continued
Euro concerns.  Puerto Rico added to bond holder concerns
as it acknowledged that it is unlikely to be able to repay its
$70 billion+ debt on a timely basis. The island has long been
a problem credit.

Fundamentals

U.S. economic data rebounded in Spring after weak
consumption. The reticence to spend may reflect
counterproductive U.S. rate policy. Rates have been too
low for too long and don't allow retirees or pre-retirees to
safely keep up with inflation so they are reluctant to spend.
However, lower unemployment rates and stronger housing
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sales should boost spending during the second half of this year ~We view this as lowering financial uncertainty and postulate

and the Federal Reserve has signaled its intention to begin that the market has largely underestimated its import.
raising rates as early as September. TABLE TWO: S&P 500 INDEX VS. RECENT PEAKS
Curiously, the U.S. Dollar weakened in the second quarter ---
relative to the EURO is spite of the Greek situation. This 8/31/00 | 10/31/07 6/30/15
will be a modest positive for U.S. large cap, multinational S&P 500 Index 1503 1531 2062
companies earnings in the near term. .

Trailing EPS 55.29 95.98 113.28
First quarter 2015 U.S. corporate earnings growth was weak Trailing P/E 25.9x 15.7x 18.2x
but is likely to rebound in the remaining quarters of 2015.

Forward P/E 26.7x 16.6x 17.1x

Corporate America has refinanced their balance sheets at
record low interest rates and extended debt maturities thereby Price/Book Value  5.0x 2.9x 2.8x
significantly decreasing their financial risk. Figure two shows

. , EV/EBITDA 141x  10.3x 12.1x

the year to date maturity profile of new corporate issuance.
Dividend Yield 1.1% 1.8% 2.05%
FIGURE TWO: U.S. COMPANIES NEW ISSUES 2015 Net Debt/EBITDA  1.9x 1.4x 1.75x

SOURCE: RWM, BLOOMBERG L.P

Outlook

The U.S. economic expansion should continue in the second
half of 2015 and European growth is likely to improve post
Greece’s travails. After a brief pullback, we anticipate equities
to rebound as growth resumes.

As we attempt to protect and grow our financial resources,
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may we also be building and living our legacies. Call us with
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any questions.

SOURCE: RWM, BLOOMBERG L.P ) , )
Thank you for your continued confidence in us

Valuations and for allowing us to be on your team..
U.S. stocks traded near record market levels before weakening

at month end. The second quarter, 2015 marginal gain in the Andrew M. Aran, CFA
S&P extended a string of consecutive quarters of gains to ten , .
(source: BTN Researcgh). This index a?so posted tin all-time Mark D. Reitsma, CFP®, CMFC
closing highs this year garnering much media and analyst Timothy G. Parker, CFA
speculation about an overdue “correction”.  While the S&P Bryan D. Kabot, AAMS®
500 Index is not cheap, it is not yet trading at unreasonable
levels and, in our opinion, U.S. stocks continue to offer
relatively good alternatives to unattractive bond yields. The
typical valuation metrics, as shown in Table Two, fail to
capture the aforementioned superior balance sheet and cash

flow flexibility that corporations have locked in by taking
advantage of historically low interest rates.
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