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The reckoning begins on Tuesday.

For decades, America has lived well beyond its means. The ongoing 50-year
deluge of money, credit, and soaring government spending began with Nixon’s (a
Republican) repudiation of the gold standard on August 9, 1971.

America’s experiment with paper money reached its zenith — $7.1 trillion in
unfunded government spending — in the insane over-reaction to the flu of 2020.

Looking back, historians will point to 2008, and the Global Financial Crisis, as the
beginning of the end. That's when our foreign creditors began to abandon our
currency and our bond market.

Soon after, | (Porter Stansberry) first documented America’s looming disaster in the
film “The End of America.”

Foreign and Domestic Holdings of Publicly Held Debt (1945-2022)

After peaking in 2008, foreign holdings of U.S. government securities (notes, bills, bonds) have been in a steady decline. This has the impact of
forcing interest rates and inflation higher. It also reveals the growing reluctance of foreign countries to use the dollar to settle international trade
balances. This sets the stage for a significant devaluation of the dollar... and a decline in America's economic and military power.
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The End of America (2010) was an economic and social prophecy.

It predicted that America, which was financing its government spending by
debasing its currency, would enter into a debt spiral. And the consequences
wouldn’'t merely be financial. When countries begin to finance their government
this way, what becomes debased isn't merely the currency — but the entire society.

Absent financial constraints and protections for property rights, democracies
rapidly devolve into competing parasitic factions, each attempting to live at the
expense of the “other.”

The result is, inevitably, a continuing increase in government spending and
government debts; a decline in the value of the private economy; and a concurrent
decline in the standard of living.

This spiral also leads to a marked increase in social problems (gambling,
prostitution, corruption, theft); soaring rates of both public (war) and private
(murder) violence; a proliferation of rabidly competitive social, racial, and economic
groups (strikes, racial tensions, demands for “social justice”); and a substantial rise
in health problems associated with desperation, such as suicide, alcoholism and
drug addiction.

Why? Why does debauching the money lead to debauchment of the society?

Money is not merely a means to facilitate exchange. It is not merely a store of
value. And it is not merely a measure of accounts.

Money is, most importantly, the foundation of a market economy because of price
mechanisms. Prices discipline the market. Prices incentivize production. And prices
—invisibly without additional costs — drive an economy towards greater efficiency.

The Invisible Hand

One of the greatest ironies of the modern world is how few people who enjoy
the cornucopia of capitalism and free markets understand even the most basic
elements of what creates wealth.

In 1776, economist Adam Smith — the founder of the entire discipline of economics,
and of capitalism too — published his masterwork: An Inquiry into the Nature of
Causes of the Wealth of Nations. In that book, Smith explained the essence of the
price mechanism by describing how the incentives of the entrepreneur to enrich
himself —in fact enrich the entire society.

He called this powerful, positive force of self-interest “the invisible hand™
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By preferring the support of domestic to that of foreign industry, he intends
only his own security; and by directing that industry in such a manner as its
produce may be of the greatest value, he intends only his own gain, and he is in
this, as in many other cases, led by an Invisible Hand to promote an end which
was no part of his intention.”

Prices guide the “invisible hand” by informing widely dispersed actors in a free
market economy — with stunning efficiency. It's how farmers know what to plant.
How industrialists know what to produce. How capital markets know what to
finance. Sound money (and relatively stable prices) create the incentives for risk
taking and for saving capital.

Absent this mechanism for communication and for rewarding production, an
economy quickly falls apart. Instead of creating abundance and opportunity,
society is soon rendered into competing tribes, each organizing only for their
benefit. The result is poverty, anomie, violence, and desperation. And these
changes happen fast — within only a decade or so.

This week’s Big Secret On Wall Street is, ostensibly, about $1 trillion in losses that
are being hidden (in plain sight) in our banking system. Most urgent are the massive
losses at Bank of America. We believe these losses total at least $200 billion.

These losses, and the inability of Bank of America to pay a competitive interest
rate for deposits, will soon trigger a run on the second-largest bank in America.
The deposits will flee in a matter of hours. In fact, there isn’'t any logical explanation
for why such a run hasn’t already occurred. (Our advice: don't be last in line.)

But, before you condemn our warnings as alarmist, know that everything that’s
happening right now in America has happened before.

Maybe history only rhymes. But finance repeats.

How Britain Went Bankrupt: A Road Map to The End of America

Warren Buffett likes to dismiss gold. He complains gold has no utility. He complains
(and we agree) it is a poor hedge against inflation.

Buffett says:

“Gold gets dug out of the ground in Africa, or someplace. Then we melt it down,
dig another hole, bury it again and pay people to stand around guarding it. It
has no utility. Anyone watching from Mars would be scratching their head.”

Buffett is like a Catholic priest offering marital counseling. He can describe the
social contract — exactly what’s expected from each party — but he has no idea
what he’s talking about. Or, as my long-time business partner, Bill Bonner, more
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eloquently says: it's like a squirrel watching a bank robbery. Saw the whole thing.
Never understood, in the slightest, what it meant.

To use Buffett’s analogy, if the people from Mars knew how governments
manipulate (and steal) with paper money, they wouldn’t be scratching their heads.
They'd insist any trade between Mars and Earth be settled in gold. And they should.

The purpose of gold - its utility — is to ensure that long-term economic
relationships can be established and maintained efficiently, without either side
having to resort to force. The value of gold is determined by the market, not

by a central bank. It can’t be printed. Gold’s increasing supply is almost entirely
determined by increases to industrial productivity — gains that are real, are hard
won, and that require the willing cooperation of thousands of people.

That’s why gold has an unmatched 5,000 year history as a stable currency and
store of value. From ancient Greece and Rome all the way up to modern day
central banks, nothing else has maintained its value across countless cultures,
geographies and economic regimes through time. It has been - for thousands of
years — the ultimate free market currency.

Let’s contrast gold’s record with what happened to the world’s last great empire:
the British.

Until the 1950s, the sun did not set on the British Empire. Its currency was, almost
without exception, the international standard.

But... within 25 years of World War Il... Britain’s own citizens were living in poverty
and depending on external financing to pay for essential government services.
Meanwhile, two of its most squalid territories, cities that were completely overrun
by the Japanese, Hong Kong and Singapore, soon surpassed Great Britain in per
capita wealth.

Why? Because they abandoned the British pound and based their free market
economies on the U.S. dollar. They became two of the greatest cities in the world.

This economic history is worth studying. And, if we may be so bold, please share
this analysis with anyone you think will give it some thought. It isn’t too late to save
America, but the darkness gathers.

The story of how Great Britain went from being the world’s most dominant empire to
becoming a beggar nation begins with the fateful decision, in 1914, to abandon sound
money in favor of pursuing a global war without any defined strategic purpose.

In 1914, one day after declaring war on Germany, Britain suspended the public’s
ability to exchange its currency (pounds) into gold.

Its monetary base rapidly doubled, generating a rising amount of inflation. This
made financing its global war progressively more expensive. As the government
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raised funds in the world’s largest capital market (The City, in London), it had to
offer higher and higher interest rates. By 1917, it had to offer a coupon of 5%. And
because all of these war bonds offered holders the ability to exchange into future
issues if the coupon offered was higher, virtually all of Britain’s outstanding war
debt was converted into this, the Third Great War Loan.

Total capital raised and exchanged was 2 billion pounds. In some ways that's
equivalent to $348 billion today, but because these debts came on top of the
pre-war government budget of only 200 million pounds, it’s very difficult to even
imagine how enormous these debts were at the time.

This loan had one very important provision: no capital gains.

Britain believed it would return to the gold standard after the war. A return to the
gold standard would, most likely, result in much lower prevailing interest rates. So,
these bonds could be redeemed, at par, any time after 1929. That prevented these
bonds from appreciating much once the war ended, and inflation declined.

By 1919, Britain’s national debt totaled 7.4 billion pounds, or 137% of GDP. (Hint:
remember this figure.) Paying only the interest on these obligations required 30%
of all tax receipts.

These debts, and the growing power of the government, warped the British
economy and society.

More and more industries, and more and more capital, were directed by political
forces, rather than market forces. Most notably, there was a huge increase in the
amount of government transfer payments, which increased seven-fold from the
end of the war through the 1920s. To pay these bills, taxes soared.

Income taxes rose from 5.8% to 30%. Prior to the war, income taxes were only
levied on the rich — much like in America. But during the war, the tax was extended
to millions of Britons. Revenues raised from income and property taxes (direct
taxes) grew from around 50 million pounds a year in 1913, to 400 million pounds a
year by 1919 (+700%).

Even more damaging to the economy were “excess profits” corporate taxes, which
began in 1917. These taxes seized 80% of whatever was deemed “excessive.”
These, and other “indirect” taxes, such as levies on imports and luxury goods,
came to equal 30% of the government’s budget.
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Income and Capital Taxes
United Kingdom from FY 1900 to FY 2023
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As a result, taxes, which had been below 10% of GDP for decades, rose to account
for more than 20% of GDP. That enabled vastly more government spending: The
government’s annual budget grew from 200 million pounds a year before the war
to almost 1 billion pounds after the war. Socialism had taken root.

What happened next?

With 80% of “excessive” corporate profits being taxed and with so much of the
economy being directed by political factors, Britain’s post-World War | economy
never regained its global competitiveness. Unemployment soared in Britain’s export
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trades: shipbuilding, engineering, steel, and wool textiles. Before the war, exports
made up 25% of GDP... but by 1920... they'd declined to only 18%.

In the eight years between 1923 and 1931, real GDP growth was negative 18%.

The British economy was in a permanent decline because of the socialist policies
they'd adopted after World War I. Higher taxes and more government spending
wasn't creating prosperity — no matter what the politicians promised.

By 1931, with a global recession underway, 2.5 million people were unemployed

in Britain — more than 20% of the workforce. The government’s unemployment
fund was borrowing more than 100 million pounds per month, or 5% of GDP, to
pay unemployment benefits. This caused government spending to double. As the
government’s deficits exploded, there was no orthodox way to continue to make
interest payments. So, in September 1931 Britain left the gold standard and began
to monetize their debts.

So... with total debt to GDP at around 130%... and transfer payments exploding,
causing a doubling of government deficits... Britain began its final collapse.

Sound familiar?

According to the Federal Reserve, the U.S. government debt to GDP ratio peaked
in the 2Q of 2020 at 132%.

And since then, annual government deficits have exploded - reaching over $2
trillion this year — because of unconstrained spending on transfer payments.

When You Abandon Sound Money, You Go Broke

Leaving the gold standard meant the Bank of England could print whatever money
was needed to finance the government’s debts. And they did.

The global depression and financial uncertainty led to a dearth of new bond
issues. But the British government wasn’t taking any chances. To make sure the
value of government bonds soared, they outlawed any new bond issues and
began monetizing the debt. The combination of massive amounts of new money, a
collapsing economy, and no new bond issues resulted in bond prices soaring (and
bond yields declining).

After manipulating bond yields lower — to around 3% — the government saw the
opportunity to refinance its huge war debts. In July 1932, at the very bottom of
the Great Depression, Britain exchanged 92% of its Third Great War Loan into the
new 3.5% War Loan. Famously, the only British bank that refused to convert, The
Midlands Bank, was bought out at par, so the British could claim that every major
domestic holder of the bonds willingly converted.
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Why would investors swap into a lower coupon bond?

Because the new issue didn’t include a provision to be repurchased at par.
Investors in these new bonds, ironically, believed they would see capital gains
because they believed that interest rates would move even lower than 3%. Why
did they believe that? Because the Bank of England was monetizing so much
short-term debt that one-year notes were yielding less than 1%. Banks thus had a
choice: own short-duration government bonds that were paying almost nothing, or
own perpetual bonds (which would only be paid off at the government’s option) for
around 3.5%.

British banks’ holdings of government bonds soared. They grew by 50% in 1932
with the big war bond conversion. And, by 1938, British banks held 75% of their
deposits in British government bonds.

So... to summarize... Britain moved off the gold standard in 1914 to finance a
European war that even today no one understands. As the government became the
primary actor in its economy, taxes soared, resulting in a moribund economy that
eventually would have defaulted on its war debts. But, rather than default, Britain
abandoned sound money (the gold standard) and began to monetize its debts,
while, at the same time, encouraging its banks to buy very long duration bonds.

You'll never guess what happened next.

Britain, once again, enmeshed itself in a ruinous European war by promising to
protect the sovereignty of Poland in 1939. That didn’t work out so well: Poland was
occupied for the next 50 years or so by the Russians. But Britain ended up with a
national debt that was completely unfinanceable — about 250% of GDP - and was
never able to return to the gold standard.

Over the next 25 years — from 1947 until 1972 — it employed a variety of currency
controls like the Exchange Control Act of 1947. These controls were designed to
try to force Britain’s trading partners to hold its bonds and currency. Meanwhile,
crisis after crisis — mostly in foreign policy — caused repeated rounds of currency
devaluation so that, by the 1960s, Britain was completely broke. Its entire global
trade dominance had been destroyed, along with its economy, its military might,
and its currency.

The chart below shows what happened to the British pound during the period.
Even as late as 1948, the British currency continued to be the world’s reserve
currency, which allowed its central bank the ability to borrow enormously. But... as
repeated devaluations harmed its trading partners... more and more central banks
turned to the U.S. dollar to settle trade.
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British Pound & U.S. Dollar from 1948-1972
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And... what happened to the British banks that invested in long-duration bonds?

As the graph below shows, the price of those bonds plummeted over time,
eventually falling 99% from their peak in U.S. dollar terms, decimating the banks’
balance sheets. And, as the bonds collapsed, so did the purchasing power of the
British pound.
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What's very important to know is... virtually all of these same things have been
happening to America since 1971. And, thanks to digital banking and the creation
of Bitcoin, the flight out of the dollar as a global currency and collapse of our bond
markets isn’t going to take 20 years. It's happening right now. We suspect it will all
be over in the next 12 to 36 months.

“Unrealized Losses” Are About to Get Very Real

During Covid the government printed enormous amounts of money and
manipulated bond rates to their lowest point ever. Our banks faced the Hobbesian
choice: earn nothing on safe short-term U.S. Treasury notes or earn 1.5% or so on
long term U.S. Treasury bonds and longer duration mortgages.

Bank of America made the largest investment in its history. It bought $760 billion
of long-term U.S. Treasury bonds and mortgages, with most of the purchases
occurring in mid-2020 at the absolute peak in long-term bond prices.

Similar bonds have now declined 50% from their peak. We don’t know - yet —
exactly what Bank of America’s losses have been, but we do know the bank
reported unrealized losses of $109 billion as of Q2 2023. These losses are not
caused by defaults, but merely because inflation has radically reduced the real
value of these bonds — enormously. We suspect that, this coming Tuesday, when
Bank of America reports 3Q earnings the losses on these long term bonds will have
exceeded its $175 billion in tangible equity capital, meaning any sustained run on
its deposits would render it insolvent.

Why isn’'t anyone else concerned? If you Google and research these issues, you'll
find recent articles by The Wall Street Journal and Bloomberg that downplay these
huge losses. You see, because the bank designates these investments “long-term
holdings,” the losses don’t count against its required capital base.

Among the reasons the mouthpieces of the government say we shouldn’t worry?
Well, because Bank of America isn’t alone in this dilemma.

Through the end of Q2 2023, U.S. banks were sitting on $550 billion in unrealized
losses from their holdings of long-duration Treasuries and MBSs. That's nearly 25%
of the total equity capital in the U.S. banking system.
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That doesn’t reassure us.

Instead, we think that proves our point. Think of it this way. Much like Britain in
World War |, our government wasted $7 trillion on a completely unnecessary war
(against the flu). There was no economic return on these investments. But... where
will these losses materialize? Seems pretty clear that the government has done a
great job of foisting these bad debts onto banks — most notably Bank of America.

And here’s the real issue.

In today’s world, 100% of bank deposits are only a few taps on a cell phone from
heading out the door. Bank of America, due to its massive purchases of low-
yielding long-term bonds, currently has an average portfolio yield of only 2.44%.
There’s no way that Bank of America can pay anything like short-term Treasury
yields in excess of 5%.

Thus... it is only a matter of time before depositors wake up. They’re not being paid
anything like a fair rate of return. And, Bank of America is, mostly likely, already
insolvent. Thus, the only thing that’s keeping Bank of America alive is... no one has
noticed yet.

That doesn’'t seem like a solid foundation to us.
When a run happens, it won't take days or weeks. It will take hours.

That's exactly what already happened to SVB Financial, where the unrealized
losses don’t compare to those Wells Fargo and Bank of America are sitting on.
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U.S. Banks With The Most Unrealized Losses

Held-to-Maturity Depreciation

Institution Ticker ($ Billion)
Bank of America Corporation BAC -$108.6
Wells Fargo WFC -$41.6
JP Morgan Chase | JPM | -$36.7
Citibank | Cc | -$25.0
Morgan Stanley | MS | -$9.1

Source: FDIC

This situation isn't merely speculation.

In the 18 months since the Fed started raising rates in March 2022, depositors
have yanked nearly $1 trillion from U.S. banks. Never before in history have we
seen deposit flight on this scale.

LY 4

(4]
$870 Billion in Deposits Have Left Banks
Since the Fed Began to Raise Interest Rates
0 TR v w‘w
-200
2 -400
19
§
-600
-800 k
-1,000
Feb.73 Feb.83 Feb.93 Feb.03 Feb.13 Feb.23
== Change in Bank Deposits From Peak
Source: Apollo
13 ><Porter & Co

©2023 Porter & Co. All Rights Reserved.



https://website.porterandcompanyresearch.com/untitled-6/

The Big Secret on Wall Street Issue #35 | October 13, 2023

When will you pull your deposits? If that chart doesn’t tell you what to do, we
probably can’t help.

My advice: don’t wait. To quote John Tuld from the famous Wall Street movie
Margin Call, “if you're first out the door, it's not panicking.”

Oh... one more thing...
The banking sector’s losses on investment securities is only part of the problem.

These institutions are also sitting on an estimated $120 billion in losses from
commercial real estate loans. Richard Barkham, chief economist at CBRE - the
world’s largest commercial real estate investment firm — estimates these losses
would wipe out 100% of the tier-one capital buffer at over 300 U.S. banks.

That’s on top of any expected losses that would normally occur during a credit-
cycle downturn. We expect record defaults in the unprecedented $5 trillion of
consumer credit spanning auto loans, credit cards, student debt and personal
loans, not to mention nearly $3 trillion in commercial and industrial loans.

Another Bailout in a Long Line of Bailouts

While it might seem imprudent to keep these enormous potential losses on the
books, the banks have historical precedence on their side. In every financial crisis
since its inception in 1913, the Fed has bailed out America’s lending institutions.

With each crisis since then, the scope of the Fed'’s intervention has expanded

into new territory. As a result of the 2008 mortgage meltdown, the central bank
changed its mission from only buying Treasuries to purchasing MBSs as well. Its
new quantitative easing (“QE”) programs — providing virtually endless amounts of
cheap money - created $4 trillion in new currency over the subsequent decade to
indirectly monetize ballooning government deficits.

During the 2020 COVID meltdown, the Fed expanded into buying corporate bonds
for the first time. It also launched a record QE program to subsidize $10 trillion in
government spending, creating $5 trillion in new currency in just over two years.

The following chart measures the amount of non-defense-related government
spending increases from when a recession began. As we can see, from the start
of the short downturn brought on by the pandemic, spending increased by almost
35%. That's 5x the 7% increase during the 2008-09 Financial Crisis. And it's more
than double the 15% bump in 2001.
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U.S. Fiscal Spending Growth Following Recessions
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In the next crisis, the Fed'’s intervention will once again venture into uncharted
territory. Bailing out the banking sector from trillions in underwater Treasuries,
mortgage securities, and commercial real estate loans will not solve the underlying
problems, but simply paper over them.

The real problem, of course, is that these bailouts are financed with currency
conjured from thin air — there is nothing intrinsically backing this money. In the
past, foreign governments subsidized America’s endless bailouts by providing
steady demand for U.S. currency and Treasury bonds. But now, the world is waking
up to the downside of becoming the lender of last resort to an insolvent borrower.

Today, the biggest credit risk of all lies with the U.S. federal government, and the
currency it stands behind — the U.S. dollar.

The Final Bailout and the End of America

When policymakers inevitably bail out America’s banking system in the coming
crisis, it will push America’s debt burden past the point of no return. This will lead
to a bailout of the Federal Government, as the central bank is forced to become
the buyer of last resort of U.S. government debt.

U.S. federal debt recently hit a staggering $33 trillion. That’s up an incredible $10
trillion in the last four years alone, and a more than 200% increase since the 2008
Financial Crisis. And the debt bonanza shows no sign of ending. In 2023, the U.S.
federal government is on track to run a $2 trillion budget deficit, or 8% of GDP.
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U.S. Debt Is Up More Than 200%
Since The 2008 Financial Crisis
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Outside of COVID-19, the U.S. has never run deficits this large in a peacetime, non-
recessionary economy. America’s largest creditors see the same data presented
here and conclude that the country’s debts can never be repaid under the current
conditions. And these creditors are no longer providing the same support they
once did for America’s finances.

For example, in the last few years, many of America’s largest creditors have
become net sellers of U.S. Treasuries. This includes China, which Apollo Global
Management estimates has sold $300 billion of its Treasury stockpile since 2021 -
likely a contributing factor to the record rout in Treasury prices.

With foreigners providing less support for U.S. Treasuries, compounded by the
Fed’'s monetary tightening campaign, financing costs for the U.S. government are
exploding. In 2022, the U.S. government spent a record $475 billion on interest
alone, or roughly 10% of total U.S. tax receipts.

But the situation is about to become far worse. Nearly one-third of the outstanding
U.S. debt is set to mature over the next 12 months. By 2026, half of America’s $33
trillion debt burden must be refinanced. And that spells more trouble.
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Treasury Debt Outstanding by Maturity
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Source: U.S. Treasury / Figures Reflect Q3 of the Fiscal Year and Add Up to More Than 100% Due to Overlaps in Maturities

Since this debt was last financed, interest rates on Treasuries have more than
tripled, from around 1.5% to 5% today. Now, with $33 trillion in debt rolling over at
3x more expensive financing costs, this mounting interest burden will consume an
ever-greater share of the federal budget.

The Committee for a Responsible Federal Budget (“CRFB”), a non-profit policy
group in Washington, D.C., estimates that interest expense in the federal budget
will grow to $1.4 trillion by 2033 — up from $475 billion in 2022. The CRFB projects
this interest expense will continue rising, reaching $2.7 trillion by 2043 and $5.4
trillion by 2053.

By 2051, interest will make up the single largest expense of the already-mammoth
federal budget. America’s spiraling debt and interest burden are approaching the
event horizon — where no amount of tax increases or wealth confiscation will bring
in enough revenue to repay the debts in any feasible way.

As the government continues spending money it does not have just to keep the
lights on and pay interest expense, foreign creditors will increasingly unload
investments in the U.S. government. As the world turns from buyers to sellers of
U.S. Treasuries, the Fed will become the ultimate buyer of last resort — financing
America’s runaway deficits with even more printed money.

This will be America’s final bailout, as it will lead to the loss of faith in the value of
the rapidly devaluing U.S. dollar. Once the Federal Reserve crosses the monetary
rubicon of endlessly financing U.S. deficits with printed money, the curtains will
close on America’s status as the holder of the global reserve currency.
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The following chart shows that the average lifespan for global reserve currencies is
roughly 100 years. The dollar’s reign is just over the century mark now.
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This will lead to crippling inflation, and a further unraveling of America’s social
fabric. When endless currency devaluation destroys the wages of America’s lower
and middle class, people will lash out.

Once the citizenry wakes up to the fact that endless government spending and
money printing have made it impossible to put food on the table or a roof over their
head, all bets are off. Crime, theft, and even violent revolution are on the table in
this final act of the End of America.

How to Survive This “End of America” Scenario
So what’s our gameplan?

The most important thing you can do right now is to upgrade your portfolio. Take
a close look at every holding and ask one simple question: are you comfortable
holding this security through a financial panic? If the answer is not a resounding
yes, the decision should be easy: sell and raise cash.

For the first time in 15 years, short-term Treasuries offer a real yield above
inflation. Investors are no longer penalized for playing defense. That cash
will become worth its weight in gold when this crisis erupts, and world-class
businesses trade down to fire sale prices.

We're putting this advice into action in our model portfolio today.
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Portfolio Update

Note: At the top of this section, we normally highlight three “Best Buys”. In this
issue, however, we've chosen not to focus on buys at all. Please see our sell
recommendations below.

The Big Secret on Wall Street »

ENERGY & COMMODITIES Ticker Description PurchaseDate  CostBasis  Closing Price Yield

EQT CORPORATION EQT U.S. Gas-Focused E&P 06-03-2022 $47.99 $43.55 1.25% $0.75 -7.69%  Buy Under $50 4
TELLURIAN INC. TELL U.S. LNG Exporter 06-17-2022 $3.53 $0.90 0.00% $0.00 -74.50% Buy Under $5 5
VIPER ENERGY VNOM il and Gas Royalty 09-02-2022 $30.58 $28.51 505% $167 -131%  BuyUnder $34 3
BWX TECHNOLOGIES, INC. BWXT Nuclear Power Equipment 12-23-2022 $58.24 $76.71 1.20%  $0.69 32.90% Buy Under $80 3
BLACK STONE MINERALS BSM Oil and Gas Royalty 02-17-2023 $15.90 $17.67 10.87% $0.48 1412%  Buy Under $18 2
AMERIGO RESOURCES ARREF Base Metals 03-31-2023 $1.21 $0.91 879% $0.04 -21.49% Sell to Close Oct. 13, 2023
BITCOIN BTCUSD Cryptocurrency 05-12-2023 $27179.90 $2691660 0.00% $0.00 -0.97% Buy Under $35,000 4
PEABODY ENERGY BTU Coal Mining 06-23-2023 $20.69 $25.89 116%  $0.00 2512% Buy Under $25 4
CNX RESOURCES CNX U.S. Gas-Focused E&P 09-29-2023 $22.82 $2310 0.00%  $0.00 1.23%  BuyUnder $30

CREDIT ACCEPTANCE CORP CACC Consumer Finance 07-29-2022 $575.91 $42919 0.00%  $0.00 -25.48% Buy Under $600 3
NOVO NORDISK NVO Pharmaceuticals 10-28-2022 $53.34 $10017 353% $2.07 9170% Hold 2
WINMARK CORPORATION WINA Specialty Apparel Stores 09-16-2022 $218.96 $410.03 0.78% $6.00 90.00% Hold 1
FRANCO-NEVADA CORP FNV Precious Metals Streamer 05-12-2023 $154.74 $134.41 101%  $0.68 -12.70% Buy Under $170 2
DREAM FINDERS HOMES, INC. DFH Homebuilder 04-28-2023 $14.83 $20.89 0.00% $0.00 40.86% .13, 2023
PAYPAL PYPL Payment Processor 07-21-2023 $73.02 $56.35 0.00%  $0.00 -22.83% Buy Under $90 3
ALTRIA Tobacco Maker 07-15-2022 $42.24 $42.24 9.28% $4.74 11.22%  Buy Under $50 1
PHILIP MORRIS PM Tobacce Maker 07-15-2022 $9018 $91.87 566% $6.38 8.95%  Buy Under $100 1
DOMINO'S PIZZAS INC DPZ Restaurants 02-27-2023 $30000  $35017 1.26% $2.42 17.53% Hold 3
DEERE & COMPANY Agricultural Machinery 09-01-2023 $410.94 $382.28 131%  $0.00 -6.97% Buy Under $450 3
INCOME & DISTRESSED DEBT

MICROSTRATEGY INC CUSIP: 594972ACS 2025 Convertible Bond 10-14-2022 $758.00 $108206  069% $7.50 43.74% Hold

QURATE RETAIL, INC. QRTEP 8% Cumulative Preferred Stock 01-20-2023 $4064 $28.38 2819% $6.00 -15.40%
ANNALY CAPITAL MANAGEMENT NLY Real Estate Investment Trust  02-03-2023 $23.75 $17.78 19.80% $1.30 -19.66% Sell Jet. 13, 2023
SABA CAPITAL & INCOME OPPORTUNITIES FUND BRW High Yield Bond Fund 03-17-2023 $8.07 $7.47 13.65% $0.52 -1.04%  Buy Under $9 3
OAKTREE SPECIALTY LENDING CORP ocsL Specialty Investments 03-31-2023 $18.57 $19.31 1.39% $110 9.91%  BuyUnder $22 2
W.R. BERKLEY WRB P&C Insurance 05-26-2023 $56.10 $63.45 063% $0.61 1419%  Buy Under $62 2
PROGRESSIVE CORPORATION PGR P&C Insurance 06-09-2023 $131.08 $143.30 0.28% $0.20 9.48%  Buy Under $160 2
CHUBB LIMITED cB P&C Insurance 06-09-2023 $19163 $209.34 019%  $172 1014%  Buy Under $220 2
SKYWARD SPECIALTY SKWD P&C Insurance 06-17-2023 $24.66 $28.82 0.00% $0.00 16.87% Buy Under $35 2
CAMBRIA SHAREHOLDER YIELD SYLD Yield Focused ETF 01-06-2023 $61.22 $60.43 257% $117 0.62%  BuyUnder $65

NVR, INC. NVR Homebuilder $5896.22  0.00% - Buy Under $3,500
FREEPORT-MCMORAN FCX Base Metals NA - $36.07 166% - Waiting For Recession
SOUTHERN COPPER CORP scco Base Metals NA - $72.35 415% - Waiting For Recession
SHERWIN-WILLIAMS SHW Specialty Chemicals NA - $249.07 389% - Buy Under $150

ULTA BEAUTY ULTA Specialty Retal $382.73 000% - Buy Under $350

ICAHN ENTERPRISES IEP Specialty Investments 12-09-2022 $50.39 $2025 39.51% $4.00 -51.88% Sold May 26, 2023
ALTISOURCE ASSET MANAGEMENT AAMC Asset Management 07-07-2023 $58.00 $10.02 0.00% $0.00 -82.72% Sold August 18, 2023

wn due diigence

Four Positions to Sell

Now is the time to pare back exposure to cyclical areas of the economy, especially in
businesses with heavy debt burdens that could struggle under higher financing costs.

This includes Dream Finders Homes (DFH). With mortgage rates nearing multi-
decade highs of 8%, and home prices near all time highs, housing has never been
less affordable. Homebuilders like DFH have managed to keep sales afloat by
subsidizing new home purchases with a variety of incentives. But in the sharp
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recession we see coming, even these subsidies won't prevent a dramatic decline in
new home purchases.

This means the housing market will likely get much worse before it gets better.
That's why we're locking in profits in Dream Finders Homes. We plan to re-enter
this stock when the recession strikes, and DFH trades at more attractive prices,
with a wider margin of safety.

Action to take: Sell Dream Finders Homes (DFH).

For the purposes of our model portfolio, we'll record a 40% gain on the position,
based on Thursday’s closing price of $21 per share.

Rising interest rate volatility is creating pressure on mortgage real estate
investment trust Annaly Capital Management (NLY). Recall that Annaly’s business
model involves capturing the spread between 10-year U.S. Treasuries and 30-
year U.S. mortgage rates. While 10-year Treasury yields have spiked by 120 basis
points, from 3.4% to 4.6% so far this year, 30-year mortgage rates have risen by an
even larger 140 basis points, rising from 6.4% to 7.8%.

The key reason why mortgage rates are rising faster than Treasury yields has to do
with how standard residential mortgages are structured. Typical mortgage loans
come with the option for borrowers to refinance their loan if interest rates fall.

This effectively provides mortgage borrowers with a free option to lock in lower
rates down the road. Conversely, the lender on the other side of this potential
refinancing transaction carries an embedded negative option of losing future
interest income. If rates fall, the lender risks losing future interest income if the
borrower exercises the option to repay the old, higher interest loan and takes out a
new, lower rate loan.

In this way, mortgage lenders are effectively short interest rate volatility. And with
interest rate volatility spiking, lenders are effectively charging more to take on this
exposure, in the form of charging a higher spread over Treasury yields on new
mortgage loans.

Given our outlook for further distress in the bond market, which will drive interest
rate volatility higher, we expect the spread between mortgage rates and interest
rates to widen further. This will continue pressuring Annaly’s business model. As a
result, we are exiting this position today.

Action to take: Sell Annaly Capital Management (NLY).

For the purposes of our model portfolio, we'll record a 20% loss on the position,
based on Thursday’s closing price of $18 per share.
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Next up is copper streaming company Amerigo Resources (ARREF).

We remain bullish on copper over the long term, as environmental activists around
the globe continue restraining copper mining. Paradoxically, these same activists
are pushing for the electrification of the economy, which will require record
amounts of new copper production. The coming supply/demand imbalance will
unleash a copper supercycle over the next decade. But first, in the next 12 - 18
months, copper prices will likely suffer a sharp downturn from higher interest rates
and slowing economic activity around the globe.

We expect copper prices will fall below $3 per pound in the coming months —
compared to $3.60 per pound now — which will cause a near-term hit to Amerigo’s
profits. This could threaten the company’s 9% dividend yield, and thus cause
income-seeking investors to sell first and ask questions later. For a thinly traded
security like Amerigo, with less than 100,000 shares in daily trading volume, this
could cause a sharp decline in its share price.

We recommend selling shares of Amerigo today, and will keep this stock on our
radar as a future recommendation when the recession strikes.

Action to take: Sell Amerigo Resources (ARREF).

For the purposes of our model portfolio, we'll record a 21% loss on the position,
based on Thursday’s closing price of $0.91 per share (along with $0.04 in
dividends received).

The final holding we recommend selling today is the series A preferred shares of
Qurate Retail (QRTEP). The shares declined by nearly 50% between September 1
and October 5, hitting a low of $19.58 before rebounding to $29 as of Thursday’s
(October 12) close.

The sharp decline did not coincide with any specific news regarding Qurate’s
business, which we last reviewed on September 1. Instead, the culprit appears to
be the sharp rise in interest rates. The yield on the 10-Year U.S. Treasury rose 90
basis points (one basis point equals 1/100 of a percentage point) from September 1
to October 4, reaching 4.9% on October 4, its highest level in 15 years.

The rapid rise in interest rates has sparked a sell-off across many higher-yielding
areas of the market. With the opportunity to lock in compelling yields of nearly 5%
for 10 years on risk-free Treasuries, investors have rushed out of higher-risk stocks
that previously offered compelling yields over Treasuries.

Investors have sold utilities stocks (the sector as a whole yields around 3.8%),
which this year have suffered their worst performance since the 2008 Financial
Crisis. They’ve also sold high-yielding REITs (real estate investment trusts) and
consumer staples. Over the past few months, these three groups have become the
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worst-performing sectors in the market, down double-digits across the board as
yields have risen:

Index and Sector Performance

Between July 31,2023 - October 9, 2023

Utilities

Real Estate
Consumer Staples
Materials
Industrials
Consumer Discr.
Financials

S&P 500
Technology
Healthcare

Communications

Energy
-14% -12% -10% -8% -6% -2% 0% 2% 4%

Source: FactSet. Data as of October 9, 2023.

The same dynamic is at play in preferred shares, which have also sold off across
the board in tandem with REITs, consumer staples, and utilities. The following chart
shows the performance of an exchange traded fund (“ETF”) that holds preferred
shares and other income-producing securities, the iShares Preferred and Income
Securities ETF (PFF). In early October, at the peak of the rise in yields, this ETF fell
to its lowest level since the COVID-19 outbreak in March 2020:
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In most circumstances, we would hesitate to sell QRTEP in an environment where
investors are selling shares of all high-yielding investments indiscriminately. But in
this case, the sharp rise in interest rates — which we believe could continue — has

added significant risks to the outlook for QRTEP.

To briefly recap the overall thesis, Qurate has successfully turned around its
business from a disruption caused by a fire at one of its key distribution centers
in late 2021. As of Q2, the company is currently generating positive cash flows,
and has $1.5 billion in cash and $1.8 billion in available borrowing capacity under
its credit revolver. That's a total of $3.3 billion in liquidity to manage its debt and
interest payments over the coming years.

The chart below shows that Qurate will pay $154 million in interest on its
outstanding debt for the remainder of 2023, followed by $485 million in 2024 and
$446 million in 2025. Qurate also has $1.07 billion in bonds maturing between 2024
and 2025 - requiring a total liquidity need of roughly $2.2 billion through 2025.
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The original thesis for QRTEP was that the company had enough liquidity to
continue paying the $2 quarterly dividends per preferred share through at least
2025. This outlook assumed the core business would begin generating sustainable
positive cash flows. These dividends would provide a nice margin of safety, and
pay investors to wait for the upside scenario of redeeming QRTEP at $100 per
share if the company survives through 2030.

However, the recent spike in interest rates, and our expectations for financial
contagion in the banking sector, changes this calculus. In the coming 12 - 18

23 s<Porter & Co

©2023 Porter & Co. All Rights Reserved.


https://website.porterandcompanyresearch.com/untitled-6/

The Big Secret on Wall Street Issue #35 | October 13,2023

months, we expect consumer spending will take a major turn lower. That means
Qurate’s business will likely suffer a significant decline in sales, and begin
generating negative free cash flows once again.

In this scenario, Qurate’s business will begin consuming a portion of Qurate’s $3.3
billion in liquidity. This also means the company'’s leverage ratios will move higher
(as earnings fall and debt and interest expense remain elevated), which could
threaten its ability to refinance its 2026 credit revolver. In that environment, Qurate
could be forced to suspend dividend payments on its preferred shares in order to
prevent any potential solvency issues.

While this is not our base case scenario, it's a high enough probability that we
believe selling is the prudent course of action. We believe there will be many more
compelling distressed debt and income opportunities that arise in the coming
months, without taking on the same level of risk that we see in QRTEP today.

Action to take: Sell the series A preferred shares of Qurate Retail (QRTEP).

For the purposes of our model portfolio, we'll record a 13% loss on the position, based
on Thursday’s closing price of $29 per share (along with $6 in dividends received).

Finally, we'll end with a brief update and note of caution on Tellurian (TELL), the
company working on the Driftwood liquefied natural gas (LNG) export facility.

The crux of the Tellurian thesis relies on the company securing a financing partner
to raise approximately $12 - $15 billion in capital to complete phase one of the
Driftwood facility. Tellurian has so far struggled to secure financing, and as a result,
its cash pile is running thin. As of the end of Q2, Tellurian had just over $100 million
in cash on its balance sheet, down from $474 million at year-end 2022.

Based on its current operating losses, we estimate Tellurian has roughly 2 - 3
quarters of runway before exhausting the cash on its balance sheet. While the
company could potentially raise additional funds through new debt or equity sales,
it would likely pay usurious rates based on current interest rates and its depressed
share price.

Given the strategic importance of the Driftwood facility in a world teetering on
the edge of a global gas shortage, we remain optimistic about the potential for
Tellurian to secure a deal. The threat of a widespread geopolitical flare up in the
middle east, as a result of the recent terrorist attack on Israel, only increases the
strategic value of a facility like Driftwood. As a result, we're committed to holding
this position.

However, the clock is ticking on Tellurian to strike a financing deal with a strategic
partner to help bring its Driftwood plans to fruition. If Tellurian fails to find a financing
partner soon, it runs the risk of exhausting the cash on its balance sheet, in which
case the business could get restructured and the equity could get wiped out.
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We continue to urge that investors treat Tellurian as a high-risk, high-reward
proposition (as indicated by our highest risk rating of 5 assigned to Tellurian).
While we believe the upside potential is large enough to justify the risks, investors
should limit their downside exposure through prudent position sizing. Only invest
what you can afford to lose in this stock.

Mailbag

In The Big Secret on Wall Street mailbag, Porter answers letters from readers. He
cannot offer individual investment advice, but can respond to general questions.

Please email us at mailbag@porterandcompanyresearch.com to have your
questions answered. We'd love to hear from you!

Today’s letter is from P.K., who writes:

I am 60 years old and semi-retired recently living in Arizona. | have been a
member of Stansberry from when | first was introduced to you, and | just
signed up for Porter & Co. last week.

I'm reaching out to you to tell you that | was expecting more from the service

I just signed up for based on the videos that | watched prior to joining Porter

& Co. | knew | was going to be getting some stock recommendations for long-
term wealth building, but | was expecting more. Let me explain by what more

I mean by more. | was expecting some coaching as to how to find safety and
security with money that is not currently invested in the stock market. Whether
I should be putting a percentage in cryptocurrency, gold, silver, or a Swiss bank
account. Wanting some guidance on an overall strategy to position against the
potential incoming digital dollar other than just buying more long-term buy and
hold stock recommendations.

Thanks for reading this and | look forward to your response.

Porter's comment: Thank you for your feedback.

My best advice for long-term wealth building and protection from currency
depreciation is through the purchase of high quality equities at a reasonable

price - something that | have a long and well-proven track record in doing well.

Nothing else will come close to providing you with higher returns or more
sure protection from devaluation.

Yes, | own gold. But gold won’t come close to providing you with the returns
you can earn in high quality businesses purchased at sensible prices. Gold
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is an insurance policy - it's real money. You don’t hold money in your wallet
because you're expecting a return. Likewise, | would never suggest to anyone
they are likely to get rich holding bullion. But having some bullion sure helps
me sleep at night.

In regards to crypto... | think most of it is a fraud. Bitcoin is the only
cryptocurrency I'm willing to recommend and own personally.

And... well... I've met a lot of Swiss bankers. I guess I just don’t believe in the
idea of sending my money to a foreign country, to be managed by a bunch of
people | barely know, and being charged a hefty fee for the privilege. (Even if
that country is home to the world’s best chocolate.)

But maybe that's just me.
In any case, P.K., if you think we've misrepresented what we do or what we

offer investors, or if you ever decide that Porter & Co. isn’t delivering enough
value, just call us. We're always happy to part as friends.

Porter & Co.

Stevenson, MD

P.S. If you'd like to learn more about the Porter & Co. team - all of whom are real
humans, and many of whom have X (formerly Twitter) accounts — you can get
acquainted with us here. You can reach me (Porter) personally via:

X @porterstansb
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