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About a decade ago, | ran into a re-
spected newsletter writer, and asked
him how he thought his career would
have turned out had he gotten his start
not at the 1982 dawn of the greatest
bull market of our lifetimes but during
the 1970s bear market. He smiled, “Had
| started in the depths of a bear market,
Imight be pushing abroom today.” We
laughed, acknowledging his modesty
but also recognizing that circum-
stances abet success.

His words came back to me while read-
ing Alan Greenspan’s memoir, in which
he confesses that his navigating the U.S
economy through everything from the
1987 market crash to the tech bubble’s
implosion in 2000 was not, as the me-
diadescribed, purely the triumph of his
personal genius.

The Maestro concedes he could keep
inflation at bay because trends over
which he had no control enhanced his
own efforts. What were those trends?
Technology-inspired productivity in-
creases, globalization, and the emer-
gence of new economies especially in
Asia with ultra-low labor costs made
his rate cuts and opening the money
supply spigot effective. Had he been
swimming against those tides, the re-
sults would have been less lopsided.
Ben Bernanke already is confronted not
just by the ebbing of Greeenspan’s
friendly tides but also by the conse-
guences of Greenspan’s own policies.
Now Bernanke has cut rates and
opened the money spigot, just as
Greenspan would have, but, we think
and Greenspan implies, the Fed does
not have thewind at its back. If the price
of gold and the drop in the dollar mean
anything, the markets see the same.

--Gray Emerson Cardiff

October 12, 2007

Don't You Read the Papers?

Bill Miller, among the most respected value-oriented mutual fund
managers, is distinguished by his heretic's definition of value, since he
made fortunesfor his shareholders by buying thingslike Amazon.com,
which most orthodox value investors would never consider. But Miller
to hiscredit saw Amazon as underval ued, and events proved him right.
Indeed, Miller until 2006 outperformed the S& P 500 for 15 consecutive
years. As that string of successes last year was coming to an end, he
explained to shareholders that the absence of energy stocks from his
portfolio had contributed to hisfund’s underperformance during 2006.

In his most recent letter to shareholders, Miller reflects on why his
fund again in 2007 is lagging the S& P, and notes what is obvious to
anyone glancing at his portfolio: not only does he remain uninvolved
with energy, heis also long homebuilders and other companiestied to
real estate.

Miller is not apologetic about the real estate exposure. “We actually
try to buy low and sell high, and you don’t buy low when everything is
great and the headlines reflect it. Usually, but not always, when you
read about someindustry or company having the worst time since some
period of years, or even decades ago, you will find that buying that
industry or company when it was going through those difficulties proved
quite profitableif your time horizon wasn't measured in days or months.”

He notes that industry observers say this is the worst stretch for
homebuilders since the early 1990s, and points out that had you bought
homebuildersduring that previousimpl osion, you today would have spec-
tacular, market-beating profits. Had you sold when the market was
euphoric about the residential real estate market back in 2005, your
profitswould be beyond spectacular. What Miller doesn’t note, but would
not shrink from, is that depressed housing stocks did not really start
realizing their potential until the end of the 1990s, nearly adecade after
their implosion. Had you bought, for example, Lennar or Centex after
the sector cratered in 1987, you would have had to wait until 1991 to
start to see a recovery and 1999 for the real ascension. How many
investors are willing to wait even four years to begin to begin to reap
the benefits of so lonely an investment decision to say nothing of a
decade to pocket the real payoff?
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Don't You Read the Papers?

We eventually will become buyers of homebuilders,
but just not yet. As for energy, well, we continue to
hold onto what hasbeen avery, very profitable cluster
of investments. And we continue to be uncomfortable
with their success. If this strikes you as bizarre, re-
member we worship at the altar of reversion to the
mean, and after five years of rising prices for energy
positions, the possibility that these wonderful prices
might revert to more normal levels is aways on our
mind.

Miller says that shareholders, miffed by his over-
weight position in homebuilders, might ask him“don’t
you read the papers?’ We do read the papers, and know
that energy remains on the buy lists of most investors
and market strategists. Just tuneinto CNBC and count
the number of talking heads that recommend buying
energy. Our only comfort against thisenthusiasmisthat
thereremainsastrong and vocal minority that proclaim
energy prices are in a speculative bubble that will col-
lapse soon and take oil down to the mid-$40s and natu-
ral gasto the $5s. Every time oil surges through some
previous upper limit, most recently in mid-September
when it broke $80 and crested above $84, we heard
the skepticism, and when prices retreated below $80,
there was a positive how! of relief from the energy
bears. “You see,” they proclaimed, “it’s straight down
from here. “ Oil bounced back quickly, and aswewrite,
is still over $80 a barrel. Someday they will be right.
Just not yet, we hope.

NICE RECOVERY

In the wake of the Federal Reserve's generous Sep-
tember 18" rate cut, Miller’sfund, with or without en-
ergy stocks, and just about everthing else has pros-
pered. Frankly, we think that Bernanke by responding
so robustly—>50 basi s points was an emphatic counter
to whatever ailed the credit markets—has exchanged
one problem for another. In place of aseized-up credit
market and anxiety that it might lead to recession,
Bernanke now has accelerated the U.S. dollar’s down-
ward spiral and greased the skidsfor the U.S. economy

dlide to inflation. For confirmation, you need look no
further than gold, which went from $655 an ounce in
mid-August as the mortgage morass overran its banks
and the market began to speculate about whether the
Fed would haveto cut rates, to $710 on the day before
rates were slashed. Now gold stands at $735, a12.2%
change from mid-August. Gold's appreciation owes
much to those chopped interest rates, which naturally
undercut the appeal of the dollar asinvestors look for
higher rates elsewhere and speculators conclude that
the Fed has decided to turn ablind eyeto inflation risk.
The Euro in mid-August cost $1.3402, and $1.386 on
the eve of the FOMC announcement. Today, a Euro
costs $1.4043 a 3.5% move from mid-August. In more
tangibleterms, American Global Gold Fund, our way
of playing theweakening dollar by using mining stocks,
which move higher or lower faster than does the price
of gold, went from $16.06 at the mid-August low to
$19.85 just before the FOMC met. Today BGEIX
stands at $21.82, a 35.9% move. Over the same pe-
riod, the S& P 500 has added 10.4%. These assets all
moved in anticipation that the Fed would intervene, but
it wasthe dollar and gold that moved with the greatest
confidence in anticipation that the U.S. central bank
would sacrificethe dollar and itsfight against inflation
to cope with more immediate problems.

WHAT TO DO?

We do not think that dollar weaknessisover, and we
do think that evidence of inflation will emerge. Interest
rates, especially thelonger-term variety over which the
Fed haslittle control, are also going to move higher as
bond buyersinsist on getting ahigher yield to compen-
sate them against the prospect of further deterioration
inthedollar. So, stay with BGEI X aswell asthe natu-
ral resource grab bag that is AAUK. Look at the up-
dates to see what has appreciated most since the last
issue for suggestions as to what the market likes most
inaweak-dollar environment. And—pl ease pardon the
paradox—as always, be ready to buy what the market
hates most. SA

Cardiff. Managing Editor: Steve Horwitz.
Subscription rate: $195 per year.
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Sound Advice on Ford Capital Trust Il Convertible Preferred

|sThereA Ford Convertiblein Your Future?

Investorsare painaverse, and ingtinctively steer clear
of investmentsthat contain asignificant chance of fail-
ure. If the B-word (bankruptcy) entersthe conversa-
tion, few want to hear anything more. But Sound Ad-
vice frequently wades into situations that are bleak,
though our choices usually areinsulated by astrong
ba ance sheet, have current va uationsthat coincidewith
thosereached at historical lows, are either enduring a
down moment inthat company’sbusinesscycleor has
encountered problems, which, though daunting, are
clearly solvable. Inthiscase, for one of the no-longer
s0 big Big Threeautomakers, the plusesaredim. The
U.S. autoindustry isintrouble. Not only arehigher gas
prices changing what Americans arelooking for and
foreign manufacturers have a keener sense of what
that is, but the economy is slowing and the spending
giddinessthat the stock market engenderedinthe 1990s
and the booming housing market extended until this
year hassubsided. With profitsin decline, managements
arestruggling with onerouslabor contracts, whichtheir
predecessors preferred to lard with benefitsfor retir-
eesrather than meet moreimmediate demands. And
then there are company specificissues.

Vigit online siteswhere sharehol ders of auto compa-
nies gather, and the mood aswell asthe languageis
desperate. Yahoo! talliesthe opinions of Wall Street
analysts, which are 10-3 pessimistic about the shares
of thismonth'ssubject. Yet, thereare opportunitiesamid
therisks, and given how lopsidedly gloomy expecta-
tionsare, wearewilling to recommend Ford Motor Com-
pany, though not through its common shares. I nstead,
we want to lay out the case for Ford Motor Com-
pany Capital Trust |1 6.5% Cumulative Convert-
ible Trust Preferred Securities (F.PRS—NY SE)
(FCTCP), which generatesan 8.5%yield whilegiving
ustheright, should Ford common appreciate, to ex-
changethe preferred sharesfor common shares.

Needlessto say, should Ford satisfy the dour expec-
tations of itsthe many pessimistsand goesinto bank-
ruptcy, neither the share price nor theyield meansany-
thing. Thisisoneinvestment that we recommend only
to subscribers with a high tolerance for risk, and an
appreciation of what long-oddswagers mean.

Bankruptcy gossip about Ford as well as General
Motors has been amediastaplefor severa years, and
will continueto rippleuntil repudiated. A friend, avery
knowledgesbleinvestor whoseins ghtsabout the auto
industry aredour, hasbeen advising hisclientsthat Ford
will not be anindependent company adecadefrom now.
Either Ford will merge with another company, go pri-
vate, be bought or cease doing business. Wedon't pre-
sume Fordisdonefor asanindependent entity, though
we could livewith thefirst three scenarios, and asfor
bankruptcy, our experience with such predictionswhen
the horizonissevera yearsinthefuture, suggeststhe
likelihood of such an outcome declines considerably.
Thereisno doubt that Ford hasvery seriousand very
visible problems, more seriousthan any company we
have ever recommended. Thereisno guarantee that
Ford management can solvethose problems. However,
investing alwaysisabalancing act between risk and
reward.

FORD

Long after Americans had decided that foreign cars,
first European, then Japanese, and now even Korean
vehicles, were superior to what American manufactur-
erswere hawking, Ford remained apowerful company.
Just adecade ago, in 1997, Ford had sales of $127 a
share, cash flow of $12, earnings of $5.62 and showed
abook value of $24.83. At thetime, itsmarket cap was
$54 billion. Total debt stood at $163.6 billion, of which
$78 billion waslong-term. Ford common sported a4%
yield. Sightly moreleveraged than Generd Motors, Ford
wasrolling, itsstock having run up by 50% that year.

Last year, Ford had $84.61 per sharein sales, cash
flow was $7.24, earningswere minus $1.50, and book
vauewasminus$1.83. Long-term debt had ballooned
t0 $134.9 billion and short-term debt was $35.1 billion.
Asforyidld, Fordlast paid adividend onthecommonin
2006. Thoughtota debt might be about the same, mar-
ket cap today has shrunk to $16.6 billion, about thesize
of Marriot or Weyerhauser, nice companiesbut hardly
corporate cornerstones. Priceratios, our standard start-
ing point for placing arecommended company’sstock
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pricein ameaningful historical context, areirrelevant
for Ford.

Ford during the second quarter generated $821 mil-
lionin pre-tax income from its automotive business:
South Americaaccounted for $255 million, Europeand
PAG (Premier Auto Group, which includes Jaguar,
Volvo and Land Rover and isdomiciledinthe UK but
consolidatesglobal salesincludingtheU.S.) $650 mil-
lion, Ford AsiaPacific and Africa$99 million, but at
home Ford had a$76 millionloss. Unfortunately North
Americais where Ford sells 45% of itsvehicles. In
termsof unitssold, therewasan 11% declinefromthe
same period last year. While Ford isretaining market
shareoutsidethe U.S. and with the decidedly upscale
PAG, hereat homeitsslice of the car market shrunk
from 16.7%t0 15.6%.

Ford, like other car makers, isalso afinance com-
pany for both itsdealersand its customers, and Ford
Motor Credit had remained solid de-
spitethemanufacturing divison’stur-
moil. Last year, for example, Ford
Credit accounted for nearnly $2 bil-
lion in pre-tax earnings. This year,
however, eventsare conspiring to sap
that strength. In the second quarter,
for example, incomefrom Ford Credit
before taxestumbled from $435 mil-
lionto $112 million, which reflected
higher borrowing costs, higher depre-
ciation costsfor leased vehicles, and
alighter benefit from smaller lossreserve deductions,
though there was some boost from cost savingsin op-
erations. Finally, charge-offsfor non-performing loans
andleasesincreased abit, principally in NorthAmerica

To put thisin context, look at Genera Motors, which
over thelast threeyearscrawled along by growing rev-
enues at an annualized rate of 3.7%, while Ford has
seen revenues shrink by 1.2%. Stepping back to con-
Sder foreign competitors, Hondaexpanded at a10.8%
clip, Nissan at 11.4%, and Toyotaat 11.5%. For this
year and next, Ford expects no earnings, while GM
anticipates sales will be stagnant over the next two
years.

Findly, if youthink theFederd government might rush
torescue Ford, forget it. The conditionsthat had Con-
gresscosign Chryder’sborrowingsinthelate 1970sdo
not today exist. No onewill be cosigning Ford’sdebts
except the share and bondhol ders.

Thereis no doubt that Ford
has very serious and very
visible problems, more seri-
ous than any company we
have ever recommended.

There is no guarantee that
Ford management can solve
those problems. However, in-
vesting always is a balanc-
ing act between risk and re-
ward.

SELLING MORE CARS
ISNOT THE ANSWER

Dwindling salesnumbersalonearenot thereal prob-
lem. Fordisbuilt for massive production, but demand
for its productsin North Americais mediocre. Man-
agement isin the process of closing plants, trying to
trimitsworkforce, to maketheremaining facilitiesmore
efficient, and confronting a dysfunctional business
model, whichincludesavery, very out-of-whack labor
contract that has saddled the company with hugere-
sponsibilitiesfor retired workers, especially promises
madeto cover healthcare. But even if Ford can solve
these profound problems, it must come up with aline of
productsthat Americanswant to buy.

The problem for Ford isnot how many carsitissell-
ing but at what prices. Asthejoke goes, the butcher
despite selling each pound of hamburger at alossex-
pected to make his profit on volume.
Ford seems to have learned the
butcher’s lesson. Looking at the
diminshed unit sales, we wonder if
some of the shortfallscited above can
beread not asFord falling further be-
hind but as evidencethat adifferent
approachto how to sell carsistaking
hold. For example, in 2006 to clear its
bloated inventory Ford rolled out a
zero-interest-for-72-months salethat
was very effective in fattening unit
salesbut did nothing for earnings. Each car sold just
dug abigger holeintheincome statement. \We have not
seen Smilar desperation thisyear. Another provocative
number concernsfleet sales, that issalesto car rental
companies, to government and to large corporate cli-
ents, which evenin good times constitute the smallest
profit margins. InAugust, fleet saleswere down 18%
on ayear-over-year basis, and in September showed a
smilar decline. Management apparently isshowingless
interest in producing carsand trucksto sell at aloss.

If too many carsfrom too many plants staffed by too
many workershave been killing the company, the other
sdeof thesalesequation, buyer interest, isjust aspress-
ing. Car buyersare not crazy about the Ford product
line. Compared to General Motors, which asorelied
too heavily onbig SUV's, heavy trucksand minivans—
all gasguzzlers—Ford lagsbehind in plotting out new
productsand meansof production. Thisaddstoinves-
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tors warinessabout Ford'sability to pull
itself out of theditch. Furthermore, GM is
far ahead of Fordin partneringinAsiaand
other emerging markets, and isgenerating
significant revenue, while Ford primarily
hasaone-third interest in Japan’sMazda
brand.

At the moment, Ford's sexiest product
istheMustang. Theextremdy successful Taurus, which
initstimerevol utionized domestic passenger cars, had
been put out to pasturein 2006 but thisyear wasresur-
rected by slapping the Taurus brand on two cosmeti-
cally redesigned sedans to remind buyers of Ford's
last influential and widely successful passenger vehicle.
But today’ s Taurusisjust keeping thenameadiveuntil a
truly new Taurus appearsin 2010. Can Ford comeup
with bread-and-butter productsaswell assizzlerslike
the classic Thunderbird that created its own market
segment?

Thebottom line, which now isnil, isthat if Ford can
returnto makingaprofit onitscarsintheU.S., and can
make an impact globally, its shares, which today are
priced likeacall option onthat future, have consider-
able upside. Wewould not be recommending the pre-
ferred regardless of theyield werethisnot arealistic
(but not asure) outcome.

UNIONS

Thecontract between GM and the United Auto Work-
ers, which is soon to be voted on, and, we presume,
approved by therank and file, breaks decisively with
existing conditions. Thekey ementsareatrust funded
by GM with $30 billion and owned and administered by
the UAW will replacethe crushing unfunded burden of
healthcare costsfor retirees, and atwo-tiered system
of wageswill ease unionized workers' wage and ben-
efit costs. Existing workerswill continueto receive
average pay and benefitsthat amount to $51 an hour.
New workers, who will start asjanitors and mainte-
nance workers, will receive $28 an hour. If they ad-
vanceto working on the assembly lineor to other more
responsible positions, they will get first-tier wages.
Thereare plenty of other detail sabout job security.

The union recognizesthat the survival of any U.S.
auto jobsdependson returning GM, Ford and Chryder
to profitability, and leadership knowsit must collabo-
rate with management for that to happen. The UAW

Comparison of Ford Common and Preferred

Current Price of Ford Common $8.37
Current Yield on Ford Common (0)
Current Price of Ford Convertible Preferred $38.10
Current Yield on Ford Convertible Preferred 8.53%
Premium (Spread) Over the Conversion Value $14.30
Current Yield on Spread Over Conversion Value 22.72%

can’t say that shareholders are taking all the profits
and leaving them nothing. It’sclear that shareholders
areinjust asbad ashape asthe workers.

The UAW will seek to impose the same contract
pattern on Ford and Chryder, but we expect astruggle
sinceGM, inafar stronger position than either Ford or
now privately owned Chryder, could make concessions
neither of the other two can. For example, GM has
progressed far enough initsrestructuring to know what
modelsit will be producing and where through 2010,
and thus could make firm agreements about factories
to closeand employee headcounts. That isnot possible
for Ford, whichisstill fleshing out itsfuture. Further,
because Fordisin aweaker position than GM, it must
seek more concessions from the UAW. We expect
negotiationswill includeastrike, likely to last longer
than thetwo-day token affair the UAW put onfor GM’s
benefit when talks stalled. However, the union will be
under pressureto retain asmany jobsaspossible, and
ultimately must make more concessionsfor Ford. The
only question is how long the process takes. On the
plusside, having established how to deal with hedlthcare
costsand theintroduction of thetwo-tiered wage sys-
tem in the GM talks, the parties have aroadmap for
reaching consensus on the most difficult issues.

Isthere anything good to be said about Ford? Yes.
Let’sstart with leadership. After being run by mem-
bersof the Ford family since Henry rolled thefirst car
out the door, an outsider, Alan Mulally, who made his
reputation by remaking another troubled manufacturer,
Boeing, became CEO in 2006. Mulally succeeded at
Boeing where hetook amessed-up corporation’scom-
mercial aircraft division, which wasbeing outflanked
by its European competitor, Airbusand reduced thenum-
ber of Boeing workers, madethose who remained more
efficient, improved the bal ance sheet, and made prod-
uct decisionsthat created a huge backlog orders for
Boeing planes. Admittedly, heturned around asmaller
company with ahandful of products, and had only one
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real competitor. Ford’s circumstances are more com-
plex.

Second, Ford isfinaly dashing away non-core busi-
nessesregardlessof how much it will haveto write off
of thebillionsmanagement pai d when theacquisition of
prestigious European brands seemed away to invigo-
rate the product line and enhance Ford’'simage. Thus,
Agton Martinisgone, and weexpect Jaguar, Land Rover
and Volvo to be next. Ford has to concentrate on its
mass-market products domestically and abroad.

Third, Ford dong withtheother U.S. carmakershave
woken uptothefact that SUV son steroids, which made
them so much money during the days of cheaper gaso-
line, arefor now dead. The automakersare setting up
to produce cars people need. Thereconceived and re-
designed Taurusin 2010 will be adefining moment.
However, Ford and Chryder trail GM in getting such
productsready for market. While GM aready ispro-
ducing crossoversto capture what had been the SUV
market, Ford lagsbehind.

OWNINGAFORD CONVERTIBLE

If you buy our argument that despite Ford'sprecarius
Stuation, expectationsof totd failureareunwarranted,
the question becomeshow to buy into the potentia for
recovery. The simplest answer isto buy the common,
or, if you have ahunch that matters might turnaround
within aspecific time priod, you could buy calls. We
recommend neither.

We prefer getting paid whilewewait for Ford tore-
cover, andthat bringsusto the FCTCPs, which carry a
6.5% coupon, meaning they pay onaquarterly basisa
total of $3.25 ayear, and can be called (redeemed) by
Ford at anytime for $50. The shares if not called or
converted by holdersinto common, mature on January
15, 2032, a which time Ford extinguishesthe securities
by paying holders$50 per share. If you want to review
thenitty-gritty of theprospectus, itisavailableat http:/
Mnww.ford.com/about-ford/investor-rel ations'company-
reports/us-sec-edgar-filings.

These convertible preferred sharesarerated along
with Ford'sother debt as sub-investment grade, that is,
they arejunk, which approximates Ford's precarious
Situation. Junk statusisno reasonto avoid the FCTCPs.
But you need to appreciate therisk.

What is a“cumulative convertible trust preferred
share?’ Preferred shares are senior to common shares

when it comesto the payment of dividends, whichin
thiscase offerslittleinsul ation, since Ford has ceased
paying adividendto common shareholders. Thisiswhere
the" cumulative’ part comesinto play. Should Ford de-
cideto not make the schedul ed dividend payment on
these preferred shares, the unpaid dividends accumu-
late and become an obligation on Ford’ sbooks. At its
discretion, Ford could defer paymentsfor up to 20 quar-
tersbefore being considered in defaullt.

However, going out of businessturnsthisobligation
aswell asthe $50 redemption pricerepresented by the
cumulative convertible preferred sharesinto just an-
other junior claim against the company’ sassets. Senior
debt will consumeeverything.

Findly, shareholdershavetheright, but not the obli-
gation, to exchange each FCTCP for 2.8249 shares of
Ford common stock, which when the shareswereis-
sued at $50 represented a20% premium to the conver-
sionvalue of the preferred. Today’s prices, $38.10 for
the preferred and $8.37 for thecommon, leave an even
bigger spread between the conversion value and the
price of the preferred. But we have 25 yearsto close
that gap completely. Meanwhile, any changeinthecom-
monwill generate gainsfor us, and weawayshavethe
annua $3.25 distribution.

Look at the comparison on Page 5 between thetwo
waysof owning asharein Ford'sfuture. The FCTCP,
if you strip away the conversion value, costs today
$14.30.For that premium, you receive $3.25, a22.7%
yield. You can see why owning the preferred is the
better way.

If after cong dering thisrecommendeation, you decide
to buy the Ford preferred, we strongly encourage you
to use limit orders rather than a market order, since
after Ford completed atender offer for the FCTCPsin
late July, the number of shares has shrunk by 43%to
57.5million. Theaveragedaily volumenow isaround
52,000 shares. Over the same period last year, thedaily
averagewasfivetimesthat. When volumeisso low,
prices can jump around when new buyersappear. Limit
ordersallow you to specify the maximum you arewill-
ing to pay, ansthus protect you from sellerstaking ad-
vantage of buyersarecommendationssuch asthiscan
create. Some placetheir limits significantly under the
current price, and hopethe shares ask pricewill come
to them. Otherssimply usethelast printed trade price
asther limit. Werecommend buying the Ford Convert-
ible Trust Preferred Series Sup to $41. SA
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Portfolio Updates

The Bernanke bouncethat followed the Fed's50 basis
point drop in the Fed Funds Ratetrandatesinto a7.2%
upmove in the S& P 500, which considering that as of
the September issue the S& P for the year, after the
reversal that beganin mid-July, wasup all of 2.5% year-

acquired Wild Oats’ existing stores would be
transformed. Somewill be closed, othersexpanded, and
al will begin to implement WFMI management and
inventory policies. Since the last letter, WFMI isup a
whopping 23.4%.

to-date. The Sound Advice portfolio
kept pace, returning 7.2% aswell. The
Dow was dightly higher, while the
Nasdaqg outdid all with an 8.3% move.
Our Leading and Lagging Indicators
remain bullish.

Last issue, we highlighted three
busted acquisitions, and they did not
disappoint coming out of the gate.
Symantec, the computer security
company that acquired Veritas, putin
the best showing, up 14.1%. Boston
Scientific added 8%, and Sprint

WANT To SEe EAcH MoNTH's Issue ASAP?

Get an E-Subscription, and get your issue on the same day we
mail hard copies to other subscribers. Of course, you will
continue to receive midmonth and other portfolio updates as
well.

Because using the Internet saves us printing and mailing costs,
we want to share these savings with you, and will add to your
current subscription or renewal a six-month extension. No
more postal delays, no more copies mangled in the mail, no
more changing your address when you move or are traveling.
If you're interested, send us an email at
soundadvice@soundadvice-newsletter.com, and provide the
email address you want the issue to go, the name under which
you subscribe and your postal address.

Nextel 6.5%. What moved the

stocks? Nothing we can see in the case of Symantec,
substantial news for Boston Scientific and rumor for
Sprint Nextel. BSX had been raked over the coalsthis
year as researchers published results bringing into
guestion the effectiveness of and even raising dangers
from drug-coated stents, Boston Scientific's franchise
business. Last month, the newest study suggested not
only that the value of stents—especially Boston's
stents—but also addressed directly earlier negative
research. This followed similar reports that corrected
worrisome preliminary results in other studies. There
remain plenty of problemsfor BSX, but anything that
tempersthe pessimism of the earlier studiesiswelcome
news not just to those who might benefit from stents
but to us shareholders as well. Sprint Nextel got two
doses of rumor. First, we got another version of the
buyout story. This time it was Britain’s BT Telecom.
Then mediareports last week suggested Gary Forsee,
the CEO, might be out of a job because shareholders,
agitated by Ralph Whitworth, whose fund owns 2% of
S, were displeased with Forsee’s management,
especially hislargeexpenditurestoroll out WiMax. Who
knows? Our take remains that Sprint Nextel despite
thetough timesintegrating the two companies’ diverse
technologies and client bases is worth more than the
current price.

Whole Foods Markets, the previous month’s
recommendation and our best performer this month,
roared to life as investors began to see how the newly

The other top performers spanned several sectors,
though not surprisingly inflation-related issuesdid well,
sincewethink the Fed’sdecision, though it might have
accomplished its intended goal of getting the credit
markets back to work, just adds to inflationary
pressures. Anglo-American, the mining conglomerate,
made another move in honing itself down to being
primarily aminer of iron, coa, platinum and diamonds
by announcing it would sell of half of its41% interestin
Anglo-Ashanti Gold. Sincethelast letter, AAUK isup
20.6%. American Global Gold Fund posted a13.5%
increase, and Plum Creek Timber isup 8.9% despite
predicting that profits for the quarter would fall short
of expectations due to wildfires in Montana which
damaged standing timber and closed down mill
operations. Also, land sales scheduled for this quarter
are being pushed into the following quarter. Agrium,
thefertilizer maker and distributor, continued itstorrid
year, adding 14.6%. Reading analysts' comments, we
repeatedly encounter enthusiasm about demand and
how this commaodity would prosper regardless of the
North American economy fares. Where was this
enthusiasm when the market was giving shares away
at $10 five years ago? | guess that’s what a relentness
move since then up to the mid-$50s will do.

Energy stockstrailed the market with EnCana doing
best, up 6.1%, Icon Energy Fund up 5% and
Transocean adding 4%. Royal Dutch did not budge.
We continueto think oil and especially natural gashave

(continued on page 9)
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Income With Growth Symbol Exchange/ Phone NP:‘C\?/* Yield** Buy Limit  ACTION
HRPT Properties HRP NYSE $10.30 8.16% $11.50 BUY
Agrium AGU NYSE/TSE $53.54 0.21% $59.50 BUY
American International AIG NYSE $69.39 0.72% $75.00 BUY
Boston Scientific BSX NYSE $14.26 0.00% $16.00 BUY
Coca-Cola Enterprises CCE NYSE $24.23 0.99% $26.00 BUY
Disney DIS NYSE $35.47 0.87% $37.00 BUY
Dodge & Cox Intl.Fund DODFX 800-621-3979 $50.03 1.14% N/A BUY
Excelsior Value & Restructuring UMBIX 800-446-1012 $60.27 0.80% N/A BUY
Fastenal FAST NASDAQ $48.90 0.86% $50.00 BUY
Fidelity Japan Fund FIPNX 800-544-8888 $18.21 0.00% N/A BUY
Gabelli Global Telecom GABTX 800-422-3554 $27.33 0.51% N/A BUY
Honeywell HON NYSE $59.82 1.52% $64.00 BUY
Insituform Technologies INSU NASDAQ $16.09 0.00% $20.00 BUY
Johnson & Johnson INJ NYSE $66.25 2.26% $69.00 BUY
Liberty Capital LCAPA NASDAQ $126.28 0.00% $130.00 BUY
Mattel MAT NYSE $23.31 2.79% $26.00 BUY
Microsoft MSFT NASDAQ $29.84 1.34% $34.00 BUY
Molson Coors Brewing*** TAP NYSE $49.68 1.65% $59.00 BUY
Newell Rubbermaid NWL NYSE $29.24 2.87% $32.00 BUY
New York Times Co. NYT NYSE $20.00 3.50% $27.00 BUY
Odyssey Healthcare ODSY NASDAQ $10.32 0.00% $12.00 BUY
Perrigo PRGO NASDAQ $21.41 0.84% $23.00 BUY
Sara Lee SLE NYSE $16.61 2.41% $20.00 BUY
Schering-Plough SGP NYSE $29.54 0.74% $37.00 BUY
Sony SNE NYSE $50.68 0.42% $59.00 BUY
Sprint Nextel S NYSE $19.01 0.53% $24.00 BUY
Superior Industries SUP NYSE $22.04 2.90% $24.00 BUY
Tetra Tech TTEK NASDAQ $21.18 0.00% $26.00 BUY
Third Avenue Value Fund TAVFX 800-443-1021 $67.40 4.96% N/A BUY
United Parcel UPS NYSE $76.41 1.99% $82.00 BUY
Wal-Mart Stores WMT NYSE $45.37 1.48% $52.00 BUY
Whole Foods Markets WFMI NASDAQ $53.20 1.28% $58.00 BUY
WisdomTree Dividend Top 100 Fd DTN NYSE $62.22 3.16% N/A BUY
Xerox XRX NYSE $17.54 0.00% $21.00 BUY
American Cent. Gold Fund BGEIX 800-826-8323 $21.82 0.23% N/A BUY
Anglo-American PLC AAUK NASDAQ $34.02 2.88% $36.00 BUY
EnCana ECA NYSE/TSE $62.61 0.96% $75.00 BUY
Icon Energy Fund ICENX 800-764-0442 $41.67 8.06% N/A BUY
Plum Creek Timber PCL NYSE $44.12 3.63% $46.00 BUY
Royal Dutch Petroleum RDS.A NYSE $80.13 3.06% $87.00 BUY
Transocean RIG NYSE $112.87 0.00% $120.00 BUY
Aggressive Growth

Comcast CMCSA NASDAQ $24.22 0.00% $30.00 BUY
Discovery Holdings DISCA Nasdaq $29.24 0.00% $33.00 BUY
Electronic Data Systems EDS NYSE $22.67 0.88% $30.00 BUY
Ford Motor Convertible Pfrd. F.PRS NYSE $38.10 8.53% $41.00 BUY
Getty Images GYI GYI $28.49 0.00% $34.00 BUY
Liberty Global LBTYA NASDAQ $42.32 0.00% $50.00 BUY
Maxim Integrated**** MXIM.PK NASDAQ $29.45 1.89% $38.00 BUY
The Prudent Bear Fund BEARX 800-711-1848 $5.76 1.74% N/A BUY
Symantec SYMC NASDAQ $20.39 0.49% $22.00 BUY
Time Warner TWX NYSE $19.06 1.15% $24.00 BUY
W estern Digital wDC NYSE $25.40 0.00% $28.00 BUY

*Prices as of the market close on Friday, October 5, 2007

**Yield represents all distributions during current calendar year divided by share price.

***Molson Coors split its shares 2:1

****Maxim | ntegrated shares are now trading on the Pink Sheetswith the Ticker Symbol MXIM.PK
BUY,HOLD, SELLORLIMITINBOLD SIGNALSCHANGE INACTIONORLIMIT
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more upside. Supply isnot increasing, though demand
is, and the world becomes edgier every day.

The rate cut helped financial stocks. We had been
pushing American International Group ever since
subprimeloansgot so hot no one wanted to touch them.
Not only did wethink Al G had no real exposure but we
also said as long as its shares were being dumped in
the panic, it was worth taking the other side of that
dedl. Sincethelast letter, AlGisup 9.2%, while HRPT
Properties Trust, our remaining office REIT, added
7.9%. The well-covered yield here remains attractive
at 8.3%, though a few weeks ago during the REIT
retreat it cracked 9%.

Our technology positionsin addition to Symantec had
agood month. Western Digital, a decidedly old-tech
name, jumped 13.6% despite rumors that Seagate, its
larger competitor, might have to cut prices to reduce
inventories, which would pressure everyone'smargins.
Microsoft is up 5% on strong sales of Halo 3, avideo
game.

Our funds, with one not surprising exception,
prospered. Third Avenue Value Fund, heavily
weighted toward Asian holding companies, which for

most of us seem inscrutabe but whose unrecgonzied
value Marty Whitman and his staff grasp, jumped 9.5%,.
Fidelity Japan Fund saw a 7.6% gain, while
Excelsior Value and Restructuring Fund, an
eclectic collection of out-of-favor selections, ran up
8.6%. Dodge & Cox International Fund was up
another 6.6% benefitting from continued weaknessin
thedollar. Gabelli Global Telecommunication Fund
was 6.2% to the good, and WisdomTree Dividend
100 Fund, an ETF, increased by 7.4%. Only The
Prudent Bear Fund, a hedge against a market in
decline, which decidedly was not the case this month,
lost ground, down 4.2%.

WHAT TO DO NOW

It's unrealistic to expect stocks to repeat the last
month's performance, and we would not be surprised
to see some loitering or even a decline. The dollar
story, though still intact, might recedefor awhile, but
on any weaknessin natural resource and internationa
stocks, we suggest adding to your positions. SA

The Sound Advice

The Diffusion Index of Lagging Indicators gives
“Sell” signalswhenal of itsindividual agging economic
indicatorsrise abovetheir respectivelevelsof six months
earlier, providing a100 percent reading. Thisrevealsa
strengthening economy and inflationary pressuresahead.
Currently 13 percent of the in-

Market Indicators

indeed. The results are shown above. Between each
“Buy" signal and each “ Sell" signal, the S& P 500 rose
substantially without exception. The average gain was
33 percent, not counting dividends. On an annualized
bases the gain was 17.4 percent per year. Confining

stock investing to thesetimes

dicators are above their levels

would have produced sub-

. . Buy Signals
of six months earlier.

The Diffusion Index of | Date S&P 500
Leading Indicators gives
| BaL:jy sgnalswhe_w |t_S|r(1jo_I|V|dual Sep-69 9451
eading economic indi cators | nov-74 7174
drop below their respectivelev- | jan-81 132.97
elsof six monthsearlier, provid- | Sep-85  184.06
ing azero percent reading. This '\é' é"tf '9829 ﬁg-gg
reveal_s a softening economy | -y o 798,38
and aripeatmospherefor alast- | rep-03 841.15
ingdeclineininterest rates. The | Dec-05  1,248.29

Sdl Signals . .
stantially more profitsthan a
Date S& P 500 single buy-and-hold strategy.
During the intervening pe-
Feb-69 101.50 riods between “Sell" signals
May-73 107.20 o
Aug-77 97.75 and “Buy" signals, the mar-
Dec-83 164.36 ket was all over the place —
Oct-87 280.16 sometimes crashing, some-
Jsaenp'gsg 221'33 times meandering, and occa-
Sep-99 1.383.60 sionally advanci ng. On aver-
Jul-05 1.234.18 age, the S& P 500 increased
6.8 percent during these

latest reading came in Decem-
ber 2005 asa"Buy". Currently 67 percent of theindi-
cators are above their level of six months earlier.

If we had followed the signals from our Diffusion
Indexes over the years, we would have done very well

times. On an annualized ba-
sis, not counting dividends, the gain was a paltry 0.6
percent per year, a return that could have easily been
beaten many times over with safe investments such as
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Treasuries, short-term bonds or other low-risk in-
vestments.

To assess whether amarket crash islikely after a
"Sell" signal, we turn to the Risk Indicator. If the
Risk Indicator iscloseto or above 2.0, we know the
market isrelatively high and contains ahigh degree
of risk. Thiswasindeed the casein September 1999

3.50
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2.00 o’
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WPLTRAT
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0.00

when the Diffusion Index of Lagging Indicators

1895
1902
1909
1916
1923
1930
1937
1944
1951
1958
1965
1972
1979
1986
1993
2000
2007

flashed a“ Sell" signal and the Risk Indicator was
(substantially) above 2.0. The peak came in six
months, marking the end of the bull market aswell
asthe peak of Supercycle Five. The market subse-
guently crashed. The S& P 500 dropped 39 percent
until the next “Buy" Signal was given by the Diffu-
sion Index of Leading Indicatorsin February 2003

The Risk Indicator tracks supercycles in stocks by compar-
ing prices of stocksto real estate (house prices). A reading above
2.0indicatestimeswhen stocks are extremely high relativetoreal
estate. These are times when the risk is high and a supercycleis
approaching a zenith. Conversely, areading below 1.0 indicates
stock prices are extremely low relative to real estate. At these
times, the upward phase of a new supercycle is beginning. The
current reading stands at 1.60.

(which was the exact month that bear market low
point was reached). During that decline, most stocks
suffered greater losses. The NASDAQ dropped hearly
80 percent.

Conversely, the market does not suffer lasting de-
clines after “Sell" signals when the risk level is low.
For example, the“Buy Signal” in November 1974 was
one month from the bottom of that bear market, and
came at atimewhen the Risk Indicator was below 1.0.
Consequently, this*“Buy" signal also marked the begin-
ning of Supercycle Five. Asthe upward phase of Su-
percycle Five ensued and the Risk Indicator remained
relatively low, the market did not experience lasting
downturnsafter “ Sell" signals. Instead, the bull runwas
merely interrupted with short declines, sidewaysmove-
ments, and sometimes even advances. Even the three-
day decline in October of 1987, which became known
as the “Crash of 87", was followed by a stampede of
buyers snapping up bargains. | remember seeing indi-
vidual investorslined up to invest outside discount bro-
kerage offices because the phones were log-jammed
with buyers.

However, aspreviously noted, when SupercycleFive
reached its peak and the Risk Indicator climbed above
2.0, the decline was severe after the September 1999
“Sell" signal dueto the excessive heightsto which prices
had previously been propelled.

Werecommend remaining fully invested in the Sound
Advice model portfolio at all times. We use the Sound
Advice Market Indicators to influence our approach
and nature of our recommendations. When “sell” sig-
nals are in force, our recommendations are more de-
fensivein nature. We will be looking for special situa-
tions and are likely to recommend taking profits more
readily. Conversely, during “buy” signals, our recom-
mendations will be more aggressive. We believe that
these proprietary indicators have been important fac-
torsin our ability to consistently outperform the market
averages (97% more profits than the S& P 500 since
1/1/2000). The chart below shows how Sound Advice
recommendations have performed over time versus
the S& P 500. SA

$65,000
$60,000
$55,000 - .
$50.000 Sound Advice
$45,000 /
$40,000 - /
$35,000 Start Date
$30,000 1 From 1/1/2000
$25,000 From 1/1/2003
$20,000 1 W\ﬁ\ S&P500 From 1/1/2006
$15,000
$10,000

Sneel-1-2000

Sound Advice versusthe S& P 500
An Investment of $25,000 becomes:

S& P500 Sound Advice*
Annual Annual  Advantage
Return Return  Over S& P
$30,162 2.4% | $59,590 11.8% $29,427
$48,334 14.9% | $56,794 19.0% $8,460
$32,238 156% | $33,797 19.3% $1,529

* These returns assume an equal amount isinvested in al Sound Advice Model
portfolio positions at the time of theinitial recommendation.
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YOUR CHOICE: A GREAT DEAL
OR THE BEST DEAL

A GREAT DEAL: With Your One Year Renewal, | Will Send

Panic- The 2007 edition of AMillionaire’s Guideto Panic Proof Investing. Thisis
thebook that explainsal of the Sound Adviceindicators, including the Diffusion
Pr 09f Indexesand thefamous Risk Indicator, and exactly how they work so that you can
Investing updatethem yoursalf.
gocf ;Ahaerket TheChinaBacklash A $29.95 Value...Y OURSFREE. Therapid ORI ADNIEIE
By ory Ceren expansion of the Chinese economy has created aticking bomb. This THE
report explainsthe key factors of the Chinese expansion and how they
are connected to an unavoi dable backlash that will impact al of our investments. CHINA
Backlash
Thisisagreat deal. Even forgetting about the Special Reports, Sound Advicewill
cost you lessthan 25 centsa day — lessthan a cup of coffee. But wait, it can get
even better if you takemeup on my...
BEST DEAL : With your Two Year Renewal, | will send
you both of the items mentioned above, PLUS...
A Gift (or Extension) of Sound Advice. Hereisa6-month gift subscription of Sound

Investing. You can also givethisgift toyourself. It will extend your

The Sound Advice Special Situations A $29.95 Value...YOURS FREE. Hereisa
complete update of each stock and mutual fund in the Sound Advice model portfollio.
Wereview thefundamenta sof each recommendation, why they are specid Situations,
and what we expect for thefuture. Thiswill giveyou achanceto review your invest-
mentsa ong side our recommendations, and make sureyour money isworking the
hardest it canfor your future.

Advice. Anditincludesall of theintroductory special reportsthat you receivedinitially when
you subscribed, including the 2007 edition of A Millionaire’s Guideto Panic Proof

renewal by 6

months, absolutely FREE. Seethe Coupon ontheback on how to giveyourself thisgift.

SOUND ADVICE

THE
SOUND
ADVICE
SPECIAL
SITUATIONS

If youtakethe BEST DEAL, youwill receive Sound Advicefor only 16.3 centsaday. You can’t buy anything
for that. But whether youtakethe Great Dedl or the Best Dedl, you will receivewealth-building advicethat you

cantake advantage of onyour own through no-load fundsor discount brokers. Thecommission

savingsalonewill

pay for your subscription many timesover, not to mention the astonishing and reliable profits| am confident you
will regp, dong withinflation-proofed highincome. Joinmein helping you dramatically increaseyour wedth safely

inthe new bull markets starting right now.

Make your choice on the coupon on the back page, and send it in today to receive the

special discounted renewal rate. (See the coupon on the reverse side)




FREE Gift Subscription Certificate--Good Until October 31,2007

Sound Advice / 939 Hartz Way/ Suite 210 / Danville, CA 94526 / 925-838-6710 / Fax 925-838-0522

YES! | want to continueto protect my investments and build afortune the Sound Advice way.
Please renew my current subscription asindicated below:
See Page 5 For A Free Six-Month Extension for All First-Time E-Subscribers

[0 BEST DEAL! 24 more issues of Sound 0 Enclosed pleasefind my check payableto:
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Month Gift Subscription package. My Best Deal : )
is worth $522.35 Credit Card #

' Expiration Date:

O 12 more issues of Sound Advice for only
$99--a savings of 49% off the regular rate. Plus, Security Code*

both of the Special Reports. This deal is worth 3-4 Digit Number on the back of your credit card
a total of $254.90
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