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Do You Need A Million Dollar Budget
To Beat Wall Street?

When the market goes over the cliff, or even stumbles
which it did in late February, many stop and wonder
how we could have been so foolish as to risk our
financial healthin amarket that can be so painful? One
day, we're hitting new highs. The next, we're trying to
determine where the bottom might be. Accept the
obvious truth: markets fluctuate, and part of making
money over the long haul inevitably involveslosing it
too.

The quality of advice that emerged during the late
February swoon was all over the board, and some of it
just plain overboard. Congenital bears announced that
finally the apocalypse was upon us. At the other end of
the spectrum, knee-jerk bulls proclaimed that thiswas
just a healthy pause to slow the market down, a
springboard to even higher prices. Those poor people
on CNBC, whose job descriptions must include “be
bullish 24/7,” 1ooked miserable, cheering any upswing,
and grudgingly acknowledging each retreat. At one point
on Thursday, when the Dow opened down 200 points
after Wednesday's mild bouncethat followed Tuesday’s
416 point drubbing, they muttered about Doug Kass

from Seabreeze Partners Management, anotabl e short-
side player, who announced on the Monday before
Shanghai collapsed and global stock marketswent south
that his short position was now 100%. The gist of the
CNBC evaluation of Kass' exquisitely timed
commitment was that Kass gets to be right three or
four days a year.

Frankly, | don’t understand why they badmouth the
bears, since if the CNBC crew truly believed in the
market, they would accept that it runs both ways. In
fact, if they truly understood investing, they would
appreciate that down markets, whether the down lasts
a week or a year, are when shrewd investors make
money by taking advantage of others’ pessimism.
Perhaps the CNBC mindset merely reflects the
dangerous truth that most can deal only with arising
market, and miss entirely the usefulness of a decline.

Nonetheless, CNBC is the dominant source of TV
financia information. Derided as* Bubblevision” thanks
toitsunrelenting bullishnessduring thebubble, if nothing
elseit’'satrue barometer for investors mood. In addition
tothe core programming CNBC during thetrading day,
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Need A Million Dollar Budget to Beat Wall Street?

there are satellite shows such as Fast Money and On
the Money. The best known must be Mad Money, 60
minutes of Jim Cramer manically opining on the
prospectsfor individual stocks.

JIM CRAMER

Bull markets always have had media stock touts, but
Cramer, | believe, is something new. Certainly back in
late 1999 and early 2000 he set himself and hisfollowers
up for disaster by declaring that tech stocks were the
only way to make money, even thoughif you looked at
hisportfolio asrevealed in SECfilings, you discovered
he had plenty of exposure to less sexy, and sometimes
downright dowdy companies that were hardly
momentum darlings. It’snot that he exhorted investors
to do one thing, and did the opposite. Rather, he
recoghized that what the public wanted was bullishness
on what was hot, while personally he appreciated some
balance in his portfolio. Maybe he learned something
from the aftermath of that mistimed bullishness, since
today one feature of the Mad Money format is“Am |
diversified?’ duringwhich callerslay out their portfolios
for Cramer to decide whether they are balanced.

Lately, Cramer hasbeen dueling with Henry Blodget,
another media creation from the bubble years, whose
errors of judgment far outstrip anything Cramer did.
Blodget is barred for life from the financial industry
because of his role as an Internet analyst at Merrill
Lynch in recommending highly stocks of companieshe
privately considered “ crap” in order to curry favor and
financial rewardsfor Merrill’ sinvestment banking arm.
Hehas carved out anew career asafinancial journalist,
most notably covering the Martha Stewart trial for
Sate.com, and more recently writing afinancial advice
column for the same site that culminated in abook, The
Wall Sreet Self-Defense Manual. Blodget, no fool,
appreciates the irony of his new role as a defender of
the small investor, though the rest of us might find his
new persona as sincere as Paris Hilton trying to play
Miss Manners.

Blodget tossed down thefirst challengein hiscolumn
at the end of January, branding Cramer’s Mad Money
advice“terrible,” though Blodget did recognizethat in
addition to the Mad Money manic Cramer “thereis, of
course, another James J. Cramer—the one who
graduated from Harvard Law School, writes an often
sober and astute column in New York magazine, and
might actually have put up decent numbers at a hedge
fund in the 1990s ... That Cramer is a smart man.”

Within days, Cramer shot back, calling Blodget “a
disgrace to the business and a creep” during an

appearance on the Don Imus radio show, and took
CNBC to task for giving Blodget airtime to plug his
book. Blodget came back quickly on Slate in a less
confrontational tone by responding to readers’
arguments in favor of Cramer.

The one that caught my attention rebutted Cramer’s
insistencethat “you haveto do your homework” before
putting your money into hisrecommendations. Blodget
belittles the prospects a puny private investor can
achieve, because the little guy lacks the tools
professionalswield. “Remember, your competition—
al other traders—are primarily full-time professionals
who do naothing but research and trade al day long.
Unlessyou have amultimillion-dollar research budget,
a platoon of brilliant analysts, relationships with
salespeople at al major brokerage firms, relationships
with senior managersat every company, aRolodex full
of industry contacts, and a decade or two of trading
experience, you will be at a serious disadvantage no
matter how much research you do. Remember, too,
that the vast majority of professionals, even those who
possessall of the above advantages, |ose the speculation
game (because it is really hard to win).” Blodget,
belittling even well-connected analysts and fund
managers, recommends adiversified portfolio of index
funds for retail investors. Perhaps this is true for
investorswith neither thetimeto identify funds (to say
nothing of individual stocks) with potential for long-term
superior performance, nor the temperament to tol erate
market fluctuations. But it underestimates what well
prepared retail investorslike you and | can do.

| wasfloored by Blodget’s smug arrogance that what
analysts do is beyond the skills of anyone without an
armadaof contacts, number crunchersand amultimillion
dollar research budget. Obviously, as publisher of Sound
Advice, | am biased in favor of what an individual
investor can accomplish without the access the
disgraced Blodget, who had all these tools but instead
betrayed his clients, considers essential. We do not do
anything that any reasonably intelligent investor can do
by using toolsthat are availableto al of us.

The metrics we use are pretty simple: the standard
price ratios are dominant, and we put them in the
context not of the current market but of the individual
stock’shistorical ranges. We tend to be optimistic about
management’s ability eventually to realizethevaluewe
discern, though at times that gap between value and
price was created by poor management decisions,
especially acquisitions. It took new management to get
Time Warner moving in the right direction after it
merged with AOL. We have a couple of more current
instances that are still not resolved such as Boston
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The SEC last week launched Operation
Spamalot, an attempt to reduce those
touty-tacky emails promising incred-
ible returns. Rather than try to stop at
their sources the tide of unsolicited
come-ons, the SEC has suspended
trading in shares of the touted compa-
nies. All trade on the Pink Sheets, a
relatively unpoliced badland where ca-
veat emptor reigns.

You might ask yourself, what are the
schnooks who buy this stuff thinking?
The answer comes from that initial
twitch originating somewhere deep in
the brain’s most primitive place: | could
get rich on this! Do the math: $5000
invested in what looks like a lock that
will return 1000% in a year. | confess
that when | read these emails, there's
ananosecond during which that reptil-
ian part of my brain kicks in.
Preparing the cover story that talks
about Jim Cramer’s Mad Money show,
| watched a few installments. Cramer
dramatically warns his audience not
to buy his recommendations immedi-
ately, since not only would they be buy-
ing in the thinly traded aftermarket but
also because even in the following days
the “Cramer Effect” can distort prices.
So it was amazing to seethatin the 60
seconds immediately after Cramer
recommended a stock, it rocketed
higher by 10% and then fell back to
even, then charged higher again. The
fascinating part of that trading pattern
is not just that Cramer’s audience vio-
lated his advice but that other audience
members were primed to short that
stock as soon as the Cramer Effect hit.
The ones who made the quick kill were
the shorts.

Greed makes us miss the obvious.
--Gray Emerson Cardiff

Maxim at Minimum

A funny thing happened to tech companieson theway to thefuture.
\Well, maybeit was't very funny for shareholderswho drank theK ool -
Aidthat Wall Street wasdistributingand paid silly pricesbased onsilly
\val uations back in the late 1990s. For those who were two-fistedly
grabbing tech stocksand either dumped them during the darkest times
when they were down by 75% or more or held onwaiting to at |east
“get back to even” before bailing, it’'sno consolation that over thelast
four yearsthose shares have recouped someof their losses. Redlly, if
you arestill holding nameslike Cisco, Intel, Sun, Microsoft, Amazon,
Yahoo!, or EMC, you are underwater anywhere from 85% (Sun) to
56% (Oracle) from their 2000 highs. For those of uswho were too
dumb to understand the alure of New Erastocks, today’s pricesand
\val uationsare more attractive, and seven yearsafter the party peaked,
we' reready to pick and choose among the discarded.

Maxim Integrated Products (M XIM—Nasdaq) enjoyed the
semiconductor industry’ s steep risethat took wing inthe early 1990s.
MXIM soared above better known names like Intel and Advanced
Micro Devices. At one point in 2000, MXIM woreatriple-digit P/E
ratio. The sharesbottomed inthefall of 2002, and though they have
increased by roughly 50% sincethen, their rebound fizzled out in June
2004, and trailsthe overal tech sector despite Maxim being oneof the
most respected and profitable semiconductor makers.

Theproblemispretty simple. The supply of semiconductorscur-
rently exceedsdemand, and pricesare soft. For most industries, acy-
clical downturnisnatural, and offersan excellent opportunity to buy. It
should be no different here, even though the technology sectorsand
their fansare ill having troublewith the concept of abusinesscycle,
S nceuntil 2000, they blithely assumed their sectorswereimmunetothe
financid gravity that isthebusinesscycle.

(continued on next page)
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Sound Advice on Maxim Integrated Products

WHAT MAXIM DOES

Investing is hard enough when
youarel ooking a companieswhose
productswerecognizeand use. For
example, if youareconsderingin-
vestinginSaral ee, therearefew
mysteriesabout food products. And
we vedl seenthe”Intdl Insde’ logo
on computers, but most have no
clueastowhat that Intel micropro-
cessor does. Semiconductorsare
solid state objectswhose el ectrica
conductivity can becontrolled over
awiderange, and arethe building
blocksfromwhich complex circuits
and processorsare built.

Maximisintheandogand mixed-
signa end of the business. More
semiconductor manufacturers
marchtoadigital besat, that is, be-
cause computers and so many
other electronic devicesare based
ondigita technology that can pro-
cessonly simplediscretesignals.
The older anal og technology that
transmitsdatainaformat that tracks
the continuousphysica world (e.g.
avinyl recording played onaturn-
tableisanaog; aCompact Discis
digit) ismistakenly considered as
obsolete asthose pure analog me-
diasuchasa33 RPM vinyl record.

Tothecontrary, though dectronic
devicesdo converseindigital lan-
guage, we, their users, livein an
analog world, fromwhich al sig-
nals must betrandated for these
devicesasdigita inputsand trans-

lated out again for us non-digital
peopleasana og outputs. AsSan-
dard & Poor’snotesinitslast sur-
vey of the semiconductor industry
“Itisacuriousirony that, asmore
informationisdigitized, moreand
moreanalog chipsarerequired to
assistthedigital chipsthat process,
transmit, and storeinformation so
handily inthedigita languageof ze-
roesand ones. Anaog or “linear”
semiconductorsare used to handle
continuoussgnasfoundintheres
world, such assound, light, heat,
and pressure. In a common ex-
ample, amobilephonehasadigita
signd processor (DSP) at itsheart,
but it reliesonacluster of analog
chipsaround the DSP chip to con-
vertthevoicesignastodigita for-
mat for manipulation by the DSP,
and then trand atethem back again
toandog format for listening. Ana
log chipsalso are needed to man-
age power usage, whichisparticu-
larly important for portablee ectron-
ics, wherebattery lifeisakey prod-
uct feature.”

Infact, analog circuitsare show-
ing faster growth (11.9%) inrev-
enuesthan aredigita chips, though
flashmemory chipsareshowingthe
fastest growth of dl (13.7%). How-
ever, most flash memory chips,
which are primarily used to store
datain cameras, audio and video
playback devices, have become
commaoditiesthat compete prima-
rily on the basis of price. Indeed,

thecommoditization of technology
products is technology’s curse,
sinceno onecan maintain fat mar-
ginsfor long. Competitorsdeveloph
ame-too version, or the manufac-
turer of theoriginal product intro-
ducesthe next-generationversion,
and makes the previous version
somewheat obsolete. Toasgnificant
degree Maxim is insulated from
someof thiscommaoditization, be-
cause many of its products are
highly engineered for productswith
longlives.

Maxim, like many semiconduc-
tor makers, wasfounded by engi-
neersandindustry veterans, and its
engineer-centric cultureisitsbig-
gest asset, sincethetraining to de-
sign analog semiconductors in-
volvesalonger gpprenticeshipthan
for digital circuits. Morningstar
notesthat because® mgor U.S. re-
search universitieshaven’t trained
sufficient numbersof analog engi-
neersfor two decades [has| only
made these workers more valu-
able” Hence, retainingenginearsis
essentid inMaxim’sworld, andthe
company enjoys areputation for
keeping itsmost productivework-
ers. Maxim estimatesit | ost about
1% of itsengineering staff last year,
amodest number inthetechworld.

MAXIM’S ADVANTAGES

Maxim’smix of clientsprovides
diversfication. Sdesaredigtributed
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roughly evenly into four sectors:
computing (pcs, servers, peripher-
ds, sorageandfinancid terminds),
high-end consumer goods (cell
phones, digital cameras, digitd tvs),
industrial (including automotive),
and communications.

Not surprisingly, Maximis see-
ingitsbiggest growthinthe hottest
consumer areas. Hence, sales to
laptop makersaswell ashigh-end
consumer product manufacturers
led revenueslast year, and offer the
brightest futureexpansonfor saes.

Theflipsdefor theseexpanding
highvolumemarketsisthat margins
aresomewhat dimmer thanfor cir-
cuitssoldtoindustrial and automo-
tivecustomers. Thisexplainswhy
Maximisreporting somewhat lower
overall margins for the past few
guarters. Also, these volume cus-
tomerslinked to consumer demand
arelessableto predict how many
unitstheir productswill consume,
sincetheir needsdepend onfickle
consumers. Thiscreatesinventory
problemsfor Maxim: stockpiletoo
many, and you might end up writ-
ing off some asexcessinventory;
stock too few and you delay deliv-
eries.

Thetrick for Maximwill beto cut
costsfor these high volume prod-
ucts, and also learn how to cope
withtheir volatile demand fluctua
tions. Management believesit can
dothis, and thusbring profit mar-
ginsfor thesehigh volume custom-
ersmoreinlinewiththosederived
from salestoindustrial equipment
and automotiveclients.

Intheindustrial and automotive
sectors, sales tend to be more
stable because the products into

whichMaxim'’scircuitry goeshave
muchlonger product cyclesand de-
mand patterns.

Sales are also diversified geo-
graphically: about three quartersof
revenuescomefrom clientsoutside
theUnited States. Asaaccountsfor
morethanhdf of dl sdes, and Chi-
nese companies, at around 23%,
congtitutethe largest market after
our own. Hence, Maximisaprime
beneficiary of any further weakness
for thedollar.

SEMICONDUCTOR CYCLE

Anaysts, whowereso convinced
that the semiconductor industry was
insulated from thebusinesscycle,

If we look at where Maxim
shares stood at their bottom in
2002, today’s price ratios sug-
gest we are at or close to an-
other bottom. At the end of Sep-
tember 2002, Maxim hit $22, and
traded at a P/E of 28, a P/S of 6.5,
a P/CF of 21, and a P/Bk of 3.8.
Each of these ratios currently
stands below that low-water
mark except for price to book,
which is around 4 today versus
3.7 in the fall of 2002. In short,
we think MXIM, though hardly
cheap in comparison to non-tech
cyclicals, in the context of its
specific history, is attractive.

have becomeacutely aware of just
how vulnerabled| tech productsare
to fluctuationsin demand. Inthe
wake of the 2000 collapseand sub-
sequent feeble demand for semi-
conductors, MXIM’s sales per
sharedropped 32%in 2002 while
earningswere down 22%. In 2006
earningsdropped 13% asdemand
again troughed during the second
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haf of theyear, which hasleft Wall
Street skeptically waiting for evi-
denceof increasing orders.

This is nothing more than the
downside of the semiconductor
businesscycle, and no one should
be surprised at disappointing num-
bers. During last month’s confer-
ence call, Alan Hale, the interim
CFO, reported that Maxim’s 12-
month order backlog had declined
fromthepreviousquarter by 2.9%
to $402 million. Gross bookings
had dipped by 1% to $500 million.
Furthermore, revenuesfor the next
guarter are expected to be weak,
perhaps down asmuch as6%. Af-
ter hearing Hale, analysts were
quick to ratchet down their price
targetsand directiona recommen-
dationsfor shareprices. However,
anytimethereisevenahintthat sles
might be perking up—such aslast
month when Appleintroducedits
iPhone concept not only didApple
jump but so did the shares of any
company that might beasupplier
toApple. Maximwas up 2.4%—
buyersjolt the share pricesfor the
entiresemiconductor sector. When
thereisnofollow through, prices
settle back again. At some point,
therewill befollow through. Thetis
whenyouwant to haveaccumul ated
your position, not afterward.

WE' re content to be abuyer dur-
ing thisfallow season not only be-
causewe reconfident that thechip
cyclewill swing upward at some
point and that Maxim productswill
prosper, but al so because Maxim
has abeautiful balance sheet but-
tressed by generous cash flow that
givesitimmenseflexibility toim-
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prove its business and benefit
shareholderswhilewewait.

WHERE TO USE
FREE CASH FLOW

Evenindow times, Maximisa
cash cow, throwing off hundreds of
millionsinfree cash flow (operat-
ing cash flow lesscapital expendi-
turesand other costsof runningthe
business). Sincethefourth quarter
of 2002, Maxim has paid adivi-
dend, which began with a token
annua payment of 8 cents (0.02%
yield) totoday’s62.4 cents(1.9%),
which putsit among thefew com-
paniesin thetech sector that pay a
meaningful dividend. Last year, free
cashflow ranat $481 million, down
fromthepreviousyear’soutstand-
ing $566.6 million, and isexpected
toreach $580 millionthisyear.

In the most recent conference
call, when the new CEO, Tunc
Doluca, was asked how the com-
pany might useitscash hoard, the
first aternative he mentioned was
anincreaseinthedividend. Second,
he said he wanted the company to
resumeitsshare buybacks. Third,
hesad Maximisawaysinterested
in“very opportunistic” dedls, con-
ceding, however, that in the
company’shistory they have been
very few, since“wedon’t want to
takealot of risk inthat area.”

MAXIM UNDER
A CLOUD

Maxim currently isnot buying
back sharesuntil it hasrestated its
earningsbecause of how the com-
pany priced options, aproblem cur-
rently affecting some 140 U.S. cor-

porations. After reviewing how
Maxim awarded options, auditors
concluded that the company would
restate its numbers from 2000
through March 2006, sinceadjust-
mentsdueto option datingwill pro-
duce“materid” differences. Maxim
hasnot filed either arecent 10Q nor
the 2006 10K. Management pre-
sding over the second-quarter con-
ferencecall relied on provisional
numbers, and could not provide
clarity onearnings.

Thishasput acloud over Maxim
and obscures previously reported
results. Not surprisingly, itasohas
depressed MXIM’s share price,
sincethe market punishes compa-
niesintroubleasif theworst pos-
sibleoutcomeisunavoidable.

Wedon't dismissthesgnificance
of corporate officialslining their
own pockets at the expense of
shareholders, but we also don’'t
expect theissueto crippleMaxim
or itsshares oncethe company has
fessed up. In a press release ac-
companying the options report,
Maxim noted that in connection
withtheinvestigationitsprevious
CEO and Chairman of the Board,
Jack Gifford, who had continued as
a“drategicadvisor” after retiring at
theend of last year, had resigned
that role, and a so that Carl Jasper,
the CFO, had departed aswell.

Gifford sabrupt resignationim-
pliesheplayed apart in whatever
options problems are now upset-
ting Maxim, though it would be
wrong to see Gifford assomeglad-
hander who contributed little but
took much. Infact, Gifford wasa
pioneer intheindustry, afounder
of Maxim, and lived Maxim’sbest
qualities afocusonanaogcircuits,
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acommitment to research, and an
ability to develop new productsand
churn them out cost-effectively.

VALUATIONS

Vauationsareattractive. Maxim
hasbeenapublicly traded company
only since 1989, and for much of
the 1990straded at unsustainable
multiplesof thestandard ratiossuch
aspriceto cashflow, priceto saes,
price to book value, and price to
earnings. Certainly these numbers
skew theaveragehigtorica lowsfor
suchvauations, especidly because
of Maxim'srelatively brief history.
If welook at where Maxim shares
stood at their bottom in 2002,
today’spriceratiossuggest we see,
to be at or close to another bot-
tom. In September 2002, Maxim
hit $22, and traded at a P/E of 28,
aP/Sof 6.5, aP/CFof 21,and a
P/BK of 3.7. Each of theseratios
currently stands under that low-
water mark except for price to
book, whichisaround 4 today ver-
sus3.7inthefdl of 2002. Inshort,
we think MXIM, though hardly
cheap in comparison to non-tech
cyclicals, inthe context of itsspe-
cifichistory, isattractive.

Over thelast few months, we've
been recommending fallenangels
from the tech bubble, and expect
therewill bemore. Our reasoning
Iscong stent withtheargumentswe
made for REITs, for natura re-
source stocks, and for other com-
pani es and sectors down on their
luck. Do we know when the de-
mand cyclefor analog chipswill
turn higher? No. Do we know it
will?Yes. Maximis cheap today,
and worth buying up to $36. SA
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PORTFOLIO UPDATES

On February 27" the market fell
apart, and though there's been
enough rebound that punditsare now
tut-tutting what transpired as just a
normal correction, what we saw was

awake-up call that complacency and

cheap credit (they are related, you

know) might be drying up.

We cannot stress enough how

Japan'sultra-low interest rates have

provided much of the easy money

for so much of the global equity

binge. If youwant evidence, al you

need do islook at what suffered the
most once Shanghai started the
retreat: high-yield stuff, currency-

related investments, REI Ts (another

high-yield proposition), and anything
that speculators used leverage to
magnify their profits got hammered
morethan therest of the market. The
drop in natural resource shares and
even precious metals—which
traditionally serve as a safe harbor
during financial storms—suggest
how borrowing financed much of
equities’ buoyancy. These concerns
prompt us to sell two positions:
Friedman, Billings, Ramsey, and
Telecom New Zealand.

Even after the U.S. equity markets
regained their composure, since the
|ast letter, the Dow is down 2.4%,
the S& P 2.5%, and the Nasdaq 2.9%.
The Sound Advice portfolio dropped
1.2%, or on atotal return basis, 0.9%.
Sprint Nextel, last month’s
recommendation, had an excellent
start, adding 8.3%. Management
announced resultsfor thelast quarter:

higher revenues and better-than-
expected earnings were good news,
while a loss of 306,000 postpaid
subscribers was bad news. None of
this comes as a surprise, and leaves
intact the thesis we presented in the
February issue: themelding of Nextel

and Sprint remains arocky work-in-
progress that will prove profitable.

Perhaps expectations of such
encouraging results explainswhy S
had advanced over the last few
weeks, but obvioudly it came as a
surpriseto most of Wall Street, which

negotiations to acquire Jupiter had
ended, GYI dropped some more,
finishing the month down 2.5%.

Friedman BillingsRamsey hasbeen
painful as its mortgage-REIT
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email address you want the issue to go, the name under which
you subscribe and your mailing address.

greeted it with a 4.6% jump on the
day. Don't presume that it's up, up,
and away for Sprint. Our scenario
acknowledges the company has
problems that likely will push the
stock down at certain points.
Giventhemarket’sdownwardtilt, the
Prudent Bear Fund performed as
expected, adding 4.3% as its bias
toward short positions and long
Treasuries pushed itsNAV higher.
Getty Images exploded in mid-
February when rumors began to
circulate that it was in advanced
negotiationsto acquire Jupitermedia,
asmaller competitor specializing in
rights free images, arelatively low-
margin businessbut athornin Getty’s
side because Jupiter has cut prices.
Then later in the week, Getty
announced it had agreed to buy
Wirelmage for $200 million.
Wirelmage, one of the biggest
distributors of celebrity images, fits
nicely with Getty’s other lines. After
celebrating the potential deals, the
market started to reconsider, and
shaved off most of the runup, and
when the parties announced
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portfolio has gotten slammed
repeatedly by an extremely poor
environment for such debt. We are
sdling FBR despitebelievingit' sbeen
overly punished for exposure to the
mortgage market. Weaso areselling
Telecom New Zealand, because we
are concerned about what could
happen to all Kiwi positions should
interest rates trend lower there, or
ratesrise elsewhere, thusdiminishing
the Kiwi dollar’s attractiveness. A
good part of our 46% run since
introducing NZT last August comes
from the jump in the exchange rate,
and now isas good atime as any to
take our profits.

More positively, the offspring from
Liberty Media keep on giving: a
spinoff, Discovery Holdings, jumped
7.4% after announcing afine quarter
for its various entertainment assets.
Liberty Global, another spinoff
exposed to European and Asian
media, added 2.9% and Liberty
Capital, atracking stock for Liberty
Media's passive and some actively
managed businesses, contributed a
1.2% increase. Behind the Liberty
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family’srunisthe holding company’s
announcement that it is exchanging
shares in CBS for a TV station in
Green Bay, Wisconsin and $170
millionincash. Liberty isalsoonthe
verge of acquiring from TimeWarner
theAtlantaBraves. Thiscomesonthe
heels of amuch bigger deal between
Liberty and News Corp. that swaps
Liberty’s substantial News Corp.
holding for a controlling interest in
the satellite TV provider, DirecTV,
cash, and control of three regional
cable sports networks. Liberty is
liquidating its passive interests in
major corporations for real assets,
and seemsto be positioning itself to
become an operator not a spectator.
Several other stocks surged such as
M ol son Coors (+5.8%)
Agrium (+10.3) but it's probably
more useful to look at values, we
believe, the market drop has created.
Perrigo, the generic OTC and
prescription drug maker, made two
acquisitionssincethelast letter, and
both of them are expected to add
immediately to profits. Last month,
it announced a$56 million purchase
of dermatological products from
Glades Pharmaceuticals, and last
week added the purchase for $12
million of a privately held
manufacturer of store-branded anti-
lice and nit products. Both
acquisitions are excellent fits for
Perrigo. The first deepens its
prescription salve business, and the
second adds asignificant product line
missing from Perrigo products. They
bought both at a good price. The
market initswisdom chopped PRGO
down, and since the last letter it is
off 3%. Wethink thisisaninvitation
to build your position.

Boston Scientific is another
opportunity. Unlike PRGO, newshas
been negative and has dropped it 9%.
BSX and other stent makers earlier
in February got some relief from
previous negative news about the
risks drug-coated stents present to a

small segment of patients, but almost
as soon as that report appeared, a
piece in the New York Times noted
that bypass surgery, another way to
deal with blocked blood vessels, is
againreceiving considerationin some
cases that more recently had been
treated with stents. The problem, of
course, is that bypass surgery
involves cracking the chest and is
very, very serious surgery. We think
that stents have a bright future,
though we are quite prepared to
accept that in that future other
procedures have arole.

Wea so believethat Boston Scientific
will make its pricy acquisition of
Guidant pay off. But in the mean
time, the costs involved in that deal
and the continuing negativity
surrounding BSX stentsand Guidant
defibrillators has put BSX inthe hot
seat, which got hotter last week
when Moody’simplied Boston'sbond
rating is headed toward junk status,
not good news but also not
unexpected given the pressures
Boston faces. Additionally, law suits
stemming from Guidant productssold
before BSX acquired it, arenumerous
and worrisome for investors. None
of thiswas hidden from us when we
recommended Boston Scientific. Our
thesis remains unchanged: Boston
Scientific plus Guidant can now be
bought for less than the market cap
of Boston Scientific before it
acquired Guidant. Certainly thisfire-
sale price takes into account the
problemslisted above, but, wethink,
far overstatestheir damage. At some
point, we will look back to BSX at
under $16 and wonder how the
market missed such abargain.

We're also interested in natural
resource stocks, which dropped not
only because speculative money
retreated but also because markets
worried that the Shanghai implosion
signaled a slowing in the Chinese
economic juggernaut, a conclusion
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we believe to be false. Indeed, just
as we are closing the March issue,
news (http://www.nytimes.com/
2007/03/10/business/
10yuan.html?ref=business) is
circulating that China is about to
launch a national investment bank
similar to avery successful program
run by the Singapore government to
diversify national holdingsaway from
passive currency and bond positions
to the ownership of "“strategic
assets’ — mines, oil fields, whole
companies — around the world,
especially in developing countriesin
Africaand LatinAmerica" Thisisn't
entirely new, and will ingtitutionalize
initiativeswe' vedescribed earlierin
which Chinese corporations have
acquired interestsin Canadian, South
American, and African energy and
metal still underground. Don't expect
China to thrust $1 trillion into the
market tomorrow, but watch
companies closely that both have
rich assets in these regions and are
aready doing business with China.
For just a random example, think
Anglo American. Despite the
downdraft that hit natural resource
shares, AAUK eked out a0.4% rise.
Plum Creek Timber lost 4.8%,
Royal Dutch 2.2%, EnCana 1.5%,
while Transocean kept itshead above
water adding 0.4%, and | con Ener gy
Fund added a respectable 1.4% for
the month.

We also think the dollar has not
finished dropping, so keep precious
metals in your portfolio. Couer
d’Alene added 0.9%, while
American Century Global Gold
Fund gave back 5.2%.

Coincident with Japan raising its
short-term rates to 0.5%, the Yen
strengthened against the U.S. dollar,
which automatically had a positive
impact on Japanese share priceswhen
translated back into dollars. Fidelity
Japan Fund added 4.6%, Sony
5.6%, and M itsubishi UFJ 3%. SA



Sound Advice Portfolio for March 2007

Price/

Income With Growth Symbol Exchange/ Phone NAV * Yield** Buy Limit  ACTION

HRPT Properties HRP NYSE $12.73 6.60% $14.00

Senior Housing Properties SNH NYSE $23.23 5.85% $27.00
Diversified Grow th .

Agrium AGU NYSE/TSE $39.37 0.28% $42.00

American International AIG NYSE $69.07 0.72% $75.00 BUY
Boston Scientific BSX NYSE $15.77 0.00% $20.00 BUY
Coca-Cola Enterprises CCE NYSE $20.25 1.19% $24.00 BUY
ConAgra CAG NYSE $25.14 2.86% $29.00 BUY
CSX Corporation CSX NYSE $37.85 1.06% $40.00 BUY
Disney DIS NYSE $34.37 0.90% $37.00 BUY
Dodge & Cox Intl.Fund DODFX 800-621-3979 $44.62 1.28% N/A BUY
Excelsior Value & Restructuring UMBIX 800-446-1012 $63.22 0.76% N/A BUY
Fidelity Japan Fund FIPNX 800-544-8888 $17.70 0.00% N/A BUY
Gabelli Global Telecom GABTX 800-422-3554 $22.84 0.61% N/A BUY
Getty Images GYI GYI $49.74 0.00% $56.00 BUY
Honeywell HON NYSE $47.23 1.92% $50.00 BUY
Johnson & Johnson JINJ NYSE $62.14 2.41% $69.00 BUY
Liberty Capital LCAPA NASDAQ $108.25 0.00% $110.00 BUY
Mattel MAT NYSE $27.70 2.35% $29.00 BUY
McDonald's MCD NYSE $44.15 0.52% $47.00 BUY
Molson Coors Brewing TAP NYSE $86.35 0.95% $92.00 BUY
Newell Rubbermaid NW L NYSE $30.59 2.75% $32.00 BUY
New York Times Co. NYT NYSE $24.00 2.92% $27.00 BUY
Perrigo PRGO NASDAQ $16.55 1.09% $20.00 BUY
Safeway SWY NYSE $34.27 0.68% $38.00 BUY
Sara Lee SLE NYSE $16.70 2.40% $18.00 BUY
Schering-Plough SGP NYSE $23.85 0.92% $28.00 BUY
Sony SNE NYSE $52.49 0.41% $55.00 BUY
Sprint Nextel S NYSE $19.47 0.51% $21.00 BUY
Superior Industries SUP NYSE $22.06 2.90% $24.00 BUY
Telecom New Zealand NZT NYSE $26.22 8.52% N/A SELL
Tetra Tech TTEK NASDAQ $17.06 0.00% $20.00 BUY
Third Avenue Value Fund TAVFX 800-443-1021 $60.32 5.54% N/A BUY
United Parcel UPS NYSE $70.63 2.15% $82.00 BUY
W al-Mart Stores WMT NYSE $47.42 1.41% $52.00 BUY
WisdomTree Dividend Top 100 Fd DTN NYSE $59.10 3.16% N/A BUY
Xerox XRX NYSE $17.05 0.00% $18.00 BUY
Energy/Natural Resources

American Cent. Gold Fund BGEIX 800-826-8323 $18.44 0.27% N/A BUY
Anglo American PLC AAUK NASDAQ $23.90 1.81% $29.00 BUY
Coeur d'Alene CDE NYSE $4.29 0.00% $5.50 BUY
EnCana ECA NYSE/TSE $47.89 1.25% $52.00 BUY
Icon Energy Fund ICENX 800-764-0442 $31.52 10.66% N/A BUY
Plum Creek Timber PCL NYSE $38.62 4.14% $41.00 BUY
Royal Dutch Petroleum RDS.A NYSE $65.12 3.76% $74.00 BUY
Transocean RIG NYSE $77.57 0.00% $82.00 BUY
Aggressive Growth

Com cast*** CMCSA NASDAQ $26.12*** 0.00% $30.00*** BUY
Crescent Real Estate CEl NYSE $20.27 7.40% $22.50 BUY
Discovery Holdings DISCA Nasdaq $17.24 0.00% $18.35 BUY
Electronic Data Systems EDS NYSE $27.60 0.72% $30.00 BUY
Friedman, Billings, Ramsey FBR NYSE $5.92 3.38% N/A SELL
Liberty Global LBTYA NASDAQ $30.40 0.00% $32.00 BUY
Maxim Integrated MXIM NASDAQ $33.02 1.89% $36.00 BUY
Mitsubishi UFJ Financial MTU NYSE $11.93 0.80% $16.00 BUY
The Prudent Bear Fund BEARX 800-711-1848 $5.87 1.70% N/A BUY
Symantec SYMC NASDAQ $16.84 0.59% $22.00 BUY
Time Warner TWX NYSE $19.87 1.11% $22.00 BUY
W estern Digital WDC NYSE $18.18 0.00% $20.00 BUY
*Prices as of the market close on Friday, March 9, 2007

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

***Comcast split 3:2 on 2/22/07

BUY,HOLD, SELL ORLIMITINBOLD SIGNALSCHANGE INACTIONORLIMIT
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(...continued frominside front cover...)

Scientific’s purchase of Guidant, or Symantec’s
acquisition of Veritas, or, last month’srecommendation,
Sprint after it bought Nextel. Blending two companies
is always a challenge, especialy when the acquirer
overpays, or has a poorly conceived business model
for the new entity. The value is still there, and either
current management or someone else will unlock it.
Just look at our performance numbers on the front
pageto seewhat's possible. We' re not so vainto believe
that we're unique at doing what Blodget claims only
the best-heel ed professional s can aspire to accomplish.
There are other newsletters and there are other

individual investors who have market-beating results.
Thereare mutual fundsthat run ringsregularly around
their benchmark indexes and around funds that mirror
thoseindexes. Blodget isjust plain wrong.

If you were rocked by last month's turbulence,
welcome to reality. If you responded to those tough
days by buying selectively, congratulations on what
ultimately will beaprofitable decision. Meanwhile, keep
looking for opportunities, and keep reading Sound
Advice. If you see ared aert on thisissueadvising that
your subscription needs renewal, please choose from
the generous options on the facing page.

The Sound Advice Market Indicators:

The Diffusion Index of Leading Indicatorsgives“buy” signalswhen all five of itsleading economic indicators drop
below their respective levels of six months earlier. This reveals a softening economy and aripe atmosphere for alasting
decline in interest rates. Currently, 40% of its leading indicators are above their levels of six months earlier.

The Diffusion Index of Lagging I ndicator s gives “sell” signalswhen all five of itslagging economic indicatorsrise
above their respective levels of six months earlier. This reveals a strengthening economy and inflationary pressures
ahead. Currently, 62.5% of its lagging indicators are above their levels of six months earlier.

While we recommend remaining fully invested in the Sound Advice model portfolio at al times, we use the Sound
Advice Market Indicators to influence our approach and nature of our recommendations. When “sell” signals are in
force, our recommendations are defensive in nature and we are likely to recommend taking profits more readily. Con-
versely, during “buy” signals, our recommendationswill be more aggressive. We believe that these proprietary indicators
have been important factorsin our ability to consistantly outperform the market.

The latest signal came from the Diffusion Index of Lagging Indicators, a 100% reading in October, which
constitutes a “sell” signal.

The Risk Indicator, which tracks the Supercycle, the overarching investment climate as expressed by the relative
prices of rea estate and equities, remains firmly in favor of equities being overpriced versus real estate. The current
reading stands at 2.7.

History of the Signals
* 2003 In March, just before the surge in the market, the indicators gave a buy signal. The S&P 500 ad-
vanced more than 40%.

* 2000 In May, close to the peak of the market, the indicators signaled the end of the bull market. The
market subsequently dropped 40%.

* 1995 In March, the indicators gave a sell signal. Then in July, the gave a buy signal. The S&P rose 153%
until the next sell signal in May 2000.

next signal.

* 1987 Six weeks before the 1987 Crash, the indicators gave a sell signal.

*1981 A buy signal occurred close to the beginning of the next bull market that carried stock prices up
145%.

* 1980 A sell signal warned of that year’s bear market.

market.
* 1973 They signaled a “sell” just prior to the bear market that cut stock prices in half by October 1974.
* 1970 The indicators signaled the beginning of the new bull market.

* 1968 At thezenith of thehugebull market of the 1960s, theindicator sgavea sell signal beforea 25% decline.

*1988 In January, the indicators signaled the subsequent bull market that took stock prices up 95% until the

* 1974 With the Dow Jones trading below 700, the indicators issued a buy signal, announcing a 6-year bull
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YOUR CHOICE: A GREAT DEAL
OR THE BEST DEAL

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

e lea| TheBestBargainsonWall Street Right Now! A $29.95 Value...Y OURSFREE. While

everyone elsefixated on when what drovethelast bull market , we piled up profitsfroma
THE diversegroup of stocksin companiesthat areleadersinther industriesand aretrading at
BEST pricesfar below their historical valuations. When Wall Street told you to snap up Cisco, Yahoo!
BARGAINS and JDS Uniphase on the Dip, wetold our subscribersto buy ArvinMeritor, Carnival Corpora-
ON WALL tion and Federated Department Stores. The Dip turned out to bethe Abyss, while our value
STREET stocks soared.And we have continued to outperform Wall Street asthe market recovered by

getting into neglected sectorsbeforethe herd rumbled in. Real estate, metds, energy wereall
considered " dead money" when werecommended them. Seewhat welikeright now.

REITsRebound. Islt Too Lateto MoveIn? A $29.95 Value...YOURSFREE. Hereis REellNay bV le=

apocket of valueinthe market that waslong overlooked. Yields of 6%, 7% and even more

for thetaking with plenty of dividend coverage and growth to boot! They'vehad agresat run. REITS
Isthere moreto come? Hereisavery special report prepared exclusively for Sound Advice REBOUND
subscribers. You will know exactly what to look for inthebest REITs. Andwhileyou're ! f A'lETTOOO
waiting for thiscrazy market to sort itself out, you can take shelter and collect high, safe MOVE IN?
income.

Thisisagreat deal. Evenforgetting about the Special Reports, Sound Advicewill cost
you lessthan 25 centsaday — lessthan acup of coffee. But wait, it can get even better if you takemeup onmy...

BEST DEAL: With your Two Year Renewal, | will send

you both of the Special Reports mentioned above, PLUS...

A Gift (or Extension) of Sound Advice. Hereisa6-month gift

subscription of Sound Advice. Anditincludesall of theintroduc- Panic-
tory special reportsthat you receivedinitially when you sub- Pr oof
scribed, including the 124 Page Book: A Millionaire’'sGuide I nvesting
to Panic Proof I nvesting. Thisisthe book that explainsall of in the
the Sound Adviceindicators, including the Diffusion Indexesand Slock Market
nefamousRisk Indicator, and exactly how they work so that you can Cardiff

update them yourself. You can also givethisagift toyourself. Itwill extend
your renewal by 6 months, absolutely FREE. Seethe Coupon onthe back on how to giveyoursdlf thisgift.

If youtakethe BEST DEAL , youwill receive Sound Advicefor only 16.3 centsaday. You can’t buy anything
for that. But whether you takethe Great Deal or the Best Deal, youwill receive wealth-building advicethat you
can take advantage of onyour own through no-load funds or discount brokers. The commission savingsaonewill
pay for your subscription many timesover, not to mention the astoni shing and reliable profits| am confident you
will reap, dong withinflation-proofed highincome. Joinmein hel ping you dramatically increaseyour wealth safely
inthenew 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 March 31, 2007

Sound Advice / 156 Diablo Road / Suite 200 / 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
Advice for only $165--more than half-off the
cover price. Plus both of the Special Reports
listed on the reverse side as well as the 6
Month Gift Subscription package. My Best Deal
is worth $522.35

O 12 more issues of Sound Advice for only
$99--a savings of 49% off the regular rate. Plus,
both of the Special Reports. This deal is worth
a total of $254.90

WiTH MY Two YEAR SuBSCRIPTION SEND MY FREE
6 MonTH GIFT SuBscriPTION ToO:

(Write "To Me" to extend your own subscription.)
Name

O Enclosed please find my check payable to:
Sound Advice

Pleasechargemy: [ Visa [0 MasterCard

Credit Card #:

Expiration Date:

Signature:

Daytime Phone# (in case thereisaquestion about
your order): - -

Address For fastest service,
city State call 1-800-825-7007
Zip — 7 days per week, 24
o : hours per day
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