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The Art of Deep Value Investing

Seth A. Klarman, President of
The Baupost Group, averaged
about 20% per year for 24
years with only one negative
year. This digest of Seth A.
Klarman’s investment strate-
gies and practicas, in our
unique SiD bullet-points for-
mat, is mainly based on a
guest lecture by Seth
Klarman at Columbia
Business School and his
baok, Margin of Safety.
Many sections here are
not Klarman's exact
words, but our digest of
the distilled essence of
his investment methods,

LOOK FOR MISPRICING

¢ “IFanly one word is ta
be used to describe
what Baupost does,
that word should be:

nd'talking. We keep gath-
ering information. You
never have perfect informa-
tion, So you work, work and
work. Sometimes we thumb
through Valutine. How you
fill your inhox is very impor-
tant,"” said Kiarman.

¢ Look for foreed selling and
supply-demand imbalance.

+ “Investors can not predict
when business valuas will
rise or fall. Valuation should
always be performed con-
servatively, giving consider-
able weight to warst-case
liquidation value and other
methods.”

maintain a high degree of

risk aversian.

¢ He religiously follows the
commandments of Benja-
min Graham and Warren

+ Klarman be-
lieves that the
primary goal of
value investors is
to aveid losing
money.

+ There are three
key elements of
Klarman's value-
investment strat-
eqgy:

1. A bottam-up
approach, search-
ing via fundamen-
tal analysis.
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2. Absolute return strategy.

3. Pay attention to risk,

\(\\?ﬁ
+ If you have $1 million and \j§

eved when securities
are purchased at prices

f3ufﬁciently below underly- we flip a coin: head, you win E\U
Ing valus to allow far hu- an additional $71 million. LN -\":
fman error, bad _IUCR’ arex Tail, you lose your $7 mil- Q’f’
treme VUIE“'_'W n & com- lian. In terms of probability, ' L
ple).c, unpredictable and this is a fair bet. But few \"';‘yfj
rapidly changing world,” people wolild be willing N e
wrote Klarman. take this bet due to the D DO ‘
FOCUS ON THE RISK BEFORE possibility of losing every- 0-\@ :
FOCUSING ON THE RETURN thing. &

+ Seth Klarman's foremost + [SiD Notes] The key is {1} ta

principle of operation is to limit your bets on situations
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where the probability of winning is way above 50% and (2}
the downside is significant less than a total wipe out.]

Caslyis the ultimate rlsk aversmn But chents ‘are uncomfart-

abl Why penple shmzld pay a money manager ta

“haold cash? They Are paying t the manager to'wait for the op-
portﬂnlty to invest.

Think of the asset-under-management as if it is your own
money. What other people think doesn’t matter any bit. Ig-
rore questions like "How does it look to our clients and
peers?"

2ep some cash in the side pocket so there will be na forced
ldatmn The cluratlon of the lnvestment should be equal

To Klarman, using beta and valatility to measure risk is non-
sense. ""The beta is 0.7". What the hell doesn’t that mean?”
Klarman joked.

Most investor looks at a falling stock and think that things
are getting worse and the uncertainty or risk is going higher.
That kind of herd mentality must be reversed for an investor
to become successful. As a stock fails big time, the risk

should be less. As the stock goes lower and lower, the risk

would become less and less, If you back up the truck and buy
5% of the company, you wauld be able to force the outcome

with control. That's the benefit of averaging down.

However, if you short a stack, your loss would be bigger and
bigger. The amount of your potential loss is infinite.

Kiarman doesn't do "long and short”. When bearish on Ko-
red, they bought puts on Korean Government Bonds to sall
the bonds at par.

The greater the risk, does not necessarily mean the greater
the return. Risk erodes returns because of fosses.

Klarman believes that the long-shart crap is trying to make
things too complicated.

Klarman stresses that the future is unpredmtable Investors
arany eventuallty. such as the worse-case
e The river may.overflaw fts Banks only once..
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"] THINK GROWTH INVESTING IS A STUPID STYLE.

ntiiry, Bt you still buy flood instirance’ -

+ Aninvestor, Innklng for a specific return over time, does not
rpake that goaf achmvable Targetlng 1n\)estment returns

int stors to facus an potentlal upside rather on down-

fa risk: Rather than targeting a desired rate of return, even

an eminently reasonable ene, investors should target risk.

THINKING ABOUT "AUTHENTIC” VALUE INVESTING

+ "l think growth investing is a stupid style. Bet on the two
horse at Philadelphia Park and you'll do well from time to
time," saic Seth Klarman.

value pretenders 'Fhese investors apply a dip
tegy They buy what's down, not what's cheap.

ents. as‘ fract:onal uwnershlps" of busi-.

book asone abnut thlnklng about mvestmg

+ Understand why things work. Memarizing formulas is not
enougkh.

+ Study the behavior of investors and speculators. Their ac-
tions “often inadvertently result in the creation of opportuni-
ties for value investors,”

THREE WAYS TO INVESTMENT PROFITS

the free cash ﬂuw genérateci by the u'hderlying busi-

Price; nr distrlbuted as dividends,

2) From an increase in the multiple that investors are willing to
pay for the underiying business as reflected in a higher
share price,

3} Or by closing the gap between share price and underlying
business value.

WHERE TO SEARCH FOR VALUE

¢ Spin-ffs: complete fack of information in spin-offs.

= Forced sellings by index funds,

www.Superinvestor Digest.com
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KLARMARN'S COMPLEXITY VS. BUFFETT'S SIMPLICITY

+ forced sellings by institations: Big mutual funds are often
forced to sell tainted names

+ Disaster De lour: accaunting fraud, earnings disappointment,
SEC investigation...

+ Bankruptcy: Unfavorable leases can be terminated. Bond
investors tend o sell the recycled equity in a hurry.

raham-and:Dodd deep valug: Discolnt to breakup

¢ Catalysts: tender, Dutch auction, spin-off. There are now lots
of competition fram many event-driven hedge funds. Savings
and leans conversions are often undervalued because they
are only available to depositors and insiders.

+ Real estate: During the slump of 1992, the government had
not been sophisticated sellers of real estate. You could buy
properties at half of building costs. And there are far less
competition in real estate due ta gecgraphic limitations,

¢ No self-imposed constrains. No capitalization requirements.

¢ While Buffett likes certainty, Klarman thinks that uncertainty
and adversity create opporiunity.

VENTURE INTO COMPLEXITY

+ Spin-offs: The goal of a spin-off is for the former parent com-
pany to create greater value as a whole by spinning off busi-
nesses that aren't necessarily in their strategic plans. There
is complexity and the 2 to 3 month time lag of data flow to
the computer databases.

+ Banlruptcies: Look for Net Operating Losses as a potential
benefit. The beauty of investing in bankrupt companies is
again the complexity of the analysis. During a bankruptcy,
costs get leaner and more focused, cash builds up and com-
pounds with interest. This cash buildup can simplify the proc-
ess of reorganization because ali agree on the value of cash.

MICHAEL PRICE'S THREE STAGES OF BANKRUPICY

1. Immediately after bankruptcy. This is the most uncertain
stage, but also cne of the greatest opportunities. Liabilities
are not evident, there is turmoil, financial statements are late
or unavailable and the underlying business may not have
stabilized. The debtor's securities are also in disarray. This is
accompanied by forced selling at any price.
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2.

The negotiation of a reorganization plan. By this time, many
analysts have pored over the financials and the company.
Much mose is known about the debtor, uncertainty is not as
acute, but certainly still exists. Prices will reflect this available
information.

. The finalization of the rearganization and the debtor's emer-

gence from bankruptcy. This stage often takes 3 manths ta a
year. Klarman thinks that this last stage most closely resem-
bles a risk-arbitrage situation.

BANKRUPTCY PLAYS: BUY BONDS, SHORT STOCKS.

+

-*

IMCOMPLETE IN-
FORMATION VS,

THOROUGH RE-
SEARCH

+No.matter:-how -:....

Investors should typically shy away fram investing in cammon
stack of bankrupt companies. There is an occasional home
run, but “as a rule investors should avoid the common stock
of bankrupt entities at virtually any price; the risks are great
and the returns are very uncertain,” said Klarman.

The market for bankrupt bonds is illiquid and traders take
advantage of unsophisticated investors. Caution is the order
of the day for the ordinary investor.

For bankruptey plays, Klarman uses the same investment
valuation technigues he would use for a solvent COMpAny.

Examine if the companies are intentionally “uglifying” their
financial statements. Example: Expensing rather than capital-
izing certain expenses.

Look at off-balance sheet arrangements such real estate
stated below market
value and aver-
funded pension
plans.

Editor's: I\I_g_tq::Superinvestor
Digest (SID} differentiates itself

When any invest-
ment area be-
comes popular,
ba extra careful.
Most of the
money is made
based on the
emotional and
uneconomic be-
havior of other
investors,

Ure notes,
'n;éfviews, private
tiqns::'_a'nd countless
finvestigative

st work

_ www.SuperinvestorDigest.com
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RE-INSPECYT THE BARGAI!NS FOR POSSIBLE FLAWS

extensive yaur, research, no matter how diligent and smart
jou are, the d|||gence has shortcomlngs Some ifformation is
'always efusive; ‘hence you need tolive wnh incompiete infor-
“ination. Knowing all the facts does not always lead to profit.

20_ rule.”: The first 80% of the research is gath-
irst 20% of the tiime spent Fndmg that research.

+ Business information is not always made available, and it is
alspperishable.? "ngh uncertalnty is frequentiy accompa-
wNied by low pricas, By the time uncertamty is résolved, prices

a kély to have risen,” said Klarman.

¢ Klarman believes that you can make decisigns quicker, with-
out all ofthe information; and take advantage of the time
athers use.tdlqok‘ and delve intg the same'ihféf}jwatmn. This

extra time can cause the late and tharough investor to pay a

‘far & clearer and cheersr consensus:

+ “investment research is the process of reducing large piles of
information to manageable ones, distilling the investment
wheat from the chaff. There is, needless to say, a lot of chaff
and very litle wheat, The research process itself, like the
factory of a manufacturing company, produces no profits. The
profits materialize later, often much later, when the under-
valuation identified during the research process is first trans-
lated into portfolio decisions and then eventuaily recognized
by the market,” wrote Seth Klarman in Margin of Safety.

+ Research today, will provide the fruits of tomorrow. Whila
Buffelt thrives on "masterfuf inactivity” and sitting on a few
permanent investments, Klarman believes that an mves[
ment program witl not succeed it
parformed on-a:continuing hasis:*

WATCH WHAT THE INSIDERS ARE DOING

+ IF'the managers of internet funds had their own money in the
funds, thay probably won't buy the high flyers.

N ABSOLUTE RATHER THAN RELATIVE RETURN

+ Value investors look for absof ute performance, not relative
performance. Th :

+ You can't spend relative performance.

+ Baupost looks for absolute returns in a number of analytical

September 2006

' ger term'_They dre willingto

divisions such as: spin-offs, bankruptcies, index fund selloffs,
disaster de jour, etc,

YOUR OWN PSYCHOLOGY CAN BE YOUR WORST ENEMY

+ Beware of what you think and what you think your clients
think.

+ You may be scared of what your clients would be doing. You
may be afraid to let the ciients see a certain position.

+ When you are worried, it's tough ta foflow your disciplines.

FerStay-tinemotionalin blisiness and investirigh

* Successful |nvestor5 tend to be unemotlonal allowmg the

hmugh the cracks

Yearend tax selling also Creates opportin
+ "Value investing is, in effect, predicated on the proposition
the efficient-market (EMT) hypathesis is frequently wrang.”

Kiarman beileves that market pricing is less efficient with
smaller capitalization companies,

RE-INSPECT THE BARGAIN FOR POSSIBLE FLAWS

+ dfyou: see a cnmpany selling for what yau r:un5|der to be a

mpany?” J t[lke CharlesMungerad\nsed "Invert, always
'rwert' R

{DF.

They are typi-
G rowd, and the

www.SuperinvestorDigest.com
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IT IS.EASIER TO HANDICAP EVENTS

for a 3 period of time (and sometlmes a Iong time at that) will
Ilkelysuffer paper lBsshs. "

FOCUS ON EVENTS AS CATALYSTS: IT {S EASIER TO HANDICAP
THE EVENT

¢ Itis hard to predict the market. It is easier to handicap the

event,

+ If you buy value stocks, and there is no liquidation, you will be
at the whim of the market,

+ ifyou buy growth stacks like eBay, and if you are wrang, you
will be really wrong. The downside is too much,

+ There are full catalysts like liquidation: or takeover. There ara
partial catalysts like share repurchase or spin-off.

FOLLOW STRICT DISCIPLINES WHEN BUYING AND SELLING

\@ ‘] - \}J + "Value investing is the discipline of buying securities at a
L significant discount from their current underlying values and
¥, &= »~~  holding them until more of their value is realazed

= ment of the bar aln isthe key tothe rocess

Klarman wrote:

can ntmnalwusdnm and- oppusing the prevallmg invest-
ind ‘gtt can b "--a}onely undertaklng Avalte Investar
n horrendous, perfurmance com-
pared with'that of other |nvéstors ar the market as a whole
durmg pro;unged perlud;_n ma et overvaluation.”

SR

T §Ei.‘l_ T

¢ Ifwe bought a stock at $10, we are out at $19. We don't sit
arcund and ask: "What if it goes up higher? What if it goes
back down? ..."
A

+ We sell at the target price even if we could not find good re-
placements.

+ Wa are willing to hold cash and waii the opportunities that
meet our reguirements for absolute return.

September 2006
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BOTTOM-UP ONL

+ People like to ask: "What do you think about the Dollar or the
economy?” We have those views but we refuse ta bet on
them.

+ Most people don't have any edge in macro issues. Aisa, it is
hard to turn a macro view inta a portfalis. When you go from
interest rates to economy, to an industry, and o specific
companies, you have to be right every step of the way and
you have to he early.

+ When you go_bottom.up, all you: bave to dais to be right
abouti the specific "ane-off” situation, You can wrong about
the country, wrang about the economy, wrang about the inter-
est rates, ..and you still make money.

+ "0ur 45% cash position is not a macro bet. It's just tough to
find bargains now,” said Klarmar in early 2008,

+ Your edge at investing tends to be local, event-specific, or
company-specific.
HOW TO VALUE A BUSINESS

+ There are three major tools that can be used to estimate the
value of a business: (1} net present value (NPY) analysis, (2}
liquidation value analysis, (3) sum-of-parts stock market
value analysis.

+ Use all the valuation tools, Do not give great value to any one
tool or procedure of valuation,

+ Know when to
apply each tool,
and when a spe-
cific tool might
not be relevant.

dred fo interview-style

tter' SiD's synthesized

and: dlstl"éd clsgest take a lot

¢ A conglomerate
when being val-
ued might have a
variety of meth-
ods for the differ-
ent business
COmponents,

¢ Emonthe sifj;e:off' :

www.SuperinvestorDigest.com
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LIGUIDATION VYALUE AS DOWNSIDE PROTECTION

are reflecied in stock prices, whereas George 50705’ theory of versus fire sale.
reflexivity shows how stock prices can significantly influence
the value of businesses. [nvestors must not [ose sight of this
possibility. + Do not forget to look at off balance sheet liabitities, such as
under-funded pension pians and subsidiaries loaded with
debt.

+ Keep in mind that operating Josses deplete working capital.

+ Management could manipulate earnings and growth rates,

+ White Buffett recognizes the value of intangibles, Klarman
have douibts about the value of intangible assets. Tangible

L assets of rnati idi i
+ |t is important to remember that the numbers are not an end ten have alternative uses, hience praviding a margin

f .

inthemselves. Rather they are a means.to understanding of safety
wha is really happening in a company. SUM-OF-PARTS STOCK MARKET VALUE ANALYSIS

¢ Book value is not very useful as a valuation yardstick. Book + Estimate the price of the company, or its subsidiaries consid-
value pravides fimited information to investors. It should only ered separately, as it would trade on the stock market. Add
be considered as one companent of a thorocugh analysis, up the public or private market vatues of varicus parts of a

NET PRESENT VALUE (NPV) ANALYSIS business. This method is less reliable than the other twa and
should be used anly as one of the yardsticks.
+ NPV is the discounted value of all future cash flows that the

i i + Private Market Value (PMV) does give an analyst some rules
business is expected to generate.

of thumb. When using PMV, be wary of certain periads of

+ Use this method when earnings are reasonably predictable heated acquisition activities or non-cash transactions. Look
and a discount rate can be intelligently chosen. This is often at historic multiples. Investars relying on conservative histori-
a guessing game. Things can ga wrong. Things change. Even cal standards of valuation in determining PMVY will benefit
management can't predict future changes. "An irresclvable from a true margin of safety, while athers' margin of safety
centradiction exists: To perform present value analysis, you btows with the financial winds.

must predict the future, yet the future is NOT reliably predict-

) i ) . + Use market value analysis to determine what you woud
able.” This should be dealt with using "conservatism. y ¥ d pay

for the business, not what others would pay to own them.
+ NPV and IRR are great taals for summarizing data. But they s : v
can be misleading unless the future cash flows are contractu-
ally determined, and when all payments are received when
due. Otherwise, "garbage in, garbage out.”

+ At mast, PMV
should be used as
one of several in-
puts in the valuation

+ dheintrinsic valle of hiisifiess'is' a fangeiof values. and nos process and not the

fserumbers vriiim exclusive final arbi-

o ter of value,

tili_éy:éé and you will
'._.C'.ease to listen
d you will héar the truth.
Ient:é}jd your heart wil

ek no contacts and

+ When choosing the discount rate, a generic number, like
10%, is an easy round number peaple like, but not necaessar-
ity the best choice. Be conservative. The less the risi of the
investment, the less the time frame, the less the risk-free

i , he di ate shauld be. . i
interest rate, the less the discount r @ + Itis hard to get l.be in heaven_

+ Various DCF and NPV scenarios should be used. Investors pulse of a real busi-
should discount earnings or cash flows as opposed to divi- ness, We don't have
dends, since not all companies pay dividends. Of course, ane access to the inter-
wants ta understand the guality of the earnings and their nal bocks. Compa-
reoccurring nature, nies like Enron have

LIQUIDATION VALUE ANALYSIS black holes of infor-

mation about more

+ Understand the difference between an arderly liquidation than 1,000 subsidi-

aries.

September 2006 . : ... wwwSuperinvestorDigest.com
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HOW TO PICK MONEY MANAGERS

+ "We are at our best when there's little information,” said
Klarman. "We love a seller who doesn't know what to think.”

alue s notasmenc A competent invastor

professional with a record of valuednvestment success.

PORTFOLIO MANAGEMENT AND TRADING PRACTICES

+ Fortfalio management requires paying attention to the portfo-

tio as a whole, taking into account diversification, possible
hedging strategies, and the management of portfolio cash
flow. Proper portfolio management serves to reduce risks far
investors.

¢ Liquidity is important. A portfolic manager can buy a stack

and subseguently find out he or she made an error, or that a
competitor has a stronger product, With that said, the portfo-
lio manager can typically sell that situation. In an annuity or
limited partnarship, when investors do not demand compen-
sation for bearing illiquidity, they atmost always come ta re-
gret it. Unexpected liquidity needs do occur. New opportuni-
tigs do emerge. fnvestors should demand a greater form of
compensation for the liquidity sacrifice.

¢ Liquidity can be itlusory. Watch out for situations that are
liquid one day, and illiquid the next. This can happen in mar-
ket panics.

¢ "Investing is in some ways an endless pracess of managing
liquidity.” When a portfolio is in cash only, the risk of loss is
non-existent. The same goes for the lack of gain when fully
invested in cash. Kiarman wrote, "The tension between earn-
ing a high return on the one hand, and avoiding risk on the
other, can run high. This is a difficult task.”

+ Diversify your holdings and hedge when it is financially attrac-

September 2006

Page 7

tive to do so.

+ Hlarman suggasts that, as few as ten to fifteen different hold-
ings should be suffice for diversification. His view is that an
investar is better off knowing a fot about a few investments
than knowing only a little about each of a great many hold-
ings. Diversification, afier all, is not how many different
things you own, but how different the calculated risks in the
things you do own.

+ The single most crucial factor in trading is the develaping the
appropriate reaction to price fluctuations. Investors must
learn 1o resist fear, the tendency to panic, when prices are
falling, and,.greed, the tendency to became averly enthusias:

tic, when prices are rising.

¢ Klarman befieves that leverage is neither nacessary nor ap-

propriate for most investors.

YOU NEED INTEGRITY TO HAVE A LONG LIFE

+ Money management is a business with all sorts of tempta-
tions.

+ Klarman thinks the twa tests from Warren Buffett are very
pawerful:

(1} The Middle of the Course Test. When you play faatbalt,
stay close to the center. Life is too short to run close to
the line.

(2) The Wall Street Journal Test. What if an intelligent and
unfriendty reporter writes about what you are doing on
the front page of The Wall Street Journal?

HOW TO EVALUATE A MONEY AGE

rsonal interviews are absalutely essential

+ Do they eat their own caoking? This is the most important
issue according to Klarman. "You probably would not choose
to dine at a restaurant whose chef always ate elsewhere. You
should be no more satisfied with a maney manager whao does
not eat his or her own cooking.”

+ Are all clients treated equally?

+ Examine the investment philosophy. Does the advisar WOorry
about absolute returns, about what can go wrong, or is the
advisor worried about relative performance?

www_.Sgper_investor_Diges_t.cqm
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BUYING THE MOST TAINTED NAMES

+ Does advisor have artificial constraining rules? Examples of
this could be the requirement ta aiways be fully invested.

+ Thoroughly analyze the past investment performance. How
long a track recard is there? Was it achieved in one or maore
market cycles?

+ How did the clients da in falling markets?

+ Have the returns been sieady over time, ar have they been
volatile?

+ Was the track record from a steady pace, or just a couple of
successes?

+ Is the manager still using the same philosophy that he or she
has always used?

+ Hasthe mana er produced guod long -erm results desplte

+ Were the investments in the underlylng portfollo theniselves
particularly risky, such as shares of highly leveraged compa-
nies? Conversely, did the portfolio manager reduce risk via
hedging, diversification and senior securities?

¢ Make sure you are persanally compatible with the advisor.
"Make sure you are comfortable with the investment ap-
proach.

+ After you hire the manager, monitor them on an ongoing ba-
sis. The issues that were addressed prior to hiring should be
used after hiring.

ADOPTING A VALUE INVESTMENT PHILOSOPHY

+ While value investors focus an intrinsic value and margin of
safety. Speculators are obsessed with predicting and guess-
ing the direction of prices.

¢ Value investors pay attention to financial reality in making
their investment decisions. [nvesting is serious business, not
entertainment.

+ Understand the differance between an investment and a
collectible. Aninvestment is ane, which is able or will eventu-
ally be able to produce cash flow.

*+ Security prices sometimes fluctuate, not based on any appar-

ent changes in reality, but on changes in investar perception.

..+ When a price of a stack declines with no. apparent reason,

' "’vestors'beccme concerned They orry that there is
mformatmn aut there whu:h they are not
going through this now with a posrtlon that is thmly traded,

September 2006
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and sometimes |'think  am the anly purchaser out:there.”
Thej investar: begms to secand-guess him or herse is easy
to panu: andjust sell.Yet, if the securlty were' thdly a bargain
'rwhen‘it was purchased the ratjionale course of action would
be 1o take advantage nfthls_even betier bargam and buy

+ Think for yoursell and don't let the market direct you.

¢ All market fads came to an end. But it is anly fair to note that

it is not easy tg distinguish an jinvestment fad from a real
business trend.

+ Value investors are students of the game; they |earn from
every pitch, those at which they swing and those they let pass
by. They are not influenced by the way others are performing;
they are motivaied only by their own results. Klarman advises
vali:e investors to cultivate “infinite patience.”

+ Do not invest in companies that you dan't understand. The
changes in technology are oien hard to keep pace with. The
net assets of commercial banks and property and casualty
companias are often dlffcult to analyze

+ For Iue‘mvestor, a pltch must not orﬂy he |n ‘the strike
must be in his “sweet spot.” "Above all; |

Ways avaid'swinging at bag pltches i sa; ary

Z0n

+ Facing complex situatians, investors could demand a greater
discount than usual. “Frobably let more pitches go by.”

CASE STUDIES

+ Bought News Corp at $15 in October of 2005. Australian
index funds are selling. Breakup value is $20-$23, At $15, if
you strip aut the value of subsidiaries. the free cash flow
yield of the core operation is 10%. There is no catalyst.

+ Bought Enron's senior debt during its bankruptcy saga. There
can't be a more tainted name. Big mutual funds are selling
like mad because they don't want their investors to see the
position. Mr. Market overestimated the liabilities of the 1,000
subsiciaries. Enron’s senior debt was complex with a lat of
negativity. One of their analysts dedicated 4 years (o study
Enron bands. Using the assets/liabilities ratio, they first esti-
mated that they would get $0.17 on a dallar, Then they ad-
Justed the estimate to $0.30. The end result is $0.50 an one
dollar of senior debt. They have increased their 7% position
o a #7% bet. Atthat time, they felt the safest thing to do is to
buy the Enron debt because there were 5o few buyers,

www.SuperinvestorDigest.com
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THE MOST IMPORTANT CHAPTER OF THE MOST
IMPORTANT INVESTMENT BOOK Bibl Study Time.

rren Buffett said: you only need two courses to be-
come a good investor: (1) how to think about the mar-
ket, and {2) how to value a business, And for the first course, he
recommended chapter 8 of Benjamin Graham’s classic The
Intelligent investor. ( hup://astore.amazan.com/zenway-20 )
Here is our digest of this most important chapter of the most
important investment hook according to Warren Buffatt.

Stock Market History Prormises the Investor Two Things:

1} the long-term appreciation of a portfalic held relatjively un-
changed through successive rises and declines,

2) the possibilities of buying near bear-market lows and seli-
ing not too far below bull-market highs.

s However, the interest in market fluctuations involves the
very real danger that it will lead him into speculative atti-

tudes and activities. 11 is easy for us to tell you not to specy-

late; the hard thing wilt be for you to follow this advice.

The Rules of Speculation:

1} speculate with your eyes open, knowing that you will proba-
bly lose money in the end;

2) be sure to limit the amaunt at risk, and
3) separate it completely from your investment program.
Two Ways to Profit from the Pendutum Swings of the Market:

1. Timing: the endeavor te anticipate the upward (or down-
ward) action of the stock market, and to buy (or sell) ac-
cordingly. Stock brokers’ emphasis an timing and market
forecasting leads to speculative activities. But an investor
feels that the brokerage research forecast is at least mare
dependable than his awn. Also, timing is of great psycho-
logical importance to the speculator because he warts to
make his prefitin a hurry. However, emphasis on timing
and market forecasting will lead to poor speculative results.

2. Pricing: (1) the endeavar to buy stocks when they are
quoted below their fair value and to sell them when they
rise above such value; or (2) simply make sure that you do
not pay too much for your stacks as an essential minimum
of attention to market levels. We are convinced that pricing

of either type can produce satisfactory results.
Buy-Low-Sell-High Approach [s Not Easy

«  Procedure: Determine buying and selling levels of the gen-
eral market, based on either value factors or percentage
movements of prices of both. However, market history
shows no pattern. It is difficult for investar to buy at low
levels in bear markets and to sell aut at high lavels in buli
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markets.

*  Recommended Policy: Tactical Asset Aliocation. Make pro-
vision for changes in the proportion of common stacks to
bends in the portfolio accerding to whether the level of
stock prices appears less or more attractive by value stan-
dards.

«  Characteristics of nearly all the bull markets: (1) A histori-
cally high price ievel, (2} High price/earnings ratios, {3) Low
dividend yields as against bond yields, (4) Much specula-
tion on margin, (5) Many offerings of new common-stack
issues of poor quality.

Looking for an Easy System to Make Money Is a Waste of Time.

*  Instock-market affairs the popularity of a trading theory
has itself an influence on the market's behavior which de-
tracts in the long run from its profit-making possibilities.
The moral seems to be that any approach to monaymaking
in the stock market which can be easily described and fol-
fowed by a lot of people is by its terms too simple and too
easy Lo last. "All things excelient are as difficult as they are
rare.”

» By missing "ran away” markets, we had painful long waits
with our own "central value methad” of determining indi-
cated buying and selling levels.

Market Fluctuations of the Investor's Portfolio

* Ingeneral, the shares of second-tine companies fluctuate
more widely than the major ones. But canservative inves-
tors should limit their holdings Lo those of large prominent
and conservatively financed corporations.

*  Asubstantial rise in the market is at once a legitimate rea-
son for satisfaction and a cause for prudent concern. It
may hring a strong temptation toward imprudent action.
Investors become infected with the enthusiasm, the over-
confidence and the greed of the great public, and make
larger and dangercus commitment near the top. Even the
intelligent investar is likely 1o need considerahle will pawer
to keep from being swept away by greed and following the
crowd.

«  Whatis the right kind of investor? We favor some king of
mechanical method for varying the proportion of bands to
stocks in the investor’s partfolio, The chief advantage is
that when the market advances he will from time to time
make sales out of his siockholdings, putting the proceeds
into bonds; as it declines he will reverse the procedure.
Such investor will take added satisfaction from the thought

_ ., www.SuperinvestorDigest.com
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DOUBLE STATUS
that his operations are exactly cpposite from those of the
crowd.

The double status of a shareholder, and with it the privilege of
taking advantage of eithar at his choica:

(1) The financial result of a minority shareholder or a silent
partner depends on profits of the enterprise or on a change
in the underlying value of its assets.

(2} The common stock investor holds a piece of paper, which
£an be sold in a matter of minutes at a price which varies
from moment to moment.

Business Valuations versus Stock-Market Valuations

»  Theinvestor should demand {1} a stock can be bought at

close to its asset vaiue, {2) A satisfactory ratio of earnings
to price, (3) A sufficiently strong financial pasition, (4} The
prospect that its earnings will at least be maintained aver
the years.

=  POLCY: Do not pay high multipliers of both earnings and

o
5 i
O (/!/4% = tangible assets. Be willing to forgo brilliant prospects be-
o”\L: { ¢ -'J“‘zcause they are often priced too high,
(f'ﬁ ’ < “ 1?'? As long as the earning power of his holdings remains satis-
G\Ct “ oy %;ﬁiﬁ‘”factory, he can give as little attention as he pleases to the
. _,_j)\?}-‘-'i‘ vagaries of the stock market. More than that, at times he
t---'ugf‘f' can use these vagaries Lo play the master game of buying
v tow and selling high.
The A&P Case Study

s 1929: $494 per share at the peak of the historic bull mar-
ket.

« 1932: %704 (Earnings as good as that of 1929}

= 1936: $121 (Largest retail enterprise in America, 12 times
5-yr average earnings)

»  1938: $36 (Business Recession and Bear market. Equity
was given away without takers. Net current assets of
$134M is more than $126M market capitalization) Why?

1. Threats of special taxes on chain store, an exagger-
ated and eventually groundless fear.

2. Net profits fell off in the previous year (Temporary)
3. General market was deprassed (Temporary)

e 1939 117 (grocery chain's shares rose with the general
market)

= 1961: $705 (30 times P/E ratio versus 23 times for DJIA,

September 2006
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DOUBLE OPPORTUNITIES

pubfic was clamoring at ridiculous price)

« 1982: 5340 [quick ioss half market value and no bargain
quality that showed in 1938}

1872: $180 (Reported 1= quarterly deficit in the history,
not wetl-run and attractive, with substantial further decline
yet to come)

*  lessons: (1) how wide can they be the vicissitudes of a
major American enterprise in little more than a single gen-
eration. (2) with what miscalculations and excesses of opti-
mism and pessimism the public has valued jts shares.

The Wild Ride of both Price and Value

»  Stock market often goas far wrong, and sometimes an alert
and courageous investor can take advantage of Mr. Mar-
ket’s patent errors.

¢ Maost business change in character and guality over the
years, sometimes for the better, perhaps mare often for the
worse, The investor need not watch his companies' per-
formance like a hawk; but he shouid give jt a good, hard
lagk from time io fime.

Advantages and Disadvantages of Market Fluctuations

*  Thetrue investor scarcely ever is forced to sell his shares,
and at all other times he is free to disregard the current
price quotation. He need pay attention ta it and act upon it
orly to the extent that it suits his book, and no more. Thus
the investor who permits himself to be stampeded or un-
duly worried by unjustified market declines in_his holdings

is perversely transforming his basic advantage, inio a basic
disadvantage,

s That man wauld be betier off if his stocks had no market
quotation at all, fer he would then be spared the mental
anguish caused him by other persons' mistakes of judg-
ment. In depression days, there was a psychological advan-
tage in owning business interests that had ne quoted mar-
ket.

Distinction between the Investor and the Speculator

* Thelnvestor's primary interest lies in acquiring and halding
suitable securities at suitable prices. The market quota-
tions are there for his convenience, gither to be take ad-
vantage of or to be ignored,

*  The speculator's primary interest lies in anticipating and
prafiting from market fluctuations. They emphasize price
movements first and underlying values second.

_www.SuperinvestorDigest.com



SUPERINVESTOR: BENJAMIN GRAHAM

THE VOLATILE MR. MARKET

Hold off buying until fow market levels may involve a long

wait, very likely the loss of inceme, and the possible miss-
ing of investment opportunities.

If he wanis to be shrewd he can look for the ever-present

bargain opportunities_in individual securities.

THE PARABLE OF THE MANIC-
DEPRESSIVE MR. MARKET

You invested $1,000 in some private business.

On of your partners, named Mr. Market, is very abliging
indeed. Every day he tells you what he thinks your interest
is warth, and furthermare, offers either to buy you out or ta
sell you additional shares based on his quote.

Sometimes his quote appears plausible and justified by
Inisiness developments and prospects as you know them.

Qften, on the gther hand, Mr. Market lets his enthusiasm_pr

his fears run away with him, and the value he proposed
seems toyod a little short of silly.

Will you Jet Mr. Market's daily communication determine
your view of the value of your $1,000 interest in the enter-
prise?

Mr. Market brings you two benefits: (1} the daily and chang:
ing appraisal of your holdings. for whatever that appraisal
may be worth, (2) you are able to increase or decrease your
investment at the market quote—if you choose ta, The exis-
tence of a quoted market gives the investor certain oplions
that he does not have if his security are unguoted.

Price fluctuations have only one significant meaning for the
true investor. They provide you with an opportunity to buy

wisely when prices fall sharply and to sell wisely when they

advance to a ridiculously high price.

Forget about the quate from Mr. Market. Form your awn
ideas of value of your holdings based on full financial re-
ports from the company.

Neither be concerned by sizable declines nor become ex-
cited by sizable advances.

Never buy a stock because it has gone up ar sell one be-
cause it has gone down,

Motto: "Never buy a stock immediately after a substantial

risg or sefl one immediately after a substantial drop.” [Sil
Note: Warren Buffett framed this quate in his office.]

Always remember that market quotations are there for his

September 2006
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convenience, either to be taken advantage of or to be ig-
nored.

Fluctuation in Bond Prices

The investor should be aware that even though safety of its
principal and interest may be unquestioned, a long-term
bond could vary widely in market price in response to
changes in interest rates.

There Is inverse refationship between bond prices and in-
terest rates.

Nothing impartant in Wall Street can be counted on to oc-
cur exactly in the same way as it hapoened before. But
"The more it changes, the more it's the same thing,”

The price fluctuations of convertible bonds and preferred
siocks are the resultant of three different factors: (1) varia-
tions in the price of the related comrnon stock, (2) varia-
tions in the credit standing of the company, (3) variations in
general interast rate.

Many convertible issues have been sold by companies of
questionable quality. In the typical case, the investor would
delude himself to find in convertible issues that ideal com-
bination of (1) the safety of a high-grade bond and price
protection plus (2) a chance to benefit from an advance in
the price of the common.

'éﬁfféftblogy Distllled ‘

lrlnw to make maney mvestmg in busmesses" '
(Based on a privaie talk by Warren Buﬂ'eu) RNt oo
Remember threg th:mzs (1) Mr Market ( 9‘) Marun of

" Safety, and (3) Moat.

+

" get swept by his emotions.

Take advantage of Mr. Market ] patent crmrs Don t

Learn how to value a business and huy ata good dis-
count, )

The moat of a business either comes from (1) a low-
cost position or (2) from pricing power, the latter of
which usually results from a strong brand.

It’s like going into business with a partner, make sure
that they are {}} a passionate and ambitious fanatic who
has devoted their life to the business, and that (2) they
don't lie, cheat, or steal.

Sticks to issues that are knowable and important to your
business. You don’t have to understand why long-term
interest rates rise or fall.

That's about it. As Buffett puts it, you don’t need an
eleventh commandment; it's all spelled out in the first
temn.

www.SuperinvestarDigest.com
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Value Investmg Semmars at Coiumbm University by o - : ’
Michael Price, Andrew Weiss, Thomas Russo Christopher Brownc GIean Greenberg, Lc\ms Sandcrs: s
http:/fwwwi gsb columbla edufvaluemvestm;,/rescarch/chss rccordlngs html : '

" THE MOST ENLIGHTENING FINANCIAL LINKS

How to Start Your Own Hedge F!.md
http://biz.yahoo. com/weekend/hedge 1. html .

PBS Charlie Rose Show on Warren Buffett

Part 1 Warren Buffett: The Man R i
http:/fvideo.google. com/wdeopiay?dmnd 6701318343799922276
Part 2 Warren Buffett; The Business : B
http://video.google. cnm/wdeoptay?docxd—-6208910876057109785

Part 3 Warren Buffett: The Gift -

http://video.googte. com.’wdeoplay?domd -4846‘390947664386236

Columbia University Students: A Day With Warran Buffett - March 24 2006
htp:/iwww.columbiabottomline.conveurrent.pdf

Joe Mansueto and Bill Nygren: The importance of Having Conviction [Please keep in mind the BRKN EWS Disclaimer]
http://advisor.marningstar.com/products/conference/conversaiion.htm
http://advisor.momingstar.com/articles/Doc.asp?docld=4450

Charlie Munger's View on "Cost of Capital":
hitp://www . businessday.co.za/articles/markets.aspx?ID=BD4A 251640

Charlie Rose interviews Rupert Murdoch (Jun, 26, 2006)
http://video.google.com/videoplay?docid=8220054820220213491

Charlie Rose Interviews Lee Scott of Wal-mart (Aug 1, 2006)
http:fivideo.google.com/videoplay?docid=-367692995527405484

Charlie Rose Interviews Rick Wagoner, CEC of GM (June 15, 2006)
http://video.google.com/videoplay?docid=400820385277927310

Brian Williams Interviews Eric Schmidt, CEO of Google & lvan Seidenberg, CEO of Verizon:
http://video.google.com/videoplay?docid=5078924020791361373

Charlie Rose - "Road to Innovation”: George Cleoney & Michael Eisner
hitp://video.google.com/videoplay?docid=1593891634022817892

"The Age of Fallibility" - George Soros speaks at Google
http://video.google.com/videoplay?docid=6130320348187842685

Investment Outlook by PIMCO’s Bill Gross (September 2306}
hitp://www.pimco.com/LeftNav/Late+Breaking+Commentary/10/2006/10+September+2006.htm

How Does Warren Buffett Get Married? Frugally, It Turns Out
http://www.nytimes.com/2006/09/01 /business/01 buffett. html

Happiness: A User's Manual
Twenty strategies adapted from the scientific research and applied to New York living.
hitp:/fwww.newyorkmetro.com/news/features/1 7574/

[ Share the insights! Please email the treasurc you recently discovered ta: zenway.us@gmail.com ]

September 2006 _ _ . _ L - www.SuperinvestorDigest.com



SID MODEL PORTFOLIO

Page 13

Name Ideal Price Key Insights

Quanta Capital 519  Trading at 40% of BV afler lie biggest disaster in insurance industry. Significant insider buys. Two-

Holdings superinvesior buys: Klarman and Brandes. Looks like they reserved more than enough this time.

Timberland Go. TBL 127 ' High retum on asset and tangible capital. High eamings yield. Consistent garnings record ever the
years. Brand power among the party goers,

Fairtax Financial FFH 3110 Current tradin'g"é'l"ﬁ.ﬂ fimes book vaiue, The CE0, with a solid investment management track re-
cord, think FFH deserve 1.5 times book value, tha market average for insurance companies. There
is no clear evidence that the $7 billian reinsurance recoverable is fake.

“oell T "DELL 524 . Acompany with high retum on capital was caught in the slow down of PG industry, Vaiuation near
the low end. Recenlly planning fo open pilot retail stores signaling a changa in sirategy.

Fooistar ¢ FTAR $5.2 High eeir'n'i'héé'ﬁéld and high return on t'éi'n'gib'ie capital. Hidden value in net operalin'g' loss carmied

' forward. Emerging out of barkruptzy. Bad stores closed oul.

HER Block HRB 521 ' Caughtin a morigage industry slow down and a Spitzer lawsuit. But clients for tax reporting and
financial services tend to be sticky.

Symantec SYMC $15 Threat from Micrusofi‘s”é'ﬁtry. CEO cnmpensatjon't'da'high. """"

Gannett GCl §58 Reasonable valuation with no catalyst in media indus'lry. Free cash flow stil declining.

Star Gas SGU $16Risky | Normalized CF can be $0.7 per share. Huge dzbt is removed by arecent re-capitali'zét'ibﬁrblén'.m

Boston Communica- | BCGI $1 Trading below net-net-cash. Huge legal iabilty will bankrupt the firm, but insiders are buying. Whal

tions do thay know that we don't

MoODEL PORTFOLIO
Name Symbol Cost Date Action Key Insights
. . . . Hidden realty +suﬁsidiary values > §120, with the “Next Buffett® miiking cash and
Sears Holings SHLD s 12128005 Strong buy liquidaling assets. ESL's past moves and ideas are impressive. -
. Pending spin-ofis could inject new competitive juce. Sirang cash flow despite of slower

Tyco It e $26.3 172072006 Slrong buy growlh. Insicer buys. Purchases by muttfple superinvestors,

T Near langible BY, smartinsurance velerans from While Mounlain {WTM), BRK holding.

Wonlpelier RE WRH §18 121305 By Rezerved more than enough ihis time. Insider buys,

‘ T ‘Valuation al historical low. Most conservatively stated BV & EPS. ustiike Sam Wallon
Berkshire BRKb | 52765 | BI2GIOS Stong buy | and John D. Rockefeber, a genlus like Bufelt has alraady sel up his i to fly so he
relawey | can smile from Heaven. Deeppooloftalents, ,

Penple wailing for *64-bit” lo do major upgrades nex year, Users imprisoned because

Microsolt MSFT $25.8 9/21/2005 Slrong buy lhey den't want leam & new “Word” or “Excef” even if they are free. MSN search is now

e producing beller results than Goagle. N |
: Leader in an induslry depressed for too fong. New pipeline cycle will bagin soan. Man-

Phzer PFE 249 Biaeits Buy agement determined lo boost valualion via corporate events.

...... Gity Councils in China giving WMT the bes! tocations zad they are just beginring. More

Wal-mart W $454 812612005 Buy global expansians are yst o come. Amazing corp culiure.,

Annéus.ér.-“ 49% market share in USA can be duplicated In China. Impressive pricing power, Leam-

Busch BUG 5442 BI262005 Sirang buy ing to compete with wine by saying light drinking is healihy.

""" | Impressive cash flow. A no-brainer at reasanable valualion, Their spor drinks market

Caoca-Cola KO 3418 117105 Strang buy share jumped fram 1% to 20%. New management shuffles created new energy and

sense of urgency {o deliver results. 3 ‘
Global theme park expansion with lacal government putling up the land Thus lowing

Wall Disnay ois 524 1013105 Sirong buy CapEx has huge polential. New CEQ was the undersiudy of a Tom Murphy, a CEQ

R admired by Buffett. e R

Washington Reasaonably valued during a slump of all media stocks. Great managers with Suffett on

Post wro $740 1111112005 Buy the Board. Strang undenining growth at education unitgs.

Added from Neartangible BY, cash flow positive, corporate buyback and buying by insiders and

QLT Inc. ol % 2116 walch list superinveslors, hidden value in real estale, possible upside surprisa in the pipelines.

Marsh &. Normalized eamings power can go higher after 21l the disasters at Marsh ang Putnam.

McLennan MMC 528 12204 Buy Siill a great loll bridge business for the insurance indusiry.
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NOTABLE ACTTTIVITIES OF SUPERINVIESITOIRE 09/01/06

Superinvestors Bought (Eoid;—.' lﬁte'resting.' Unﬁerline ='S.ighiﬁcah't"’/§.} ) Sold

. AQR,HAC, JKA,LLELOS, DHBT,GAV, CDS, WLT, GLA, . .
BAUPOST: Seth Klarman GFN.NAO.POR, EDA, CRB, QNTA AQR'U,GLA'U, HAG, NVL
BERKSHIRE HATHAWAY SNY JRM GPS, LXK, INJ, HRB (28%)

Warren Buffett, Lou Simpson,

BRANDES: Charles Brandes

SLE,TMS,ITP,DLX,SGTL,CQB, TSN, BRL,INTV WNC,DELL, T
B,ALTI,CPWM, HRB MA,BGG,QNTA

DCNAQ, HIT, NWS'A,AMR, POL HPQ,RCII C|
V FBR

CNA Financiat Corp
James Tisch, Joe Rosenberg

AZS,GEL,EPD,RGNC,CLMT, TGP, MWE,ETP PPX, KMR MM
LP,NMP XTEX,CPNO MIC

GLD,SFN,PHG, LINTA,UAUA, SSP,RBN, KW
D.APF

PETER CUNDILL

LCAPANTL,PEE

BAM

DAVIS Selected Advisors
Chris Davis, Ken Feinberg

PG,BBBY,LCAPA, DTV, YSI, TSN, AMT, TOL, UHS,SHLD

FITB, TWX, SVM, PBI

EINHORN, David
Greenlight Capital

MSFT,DH!

LEAP,IPS,BC,GLD

ESL: Edward S. Lampert

SHLD (Buyback at $143)

AN

FAIRHOLME: Bruce Berkowiiz

PD,EMN

MDC.WMB,ETH,CGILGDW

GAMCO: Mario Gabelli

WGR,LCAPA, TRZ,IMGC, ABB,LACO

DCNAQ,ION,BSX . STX,LNC

GRANTHAM, feremy LUKGY, WMI,BRCD, AL, LVLT, DTV, NITE, MMM YNT, MAR, TAM,PWAV,CY

GOTHAM: Joel Greenblat LEA

[CAHN Group JANA Partners .
Carl Icafn, Bary Rosensiein SYMC,CELTTWO,RYL, FAL MU, CNX,BSX, THX

LEUCADIA NATIONAL LU,EMN UAUA

HARRIS ASSOC: Bil Nygren  |LCAPA,WSH, THC,PRM, TV, DOW CCE,RMK,HGT,ADP,MCO

OLSTEIN: Robert Olstein BLT,ANF, AAPL,NAFC,PBI AXP, AVY GTN,PTEN,FTD,PACR

COOPERMAN, Leon, OMEGA  [WMB,NOK,FL,UNH, VIA'B,EXC.HNZ,CG, GLW BSX,CNO,XRX. MCD,SCT

PRIVATE CAPITAL Sherman

ISSX,FULT 1BM,NTBK,IWM, SPY,SKS

MGAM,LINTA, FBN, AMP

PROSPECTOR PARTNERS
John D. Gillespie

GPK,AXS, IBM.RAMR, AET,DYN

ORH,CCC,NRG,FED,TSFG

PZENA, Richard

ROIAK,ZZ,SFCC, TWP,BPOP, CRLAERT,DVN

RBN, AMH, CIT MG

RUANE CUNNIFF: Bob Goldfarb

BBBY MA,GTRC,LOW,RYL,XOM,HDB

MICC,MOVE,PCLN,UPL

SOUTHEASTERN: Mason Haw-
kins

CHK,LCAPA, WEN, IDT

HAS, MNILEQ, SYN

THIRD AVENUE Funds
Marty Whitman

INTC,JRN, MSET, XEC,NZT, TRB, SAFM,LSBK

KEM,DBRN, TQNT,LENS

TWEEDY BROWNE Spears

BOL

MGP,SGP,HNZ

WEITZ FUNDS: Wallace Weitz

CMCSA,CNVR,CECC,APOL,C

CAH,CNC,0S1,Q

September 2006

www.SuperinvestorDigest.com



LAUGHING Al.l. 'I’HE WAV 'I’O THE BANK

Page 15

I WARNING: Let's Tace it the best laughs are sometimes from jokes that are dirty. But if you hate those types, please skip this section.

GOOD FOR THE HEART

fier being told by his
doctar that beans are
goad for the heart, a wealthy
money manager developed
a terrible passion for baked
beans which always had a
samewhat lively effect on
him stamach. After he met
the beautiful woman of his
dreams, he made the su-
preme sacrifice and gave up
the beans; he couldn’t imag-
ine subjecting his new wife
to his beastly emissions.

On his birthday, his car
broke down, so he called his
wife and told her he'd have
to walk home. He waiked
past a cafe and the wonder-
ful arema of baked beans
overwhelmed him. Since he
was still a couple of miles
from home, he figured he
could indulge, and then walk
off any ill effects. So he had
three extra-large helpings of

LEGAL DISCLAIMER

Superinvestor Digest
(SiD) and related web-
sites are prepared solely for
informative purposes ocnly.
Such information may be
inaccurate, unreliable, or
incomplete.  Additionally,
free versions of SiD are pro-
vided on a delayed basis,
and therefore such informa-
tion is likely to be out of
date. Al
perfarm their own independ-

readers should

ent research and analysis
befare making any invest-
ment decisions,

We're NOT acting as invest-
ment advisors here. SiD is
not a broker, a dealer, or a

September 2006

beans, and he "put-putted”
all the way home.

His wife met him at the door
and seemed somewhat ex-
cited. She exclaimed,
"Darling, | have the most
wonderiul surprise for you
for dinner tonight!”

She blindfolded him, and led
him to his chair at the head
of the table, making him
promise not to peek. At this
point, he was beginning to
feel another one coming on.
Just as she was about to
remove the blindfold, the
telephone rang and she
went to answer it,

While she was gone, he
seized the opportunity. He
shifted his weight to one leg
and let go. It was not only
loud, but ripe as a rotten
egg. He gasped and feit for
his napkin and fanned the

registered investment ad-
viser. Nothing here consti-
tutes an offer or a solicita-
tion to buy or sell any securi-
ties mentioned. Nothing
here is intended as specific
investment advice and no
individual should make any
investrment decision based
solely an any recommenda-
tion ar analysis provided
here. Reliance upon any
opinion, advice, statement,
memorandum, or informa-
tion anywhere in this publi-
cation is at the reader's sole
risk, and each reader bears
responsibifity for its own

research and investment

air about him. He had just
started to feel better, when
another urge came on. This
ene sounded like a diesel
engine rewving, and smelled
worse. He tried fiapping his
arms, to clear the air. But
anather gne snuck aut, and
the windows rattled, the
dishes on the table shook,
and a minute later, the flow-
ers on the table were dead.

When he heard his wife
ending her conversation, he
neatly laid his napkin on his
lap and foldad his hands an
top of it. He was the picture
of innacence when she
walked in.

Apologizing for taking so
long, she asked if he had
peeked at the dinner. He
assured her he had not, so
she removead the blindfald
and yelled, "Surprisa!!l”

decisions.

Principals of SiD, entities
affiliated with them, and
premier subscribers of Sib,
may have already estab-
lished positions in the in-
vestment ideas describad
here and may own, sell or
buy any such security at any
time,

Under no circumstances
shail any member, officer or
representative of SiD be
held liable for any loss di-
rectly or indirectly incurred
by any individual or individu-
als as a result af any invest-
ment mentioned, profiled, or
published here,

(GROSS & HILARIOUS: DO NOT READ AFTER MEALY)

To his shock and horrar, there
were twelve dinner guests
seated around the table for
their money manager's surprise
birthday party.

nfrlngement of a
ght Any repraduction,
display or

al - or  electronic,
prior written
v 0s strictly
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