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CURRENT OUTLOOK: OUR STRATEGY,
THE ECONOMY AND THE STOCK MARKET

Unless one has a long term perspective, the current
market environment presents an investment
quandary: how can one avoid losing money, much
less make any?

The interest rates on cash, safe bonds and bank
term deposits are all lower than the current annual
inflation rate which is 4.2% and accelerating.1

[Notes appear at page 10.] Buying a one-year bank
deposit paying 3.5% interest amounts to a commit-
ment to lose 2% of real principal after deducting
taxes and inflation. With the stock market going
down it is questionable whether a stock market
index will be any more rewarding than fixed 
dollar investments over the next year.

Our strategy

We seek to profit from the superior long-term
returns on common stocks while avoiding perma-
nent loss of capital and minimizing volatility to
assure clients’ peace of mind.

Over the past few years we saw growing risk
to the economy, the U.S. dollar, and the stock 

market arising out of the rampant speculation in
real estate and the questionable monetary policy
of the Federal Reserve (‘‘the Fed’’). Accordingly, 
to hedge, i.e., to offset those risks, we have estab-
lished significant positions in Newmont Mining
Corp. (NEM), Pan American Silver Corp. (PAAS),
Prudent Global Income Fund (PSAFX) and
Prudent Bear Fund (BEARX).

The Prudent Bear Fund is a no-load mutual
fund designed to rise in value if the stock market
declines. The Prudent Global Income Fund is
designed to rise in value if the U.S. dollar declines.2

NEM and PAAS are, respectively, engaged in 
the mining of gold and silver. Historically, 
precious metals and the companies that produce
them have been an effective hedge against rising
inflation, and rising inflation is what we have been
concerned about for some time now.

Over the past year these four investments have
performed as indicated in the accompanying table.
In order to increase and diversify our commitment
to precious metals we also recently invested in
Market Vectors Gold Miners ETF (GDX), which 
is designed to replicate the AMEX gold mining
stock index by holding shares of about 35 gold
mining companies.

One year returns: 6-30-07 to 6-30-08
Prudent Bear Fund + 20.31%
Prudent Global Income Fund + 10.82
Newmont Mining + 34.56
Pan American Silver + 31.33
Unweighted average + 24.26

These four commitmentshelpedour clients avoid
a setback in the recent stock market difficulties. On
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average, CVM clients’ accounts were up around 4%
net of fees for the 12 months ended June 30, 2008
compared to a loss of 13.19% in the S&P 500
including dividends.

Weakness of the U.S. dollar

The decline of the US dollar (‘‘USD’’) is evidence
of the world’s vote of no confidence in the mone-
tary policies of the U.S. Government, even though
the American economy is still a world leader. 
Over the past six years the value of the USD 
has fallen 37% against an index of monies of 
six key countries.3 Some Americans are also voting
against the dollar, by putting money into one 
or more Exchange Traded Funds (ETFs) that 
hold currencies of other countries.4 The rise in the 
price of gold, silver, and other precious metals
and commodities, including petroleum, is further 
evidence of loss of confidence in the dollar.

Inflation, investments, unemployment, deficits
and Government statistics

Persistent inflation continually erodes or reduces
the value of cash holdings, stocks and bonds.
Nevertheless, company shares have fared well
against inflation, far better than cash and bonds.
Over the 80-year period 1928-2007 large company
shares purchased with an eye to value provided an
average annualized return that was 8.6% greater
than the rate of inflation as measured by the
Consumer Price Index (‘‘CPI’’).5

Although any definition of ‘‘inflation’’ is
debatable and subject to various qualifications, in
our view the most useful definition is that inflation
is essentially a monetary phenomenon – an increase
in the volume of money and bank credit in a 
society that is greater than the increase in the 
value of goods and services produced in that 
society. U.S. Government statistics on ‘‘inflation’’
are stated in terms of price changes to the CPI.
However, under the definition we favor, price
increases are caused by inflation but are not 
inflation itself.

In support of the monetary definition of infla-
tion, suffice it to point out that currently the rate

of inflation is running around 1% per year in
Switzerland while in Zimbabwe currently inflation
is over 150,000% per year, rivaling the great 
hyper-inflations of Argentina in the late 1980s 
and Germany in the early 1920s. Excessive issuance
of money by a government is the cause of such
hyper-inflations.

Over the past 45 years, the U.S. Government
has made a number of changes in the method of
accounting for Government debt, unemployment
and the cost of living. These were all bi-partisan
changes; if made during a presidential adminis-
tration of one party they were continued by the
other.6 If the Government now measured changes
in the CPI with pre-1998 methods it would be
increasing at the rate of 7.3% per annum; and it
would be rising at the rate of 11.6% per annum 
if pre-1982 methods were still in use.7

Prices can also fluctuate due to supply and
demand. The recent rapid increases in food and
gasoline prices are due more to supply and
demand factors than to monetary inflation. For
example, it appears that the subsidy paid to U.S.
farmers to produce corn for the ethanol fuel 
market is contributing to a global rise not only in
the price of corn, but also in the price of wheat 
and rice as people around the world substitute
wheat and rice for corn products in their diets.

Retail gasoline prices and the U.S. dollar

A significant part of the recent gasoline price rise
in America is due to the loss in value of the USD.
The U.S. dollar is the currency in which petroleum
is bought and sold on the world market. The USD
has declined in relative value due to the monetary
policy of the United States over the past six years.
Over this time the Fed cut its short-term interest
rates drastically on two separate occasions, the
first in an apparent attempt to bolster the stock
market in the early to middle years of the 
current decade, and the second time in an obvious
attempt to support the U.S. real estate market
since last August.8

As illustrated in the graph entitled ‘‘Money
and Oil,’’ over the past six years the price of crude
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oil has tripled in terms of the Euro, but has 
quintupled in terms of the USD. Accordingly, 
it is apparent that in California we would now 
be paying about $1.40 per gallon less if the USD
had not lost so much relative value. However, 
the largest part of the price rise is due to global
demand rising faster than supplies.

Declining production in a number of areas,
including Mexico, Nigeria, the North Sea, Russia
and Venezuela is largely offsetting production
increases in other countries. Rising consumption
in developing countries worldwide continues to
offset lower consumption in developed countries,
such as the U.S.9

Retail gasoline prices vary widely around the
world. Gasoline is still relatively cheap in the U.S.
compared to prices in all other industrialized
nations, where the price translated into the USD
runs from 18% higher in Japan to 27% higher in
Canada, and in Europe to a median price more
than double the U.S. price.

Taxation is the chief reason for the price differ-
ential. Taxes are lower in the U.S. than in all other
developed countries. Take away the taxes, and the

remaining gas price is similar in the developed
nations, averaging about US $3.80 per gallon.10 Oil
companies’ profits amount to less than 6% of the
retail price in the U.S., while all taxes, directly at
retail and indirectly on the oil company, amount 
to five times as much as oil company profits.11

The recent sharp rise in gasoline prices is 
similar to what occurred in the 1970s. Since 2002,
U.S. gasoline prices have increased 77% on an
inflation-adjusted basis (using the CPI to stand 
for inflation). That is similar to the CPI-adjusted
increase of 84% from 1973 to 1981. In the 1980s 
normal operation of the law of supply and
demand gradually worked to increase supplies
and reduce demand to the point that by 1986 
CPI-adjusted prices had reverted to the level of
1970, where they remained until 1998.

Petroleum is vital to global transportation.
There are 800 million cars in the world, a ratio of
one car for each eight persons. Petroleum-based
products also fuel trucks, buses, trains, airplanes,
boats and ships around the world.

The world is not running out of petroleum.
There are enormous known but as yet untapped
global deposits. The U.S. and Canada alone have
untapped reserves adequate for hundreds of years
at the current rate of consumption. More is being
found all the time, for example a recent large 
discovery already being developed by Chevron 
in Kazakhstan (central Asia) and another large
discovery by the Brazilian national oil company
off the coast of southern Brazil.12

Advancing technology will increase not only
new discoveries of petroleum but will increase
the supply from already known petroleum
deposits. Furthermore, technology will help
reduce the rate of consumption by increasing the
efficiency of the engines that use petroleum.
Already gas-electric hybrid motor vehicles avail-
able in the U.S. use half as much gasoline per mile
as the average for conventionally powered cars. An
even greater reduction – to only 20% of current fuel
consumption per car – could be forthcoming within
a relatively few years from the potential use of
hydrocarbon based fuel cell technology for hybrid
vehicle applications.13
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The economy

During the stock market boom of the late 1990s
there was a positive wealth effect, manifested by
increased spending and borrowing that boosted
economic activity. After the stock market turned
sharply downward in 2000-2001 and the economy
went into recession, the Fed cut interest rates 
all the way down to 1% in an effort to stimulate
business activity.

The Fed succeeded in turning the stock market
around. However the low interest rates engen-
dered a credit bubble. The credit bubble financed
a housing boom far larger than the preceding stock
market boom and a boom in speculative activities
by ‘‘private equity’’ funds, hedge funds, and issuers
of arcane, asset-backed, derivative debt securities.

In aggregate, this was by far the largest credit
bubble in history, both in scope and geographic
extent, as lenders and borrowers all over the world
engaged in a binge of lax lending, borrowing, 
and speculation. This giant credit bubble started 
to deflate early last year, causing enormous 
difficulties in the overall economy. There is greatly
reduced activity and employment in home sales,
new construction, renovation, mortgage origina-
tions, home furnishings, and in the financial serv-
ices industry. Unemployment is up and consumer
confidence is at the lowest level in decades.

Problems of this type are not confined to the
U.S. It remains a truism that when the U.S. sneezes
the rest of the world catches cold, especially in the
developing countries that profit from selling to the
U.S. market. The credit bubble and subsequent asset
price inflation was a worldwide event. With asset
values now deflating around the world the U.S.
and global economies have entered a slowdown
that central banks want to prevent becoming not
just a recession, but possibly a depression.

However, the U.S. economy has depth and
resilience. The U.S. is and will continue to be a world
economic leader. America has high quality com-
panies that can compete successfully worldwide.

A representative sampling of globally com-
petitive U.S. companies includes the entire U.S. 
pharmaceutical and biotech industry; Medtronic,
Stryker, Zimmer Holdings, and Johnson & Johnson
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in medical equipment; Chevron and other large
American oil companies; 3M, etc. We own shares
of such companies for our clients’ accounts.

U.S. manufacturing productivity and employment

We are not going into recession because of a drop
in U.S. manufacturing employment. As illustrated
in the accompanying graph, ‘‘The Productivity
Revolution,’’ America’s manufacturing output, as
measured by the Federal Reserve, is up seven-fold
since 1950, but manufacturing jobs as a share of 
all jobs have fallen from 30% to 10%. The cause is
not cheap labor costs of foreign competitors. It is 
technology and productivity. Even the rapidly
growing Chinese manufacturing industry has
experienced recent periods of falling employment
due to increasing productivity.14

The same thing occurred in American agri-
culture, the most productive in the world. At the
beginning of the 20th century the United States
was a largely agricultural nation with the majority
of Americans working on farms. Today just 2% of
workers are employed in agriculture but they pro-
duce far more than the 50% of workers employed
on the farm produced 100 years ago.

The stock market

The overall stock market still has more downside
risk than upside potential, as illustrated by the
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accompanying graph of the price/earnings ratio
for the S&P 500 since 1980. That graph implies that
from current levels it would take a further decline
of 30% to return the S&P to its historical average
price/earnings ratio around 15.

Excessively high market prices fully explain
the recent negative returns to most of the best
mutual funds. Over the past few years most mutual
funds were fully invested in the stock market,
with virtually no cushion from cash reserves and
no protective hedging such as the type our firm
has employed. International diversification did
not help as foreign stock markets also have been
falling in recent months.

Over the recent past we have been finding
pockets of opportunity and value in the stock 
market, for example our investments in health
care companies. We now have investments in eight
such companies including Abbott Laboratories,
Amgen, Bristol-Myers Squibb, Johnson & Johnson,
Medtronic, Pfizer, Stryker and Zimmer Holdings,
totaling 13.6% of assets under management at June
30. These companies are engaged in enormously
beneficial activities, and as a group should have
strong profits, and provide a reasonable invest-
ment return over the long term.

We follow and analyze America’s best com-
panies, waiting for a reasonable price to buy their
shares, as exemplified by our recent purchase of
shares of Medtronic, Inc.

MEDTRONIC:
A BARGAIN PURCHASE OPPORTUNITY

FOR SHARES IN A TRUE GROWTH COMPANY

One of the best and easiest ways to accomplish 
the goals of value investing – to increase wealth
safely and steadily over the long term – is to buy
shares of high quality companies when they are
available at reasonable or, better yet, bargain
prices. The price and earnings graph of Medtronic,
Inc., on page 6, illustrates a current opportunity
of this type.

Medtronic (symbol MDT) is a leading medical
technology company focused on the research,
design, and manufacture of instruments that 
alleviate pain, restore health, and extend life.
Established in 1949, this Minneapolis based com-
pany developed the first wearable external cardiac
pacemaker in 1957 and the first reliable long-term
implantable cardiac pacing system in 1960.

MDT has greatly benefited humanity through
its ability to provide products that save and
improve lives. The company has expanded its
product line over the past fifty years to include
instruments and devices for the treatment of a wide
variety of diseases and illnesses including cardiac
rhythm disorder, cardiovascular disease, spinal
conditions and musculoskeletal trauma, ear, nose
and throat conditions, neurological disorders, 
urological and digestive problems, and diabetes.

Medtronic has tremendous global reach: in the
past year, its products were used in 120 countries
and international sales accounted for 35% of total
revenues. Global demand for its cutting edge
products has enabled Medtronic to steadily
increase its sales and earnings for decades. The
reasons for Medtronic’s tremendous growth, 
consistent profitability and outstandingly strong
financial position are a company culture that fos-
ters continual innovation and managers who keep
a watchful eye on production and marketing costs. 

The complexity of MDT’s products and the
brand value held by Medtronic combine to create
a high barrier to entry for competitors aspiring to
chip away at the company’s market dominance.
Medtronic’s sustainable competitive advantages
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have built what Warren Buffett would call a ‘‘wide
moat’’ protecting its business. 

Long term returns to Medtronic’s shareholders
are impressive. Dividends have been paid contin-
uously for the past 31 years and have increased by
an average of 16.5% annually for the past decade.
The company recently stated its expectation to grow
earnings within the annual range of 11% to 14% for
the next five years. The rewards will be passed
along to shareholders in the form of increased
dividends and substantial share buybacks.

When a well-established company with a 
profitable business and strong financial position
has shares that are undervalued in the market,
repurchasing shares is often the best course of
action to increase shareholder value. After a share
buyback the ongoing shareholders will hold a
larger portion of the company’s total shares and
earnings per share will increase even if total earn-
ings remain unchanged. It is not just company
money being used to repurchase Medtronic shares
now; with nearly $15 million of their own money,
top executives have purchased almost 300,000
shares for their own accounts this year.

The accompanying chart shows MDT’s price
and earnings, illustrating why the current valua-
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tion is appealing. In the chart the PE ratio is 15
when the price line intersects the earnings line. 
On the infrequent occasions when Medtronic’s 
PE ratio is below 20, as it is now, a terrific buying
opportunity is at hand.

There have been three such periods of bargain
pricing since 1990. First, in 1990, the shares changed
hands for 15 times earnings. The buyer at that level
was amply rewarded over the ensuing 18 years
with total capital gains of more than 2,500% (this
equates to nearly 20% per annum). In 1993 MDT
shares again were available at a PE ratio of 15.
Since that buying opportunity, the total return to
shareholders is greater than 1,400%, or more than
19% annually for 15 years.

These opportunities to buy Medtronic shares
at a reasonable price illuminate the wisdom in a
recent statement of Warren Buffett that:

‘‘Stocks are a good thing to own over time. There 
are only two things you can do wrong: You can buy 
the wrong ones, and you can buy or sell them at the
wrong time. And the truth is you never need to sell
them basically.’’

Medtronic’s share price has now declined from
its year 2000 peak to the point where recent buyers
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are receiving value greater than the present cost of
their investment. At the average prices we paid for
clients (and for ourselves), MDT shares were
priced at 18 times current earnings (adjusted for
non-recurring items).

MDT’s dividend now provides a yield of 1.0%
which, while presently modest, is a satisfactory
payment for a company with the ability to grow its
earnings and dividends at a rate better than 10%
per annum. Thus, for a buyer at a PE ratio of 15 
in 1990 when the yield was only 1.3%, the current
annual dividend provides a yield on cost of
approximately 25%. Similarly, on a buy at 15 times
earnings in 1993 the current dividend provides a
yield on cost of 14%.

Disciplined patience is required to buy only
when a company’s shares are offered at bargain
prices. In the case of Medtronic, this amounted to
three relatively brief buying opportunities spread
out over nearly two full decades.

For those who bought impatiently when MDT’s
shares were over-priced, even such a terrific com-
pany could prove a disappointing commitment for
many years.

In 1991 and 1992, when all of the news was
favorable and the stock price appeared headed for
the stratosphere, buyers of Medtronic shares were
quickly disappointed. The share price declined
50% from its 1991 high within a year and stayed
well below that high point for an unpleasantly
long time. It is a rare shareholder who can stomach
an immediate 50% decline and then hold on for
better days. Usually someone who pays little or no
attention to the price to be paid is driven out of the
stock during such an episode.

Buyers of Medtronic shares between yearend
1998 and yearend 2000 have suffered through
nearly a decade of mediocre returns, or worse still,
have already sold out at a loss. In 2000, MDT shares
rose to an abnormally and unsustainably high 
P/E of 69 times earnings. The inherent growth in
Medtronic’s business could not support such a
lofty valuation for years to come; consequently,
Medtronic shares have traded below their year
2000 high in each of the past eight years.

Meanwhile, MDT’s per share earnings have
increased 168% since 2000 and the share price has
declined 20%, producing the current valuation of
19 times earnings, where the share price represents
good value.

Throughout the period of over-pricing from
yearend 1998 through yearend 2000, Medtronic
issued shares to raise capital when management
knew the share price was absurdly high. Value
conscious Medtronic management effectively did
the opposite of what it is doing today. This sale of
shares at an overvalued level fulfilled the latter
half of the investment mantra ‘‘buy low and sell
high.’’ Recent insider purchases and the com-
pany’s stock buyback plan satisfy the ‘‘buy low’’
component of successful investing.

PAYING FOR COLLEGE

A college degree has become today’s equivalent 
of a high school diploma for earlier generations 
of Americans. The rise in demand for college is
understandable. A college degree makes it easier
to find work because someone with a college
degree is more likely to have the personal attrib-
utes employers are looking for – cognitive ability,
maturity, self-discipline, communication skills 
and motivation. College educated Americans 
generally earn significantly more than those with
only a high school education.

Parents naturally want the best education 
for their children. However, the cost of college is
daunting for many families. According to a recent
New York Times/CBS News poll, 70% of parents
surveyed were ‘‘very concerned’’ about how they
would pay for college; families often must draw
on savings, federal loans, bank loans and home
loans to cover college costs.15

Before parents reach for their check book, 
they should understand they may not get what
they are paying for, unless before going to college
their children are already fairly well educated and 
academically motivated. Over half of high school
students taking college entrance examinations are
academically unprepared for college according to
the two leading college entrance examinations,
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SAT and ACT.16 More than 50% of students at four-
year colleges lack basic literacy and arithmetic skills,
such as the ability to compare credit card offers
with different interest rates or summarize the
arguments of newspaper editorials.17 And less than
one-third of college graduates have the ability to
understand lengthy written materials.18

Anecdotal evidence abounds that even among
students at elite private colleges there can be a 
surprising amount of ignorance. For example,
recently a college professor lecturing to a class of
undergraduates at an elite university found that a
handful knew that Illinois was located somewhere
in the Midwest, but most did not know where
Illinois was located on the map.19

When children reach college age parents are
already in their middle years. That is a time when
parents should be making progress towards finan-
cial security in their older years by building up retire-
ment savings and paying down a home mortgage.

The cost of college is more than a family can
afford if, to pay for college, it is necessary to use 
up savings and mortgage the family home. Before
parents impoverish themselves to pay for college
they ought to consider whether they would look 
to the children for old-age support, and if so they
ought to discuss this with their children.

College costs have increased twice as much 
as the cost of living over the 25 years 1978-2003.20

There appears to be a linkage between rising costs,
a rising demand for higher education and increased
government subsidization of higher education.21

The high cost of college is not an insurmount-
able barrier to a college education. College costs
may be paid by some combination of parental
support, scholarships and grants, part-time work,
loans, and the choice of a less expensive public 
college or university.

There is no doubt that elite – and costly – 
private universities offer a more stimulating 
academic and social environment than a California
commuter college; or that a small, private college
atmosphere may be a much better setting for some
students than a large state university where class
sizes can be massive, teaching assistants are in
charge of many required courses, and the school is

so big and bureaucratic that it is easy to get lost in
the shuffle.

These are important qualitative aspects of 
the choice of college that cannot be quantified.
However, the costs of various choices for college
are quantifiable and can have a major impact on 
a family’s finances.

More affluent families may be able to pay the
costs of elite private universities without sacrific-
ing other financial goals, such as saving for retire-
ment. Children from families of modest means
may be eligible for generous financial assistance.

Colleges practice price discrimination by
charging what the traffic will bear. For families
applying for financial aid, colleges can and do
require detailed financial information to determine
just how much the family can pay. Parents of
applicants are required to submit a statement on a
standardized form that asks about family income,
assets, financial liabilities, etc.22

Wealthy families pay full fare. Students from
families of modest means can get a free ride. The
high costs of college are most burdensome to 
families with incomes too low to afford all the
costs of expensive higher education, but too high
to qualify for federal government financial aid via
grants or loan guarantees.

The dilemma of cost is most acute when chil-
dren of a middle class family have high academic
achievement that qualifies them for an elite uni-
versity. Currently, annual family income in excess
of $50,000 makes a student ineligible for a variety
of federal financial aid programs. Most student
loans are guaranteed by the federal government,
although there are also non-governmental sources
of financial aid including student loans as well as
scholarships, grants, and partial tuition waivers by
the colleges themselves.

High cost, prestigious colleges are expensive;
they also have exacting entrance requirements that
preclude admission to many students with out-
standing academic achievement. Less prestigious
private colleges are easier to get into, but may be
just as costly as the elite institutions.

Recently, a few of the wealthiest and most
prestigious colleges and universities – 50 out of the
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nation’s more than 2,500 four-year colleges – have
announced that they will waive all, or a significant
part, of the tuitions for children of families that have
annual income below a specified level, ranging from
$60,000 up to $180,000 depending on the college.23

For California residents, four years of higher
education culminating in an undergraduate college
degree could cost anywhere from $14,000 to
$200,000. The higher figure is for living away from
home while attending an elite private university.24

The lower figure is for those who live at home
with parents all four years, attending a communi-
ty college for the first two years and completing
their degree requirements at one of the 23 cam-
puses in the California State University System.

There are 32 public universities in California
between the nine campuses of the prestigious 
and relatively expensive U.C. system and the less
expensive California State University system with
23 campuses. For students attending college 
away from home at a California public university, 
the four-year costs range from $70,000 in the
California State University System to $88,000 in
the U.C. system.25

A considerable number of college graduates go
on to post-graduate education, adding two to four
years of schooling with attendant costs at least 
half again as much as the undergraduate expense.
Accordingly, to pre-fund the higher education costs
of two children, each attending an elite college and
graduate school, could require the parents to save
as much as $25,000 a year for 18 years.26

If parents are unable or unwilling to pay all the
costs of a child’s choice of college and graduate
school, a student may choose to finance the rest of
the cost with loans. Some who do, end up gradu-
ating with debt burdens of $100,000 to $150,000 just
for an undergraduate degree.Paying that much debt
over a standard 10-year repayment schedule would
require $20,000 to $30,000 a year of pre-tax income.27

For students who borrow too much, drop out
before graduation, or earn less than they antici-
pated, the result can be financial hardship, ruined
credit, and default. Today, one in ten student 
borrowers default on their loans within a decade
of leaving school.28

45% of college students are in credit card debt;
some university administrators report that they lose
more students to credit card debt than to academic
failure; and students currently are graduating 
from undergraduate programs with an average 
of $28,000 of debt between loans and credit cards.29

The tradeoff between perceived quality and
cost at various colleges presents a difficult choice
for parents and students, one that can only be
made by each family for itself.
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MODEL PORTFOLIO UPDATE

The Model Portfolio was inaugurated on December
31, 1986 with hypothetical starting capital of exactly
$200,000.00. There have been no capital additions
to the Model Portfolio. The only withdrawals have
been hypothetical management fees.

The table on page 12 shows the performance of
the Model Portfolio, the Model Portfolio’s com-
mon stocks, and the S&P 500 Index. The objectives
of the Portfolio are, in order of priority, capital
appreciation from marketable equity and equity-
related securities,which at 6/30/08 comprised 79.7%
of the Model (compared to 76.8% three months ago);
and stability from inclusion of cash equivalents
and fixed income and related securities, which at
6/30/08 comprised 20.3% of the Portfolio (compared
to 23.2% three months ago).

Additions: We added to existing holdings in
Bristol-Myers Squibb, 200 shares; and UnitedHealth
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Group, 600 shares. We initiated positions in Market
Vectors Gold Miners ETF (GDX), 1,000 shares and
Stryker Corp., 125 shares.

Eliminations: Covidien, 125 shares; Syneron
Medical, 880 shares; and Windstream, 207 shares.

Stryker Corporation (SYK) has two main
product lines: orthopedic implants and devices
(spinal, hip, knee, and shoulder) and medical &
surgical equipment (endoscopes, communications,
imaging, and emergency medical equipment).

Headquartered in Kalamazoo, Michigan, in
2007 SYK had $6.0 billion in sales and nearly $1 
billion in net income. It has an impressive long-
term record of growth in sales and earnings. Over
the past ten years sales have grown 512% and net
income 698%. 75% of sales are in the U.S. and SYK’s
international business is robust and growing.

Stryker was founded in 1941 by Homer Stryker,
MD, an orthopedic surgeon in Kalamazoo, Michigan.
The Stryker family still owns 20% of the shares.
Current managers also own significant amounts 
of the shares, including $1.2 billion worth of stock
owned by Board Chairman John W. Brown.

The company’s financial condition is fortress-
like, with no long term debt, and current assets a
remarkably high 4x current liabilities. As of the end
of last year the company had cash and marketable
securities of $2.4 billion, nearly $6 per share.

Dividends were first paid in 1991, have been
raised for 15 consecutive years, and have increased
at the rate of 24% per annum the past ten years.

NOTES

01U.S. Dept. of Labor, Bureau Of Labor Statistics, Consumer Price
Index, All Urban Consumers – (CPI-U), May 2008 over May 2007.

02For a detailed description of the tactics of each fund, see 
www.prudentbearfunds.com

03See ‘‘The Day of the Dollar,’’ by J. Fleishman, Los Angeles Times, 
6-22-08, page A1, A12.

04ETFs are available for the euro, the British pound, Japanese yen,
Swiss franc, and the Canadian and Australian dollars, among others. 

05Morningstar, Ibbotson SBBI 2008 Classic Yearbook: Market Results for
Stocks, Bonds, Bills, and Inflation 1926-2007, pages 26, 155-156, and
Tables C-1 and C-7, pages 294 and 330.

06See ‘‘The Fed’s inflation gauge isn’t realistic, critics say,’’ by D.
Calbreath, San Diego Union-Tribune, 4-17-08, citing, among others, John
Williams of Shadow Government Statistics, www.shadowstats.com

07‘‘The Consumer Price Index,’’ by Walter J. Williams, www.shadow-
stats.com/article/56

08A recent book, Greenspan’s Bubbles (2008) by William A. Fleckenstein,
citing Federal Reserve documents, argues persuasively that 20 years
of Federal Reserve irresponsible monetary policies caused successive
booms and busts in the stock market and in real estate, leading 
to speculative misallocation of economic resources and wealth
destruction for much of the American public.

09U.S. Energy Information Administration, Short-Term Outlook, June
10, 2008 http://www.eia.doe.gov/emeu/steo/pub/contents.html

10‘‘Savoring Bargains at the American Pump,’’ by B. Marsh, New York
Times, 6-29-08.

11See ‘‘Investing in Oil Company Shares,’’ Investment Values, July 2007.
12The abundance of fuel resources and the role of technology in provid-

ing access to energy is the subject of an excellent book, The Bottomless
Well (2005) by Peter Huber and Mark Mills reviewed in Investment
Values, April 2005.

13The use of hydrocarbon based (solid oxide) fuel cells could decrease
dependency on oil and natural gas resources, first in distributed 
residential and commercial applications and subsequently in hybrid
vehicle applications according to Peter B. Bos, President of Polydyne,
Inc., former Director of the Department for New Energy Resources
Development at the Electric Power Research Institute, B.S.,
Aeronautical Engineering, Massachusetts Institute of Technology,
MBA, UCLA Anderson Graduate School of Business Administration. 

14See ‘‘Manufacturing Employment in China,’’ by J. Banister, U.S.
Bureau of Labor Statistics, Monthly Labor Review, July 2005,
www.bls.gov/opub/mlr/2005/07/art2full.pdf

15‘‘Fewer Options to Pay for Costs of College,’’ by J. D. Glater, New York
Times, 4-12-08.

16PBS News Hour, www.pbs.org 8-30-05.
17‘‘New Study of the Literacy Skills of College Students,’’ American

Institutes for Research, 7-19-06, www.air.org/news/documents/
Release200601pew.htm

18Findings of the National Assessment of Adult Literacy, U.S. Dept. of
Education, quoted in ‘‘Proof of Learning at College,’’ New York Times
editorial, 2-26-06.

19This incident was related by Professor Fred Siegel in his book review
of Troublemaker: A Personal History of School Reform Since Sputnik, by
Chester E. Finn, Commentary and commentarymagazine.com, June 2008.

20Vedder, Richard, Going Broke by Degree: Why College Costs Too Much
(2004) chapter 1.

21Vedder, note 20 above, pages 20-21, 26-27, and 195-196; and ‘‘True
Cost of Higher Ed Is Hidden By Rising Tide of Government Subsidies,”
by Thomas Sowell, Investor’s Business Daily, 4-23-08.

22Vedder, note 20 above, pages 67-72.
23See ‘‘The New Math of College Financing,’’ by A. M. Chaker, The Wall

Street Journal, 4-21-08.
24The expenses of five typical elite colleges were detailed in ‘‘A Hard

Test In College Finances,’’ by K. Kristof, Los Angeles Times, 9-9-07.
25Current costs of attending these institutions are set forth at

CaliforniaColleges.edu, Standard Educational Expenses Chart,
www.californiacolleges.edu/finance/how-much-does-college-cost.asp

26Assumes savings are invested to earn a return of 3% per annum net
of inflation and taxes.

27Assumes interest is included at the currently prevailing interest rate
of 8% on college loans.

28‘‘Popping the Tuition Bubble,’’ by K. Carey and F. Hess, 6-12-08,
The American, www.american.com/archive/2008/june-06-08/popping-
the-tuition-bubble-1

29See Welcome to Children’s Financial Network, http://www.childrens-
financialnetwork.com
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Unit Total Market Pct.

Quantity Security Cost Cost Price Value Assets Yield

EQUITIES

120 3M Company 74.16 8,898.97 69.59 8,350.80 0.6 2.9
150 Abbott Laboratories 40.73 6,110.00 52.97 7,945.50 0.5 2.7
475 Amgen Inc 62.13 29,512.39 47.16 22,401.00 1.5 0.0
400 Arthur J. Gallagher & Co. 28.10 11,241.92 24.10 9,640.00 0.7 5.3
400 BB&T Corporation 34.56 13,824.00 22.77 9,108.00 0.6 8.3

2 Berkshire Hathaway-A 2,848.20 5,696.40 120,750.00 241,500.00 16.4 0.0
5 Berkshire Hathaway-B 1,041.00 5,205.00 4,012.00 20,060.00 1.4 0.0

1,100 Bristol Myers Squibb 25.65 28,217.93 20.53 22,583.00 1.5 6.0
200 Buckeye Partners LP 43.08 8,616.00 42.77 8,554.00 0.6 7.9
300 Chevron Corp 36.31 10,893.00 99.13 29,739.00 2.0 2.6
500 Donnelley & Sons 24.62 12,310.00 29.69 14,845.00 1.0 3.5
150 Exchange Bk Santa Rosa 73.28 10,992.50 83.50 12,525.00 0.9 7.3
630 Johnson & Johnson 61.22 38,570.39 64.34 40,534.20 2.8 2.9

1,000 Market Vectors Gold Miners ETF 46.34 46,344.75 48.59 48,590.00 3.3 1.5
550 Medtronic Inc. 50.62 27,838.40 51.75 28,462.50 1.9 1.4

1,975 Newmont Mining Corp 42.92 84,768.92 52.16 103,016.00 7.0 0.8
2,000 Pan American Silver Corp 17.33 34,662.35 34.58 69,160.00 4.7 0.0

500 Pennsylvania Rl Est Tr 17.06 8,527.51 23.14 11,570.00 0.8 9.9
2,785 Pfizer Inc 25.60 71,307.61 17.47 48,653.95 3.3 7.3

300 Plum Creek Timber REIT 30.89 9,267.00 42.71 12,813.00 0.9 3.9
125 Stryker Corp 62.07 7,758.61 62.88 7,860.00 0.5 0.5
670 Sysco Corp 31.48 21,094.49 27.51 18,431.70 1.3 3.2
900 UnitedHealth Group, Inc. 41.51 37,355.78 26.25 23,625.00 1.6 0.1
900 Wal Mart Stores Inc 44.03 39,625.20 56.20 50,580.00 3.4 1.7
485 Walgreen Co. 38.65 18,746.59 32.51 15,767.35 1.1 1.2

1,611 Washington Federal 10.36 16,680.00 18.10 29,150.23 2.0 4.6
700 Washington REIT 14.05 9,832.77 30.05 21,035.00 1.4 5.8
450 Weingarten Realty Investors 18.06 8,126.00 30.32 13,644.00 0.9 6.9
435 Zimmer Holdings Inc 67.79 29,490.76 68.05 29,601.75 2.0 0.0

 MUTUAL FUNDS 

28,230.075 Prudent Bear Fund 5.79 163,401.00 6.76 190,835.31 13.0 2.9
6,409.579 Prudent Global Income Fund 12.47 79,910.00 13.43 86,080.65 5.9 5.7

 FIXED INCOME 

10,000                     Kaiser Permanente 99.68 9,968.10 99.70 9,970.20 0.7 3.6
3.450% Due 05-01-11
Accrued Interest 57.50 0.0

Cash 204,307.51 201,365.52 13.9 1.6

1,468,055.15 100.0 TOTAL PORTFOLIO

243,311.00

661,515.24 979,745.98

276,915.96

9,968.10 10,027.70 0.7

CASH & EQUIVALENTS

66.6

18.8

MODEL PORTFOLIO: June 30, 2008
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Subscription Information: Investment Values is published by Cheviot Value Management, Inc. four times annually, usually in January, April,
July and October. One year’s subscription price is $50.00. Single issues are $15.00. Contact information: 100 Wilshire Blvd., Suite 2020, Santa
Monica, CA 90401; (310) 451-8600; email: contact@cheviotvalue.com; web address: www.cheviotvalue.com.

Investment Values is intended to be a source of educational information about investments and related topics. Comments about specific securi-
ties (stocks and bonds) are NOT intended to be recommendations that readers purchase or sell such securities. Such comments are intended to
explain to readers and investment clients why such securities have been or may be purchased or sold within a diversified portfolio such as the
portfolios of the investment clients of Cheviot Value Management, Inc.

Copyright © 2008 Frederic G. Marks. All rights reserved. Reproduction in whole or in part is not permitted without advance written consent.

When investing clients’ funds, securities listed in the Model Portfolio are the primary choice, provided, in our opinion, a Model Portfolio
security then represents good value. However, inclusion of a security in the Model Portfolio is not necessarily intended as a purchase
recommendation at the current price because a security may be retained in the portfolio as a long-term investment even after its price
has advanced well above a bargain purchase level.

Past performance is no guarantee of future results. Any investment in marketable securities has the possibility of both gain and loss. Model
Portfolio results do not represent actual trading and may not reflect the impact that material economic and market factors might have
had on our decision making in accounts where clients’ funds are actually under management. Clients’ results can differ materially from
the results of the Model Portfolio based upon a difference in a client’s investment objectives, differing asset allocation, and a need to buy
and sell securities on account of a client’s withdrawals from or additions to the account.
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Total return for one year; returns for periods greater than one year
are annualized; all returns include dividends and interest; all Model
returns are net of commissions and fees. Periods ended 6/30/08.

Since Inception:
1-year 3-year 5-year 8-year 10-year 12/31/86______ ______ ______ ______ _______ _________

Model Portfolio 2.59% 6.64% 7.19% 7.33% 5.65% 9.73%

Model Portfolio Equities 0.23% 7.78% 10.42% 10.20% 8.41%

S&P 500 Index -13.19%- 4.38% 7.58% 0.09% 2.87%


