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Current Observations

Happy Independence Day!

By Paul Sutherland, CFP®

I realize that I am lucky. I was born in the United States of America, a
country that just by chance had some radical guy, Thomas Paine, write and
publish in January 1776, a provocative book with the simple title, Common
Sense. He challenged the authority of the British government, openly
asking for independence, all the while speaking to common citizens.
Gordon S. Wood, Pulitzer Prize-winning author and history professor at
Brown University, called Paine’s book, “The most incendiary and popular
pamphlet of the entire revolutionary era.” Based on its circulation and the
size of America at the time, the book still stands as the best-selling largest-
circulating book in U.S. history.

Common Sense most likely was a catalyst that mobilized not only the
educated and aristocratic colonists, but also the average person paving the
way for the Declaration of Independence to happen on July 4, 1776.

I typed “Declaration of Independence” in the Wikipedia search box expecting,
of course, the document signed July 4, 1776, to just pop up, but nothing
of the sort happened. Rather, links to more than five dozen “declarations
of independence” appeared, starting with Albania’s declaration of
independence from the Ottoman Empire in 1912 to Vietnam’s from
Japan in 1945. Of course, countries like Canada and Australia achieved
independence through negotiations, while Taiwan’s is de facto and simply
says, “Were independent” of China.

I do not bring this up for a history lesson, but rather to make several
points. First, the revolution didn’t “just happen” in July of 1776. Many
factors, including tea parties, slaughters, taxes and second-class citizenship
for our forefathers led up to a historical event.
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Second, we are not alone. Lots of
countries take as much pride in
celebrating and commemorating their
own day of independence. In other
words, the world, especially where
investing is concerned, is not all about
the U.S., whose population represents a
mere 5% of the entire planet.

Third, how can we learn as investors
from these events?

Fourth, what do we need to unlearn
from our perceptions about history?

I saw my colleague, Jeff Lokken, right
after his day with Warren Buffett at the
Berkshire annual meeting a few months
ago, and I still hear his distillation of
the sage’s wisdom coming in two key
bits: 1) Every investor needs to have
emotional peace, and 2) Every
investor needs to have an accurate

and realistic world view.

“| offer nothing more

than simple facts,
plain arguments, and
common sense ...”

- From Thomas Paine’'s Common Sense

We Americans are proud people. We
are also self-reliant and often don’t
acknowledge our interdependence,
especially if it includes China loaning
us money, the Middle East giving us oil
or France giving us wine. But to have a
proper world view, we need to realize
our place in the world as well as what

is going on in the world at large. And
there is lots going on. And a lot of what
is going on will be incredibly profitable.
Some will use a rearview mirror and
forget that the U.S., too, was once an
emerging economy that leveraged

the world’s wealth of knowledge and
skills to grow to an amazing, rich and
prosperous country. There are three
billion other people that, to varying
degrees, have the freedom to pursue
and express (hopefully with virtue and

compassion) life, liberty and happiness.
These emerging areas will be where

the action of this century will be, so

the U.S. companies that will prosper
will be those that have overseas sales to
emerging countries.

Firmly American, FIM Group portfolio
company GE, for example, has over
one-half of its sales overseas, with

$23 billion to the Pacific Basin, $14
billion to the non-U.S. Americas and
$10 billion to Africa and the Middle
East. Two other FIM Group companies
considered firmly American, Pfizer

has one-half of its $47 billion in sales
overseas, and E. I. DuPont has roughly
one-third of its sales in Asia Pacific

and non-U.S. Americas. Switzerland-
based Pargessa owns 21.1% of Lafarge,
a global aggregate and cement
company based in Paris, France. It sells
$26 billion in boring infrastructure
products from its plants and
subsidiaries by the billions worldwide,
selling over $2.5 billion in Sub-Sahara
Africa and Asia, $2 billion in Central
and Eastern (emerging) Europe and
nearly $2 billion in the Middle East.
Moving beyond emerging markets we
own companies that should prosper
based on the fact that they are ethically
and well-managed, in good industries,
right in the center of the action of

the developing world, and pay cash
dividends. Two such companies are
worth mentioning here: Singapore-
based holding company Haw Par, which
has significant property investments
and owns the Tiger Balm and Kwan
Loong pharmaceutical/self-care
brands; and China-based Cheung Kong
whose 240,000 employees are involved
in property, ports, telecommunications,
energy, infrastructure, retail,
manufacturing and finance throughout
Asia and the world.

Wars, competition, nationalization,
lack of ethics, corruption, currency
devaluations, coups, taxes and a host
of what could be called “risks” or
“opportunities” exist when investing
in our world. To minimize and

help mange risks, many companies,
including FIM Group, ascribe to a
set of values based on the CAUX
principles that follow the ethics-
imbued Japanese symbol with the
phonetic pronunciation of Kyost.

Roughly translated, Kyosi means,
“Living and working together for the
common good, ethical cooperation,
and the desire for mutual prosperity
and the good of all stakeholders.”

In business, this means working for
the customers, the employees, the
shareholders and other stakeholders
... not just the management. If you
look at the extreme cases of corporate
failure in the U.S. and abroad, it is
apparent that management forgot
about the fundamentals, forgot about
the shareholders, and manipulated
the markets, the company’s balance
sheet and cash flows to serve their
own personal agendas. Unfortunately,

- From Thomas Paine'’s
Common Sense
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their behavior was endorsed by
boards, customers, shareholders and
stakeholders that went along with the
corrupt behavior.

Thomas Paine discussed how this
happens in Common Sense, stating

that “A long habit of not thinking

a thing wrong, gives it a superficial
appearance of being right, and raises
at first a formidable outcry in defense
of custom.” We strive to own companies
that, if looked at critically by the likes
of Thomas Paine, Thomas Jefferson,
Benjamin Franklin or my college ethics
instructor, would pass the grade. There

are tens of thousands of investments
to make, and most are run where
virtue and ethics are a habit. Other
companies (and it is obvious that
many Wall Street firms fit this
description) were managed not for
their clients’ or investors’ benefits,
but rather were managed to benefit a
select few. Of course democracies are
reactive systems, so we will and are
most likely overreacting to the ills of
a few — but act we will and act we must
because, after all, we are Americans,
and I do not think it is by chance that
we are Amer + I cans.

I hope you had a very happy
Independence Day.

Lesson to Be Learned -
The Sky IS NOt Fa"ing By Suzanne Stepan, CFA®

“The sky is falling,” is a common
idiom indicating a mistaken belief that
adversity is looming.

As a young child, my mom shared
with my siblings and me the fable
titled, “The Sky is Falling.” This is

a great story about Henny Penny, a
chicken, who gets hit on the head
with an acorn while eating her lunch
and concludes that a piece of the sky
has fallen. Henny Penny decides she
must alert the King of this critical
information. Along the way, she
comes across other animals, such

as Cocky Locky and Goosey Loosey,
and convinces them of the imminent
danger. They decide to join Henny
Penny’s expedition and forewarn
others of the risk. En route, the swarm
of believers meets up with Foxy Loxy
who is ruthless and takes advantage
of the fear and panic in the crowd.

I guess that years ago it was completely
acceptable in a children’s story to

have characters eaten by other
dishonest creatures.

After nine straight weeks of gains, the
market decided to reverse its course
in the second and third weeks of May.
This market upswing seemingly came
as an utter surprise to many investors,
considering that just a short while

ago many of these same investors were
of the strong Henny Penny belief
system that stock prices would never,
ever rise again.

The rally then began again roughly
one week later. Many stocks posted
historical low price levels on March

9, 2009, and since that time have
recorded incredible gains. At the time
this article was written, the S&P 500
had returned 32.92% (gross dividends
reinvested into the index) from the
low on March 9. “So,” I ask, “why aren’t
more investors pleased with the positive
market returns?” Most likely because
stock prices are still down roughly 40
percent from their peak in 2007.

Many investors are agitated because
they missed out on the gains. Fear
and greed are behavioral emotions
used by many in their investing habits.
Overwhelming fear pushed many
investors to the sidelines. Investing in
low-rate certificates of deposit were
people who bought into the doom and
gloom that prevailed throughout the
early months of 2009. These are the
investors (Henny Penny, Cocky Locky
and Goosey Loosey) who got on the
bandwagon and were convinced that
the sky was falling.

If fear and greed are the defining
emotions of investing, then there is
nothing like a missed opportunity to
bring out the greed. So many investors
who accepted as true the doomsday
picture were unwilling to accept that
stocks would recover anytime soon.
Loads of money bet against the market
ended up in negative-returning U.S.
Treasuries and cash. The lemmings were
all happy with their “perceived” riskless
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actions. For some it was no longer a
matter of the market rising and/or
falling. These investors could no longer
stomach a plummeting stock market and
needed to bail to finally sleep at night.

These are times when rational investors
should go against the grain. The

point is that no one is right all the
time, and there is no way to predict
when a market will make a turndown
and/or turnaround. These recent
market gyrations were an important
learning experience for anyone who
deviates from rational investing and
gets caught up in emotions. In my 16
years of investing experience, decisions
based on emotion usually always turn
into mistakes. Keep in mind that the
rational decision is often the opposite
of the emotionally based decision.
Thoughtful long-term investors

1200

recognize that problems get solved.
The economy can and does sputter
along even though banks fail, insurance
businesses close, car companies file
bankruptcy and other entities fall like
acorns. The truth is acorns are pulled
down by gravity and markets fluctuate.
On a short-term basis anyone can use
information to his or her advantage or
disadvantage to appear either smart

or not so smart. In 2009, FIM Group
celebrates 25 years of investing. We

are and have always been long-term
investors. We do not speculate the long-
term security of our clients, and we try
never to be guided by fear.

The moral of the fable is to be
wary of all the Henny Pennys in

the marketplace and watch out for
mass hysteria conclusions. I am not
asking you to necessarily become
an unscrupulous fox. Rather, I am
suggesting that you should have the

January 1, 2009 - June 25, 2009

good sense to recognize that making
g £ g
decisions outside of the masses can
often lead to more positive outcomes.

¢ |f fear and greed are

the defining emotions
of investing, then there
Is nothing like a missed
opportunity to bring out
the greed.”

- Suzanne Stepan
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Investment Spotlight :
Swiss Water Decaffeinated Coffee Co. Inc.

Healthy Things Come in Small Packages

Swiss Water Decaffeinated Coffee introduced to the market place in the early *70s
a chemical-free decaffeination process — utilizing water as the removal agent of

Swiss Water
Decaffeinated Coffee Co.

caffeine — that was discovered in Switzerland in the 1930s.

Most other decaffeination processes utilize chemical solvents like methylene
chloride or ethyl acetate to remove caffeine from raw coffee beans. By contrast,
Swiss Water’s process removes the caffeine without using any chemicals, helping
maintain the original characteristics and flavor of the coffee. Swiss Water is able

to decaffeinate green coffee to 99.9% caffeine-free. They are the world’s only
consumer-branded decaffeinator that is 100% chemical-free, certified organic

and approved by the USDA. Swiss Water’s process is used by dozens of coffee
retailers and producers, including Starbucks, Seattle’s Best, Caribou Coffee, Green
Mountain, Newman’s Own, Tim Hortons, Van Houtte, The Coffee Bean & Tea
Leaf, and many others.

FIM Group is attracted to the company
because of its excellent product, niche
business and technology patents creating
barriers for entry, at least for the time
being. Recently, the company has made
a concerted effort to advertise and create
brand identity to capture market share,
while they are still the only company
producing decaffeinated coffee using a
chemical-free process. That short-term
expense, which we feel is very wise,

has consumed some of the company’s
profits and short-term earnings and
pressured their dividend payout, which
disappointed some investors leading
them to sell their shares.

As is often the case, such short-term
market behavior has created an
opportunity to purchase shares at
bargain prices. Swiss Water stock is
currently priced at nearly 80% below its
all-time high, pays a dividend in excess
of 12% after having just decreased its
dividend payout, sells for less than four
times EBITDA (earnings before interest,
taxes, depreciation and amortization),
and has no long-term debt making it, in
our opinion, a compelling bargain.

*Note these views are intended to assist in understanding investments with
FIM Group and do not constitute investment advice. For a complete list of
FIM Group recommendations call 1.800.632.5528. Holdings discussed may
not be held in all FIM Group client accounts




Client Website Update Announcement

At FIM Group we strive to provide our clients with valuable and pertinent
information. Traditionally this has been limited to our monthly Current
Observations newsletters. However, we have been diligently working on
updating our website with up-to-date information and adding informative
content on a weekly basis.

Most recently we have added three radio interviews featuring Paul Sutherland
(President and Chief Investment Officer) discussing what makes FIM Group
successful. Over the next couple of weeks we will be adding new video
webcasts with excerpts from our recent client seminars in Michigan.

Be sure to check the website frequently and sign up for our e-mail news on
the website. If you have any suggestions for improvement, please feel free to
e-mail or call anytime.

DISCLOSURE

Performance data quoted represents past performance. Past performance does not guarantee future results. All performance assumes reinvestment of dividends and
capital gains. The investment return and principal value of an investment will fluctuate so that an investor's shares, when redeemed, may be worth more or less than
their original cost. Current performance may be lower or higher than the performance data quoted. Performance data current to the most recent month-end may be
obtained by calling 231.929.4500.

Founded in 1984, Financial & Investment Management Group provides global investment management solutions to individuals, corporations and advisers. Our dedicated and
talented team of 33 professionals works from offices in Traverse City, MI, Onalaska, WI and Maui, HI. FIM Group actively manages more than $350 million in client assets.

PUBLISHER — Financial & Investment Management Group, Ltd. (hereinafter referred to as FIM Group). Current Observations is published 12 times per year, 111 Cass

St., Traverse City, MI 49684; Telephone: 231.929.4500; Fax: 231.995.7999; E-mail: info@fimg.net; Web page: www.fimg.net. This and all editions of Current Observations

is reviewed by the FIM Group Investment Policy Committee. All information presented herein has been compiled from sources believed to be reliable. However, no
representation or guarantee is made as to the accuracy or completeness of information obtained from third parties. Readers are further advised that successful investing
is more art than science and, therefore, no strategy, chart, graph, theory, philosophy, method, system or formula discussed in this newsletter can guarantee favorable
results. FIM Group, its officers, directors, employees and members of their families (hereinafter referred to as “associated persons”) may have established positions in
securities that are recommended for purchase by FIM Group in this publication. FIM Group believes in following its own advice and encourages its associated persons
to invest in accordance with the advice provided to its clients and/or subscribers. FIM Group client account transactions are given priority over those of its associated
persons. Unless otherwise stated, all opinions in this newsletter are those of the individual FIM Group representative preparing the article and are expressed with the
understanding that: (1) the opinions are not based upon the individual needs or investment objectives of any individual reader or group of readers; (2) readers will seek
independent investment advice from their adviser before making any investment decision; and (3) any favorable comment or recommendation made in this or future
issues is not a representation or guarantee that following the recommendation will result in a profit or reduced loss. All rights reserved. Permission to reprint any
material herein is granted provided full credit (including address) is given to FIM Group. In addition to publishing this newsletter, FIM Group provides investment counsel,
portfolio management and financial planning services to its clients. Subscriptions to Current Observations are provided without cost to FIM Group’s clients.

As per SEC Regulations, this is to inform all interested parties that Financial & Investment Management Group, Ltd.'s FORM ADV PART Il is available upon request by
writing FIM Group at: 111 Cass St., Traverse City, M| 49684.

Traverse City, Michigan 49684 Kahului, Hawaii 96732 Onalaska, Wisconsin 54650 e-mail: info@fimg.net
231.929.4500 808.871.1006 608.779.0300
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