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Pick of the Month

Bunge Ltd is a US
based world class food
commaodities company and
the second largest sugar
trader. Theyjustannounced
a major expansion of their
ethanol producing capacity
from their eight mills in Brazil.
Food processors do well in
any economy and expansion
of ethanol production will
look smartonce the US stops
subsidizing less efficient
production here. The
company has a convertible
preferred (BGEPF) which we
have been recommending
for years. At current low
interest rates, the 5.05%
yield along with a possible
gain on optional conversion
makes it an attractive buy.
See page 4 for more details.
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quently, the rest of the world, entered into an

economic growth phase of unprecedented di-
mensions. This was driven by a popu-
lation spurt as post-war family for-
mation quickly reached new heights
despite the losses in the war. A prin-
cipal feature of this economic growt
was that it was driven by and depen-
dent on consumer spending. Because
of the resulting prosperity, salary levels and benefit
commitments were made based on the belief that the
rate of growth could be maintained.

The weakness in this assumption of endless
growth lay in the fact that the “baby boomer” genera-
tion adopted a mentality different from their parents
who had lived through the great depression. They
saw government and employer promised retirement
and health benefits as mitigating the need for saving
or for having children who would support them in
their old age. Hence, consumption and self- satisfac-
tion became not just acceptable, it was patriotic. Wit-
ness the current efforts by government to stimulate
demand despite the fact that 2008 saw the retirement
savings of so many baby boomers decimated, a situa-

Following WWII, the United States and subse-

Money for Free

e live in interesting times. Fears of a finan-
cial crisis are driving income investors into
high quality debt that, adjusted for infla-

tion, is free. Witness the August month end rates (see
the Comparative Current Yield table on Page 10) for
ten year Treasuries (2.23%), AAA corporates (2.20%),
TIPS (0.14%) and AAA munis (2.33%). Why does
anyone accept such yields? After all, AA and A rated
preferreds yield 5.94% and QDI investment grade pre-
ferreds yielding 5.58%. These aren’t exactly high risk
securities.

In fact, junk bonds took a serious hit in August
with yields increasing by 82 to 250 basis points for B
and CCC issues, respectively. Junk bond funds are
yielding north of 7% and trading at a discount to boot.
This seems to be an emotional reaction to the fears
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tion that cries out for people to save, not spend more
(which is in effect what is taking place proving that
people are smarter than their government).

In their downgrade of the United States from
ARAA, S&P failed to grasp that process is no
indicator of outcome.

We, and most of the industrialized world, now
face a situation where a disproportionate number of
workers (the baby boomer generation) want to retire
and collect benefits promised them, but never funded.
They feel a sense of entitlement and are, therefore,
very vocal and adamant in their demands. While one
can sympathize with them, especially since much of
their meager savings were decimated in 2008, the re-
ality is that their expectation cannot and will not be
met. They just did not leave enough children and
enough savings behind to provide the economic re-
sources to fund all the commitments made by govern-
ment.

It is clear that many politicians do not accept this
reality and those that do are at a political disadvan-

continued on page 4

of a European banking crisis since the poor economic
outlook would argue for yields to be dropping. Keep
an eye on these funds as they will become compelling
buys soon given that the spread between Treasuries
and CCC issues is up to 1085 basis points. Such high
spreads usually occur when the fear of defaults is high,
but given the excess liquidity in the banking system, a
default wave does not appear to be in the offing.

Also extraordinary is that the dividend yields on
blue chip stocks remains in the 4% to 5% range. This
makes them a compelling buy even if the outlook for
earnings growth is bleak. Poor earnings will likely im-
pact mainly on the dividend distributions by smaller
companies who are paying out more than 70% of their
free cash flow. Blue chip companies, however, set sus-

continued on page 10



CORPORATE UPDATES

Burlington Northern Santa Fe Corporation

Burlington Northern Santa Fe Corporation operates a railroad sys-
tem in the United States and Canada. The company’s 3.80% bonds of
2020 were recommended in March 1999 at a price of 63.50 for a then
current yield of 5.98% Cusip (121899CC). Burlington was acquired
by Berkshire Hathaway Inc on Feb. 12, 2010. The bonds have been
trading at 100.60 and the current yield is 3.78% and a yield to matu-
rity of 3.71%. The bond is currently rate BBB+/A1. There is no ticker
symbol for Burlington Northern since Berkshire Hathaway (BRK)
acquired it, but before the acquisition, it was BNI. The company is
still producing financial reports and they are available at the com-
pany web site www.bnsf.com. At current prices, the yield may seem
paltry, but compared to other, lower rated bonds, its yield is about the
same and with a better rating. It may even have some appreciation
potential. Yields are difficult to judge when 10-year Treasuries only
yield 2%! Recommendation: Hold.

Chesapeake Energy Corporation

Chesapeake Energy (CHK) is the second largest producer of natural
gas and the most active driller of new wells in the US. The company’s
4.50% convertible preferreds (CHK D) were recommended in May
2011 at a price of $96.86 for a then current yield of 4.64%. With
the exception of liquefied natural gas (LNG), natural gas is mostly a
domestic product and market. The revolution in fracking technology
has raised production of natural gas and depressed prices to under $4
per MMBtu. The low prices have spurred natural gas consumption,
but production has outpaced new demand to the point that some in
the industry are speculating on the U.S. exporting natural gas by way
of LNG. Oil, on the other hand, has seen steadily rising prices and is
a global commodity, not just a local one. Chesapeake has recognized
the poor prospects of increasing natural gas prices and has turned its
attention to using its resources to produce more oil. This highly lever-
aged company is in a good position to produce more oil in the future.
The convertible preferred is now trading at $97.58 and still pays a
great 4.61% yield, which is high for an optional convertible, especially
because the dividend is eligible for the 15% tax rate. The optional
part means that shareholders have the right to convert to common
shares at any time and receive 2.2727 shares of Chesapeake Energy
common stock, currently at $32.36. If the preferred were converted
at today’s prices, the preferred would be worth $73.61. The premium
is typical for convertible preferreds and is still a buy at these levels.
Recommendation: Buy

Leucadia National Corporation

Leucadia (LUK) is a conglomerate that is engaged in manufacturing,
telecommunications, real estate, gaming, medical product develop-
ment, and winery operations in the United States. The company’s
7.75% bonds of August 2013 were recommended in September 2003
at a price of 105.50 for a then yield to maturity of 6.97%. We last

mentioned this bond in July 2009 when it was trading at 95, had
a yield to maturity of 8.04%, and was recommended to hold it to
maturity. However, now, two years later the bond is trading at 107.50
and has only two years left to maturity. The bond is currently rated
B1/BB+. With such a short time to amortize and 7.5 points over par,
the bonds yield to maturity is only 3.71%. This is not too bad for
bonds, but preferreds with similar ratings are yielding more. Even
floating rate preferreds are yielding north of 5%. Investors may wish
to upgrade their yield by selling the bond and buying a preferred.
Recommendation: Sell over 107.

MGM Mirage Inc

MGM Mirage (MGM) is a hotel and one of the world’s largest gaming
companies. The company’s 6.75% bonds of 2012 were recommended
in September 2005 for medium-risk investors at a price of 103 for a
then current yield of 6.55% and a yield to maturity of 6.21%. How-
ever, with the bond currently trading at 102, the current yield is about
the same but the yield to maturity has dropped to only 3.79%. That’s
because maturity is in about one year. With such a short time to am-
ortize the extra 2 points, the yield drops precipitously. Also, since our
recommendation, the credit rating has dropped from Ba2/BB to its
current rating of Caal/CCC+. The yield to maturity is better than
any one-year certificate of deposit, but not as good as other bond
or preferred opportunities. We recommend a sale at current prices.
Recommendation: Sell over 102.

United Rentals, Inc.

United Rentals (URI) is the largest equipment rental company in
North America. The company’s 6.50% optional convertible preferreds
(URIRP) were recommended in October 2006 at a price of $46.00 for
a then current yield of 7.07%. The preferred is callable at anytime
at $51.30. The call provision should not be a problem since the pre-
ferred last traded at $37.05. The conversion ratio is 1.2189. That is,
for each convertible preferred the holder has the right to convert into
common shares at any time. United Rentals common stock is trad-
ing at $16.64. Thus, the conversion value of the preferred is $20.28.
Clearly the preferred is trading on its yield of 8.7% rather than its
conversion value. We last mentioned this preferred in July 2009 when
it was trading at $19.00 for a yield of 17.10%, so the preferred is quite
volatile. The interesting thing about the equipment rental business is
that contractors were renting rather than buying construction tools.
This trend led to a trebling of a competitiors quarterly profits. We
think the same trend might benefit United Rentals. Their credit rat-
ing is a low Caal/CCC, but might improve if profits show a similar
uptrend. This preferred is for high-risk investors. It tends to trade in-
frequently and has poor liquidity so make sure to place limit orders.
We think this is a buy at prices below $38.00. Recommendation: Buy
below $38.00
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CURRENT RECOMMENDATIONS

Preferreds

Aegon NV, 6.375%; Par $25.00; Current Price $21.66; Current Yield
7.35%; Exchange NYSE; Rated Baal/BBB Call 06/15 at $25.00; Yield to
Call 10.66%; Pay Cycle 3m; CUSIP 007924301; Family Foreign; Acronym
Depositary Shares; Symbol AEH (no preferred designation)

AEGON N.V. (AEG) is an international company, which provides a
wide variety of insurance and financial products to customers around
the world. Its three core markets are life insurance, pensions, and asset
management. It serves more than 40 million customers in over 20 mar-
kets in the Americas, Europe and Asia. AEGON is also growing its busi-
ness in emerging markets in Central and Eastern Europe and Asia such
as China, Hungary, India, Poland, Taiwan, Turkey and Romania. Aegon
recently sold its life reinsurance division and Transamerica reinsurance.
They also paid-off the bail-out funds they received from the Dutch
government in 2008. Revenue for the second quarter 2011 was $10.51
billion, which compares to the $10.42 billion reported for the same pe-
riods in 2010. For the Second quarter reported net income was $580.2
million. Net income for the same periods 2010 was posted at $525.9
million. Standard & Poor’s has revised its outlook to stable from nega-
tive. This security qualifies for the 15% tax rate and is a good invest-
ment for medium-risk investors. Buy at or below $23.25.

Boeing Company / The, 6.05%; Series BA; Par $25.00; Current Price
$25.24; Current Yield 5.97% Exchange NYSE; Rated A2/A; Call Anytime
at $25.00; Yield to Call 2.32%; Pay Cycle 2/8; CUSIP 21988G262; Family
Third Party Trust Preferreds; Symbol XVG (no preferred designation).
This hybrid preferred is a Lehman ABS Corporate Backed Trust Cer-
tificate, titled Boeing Note-Backed Series 2003-7. The underlying security
is a 6.125% note due 2033, issued by The Boeing Company (BA). Boeing
is the world’s largest aerospace company, the second largest manufacturer

of large commercial jetliners and the number two defense contractor.
They also design and manufacture military aircraft, rotorcraft, electronic
and defense systems, missiles, satellites, launch systems and advanced
information and communication systems. The company is a major ser-
vice provider to airlines and governments in more than 90 countries.
Second quarter revenue increased almost 6% to $16.54 billion from last
year’s second quarter revenue of $15.57 billion. For the same period2011
Boeing reported net income of $941 million, much better than last years
posted net income of $787 million. Boeings backlog ended the quarter at
$320 billion. This preferred would be a good addition to a low-risk port-
folio. We do not expect this issue will be called. Buy at or below $25.60.

Health Care REIT, Inc., 7.625%; Series F; Par $25.00; Current Price
$25.53; Current Yield 7.46%; Exchange NYSE; Rated Baa3/BB; Call Any-
time at $25.00; Yield to Call 0.04%; Pay Cycle 1m; CUSIP 42217K403;
Family REIT; Symbol HCN F (need preferred designation)

Health Care REIT (HCN) is a real estate investment trust that in-
vests across the spectrum of senior housing and health care real estate
including; independent living/continuing care retirement communi-
ties, assisted living and skilled nursing facilities, hospitals, long-term
acute care hospitals and medical office buildings. Health Care REIT"s
current property portfolio, valued at over $14 billion, consists of over
680 facilities in 41 states. Health Care’s total revenue for the second
quarter 2011 was $381.1 million. For the same period last year, they re-
ported total revenue of $153.75 million. Net income for second quarter
2011 increased 70% to $87.2 million, from the $51.13 million posted
last year. Being a REIT, this issue does not qualify for reduced tax divi-
dends; thus, it is best bought for a tax-deferred medium-risk portfolio.
We do not expect this issue will be called. Buy at or below $25.75.

Closed End Funds

Eaton Vance Tax-Managed Global Diversified Equity Income Fund;
Current Price $9.07; Current Indicated Yield 12.54%; Exchange NYSE;
Discount from Net Asset Value -9.60%; Pay Cycle 2e; Total Expense Ratio
1.04%; Family Closed-End Fund; CUSIP 27829F108; Symbol EXG; (no
preferred designation).

The Fund’s primary investment objective is to provide current in-
come and gains, with a secondary objective of capital appreciation.
Under normal market conditions, the Fund’s investment program will
consist primarily of owning a diversified portfolio of domestic and
foreign common stocks. The Fund will seek to achieve its objectives by
investing in stocks that pay dividends that qualify for favorable federal
income tax treatment and writing (selling) call options on about 48%
of the portfolio value on broad based domestic, foreign country and
regional stock indexes. The average duration of these calls is 15 days.
The funds current portfolio includes 134 stocks of which 36.69% are
United States issuers, 17.18% from the United Kingdom, 11.75% from
Germany and 8.62% from France. We like the diversification this global
fund provides since it is not dependent on interest rates or energy prices
and is international in scope. Buy at or below $10.50.

Nuveen Diversified Commodity Fund, Current Price $25.15; Current
Indicated Yield 6.92%; Exchange NYSE Amex; Discount to Net Asset
Value -4.67%; Pay Cycle Monthly; Expense Ratio 2.00%; Leverage None;
Family Closed-End Fund; CUSIP 67074P104; Symbol CED (no preferred
designation).

This Fund is commodities pool not a traditional closed end fund
or a mutual fund. Its investment objective is to generate higher risk-
adjusted total return than leading commodity market benchmarks,
specifically the Dow Jones-UBS Commodity Index, the S&P GSCI
Commodity Index and passively managed commodity funds. The
Fund invests directly in a diversified portfolio of commodity futures
and forward contracts to obtain broad exposure to all principal groups
in the global commodity markets. The Fund also writes commodity call
options seeking to enhance the Fund’s risk-adjusted total return. Cur-
rently 35% of their assets are in the energy sector, 19.5% in industrial
metals, 15.2% in precious metal, 14.8% in agriculture, 8.3% in food
and fibers and 7.2% in livestock futures. Commodities represent a dif-
ferent asset class than bonds and stocks thus this issue offers a choice
for diversification. The Fund issues a schedule K-1, so for those wish-
ing to avoid complicated tax reporting buy this fund for a tax deferred
account. This is a good investment for high-risk growth and income
investors. Buy at or below $26.25.

© Copyright 2011 Forbes/Lehmann Income Securities Investor
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CURRENT RECOMMENDATIONS ........

Convertibles

AES Trust I11, 6.75%; (Preferred) Par $50.00; Current Price $47.92; Cur-
rent Yield 7.01%; Exchange NYSE; Rated B3/B; Call Anytime at $50.00;
Conversion Rate 1.4216; Common Stock Price $10.83; Premium 211%;
Pay Cycle 1m; CUSIP 00808N202; Family Optional; Symbol AES C (need
preferred designation)

The Trust is a subsidiary of AES Corporation (AES), one of the
world’s largest power companies. They own and operate a diverse and
growing portfolio of generation and distribution businesses made up
of over 132 generation plants and 14 distribution companies spread
over 29 countries on 5 continents. AES’s power plants use a broad range
of technologies and fuels including coal, oil, natural gas and renewables
such as wind, hydro, solar and biomass. AES operates over 1700 mega-
watts of wind capacity in China, Europe and the U.S. The company also
mines coal, and operates facilities to convert salt water into drinking
water. Second quarter 2011 revenues were $4.55 billion and net income
was reported at $174 million. Last year’s second quarter revenue was
$3.92 billion and net income was posted at $144 million. This would
be a good issue for a high-risk growth and income portfolio. Buy at or
below $49.00.

Apache Corporation, 6.00% (Preferred) Series D; Par $50.00; Current
Price $58.26; Current Yield 5.15%; Exchange NYSE; Rated NR/NR;
Mandatory Conversion to Common Stock 08/01/2013; Conversion Rate
Variable; Common Stock Price $102.88; Premium 23.59%; Pay Cycle 2b;
CUSIP 037411808; Family Mandatory; Symbol APA D; (need preferred
designation)

These depositary shares each represent one-twentieth interest in a
share of Mandatory Convertible Preferred Stock, Series D with an ini-
tial liquidation preference of $1000. On August 01, 2013 this issue will
be mandatorily convert to .4582 shares of common stock if the com-
mon is at or above $109.12. If the common is at or below $88.00, the
conversion rate will be 0.5682. Between the two common prices, hold-
ers will receive $50.00 worth of common. Apache Corporation is an
independent energy company that explores for, develops and produces
natural gas, crude oil and natural gas liquids. They have both onshore
and offshore operations in Argentina, Australia, Egypt, North America,
the UK and offshore only in the North Sea. They have estimated re-
serves of about 2.8 billion barrels of oil equivalent product. Second
quarter 2011 revenue was $4.36 billion and net income for the same
period was $1.24 billion. Last year’s second quarter revenue was $2.97

The New Economic Reality continued from page 1

billion and net income was $860.22 million. Apache has shown marked
improvement year-over-year and this trend is expected to continue.
Fitch rating service has a BBB+ rating on this security. This mandatory
preferred is best suited for medium to low-risk growth and income
investors. Buy up to $59.50.

Bunge Limited, 4.875%; (Preferred); Par $100.00 Current Price $96.00;
Current Yield 5.05%; Exchange OTC; Rated Bal/BB; SoftCall beginning
12/11; Conversion Rate 1.0938; Common Stock Price $64.71; Premium
40.42%; Pay Cycle 3b; CUSIP G169622047; Family Optional; Symbol
BGEPE; (no preferred designation).

Bunge Ltd (BG) is a global agribusiness and food company about
500 facilities in over 35 countries. Its capabilities span the entire food
chain from farmer to consumer. The company processes soybeans, oil-
seeds, corn, wheat and other products for commercial customers and
consumers. In addition, it supplies raw materials and services to the
biofuels industry and produces and supplies fertilizer to farmers in
South America. Bunge reported second quarter 2011 revenue of $14.49
billion, well above the second quarter 2010 revenue of $10.97 billion.
Net income for the same period decreased dramatically to $316 million
from a net income of $1.78 billion a year earlier. Bunge, the world’s
second largest sugar trader, plans to invest $2.5 billion in its Brazil op-
erations over the next five years. This investment will almost double the
company’s sugar and ethanol capacity. Bunge is in a strong defensive
industry thus this issue would be ideal for a medium-risk growth and
income portfolio. Buy at or below $98.00.

PPL Corporation, 9.50%; (Preferred) Par $50.00; Current Price $57.43;
Current Yield 8.02%; Exchange NYSE; Rated NR/NR; Mandatory Conver-
sion to Common Stock 07/01/2013; Conversion Rate Variable; Common
Stock Price $28.00; Premium 14.86%; Pay Cycle 1b; CUSIP 69351T601;
Family Mandatory; Symbol PPL U; (need preferred designation)

This hybrid preferred is an Equity Security Unit consisting of a
purchase contract and a piece of a 4.624% junior subordinate note. On
July 1 2013 this issue will be mandatorily convert to 1.7361 shares of
common stock if the common is at or above $28.80. If the common is
at or below $24.00 the conversion rate will be 2.0833. Between the two
common prices, holders will receive $50.00 worth of common. PPL

continued on page 8

tage in proposing remedies. The result is double talk and political
grid-lock. This is why democracy is such a messy process. Standard
& Poor’s failed to grasp this fundamental fact when they downgraded
the credit rating of the United States from AAA to AA+. They failed
to grasp that process is no indicator of outcome. They would have
been better served to follow Winston Churchill’s advice that, “Ameri-
cans can always be counted on to do the right thing...after they have
exhausted all other possibilities.”

In a perfect world, we would face the problem head on and reset the
commitments to the level that the system can fund. Under democracy,
however, this is not what will happen. Yes, the economy can be tweaked

to produce more revenue and the tax system can be changed to distrib-
ute more pain to more people, but this will not come close to closing the
gap between promises made and promises to keep. The only long term
solution for government is to inflate away the unfunded promises by
debasing the currency. They will deny this vehemently, and many will
actually believe it, but there is really no choice to make.

We are fated to undergo a painful process of compromise wherein
there will be losers and winners. The new manifesto will be “From
each according to his vulnerability, to each according to his clout.”
Come to think of it, there’s nothing new in this manifesto, that’s really
how democracy works!
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RATING CHANGES AND NEW ISSUANCE

Corporate Bond Rating Changes

New New New
Issuer Agency Action Rating Issuer Agency Action  Rating Issuer Agency Action  Rating
Aegon NV M + Baa2 MediMediaUSAInc S - CCC- Skilled Healthcare S Alrt-
Broadcom Corp S + A- Metals USA Holdings S + B+ Smithfield FoodsInc M + Ba2
CNO Financial Group S + B+ New Enterprise Stone M - Caa2 Sunoco Inc M Bal
Choice Hotels Intl M + Baa2 New York Life Insur S - AA- Teachers Insur & Ann S AA-
Coventry Health Care M + Baa3 NewPage Hldg Corp S - CC Tenn Valley Author 9 - AA+
Cox EnterprisesInc S + BBB Northwestern Mutual S - AA- USG Corp S BB-
Federal Home Loan Bk S AA+ Old National Bancorp M Alrt- United Sves Auto Aut S + AA+
Fisher Communication M + Bl PAETEC Holding Corp M/S ~ Alrt+ Viasystems Group Inc S BB-
GMX ResourcesInc S CCC+ PMI Group Inc/The S - CC Vodafone GroupPLC M + A3
Gentiva Health Sves S CCC+ Penson Worldwide Inc M - B2 Washington Post Co S A-
Lafarge SA M Alrt- PolyOne Corp M + Ba2 Windsor Petro Transp  M/S - Caal/BB-
Land O’Lakes Inc S + BB Real Mex Restaurants S CC
Libbey Inc S + B+ Ryland Group Inc M Bl
MGM Resorts Intl S Alrt+ Sanmina-SCICorp M - B3 Alrt-: possible downgra d:; : Klljftridep g;gﬂgg;i;é
Marine Corps CommSv S AA- Seitel Inc M + Caal

Preferred Rating Changes New Preferreds Issued in August

Issuer Agency Action Rating Moody/S&P Par

Aegon NV M " Baal Issuer Symbol Issue Ratings Value
SCANA Corp M Alrt- Bank of America Corp 6.000 % WI R
Tenn Valley Author S - AA+ Centl Valley Comm Bke 5.000 % C 1000.00

0 & A Section

Q. Where can I learn more about income investing??

A. Try the World Money Show in Chicago this October. Richard Lehmann will be speaking on Income Investing for Volatile Markets on
10/21/11 and Income Investing for 2012 on 10/21/2011.

cunvertihles continued from page 4

Corporation (PPL) is an energy and utility holding company. Through  billion posted last year. Net income for the quarter was $595 million
its subsidiaries they generate electricity and market wholesale and retail ~ which is more than double last year’s posted net income of $226 mil-
energy to about 10 million customers in Kentucky, Pennsylvania, Mon-  lion. This convertible would fit a medium to high-risk growth and in-
tana, the United Kingdom and Wales. PPL reported second quarter come portfolio. Buy at or below $58.50.

2011 revenue of $2.49 billion witch compares favorably to the $1.47

8- September 2011 © Copyright 2011 Forbes/Lehmann Income Securities Investor



MODEL PORTFOLIOS

For Investors Seeking Steady Monthly Income

Low-risk Portfolio

This investment-grade portfolio comprises securities with ratings of
BBB or better. It will be the lowest yielding, but also the most secure.
Capital appreciation is not a goal. Principal protection is primary.

Symbol  Issuer Coupon Series  Price Oty Rpt Date
AGOE Assured Guaranty Muni 6.250 23.53 500 05/11
(FFC)  Flrty&Crum/Clay Pfd In NA 17.38 600  07/11

(GGN) Gabelli GIbl Gold Nat NA 17.11 600  08/10
MET A Metlife Inc 4.000 23.32 500 12/10
(NEEXU) NextEra Energy, Inc 8.375 5223 200 06/10
(PFL) PIMCO Income Stratg Fd ~ NA 11.34 1100 01/11
PSAP  Public Storage 6.500 26,52 500 11/10

RNR C RenaissanceRe Hldg Ltd 6.080 22.84 500 10/10
WEFCL Wells Fargo Company 7.500 1040.50 10  10/10

Summary Statistics

Monthly Payout Average: $635
Current yield on portfolio: 7.40%
Inception Value: (1/1/11) $100,922
Last month’s value: $104,176
Current value of portfolio $102,124

Current value + year to date income: $107,204
Year to Date Total Return 6.22%

Medium-risk Portfolio

Some of the securities are rated below BBB. Capital appreciation is
not a goal in this portfolio, but rather high current income. Safety of
principal and yield are given equal weight.

Symbol Issuer Coupon Series Price Oty RptDate

(NIE) AGICEqty & ConvIncom NA 16.71 600  06/10
(AEB) Aegon NV 4.000 19.26 500 05/11
(BGEPF) Bunge Ltd 4.875 96.00 100 09/11
FTBB  Fifth Third Cptl Tr VI 7.250 25.05 400 10/10
(GGN)  Gabelli GIbl Gold Nat NA 17.11 500 08/10
MSA  Morgan Stanley Gp 4.000 19.31 600 01/11
PPLU  PPL Corp 9.500 57.43 200 09/11
(PAA)  Plains All Amer Pipel NA 60.54 200 01/11
PFGB  Principal Financial Gr 6.518 25.46 400 12/10
(PYS) R.R.Donnelley (PPLUS) 6.300 21.04 500 10/10
Summary Statistics

Monthly Payout Average: $582

Current yield on portfolio: 6.74%

Inception Value: (1/1/11) $106,637

Last month’s value: $106,777

Current value of portfolio $103,715

Current value + year to date income: $108,371
Year to Date Total Return 1.63%

For Investors Seeking Income and Growth

High-risk Portfolio

These securities are all below investment grade, and some are not
rated. High current income is the primary goal, but capital appreci-
ation can also be expected. Safety of principal is secondary to yield.

Symbol  Issuer Coupon Series Price Oty RptDate
APAD  Apache Corp 6.000 58.26 200 09/11
BMLL Bank of America Corp 4.000 16.61 500  01/11
CJ Citigroup Capital XII 8.500 25.62 400 01/11

DFTA DuPont Fabros Tech Inc 7.875  25.11 400  11/10
(ENDTF) EnerVest Divfd Incm Tr NA 14.21 700  06/11
HCF Highland Credit Stgies NA 6.58 1200  12/10
(JSTEF) Just Energy Group Inc NA 15.00 700  01/11
(DKQ) May Dept Strs (SATURN)  6.250  22.24 400  06/11
OCRB Omnicare Capital Tr II 4.000 43.77 230 07/10

(JZK) Sprint Corp (CBTCS) 7.000  24.75 500  01/10
Summary Statistics

Monthly Payout Average: $628

Current yield on portfolio: 7.54%

Inception Value: (1/1/11) $103,357

Last month’s value: $104,050

Current value of portfolio $99,930

Current value + year to date income: $104,954

Year to Date Total Return 1.55%

Multi-driver Portfolio

The Multiple Driver Portfolio includes diverse income generating
sources (drivers).

Symbol  Issuer Coupon Series  Price Oty RptDate
(NCZ) AGIC Conv & Income FdI ~ NA 853 900 11/10

(AMGZO) AMG Capital Trust 5.100 42.75 200 06/11
(UTF) Cohen & Steers Infract NA 16.34 600 07/10
(CPNO)  Copano Energy LLC NA 3235 300 11/10
EPRE Entertainment Prop Tr 9.000 27.27 500 05/11
(GGN)  Gabelli GIbl Gold Nat NA 17.11 500 08/10
GM B General Motors Co 4750 40.08 200 12/11

GXPF Great Plains Energy In 12.000 61.59 200 01/11
(PWE) Penn West Pteroleum Lt NA 27.50 500 02/11
(STON) Stonemor Partners LP NA 2895 300 01/11

Summary Statistics

Monthly Payout Average: $651
Current yield on portfolio: 7.77%
Inception Value: (1/1/11) $103,869
Last month’s value: $105,131
Current value of portfolio $100,695
Current value + year to date income: $105,903
Year to Date Total Return 1.96%

Symbol: symbols in parentheses require no preferred designation, all others require a
preferred designation. *15% Taxable Dividend
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INTEREST RATES

Comparative Current Yields

Money for Free continued from page 1

Security Yields Net Change Net Change Spread Spread
Type 8/31/11 Month Y.TD. 12/31/10 8/31/11
U.S. TREASURIES & EURO BENCHMARKS

Ten Year 2.23 -57 -107

Inflation Indexed  0.14 -21 -83 -233 -209
Ten Year Euro(1)  2.22 -32 -74 -34 -1
Euro Spot Rate 1.437 -7 748

CORPORATE BONDS?

AAA 2.20 -32 -65 -45 -3

A 3.60 4 -39 69 137
BBB 4.32 3 -42 144 209
BB 6.94 82 46 318 471

B 8.98 125 124 444 675
CCC 13.08 250 212 766 1085
PREFERRED STOCKS’

AA & A 5.86 -8 -163 419 363
BBB 6.93 -20 -2 365 470
BB 7.52 12 -16 438 529

B 8.42 46 -36 548 619
QUALIFIED DIVIDEND INCOME (QDI) PFDS* — Yields —

Invstmt.Grade 5.41 -17 -10
Below Inv.Grade  5.87 -6 -8
MUNICIPAL BONDS’

AAA 2.33 -60 -111
A 3.78 -46 -61
BBB 3.99 -35 -84

'Rate for ten-year German government bonds.
?Per Bloomberg.
*Per the Income Securities Advisor Index.

‘Eligible for 15% tax rate. Yields shown at after tax % of US Treasuries rate.

142% 206%
153% 224%

— Yields —
104% 104%
133% 170%
146% 179%

*Per Bloomberg. Yields shown at after tax % of US Treasuries rate.

EXPLANATION OF INTEREST RATE TABLE

The monthly table displays Current Yields for ten-year maturities of various
debt instruments compared to the benchmark ten-year Treasuries. Note that
preferred stocks often have no maturity or are callable in less than ten years.
The Net Change for the month- and year-to-date shows the change in
basis points (100 basis points equals 1% in yield). A change in the U.S. Trea-
sury rate is considered a change in the risk-free interest rate. The changes for
the other securities reflect this same change plus whatever other risks investors

perceive at the time.

The change in Spreads represents the difference between risk-free ten-year
U.S. Treasuries and each security. A widening of spreads means an increased
concern about credit quality. A sudden widening of spreads is considered a
flight to quality. Spreads identify which securities are out of line with histori-

cal relationships and represent buying opportunities.

Since Municipal Bonds are tax exempt, their yields should be looked at
in terms of their percentage of Treasury yields. Thus, if a muni yields 87% of
Treasuries, it means it should be considered by anyone whose incremental tax rate
is higher than the reciprocal of that number, or 13%. Hence, the higher the yield
percentage, the lower your incremental tax needs to be, to make munis attractive

or to look at them another way, more of their income is retained after taxes.

tainable dividend policies which will continue to hold up their share
prices.

Those who read Forbes magazine will see my article in the latest
issue which extoll the virtues of adjustable rate bonds and preferreds.
The fact that their benchmark rates are well below their minimum
payout has been viewed as a negative and thus, the market is pricing
them to provide yields comparable to fixed rate issues. This means
you can, in effect, get inflation protection for free. In addition, you
have call protection since they trade well below par so a call is a posi-
tive event. I'say call protection, but some will be called because the 4%
floor that most of these securities have is way too high in this market.
At some point, before Fed Chairman Bernanke’s promise to hold in-
terest rates down for the next two years, income investors will become
‘fed’” up with lending their money for free. This will be good news for
the stock market. But meanwhile, our subscribers should continue
to feast on preferreds, adjustables and keep their eyes on junk bond
funds. And don’t discount a position in gold.
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