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The Gold Rush

Matt Dennis takes
a look at the pitfalls
of investing in
highly speculative
commodities.
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What else can
we do for you?
Buck Beam details
some services you
might not have
known we provide.

— Page 3

Power to the
People

Chris Riley shows us
an alternative outcome
to all the doomsday
stories in the news
lately about energy
resources.
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Are you receiving
periodic email
updates from us?

If so, great! We welcome

your feedback. If not,
please call us at
910-256-8882,

or email Dana at

dana@fountainfinancial.net

to update your email
address.

n late February 2009, I received a call

from a mentor who has earned my utmost
respect and admiration. This individual has
experienced tremendous personal and business
success and could be a model for all people.
His message was simple. He said, “It is time
to get out of the market.”I'was shocked due to
my preconceived notion that he would never
surrender to any crisis and the typical
panic that follows. But he was shaken
by the day’s events and was testing my
resolve. He told me that most advisors
were suggesting to clients that they

KEEPING PROMISES

by Vinton Fountain

On a happy note, I am pleased to report
that as I write today, the individuals that
understood the difference between risk
and volatility are enjoying the rewards of
their courage, judgment and instincts. The
world, yet again, inexplicably failed to end.
So what happened to those that did sur-
render? Unfortunately, those folks reduced
the value of their assets at the worst

ossible time, only to watch the pre-
dictable rebound that now stands at
more than a 110% increase from the
bottom. And here is the worst part

move their assets to safer places, like
cash or bonds. He, like many people,
was on the verge of the single largest
financial mistake of his lifetime.

This conversation took place 43

Do not ever, ever
surrender to panic and
jump out of a good
investment plan

of all: the same people that sold out
for safety at the bottom are likely to
dive back in at the top. When they
do, they will be purchasing at higher
prices than atwhich they sold. It works

months ago. Later that same year, the
European debt crisis ignited a dramatic global credit
crisis that remains today. Those people, who had not
panicked in the US financial crisis mentioned above,
sold their assets to avoid daily catastrophe in the EU.
To make it even worse, the NYSE experienced a “flash
crash” that created panic on top of panic. Subsequently,
more investors, and apparently weak advisors, dumped
their investments for less volatile assets such as cash or
government bonds.

In the spring of 2011, the markets were traumatized
yetagain with the fiscal debt ceiling debate. Confidence
in our markets, culture and future was questioned in front
of the world on 24-hour cable, seven days a week. What
happened next should not surprise us. The markets sold
off again as the last small group of investors lost faith
and retreated to “safety” (ironically, to US Government
bonds that had been downgraded). This event flushed
out the last group of investors and converted them to
speculators. It is a mistake is to sell quality long-term
assets at short-term panic prices.

just as John Templeton said: “To buy
when others are despondently selling and to sell when
others are avidly buying requires the greatest fortitude
and pays the greatest ultimate rewards.”

Some individuals (and advisors) did not panic or
surrender to the aforementioned behavioral cycle that
threatens financialindependence, successful retirement
income, and levels of confidence. Consider what War-
ren Buffet did in the midst of the crisis. He bought,
not sold, a $5-billion investment in a large financial
services business on the edge of bankruptcy. He receives
a 6% coupon (interest payment) and has the option to
purchase seven hundred million shares at a fixed price
until 2021. This action is hardly a pessimistic view
of the world. For those that like numbers, Buffet’s
investment record is as follows, and I quote, “over the
last forty-seven years (when he took over Berkshire
Hathaway), our book value has grown from $19 to

$99,860, a rate of 19.8% compounded annually.” You
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Gilded Tulips, Anyone?

People find a
good bubble
hard toresist. From
internet stocks to
flipping houses,
the urge to jump
at easy money is a
constant tempta-
tion. For the first
time in decades,

late-night info-
by Matt Dennis mercials, radio
ads, and even re-
spected talk shows are routinely touting the
benefits of gold. The gold proponents’ pitches
range from hard sales tactics, to in-depth (and
sometimes obscure) analysis, to outright blind
support. It can be difficult to find logic in all of
the noise. After all, the discussion is not about
a company, or real estate, or bonds. It is about
a commodity, more specifically, a metal.

While equities have many variables, com-
modities are generallyuniform. A tulipisa tulip,
abarrel of oil a barrel of oil, and an ounce of gold
an ounce of gold. Warren Buffett states: “Gold
gets dug out of the ground in Africa or some-
place. Then we melt it down, dig another hole,
bury it again and pay people to stand around
guarding it. It has no utility. Anyone watching
from Mars would be scratching their head.”

The following anecdote is not meant to
imply that the rise of gold prices constitutes a
financial bubble or that gold prices will crash
soon. Theintentionisto assist with understand-
ing that determining a commodities’ value is
very difficult, if even possible at all.

In 1593 tulips were brought from Turkey
and introduced to the Dutch. After a time,
the tulips contracted a non-fatal virus known
as “mosaic,” which altered the tulips causing
“flames” of color to appear upon the petals.
The color patterns came in awide variety, some
rarer than others. Thus, tulips, which were
already selling at a premium, began to rise in
price according to how their color variations
werevalued, or desired. Everyone began to deal
in bulbs, essentially speculating on the tulip
market, which was believed to have no limits.

Soon, prices were rising so fast that people
were trading theirland, life savings,and anything
else they could to get more tulip bulbs. Needless
to say, the prices were not an accurate reflection
of the value of a tulip bulb. As it happens in

many speculative bubbles, some prudent people
decided to sell and take profits. A domino effect
of progressively lower and lower prices took
place as everyone tried to sell while not many
were buying. The price began to dive, causing
people to panic and sell, regardless of losses.

People began to realize they traded their
homes fora piece of greenery. No one emerged
unscathed from the crash. Even the people who
had locked in their profit by getting out early
suffered under the depression that followed.

Websters Dictionary defines investment
as “the outlay of money, usually for income
or profit.” Income would be in the form of
dividends or interest. Profit would come from
the sale of the investment. Now we all know
that gold, like tulips, does not pay dividends or
interest. Therefore, one would only purchase
gold in hopes to turn a profit. This is the case
with all commodities.

What dowe have to gauge whether we might
profit from gold? What can we use to judge the
amount of risk we are taking? Unlike a company
which mightissue stocks orbonds, commodities
suchasgold do nothave products, management,
earnings, balance sheets, or income statements
to assist with determining value. There are no
variables to compare, so determining value is
a difficult task. So what should influence our
decision on whether to buy gold?

Infact, thereis only one consideration when
buying gold: Will somebody else purchase it for
a higher price than you? Buffett states, “This
type of investment requires an expanding pool
of buyers, who, in turn, are enticed because
they believe the buying pool will expand still
turther. Owners are not inspired by what the

asset itself can produce—it will remain lifeless
forever—but rather by the belief that others

will desire it even more avidly in the future.”

Buying something not because you believe
that it is worth the price, but rather because
you believe that you will be able to sell it to
someone else at an even higher price is known
as “survivor investing.” As the name implies,
this kind of investing is a matter of not being
thelast person to think the price will go higher.

One last time from Buffett: “Over the past
15 years, both Internet stocks and houses have
demonstrated the extraordinary excesses that
canbe created by combining an initially sensible
thesis with well-publicized rising prices. In
these bubbles, an army of originally skeptical
investors succumbed to the “proof” delivered
by the market, and the pool of buyers—for
a time—expanded sufficiently to keep the
bandwagon rolling. But bubbles blown large
enough inevitably pop. And then the old proverb
is confirmed once again: “What the wise man
doesin the beginning, the fool does in the end.”

AMatt

Matthew Dennis
Portfolio Analyst

Sources:

! Warren Buffett speech at Harvard, 1998.

2 “Warren Buffett: Why stocks beat gold and bonds,”
Fortune Magazine, February 9, 2012.

Results of Our 2012 Client Survey

Fanatical curiosity is a term that describes our enthusiasm for learning.

‘ N Je appreciate our relationship and

your willingness to share your opin-
ions. Wewould like to provide asampling of
whatwelearned fromyourfeedback. Clients
expressed high confidence on the subject of
market leadership (during turbulence) and
team competency. Clients also had a high

level of satisfaction with the client experi-
ence provided by our firm. Of particular
note, our clients were favorably inclined
to recommend the services of our firm to
friends, familyand colleagues. Onimprove-
ment, clients suggested a clearer method
for introductions, so here are some ideas . ..

THANK YOU!
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Getting the Most Out of
Your Financial Advisor

Ithough most of our clients

have been with us for many
years, theyare sometimes surprised
to find out about other services
we offer. If you have a question
dealing with personal finances,
you can be sure it has come up
before, and with more than fifty
years of combined experience, we
have likely dealt with
your issue already at
some point. If not, we
will know where to

seek guidance.

BUILDING FUTURES

by Buck Beam

formation reporting, tax-efficient
portfolio management, reviewing
annual retirement plan contribu-
tions, and gifting of securities to
charities or family members.
We have in-depth experience
with personal finance topics such
as college planning for kids and
grandkids, long-term care, life and
disability insurances,
and small business
retirement plans. Other
frequent questions we
encounter: Howshould

An example of a typical question is
whether it’s prudent to refinance an existing
mortgage or pay it off early. We can provide
the analysis, and if needed, we can introduce
you to mortgage lenders and bankers in the
community with whom we have relationships.

Fountain Financial does not practice law;
however, we can review your estate documents
to verify that they are up to date and appropri-
ate for your situation and current tax laws. We
welcome the chance to work with your attorney
to create, or update, your estate plan. We can
even host family meetings with your executor
and beneficiaries so everyone understands your
final wishes. We work closely with these indi-
viduals during estate settlement, so developing
arelationship early on can be reassuring for all.

We can also work with your tax professional
to maximize planning. This includes tax in-

I pay for a new car? How is my small business
doing? When can I retire? Can you meet with
my children and grandchildren? CanIafford to
take a new job? We take a big picture approach
to these important financial decisions, and we
will give you an objective, realistic opinion.
Our team is multidimensional and knows
when to seek help with unique questions and
situations. Where needed, we make referrals to
outside professionals, or work with your existing
tax, legal or insurance advisors. We are grateful
for all of our clients and appreciate the oppor-
tunity to further build our relationship in all
financial mattersimpacting you and your family.

Duey

Buck Beam

Investment Advisor Representative

Rewarded

continued from page 1

see, courage is the primary attribute for
effective management of assets.

So, here we are on September 12,2012
(as I'write). The S&Pisat 1437, up froma
low of 677 on March 9th, 2009. My point

is as follows:

1) The real risk is not volatility of the
daily values in our portfolio, but rather
the potential loss of purchasing power
over a lifetime.

2) Donotever,eversurrender to panic and
jump outofagood investment plan that
you have implemented with a capable
investment advisor—no matter whatis
on TV, newspaper, internet, talk radio
or in the published media.

My good friend who called with the
message “itis time to get out” has taught me
many positive lessons in life. Fortunately,
I was able to return the favor in this case.
This business of investing does not need to
be overly complicated, but it does require
basic fundamentals. The most important
fundamental is to avoid mistakes. Risk
and volatility are not the same thing, so
make sure you understand the difference.

We are here to support you and your
family in that process.

«

o

Vinton Fountain, President
Fountain Financial Associates

Your
confidence
is our

highest
honor

People may need help as they
experience life events, such as:

* Retirement

* Estate planning assistance

* Sale of business

* Relocating to the area

* Divorce

* Death of parents/inheritance

If you would like to assist a friend by recommending our services,
please consider these three steps to make the process simple and effective.

1. Identify

2. Introduce
Introduce our firm and
suggest that we will contact
them by phone. Consider
sending them an email with
a link to our website:

www.fountainfinancial.net

\S

3. Inform
Provide us with their name
and phone number by calling

our office or sending an email.

Fountain Financial Associates
(910) 256-8882
correspondence@
Sfountainfinancial.net

Va
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Re-energizing America and Our World

chently I was taking in an
rticle in Wired Magazine
on the latest Apocolypse or lack
thereof, and musing at accounts
of a few of history’s doomsayers.

Everyone from religious leaders
to ecologists to politicians to

economists have predicted our
inevitable demise, and when the
sun rises on December
22 this year and we
survive the end of the
Mayan Long Calendar,

we willadd one more to

SOLVING for SUCCESS

by Chris Riley, CFP*®

energy which seemed unthinkable
just a few short years ago. This
surge in production also coincides
with an increase in fuel efficiency
and improving technology. Mean-
while there are concerted efforts
to monitor and regulate how gas
is being extracted and converted
to a consumer-friendly energy
source. It will require
collaboration among
some of our brightest
engineersand scientists

to create and sustain

the list! It is a familiar
tune, and though wary of the ever present
challenges ahead of us, we will survive and
dare I say even thrive.

Too often news focuses on the extreme
viewpoints and not the more realistic middle
ground. Poor policy and lax regulation can
certainly negatively affect our global climate,
but new and improved technology can

a vibrant, safe and ef-
ficient industry. There is great potential to
create thousands of jobs and some level of
energy independence for the US.

Alternative energy may sound like a cop-
out, as technologies such as wind, solar, fusion
and many others may hardly seem like ways to
produce enough energy to power our busy world
today, but sustainable, controllable and afford-

ield positive able sources
y p The country may now be able to tap into vast basins of natural gas previously believed to be inaccessible

results.

The U.S. may now have about a 90-year supply of natural gas

of energy in

What if these and
. o Shale gas and
plant yields ail formations other areas
make the are being
world a developed.
richer place, There are
nuclear currently
fusion 1is thousands
made cost- of efforts
effective or underway,
gas replaces both public

coal, leading

to lowered

%\

Nearly half of all heavy
trucks may be powered

car b on by natural gas by 2035.

emission?
Energy
remains par-
ticularly prominent in the headlines, and the
topicof much debate. Can we sustain a thriving
planetin the face of rising global demand? Our
domestic energy industry is currently in the
midst of an extraordinary transformation that
could have avastimpactonour economic future.
Much of the attention has been on natural
gas, and the increase in the accessible supply.

Contributions of Shale Gas in the United States,” December 2011.

Domestic manufacturers and the agricultural
sector may be the greatest beneficiaries of
abundant, affordable natural gas, both in terms
of production and use. The United States may
soon reach the cusp of being a net exporter of

The natural gas share of electric
power generation increased from
18% in 2004 to 25% in 2011 and
expected to rise to 30% in 2013.

Sources: U.S. Energy Information Administration (EIA); EIA's Annual Energy Outlook 2012; Center for American Progress, “American Fuel:
Developing Natural Gas for Heavy Vehicles,” April 2010; EIA's Short-Term Energy Outlook, May 2012; and IHS CERA Alert, “The Economic

ii
Shale gas production supported
more than 600,000 jobs in 2010,

a number projected to increase to
more than 1.6 million by 2035.

and private,
to harness
and produce
energy. We
will need
energy from
multiple sources simply to meet global demand,
and alternatives will comprise an increasing
percentage of that. Partnerships and education
will be implemented, innovation will meet the
challenges head-on, and competition will be
plentiful. Our energy future appears bright
and full of promise.

CZR/'S

Chris Riley, CFP

Investment Advisor Representative
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1209 Culbreth Drive, Suite 100
Wilmington, NC 28405

Phone: (910) 256-8882

Fax: (910) 256-3688

www.fountainfinancial.net

Securities and Investment Advisory Services
offered through Financial Network Investment
Corporation Member, SIPC. Fountain
Financial Associates and Financial Network
are not affiliated. » Opinions expressed are not
intended as investment advice or to predict
future performance. * You cannot invest
directly in an index. * Past performance does
not guarantee future results. * All information
is believed to be from reliable sources: however
we make no representation as to its completeness
or accuracy. * All economic and performance
information is historical and not indicative

of future results. » Please note that neither
Financial Network Investment Corporation
nor any of its agents or representatives give
legal or tax advice. For complete details, consult
with your tax advisor or attorney.




