LETTER TO SHAREHOLDERS

Dear Fellow Shareholders:

This Semi-Annual Report covers the six-months
ended September 30, 2007. Your Fund’s net asset value
(NAV) per share closed at $42.65. A $0.35 income
distribution and a $1.04 capital gains distribution, $1.02
of which was long-term, were paid on July 6, 2007 to
holders of record on June 29.

The following table shows the average annual
total return for several different periods ended on that
date for the Fund and comparative indices of securities
prices. The data quoted represents past performance, and
an investment in the Fund may fluctuate so that an
investor’s shares when redeemed may be worth more or
less than their original cost.

Average Annual Total Return

FPA
Inception
1 Year 5 Years 10 Years 15 Years 20 Years 7/1/1984
FPA Capital
NAV)*  11.15% 17.39% 11.31% 17.00%  15.12% 16.91%
FPA Capital
(Net of Sales
Charge)** 531% 16.13% 10.71% 16.58%  14.81% 16.64%
Lipper
Mid-Cap
Value Fund
Average 16.04% 19.40% 991% 1293% 11.24% 12.68%
Russell 2000 12.34% 18.75%  7.22% 11.48% 9.70% 11.12%
Russell 2500 15.17% 19.55%  9.24% 13.08%  11.46% 13.19%
S&P 500 16.44% 1545%  6.57% 11.11%  10.59% 13.17%

The Fund’s six-month total return, which includes
both the changes in NAV and the reinvestment of
distributions paid, was -0.76%*. This compares with total
returns of 2.58% for the Lipper Mid-Cap Value Fund
Average, 1.19% for the Russell 2000, 2.32% for the
Russell 2500 and 8.44% for the S&P 500. On a calendar
year-to-date basis, these same comparisons are 6.04%*
for FPA Capital Fund, 7.36% for the Lipper Mid-Cap
Value Fund average, 3.16% and 5.95% for the
Russell 2000 and 2500, and 9.13% for the S&P 500.

Special Announcement

It gives me great pleasure to announce that Dennis
Bryan and Rikard Ekstrand have been promoted to
portfolio managers of your Fund and that they will have
direct responsibility for a portion of the Fund’s portfolio.
Each will be writing a segment of the shareholder letter
under their respective names. This change is in recognition
of their contributions to your Fund. Dennis Bryan joined
FPA in 1993 and he has been a valued and dedicated
associate. Rikard Ekstrand followed in 1999. Each has
made significant investment contributions to Fund
performance in areas such as energy, industrial equipment,
retail and technology, to name a few. What this change
reflects is the evolutionary way in which we grow and
enhance FPA to support its investment products. We have
added investment professionals in a very measured way so
as to be sure that, when they do join the firm, they have
“bought” into the philosophy and culture of FPA. We do
not make changes rapidly at FPA and, thus, an investment
professional who joins our firm must be willing to have
patience in regard to how his career develops. We do not
want people who demand or expect immediate
gratification or recognition. Since our investment
philosophy requires discipline and patience, we want to
see these same attributes in the investment professionals
who join FPA. Both Dennis and Rikard are outstanding
examples of this philosophy. They are also two of the eight
partners who own First Pacific Advisors, LLC.

Comment on Morningstar’s Lowering of Your
Fund’s Stewardship Grade

Morningstar recently changed its stewardship
grading methodology and lowered your Fund’s stewardship
grade from “A” to “B.” I want to assure you that we have
done nothing to change how we manage the Fund or the
principles that guide us. The protection and growth of your
assets remain paramount in our thinking, as we have
consistently stated. We strongly disagree with Morningstar’s
change and have communicated our displeasure with this
action. I will briefly discuss why this was done and why we
are of a different opinion. You may read our full response to
Morningstar on our website at www.fpafunds.com.
According to them, the two primary issues that led to this

* Does not reflect deduction of the sales charge which, if reflected, would reduce the performance shown

** Reflects deduction of the maximum sales charge of 5.25% of the offering price



change are how they view our lack of performance-based
compensation for fund managers and the absence of an
independent chairman of the board of directors. In the first
case, Morningstar wants to see that fund managers have a
portion of their compensation subject to a relative market
performance adjustment. They believe this helps to better
align the interests of the manager with those of the
shareholder. Morningstar’s model is based on the manager
being an employee of the management company, but does
not adequately consider our company structure where the
managers of your Fund are owners of FPA. We believe that
managers’ ownership of FPA creates a strong, long-term
incentive for stewardship and aligns the long-term interests
of the managers with those of Fund shareholders. The
second issue, independent chairmanship, has been
addressed by your Fund’s independent board members and
subsequent to the issuance of Morningstar’s grades they
elected an independent chairman. The board has maintained
its autonomy with more than 75% of its members
independent outside directors, who bring impartial and
objective skills to the oversight of your Fund. In all, FPA’s
management system has led to unprecedented stability over
the last 30 years, which is longer than Morningstar has
existed. Along with the board, we will continue to maintain
our emphasis on strong stewardship and governance over
the Fund, as we have since we took over its management
almost 25 years ago.

Commentary

Your Fund underperformed the major indexes as
well as the Lipper Mid-Cap Value Fund Average for the
six-month period ended September 30, 2007. On a year-
to-date basis, your Fund outperformed both the
Russell 2000 and the Russell 2500 while modestly
underperforming the Lipper Average. This performance
was achieved despite between 40 — 45% invested in short-
term liquidity. This indicates that our stock selection was
able to nearly offset the drag on investment performance
from our heavy investment in liquidity.

During the market’s precipitous decline in July and
August, your Fund’s large cash holding helped to protect
the Fund during the credit crisis but not to the extent that
we expected. The culprit in holding back your Fund’s
performance was our exposure to retail. Several of our
holdings declined between 12% and 40%, while the
indexes declined substantially less. During the twelve

months ended September 30, 2007, the Fund’s retail
exposure had been reduced from 22.4% to 11.7%. We
eliminated two holdings, Michaels Stores and Big Lots,
along with trimming our holdings in RadioShack and Ross
Stores; however, we were unwilling to reduce the
remaining positions any further. During the market’s
decline, we did add to our holdings in Charming Shoppes
and Foot Locker, while adding a new holding, Circuit City.
Dennis Bryan will discuss the reasoning behind this new
investment in his segment of this shareholder letter. We
have confidence in our remaining holdings and believe
they continue to be attractive longer-term investments. In
our opinion, this recent decline is only a temporary setback.

One of the best-performing market sectors was
technology, with double-digit returns for this reporting
period. We have maintained a low exposure to this sector for
some time. In response to this area’s strong performance, we
reduced the Fund’s investment in Avnet from over 9% to
5.8% of total assets, after it had appreciated 56%. We
believe it was prudent to reduce the Fund’s exposure despite
our being confident in Avnet’s future. As a side note, Avnet
is one of a limited number of technology stocks whose
current share price is at a higher level than when the Nasdaq
and technology indexes peaked in 2000 and 2001. Avnet’s
management has done a superb job of improving corporate
profitability and growing the company. These same
comments apply to our other electronic distributor, Arrow
Electronics, but we did not reduce this holding since it
represented a smaller percentage of assets. While many
technology stocks were rising, we added a new position,
Western Digital, after the stock declined more than 25%
from its recent high. Western Digital designs, develops,
manufactures, and markets hard disk drives (HDDs). The
company’s HDDs are used in desktop personal computers,
servers, network attached storage devices, and satellite and
cable set-top boxes. We acquired our initial position at 0.65x
sales and less than 7.5x earnings net of cash on the balance
sheet. Unfortunately, we did not acquire a significant
position since the stock rose from our buy level. I fault
myself for being a little too price sensitive. Dennis Bryan
has been gracious enough not to remind me of this since he
led the charge on this investment.

Another strong performance sector was energy.
Our best-performing holding, National Oilwell Varco, was
sold after appreciating nearly 86% and 136% for the
six- and nine-month periods ended September 30. Since



we began purchasing it in 2001, it has risen nearly ten-
fold; therefore, we believe we have made the easy money.
It is a superb company and Rikard Ekstrand did an
outstanding job on this particular investment but we
believe that its current share price discounts much of its
positive future outlook. We acquired it during a period of
economic distress and limited confidence in its future
outlook. That is not the situation today. This is a good
example of how we like to invest, in that, during periods
of uncertainty and depressed share prices, we like to
establish positions and then wait patiently for the
underlying investment fundamentals to work out. It
requires patience and a willingness to go against the
crowd.

After the various portfolio changes, your Fund’s
equity portfolio has significant valuation advantages,
when compared to the various metrics for the benchmark
indexes. As of September 30, 2007, your Fund’s P/E and
P/BV (Price/Book Value) ratios were 12.3x and 2.0x,
respectively. By comparison, the P/E ratios of the
Russell 2000 and the 2500 were 25.1x and 22.5x, while
the P/BV ratios were 2.4x and 2.5x. Our companies are
financially stronger, with a 22.4% Total-Debt/ Total-
Capitalization ratio, which compares favorably to the
39.5% and 43.3% for the Russell 2000 and 2500. Finally,
our companies weighted Return on Average Equity of
13.4% approximates the 12.3% and 14.5% of the
Russell 2000 and 2500 indexes.

During the past two years, our defensive portfolio
positioning has held back your Fund’s investment returns.
To remind you of our investment philosophy, we view
holding cash as the residual of investment opportunity.
When we find securities that meet our investment
standards, we will deploy capital. Unfortunately, we have
not uncovered a sufficient number of attractive
investments to deploy our cash. In June, my value screen
identified 35 qualifying companies, a new all-time low,
versus the prior record low of 47 in January 2004. During
the stock-market decline, the number of qualifiers rose to
117 and is now at 106, as of the writing of this
shareholder letter. During previous periods of stock-
market distress, a typical number of qualifiers would be
in the range of 250 to 400. This has not occurred for
several years. When I dug deeper into these qualifiers,
more than half of them had market capitalizations of less
than $500 million, with nearly 70% below one billion. In

other words, most of the qualifiers are micro market-
capitalization stocks and, thus, they are generally too
small for us to take seriously as an investment
opportunity. Most of the others were either in financial
services or were in housing-related sectors and, thus, in
our opinion, it is still too early to consider them. We will
continue to wait patiently for future investments that meet
our criteria and provide us with a better than average ratio
of potential investment return versus risk.

In the March 2007 Shareholder Letter, we had an
extensive discussion entitled, “Special Commentary.” We
discussed the growing risks in several areas of the capital
markets and went on to detail them. On June 28, I gave a
speech before the Chartered Financial Analyst Society of
Chicago entitled, “Absence of Fear.” You may read it on
our website, www.fpafunds.com. This is a more detailed
discussion of what was covered in the Shareholder Letter.
Since then, many of the potential risks identified have
now become more widely understood. The collapse in
loan originations and pricing in the subprime and Alt-A
loan sectors along with questioning of security pricing
and credit-rating models has been covered widely in the
press. On October 12, the front page of the Wall Street
Journal led off with the story, “U.S. Investors Face an
Age of Murky Pricing.” A discussion of the difficulties
and pitfalls of pricing highly complex securities is
covered quite well. A brief discussion details the three
different methodologies used to price securities: marking
to market; marking to matrix; and marking to model. As
Warren Buffett said, “They call it ‘marking to market,” but
it’s really marking to myth.” I refer to “marking to model”
as “Imaginary Accounting.” You imagine a price and then
you account for it at that price. Many of these securities
values are predicated on valuation models that were
created by management. This is like having the fox guard
the hen house. It is all legal but it does not give us great
confidence in the viability or soundness in the balance
sheets of many financial service companies. Many of
these securities have become so complex that it is nearly
impossible to accurately value them. It is all guess work.

I highlight these issues because, for several years,
U.S. economic growth has been driven by high credit
growth and the development of the structured finance
industry. According to David Rosenberg, chief North
American economist at Merrill Lynch, the ratio of total
household debt to total disposable income has risen to



136% from 100% in 2000. During this six-year span, the
consumer added as much debt as was added in the previous
40 years combined. The vast majority of this debt growth
has been created outside of the banking system. Through
the second quarter of this year, non-bank credit creation
was $3.12 trillion while bank credit creation was $578
billion, according to MacroMavens. Between 2000 and
2006, it is estimated that total mortgage securitizations
outstanding rose from $5.1 trillion to $10.4 trillion.
Collateralized debt obligation — these take mortgage
securitizations and pool them into another synthetic
security — rose from approximately $99 billion to $562
billion for this same period. These numbers do not include
collateralized lease obligations, structured investment
vehicles, now the subject of intense concern, or the many
other types of private credit transactions that have been
creatively developed. Most of these securities do not come
under the regulation of the banking system. The
securitizations that are under the most stress are those that
are dependent upon questionable borrowers, subprime for
example, or have loans that have been underwritten with
highly lax credit standards. Most of the structured finance
issues revolve around housing-related securities, but we
are of the opinion that questionable underwriting processes
spread to all areas of the credit market.

On September 18, the Federal Reserve lowered the
Fed Funds rate by /4 percent to 4.75%. The stock market
took this as an all-clear sign that everything is going to be
all right. Many “experts” are saying that the worst of the
credit crisis is over and that 2008 will be just fine. We
disagree! The ABX Indexes, indexes based on several
asset-backed securitizations backed by subprime credit
loans of different periods of issuance, have recently been
hitting new lows compared to those that took place at the
height of the August credit crisis. It took years for the
excesses in the credit system to develop. To think a few
weeks of market decline and a 4 point cut in the Fed Fund’s
rate will solve our large and varied credit issues seems to
us to be a bit unrealistic. This credit crisis, unlike earlier
ones which were a function of Fed policy actions that led
to higher interest rates and a lessening in credit availability,
had its genesis from unsound underwriting and aggressive
credit creation that was accommodated by the credit-rating
agencies’ use of faulty models. The basic problem is that
borrowers took on more debt than they could handle and
the rating agencies had faulty models that allowed large-

scale debt sales to buyers who had little understanding of
what the risks were of the particular security they were
buying. All that counted was that there was an appropriate
credit grade that allowed the buyer to purchase a structured
finance security at a yield substantially higher than what
could have been attained with a similarly rated corporate
bond. These ratings have been shown to be quite faulty,
with Moody’s, Standard & Poor’s and Fitch trying to get
ahead of this situation by announcing a multitude of credit
downgrades. They all have said that they have modified
their models in light of new information. As the old saying
goes, “Fool me once, shame on you. Fool me twice, shame
on me.” Many buyers worldwide were sold securities that
were not what they thought they were. There was a
scramble for yield, in a low interest-rate world, that allowed
this mess to develop. To think that these buyers will return
rapidly is, in our opinion, quite optimistic. It will take a
revamping of the structured finance industry and a
restructuring of the credit-rating agencies to re-establish
confidence in the entire process. This will take time and,
thus, structured finance credit creation should shrink in
size for the foreseeable future.

Should we be correct in this assessment, a smaller
potential structured finance market will lead to a large
number of layoffs from those companies that specialize in
this area. Unless a multitude of financial institutions are
willing to grow their balance sheets and increase their
leverage ratios, particularly banks, it would seem that we
are in for a rough spell, regarding credit availability and
growth, and this should have negative implications for
economic growth. A contraction in structured finance
originations will likely prolong the housing slump by
further depressing home construction, turnover and
prices, resulting in a further erosion of consumer
confidence and spending. A cleansing of the credit
system should and will have to take place. At this time, we
have seen no material cleansing of toxic investment
securities within the capital market. If any structured
loans have traded, they have been of the higher-quality
credit ratings. We believe most holders have not been able
to or willing to take the appropriate price discounts to
move these troubled securities off their books. These
comments apply to other areas of the credit market such
as high-yield and leveraged buyout loans. We do not
believe these credit market issues will likely be resolved



within the next twelve to eighteen months. Additional
pain and fear must occur before this process can begin.

Outlook

In light of the above comments, we believe the
odds of a 2008 recession have increased to at least 50%,
or more. Given the growing credit contraction, oil prices
approaching $90 per barrel and the dollar setting new all-
time lows versus a basket of currencies; future Fed policy
actions may prove rather ineffectual in dealing with these
challenges. We are of the opinion that the Fed will lower
the Fed Funds rate into the 3.75% to 4% range next year,
or lower, as housing, capital markets and consumer issues
negatively affect economic and corporate earnings growth.
We view consensus earnings growth expectations as being
too high and believe that they will have to be lowered.
Only recently have various types of financial services
companies begun to recognize their problem loans and
investments, with charges and provisions for future losses.
Some of these stocks have responded favorably, with the
belief that these companies are getting their problems
behind them. Again, we believe the consensus is being too
optimistic. Generally, managements are always initially
optimistic, until they have to face the grim reality of the
situation, and this process should extend well into 2008.
The stock market appears to be ignoring these various
risks since there appears to be a general belief that lower
interest rates will ride to the rescue to solve these credit
problems and support stock prices. We do not agree with
this optimistic view and, therefore, we will continue to
deploy a highly defensive portfolio strategy since we do
not believe we are being appropriately compensated for
these risks. With those closing comments, Dennis Bryan
and Rikard Ekstrand will convey their thoughts.

Dennis Bryan Commentary
Circuit City Stores, Inc.

During the third quarter, we initiated a new
position in Circuit City (CC). We started buying the stock
near $13 a share and purchased more as the stock
declined to roughly $8 a share. We have purchased
approximately a half position and are waiting to see how
operational changes begin to impact the company.

Circuit City is the second largest independent,
consumer electronic retailer in the United States. The
company operates roughly 650 super stores in the U.S.,

averaging approximately 25,000 square feet in size, which
produce annual sales of over $11 billion. The company also
has 800 smaller stores in Canada, each with approximately
2,000 square feet, which generate approximately $500
million of annual sales. The core U.S. stores sell audio,
video, and home office products, entertainment software,
and related installation and services.

We have been following Circuit City for many
years, but until recently the company did not possess a
management team strong enough to inspire our confidence
that it could lead the company to achieve its profit potential.
However, in 2006, the Board of Directors replaced the
former CEO, who we believed was very ineffectual, and
elevated Phil Schoonover from the President’s role to the
CEO position. Prior to Schoonover’s joining the firm in
2004, he was with Best Buy for roughly a decade and
helped turn around that retailer in the mid to late 1990s. We
expect Schoonover, and the new executives he has brought
in over the last couple of years, to transform Circuit City
from a tired consumer electronics retailer into a modern,
more efficient retailer that provides its customers with a
better in-store experience than in the recent past.

Over the last couple of years, the new management
team has started to roll out all new information technology
systems to better manage merchandise, stores and labor.
These new systems should all be operational by the end of
next year. New standard operating procedures and district-
level management directives were recently installed. Next
year, the company says it will complete the roll-out of a
new Point-of-Sale (POS) system for all 650 U.S. stores.
These new systems will allow store personnel to more
rapidly check out customers, management to better
schedule labor hours, and integrate with the new
merchandise systems to more accurately tailor in-store
inventory for a given geographic area, based on
demographics, sales history, and other data.

All of these changes have not been easy for the
company and the disruption to the stores has been greater
than we anticipated. Recent sales have not met
expectations; however, by the fourth quarter of its fiscal
year ending February 2008, Circuit City should start to
experience a meaningful pick-up from the weak results
experienced earlier this year. Obviously, we are monitoring
the turnaround very closely, but we agree that many of the
changes management has implemented were required for
the company to achieve better returns on capital.



Our profit expectations are below management’s
guidance, yet very realistic. Circuit City’s management
has publicly stated that they believe they can increase the
company’s operating margin from 1.5% to 5% over the
next few years. For comparison, Best Buy has achieved
operating margins greater than 5% each of the last four
years. Our expectations are more conservative. We
believe that Circuit City could achieve a 3% operating
margin level within the next few years. If we assume a
small measure of revenue growth, we would not be
surprised to see the company earning approximately
$1.50 of EPS sometime within the next three to five
years. In the meantime, Circuit City has over $2 per share
of net cash on balance sheet, and has the ability to
generate at least another $3 per share of cash through
better working capital management while having a market
capitalization that is at a very depressed 13% of sales.

Rikard Ekstrand Commentary

Deepwater Oil Production — the Key to the
Supply Equation Puzzle

The energy sector is by far our largest investment
area. We discussed the rationale for our energy investments
in the September 2006 Shareholder Letter. We will expand
on that discussion here by providing our thoughts on the
deepwater segment, which is vital for future production
levels. Before discussing deepwater oil, let’s sum up the
current demand and supply equation for oil. Over the last
four decades, worldwide oil consumption has virtually
doubled from 45 million barrels per day in 1970 to 86
million barrels today. When comparing this to discovered
oil volumes, the picture becomes bleak. Harry Longwell, a
former Director and Executive President of Exxon Mobil
Corporation, backdated discoveries to the time the find
was made and built a chart that showed that global
discoveries peaked around 1960, or almost five decades
ago. This was when we were in the beginning phases of
using 2D seismic technology. 3D seismic came a few
decades later and now we’re using visualization
technologies and real-time data when drilling. The
diamond drilling bore technology came in the 1960s and
revolutionized the oil drilling industry. Despite these large
technological advances, global discoveries have declined
from close to 60 billion barrels per year in the peak years
of the 1960s to around 10 billion barrels today. Thus, after
five decades of significant improvements in technology

and understanding of where oil is, we are now finding a
fraction of what we found five decades ago.

Due to this declining discovery trend, we are now
relying on old fields for the majority of our supply. Eighty
percent of global oil production today comes from fields
discovered before the 1970s, according to 13D Research.
How fast these older fields are depleting is of paramount
importance. To appreciate the impact of depletion, the
U.S. is one of the best case studies. Depletion of the U.S.
oil reserves was first signaled by the drop in yield to
exploration in 1940, as measured by barrels per foot
drilled. But with enhanced technology, oil production
kept growing for another 30 years despite a deceleration
in yields. Then the inevitable happened; production
peaked in 1970 and it has declined ever since. The decline
rate has been slowed by incremental production in new
areas such as Alaska and the deepwater Gulf of Mexico,
without which the decline would have been much steeper
and more serious. The U.S. is a good precursor for what
is happening in the global arena. The world is now
consuming approximately three times the volume of
crude it is finding each year. Put another way, at current
levels of oil consumption, we are using up and not
replacing two thirds of our daily consumption. This is
why we have focused our investment on oil drilling
companies. Exploration and thereby drilling for oil must
increase to keep production levels from declining over
time, and this leads us to deepwater oil.

Deepwater oil is defined as oil found at depths
greater than 400 meters, or 1200 feet. Remarkable
technological achievements have extended the range of
drilling from shallow waters to deep waters over the last
decade and a half. This has allowed the mapping of where
deepwater oil is in the world. It turns out that there are
three main regions where it is prolific, the U.S. and the
Mexican Gulf of Mexico, Brazil’s Campos Basin near
Rio de Janeiro, and Africa’s Angola and Nigeria. The total
proved and probable deepwater and ultra-deepwater
resource today is 78 billion barrels according to data from
Bank of America, of which 44 billion is proved according
to IPC Petroleum Consultants. It is this large resource
base that is allowing deepwater production to double from
production levels of more than 4 million barrels per day
in 2006 to over 8 million barrels by 2011, according to
estimates from Bank of America and Wood Mackenzie, a
consultant to the global oil industry.



However, by 2011, this data points to a sharply
slowing and then flattening deepwater growth profile. The
reason for this is that a proven resource base of 44 billion
barrels is unable to support peak production in excess of
8 — 10 million barrels per day for any length of time since
depletion rates would get too large. For example, 8 — 10
million barrels per day, or 2.9 — 3.6 billion barrels per year,
of deepwater production implies a 6.6 — 8.3% depletion
rate on a proven resource base of 44 billion barrels. The
UK. for example, an offshore province, has a depletion
rate of 7.7% — according to Colin Campbell, a retired
petroleum geologist who specializes in depletion — and its
production peaked in 1999, or eight years ago, at lower
depletion rates than currently.

The only sustainable way to get higher deepwater
oil production is to prove up the probable barrels and to
make substantial new discoveries. Extrapolating the falling
deepwater discovery trend suggests that another 5 — 15
billion barrels of smaller finds can be made, according to
Colin Campbell. Adding these possible barrels to the 34-
billion-barrel probable reserves gives us 40-50 billion on top
of the proven 44 billion. In order to continue growing
deepwater production beyond the 2011 forecast, we would
need to prove up and bring these barrels to production in the
near future. However, the reality is that by the time these
potential barrels are brought to production, declines in
existing deepwater fields, and onshore fields, will eat up a
lot of these gains. Time will tell if substantially more can be
found and economically produced in the deep waters around

significant if we don’t find substantially more than the
current discovery trend is suggesting; therefore, we remain
of the opinion that, in the next decade, oil prices will likely
be substantially higher than they are today.

With those closing comments, we thank your for
your patience, support and trust that you have
demonstrated by your investment in FPA Capital Fund.

Respectfully submitted,
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Robert L. Rodriguez
President and Chief Investment Officer
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Dennis M. Bryan
Vice President and Portfolio Manager
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Rikard B. Ekstrand
Vice President and Portfolio Manager

October 13, 2007

the world. We believe the impact on oil prices will be

The discussion of Fund investments represents the views of the Fund’s managers at the time of this report and
are subject to change without notice. References to individual securities are for informational purposes only and should
not be construed as recommendations to purchase or sell individual securities. While the Fund’s managers believe that
the Fund’s holdings are value stocks, there can be no assurance that others will consider them as such. Further, investing
in value stocks presents the risk that value stocks may fall out of favor with investors and underperform growth stocks
during given periods.

FORWARD LOOKING STATEMENT DISCLOSURE

As mutual fund managers, one of our responsibilities is to communicate with shareholders in an open and direct
manner. Insofar as some of our opinions and comments in our letters to shareholders are based on current management
expectations, they are considered “forward-looking statements” which may or may not be accurate over the long term.
While we believe we have a reasonable basis for our comments and we have confidence in our opinions, actual results
may differ materially from those we anticipate. You can identify forward-looking statements by words such as “believe,”
“expect,” “may,” “anticipate,” and other similar expressions when discussing prospects for particular portfolio holdings
and/or the markets, generally. We cannot, however, assure future results and disclaim any obligation to update or alter
any forward-looking statements, whether as a result of new information, future events, or otherwise. Further, information

provided in this report should not be construed as a recommendation to purchase or sell any particular security.
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