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Forget about the Goldilocks Market. We
are now in the Santa Claus Market,
where leveraged buyouts make every
day Christmas. Groups snhap up com-
panies with the expectation that with a
bit of financial engineering, some ruth-
less downsizing, and bye and bye a
market happy to buy back as an IPO
what it sold in aleveraged buyout, they
will make a fortune.

So one day when I turned on my moni-
tor and saw that Fastenal had bolted
almost 10% higher, | wondered what
was happening? My knee-jerk answer
was maybe a Santa Claus wants FAST?
That turned out to wrong. In fact,
Fastenal once again flummoxed bears
by coming in with higher results than
analysts expected and the shares took
off.

But the steady drum beat of private in-
vestment groups using OPM (Other
People's Money) has become the em-
blem for the bull market in 2006 and
2007. I'm not complaining. If someone
insists on paying whatever it takes to
own something, then by all means we
should sell it to him—isn’t that the
punch line for Benjamin Graham'’s Ying-
Yang Mr. Market fable?

However, when a market becomes in-
toxicated by leveraged buyouts, there
is not only the likely risk that rational
pricing ceases to guide buyers and sell-
ers, but also the inevitable final epi-
sode when it all collapses.

I know how smart these modern mas-
ters of the universe are touted to be,
but the very fact that the smartest
among them are running to sell their
successful businesses to the publicin
IPOs should tell you everything you need
to know about how the story ends.

--Gray Emerson Cardiff

Subscription Rate: $195 per year

Mid-Year Tally

Last month’sbuy signal was opportuneas stock pricesboomed since
then. Seethe updates section for details about our performance over
the previous month. Since July startsthe second half of theyear, it's
timetotakealook at how the Sound Advice portfolio has performed.
Overdl, thenewsisfine: our portfolioisup 12.6% versusthe Standard
& Poor’s500's9.7%, the Dow Industrial’s 11.5% and the Nasdaq's
12.1%. We can attribute some of that success to maintaining our
commitment to energy and natural resource stocks, but for thosewho
think that successful investingisbeing dl-ininasingle sector, the other
part of thissuccessisan eclectic portfolio of ideasthat all started with
low historica vauations.

So far thisyear, we have sold seven positions, of which six werefor
gainsand one, Friedman BillingsRamsey wasat aloss. Therewere
three others, which we continueto hold, that were down 10% or more.
Coeur d’Alene, which haslost 15.8% so far thisyear, has been weak
along with other precious metals stocks asgold and silver retreated
from peakshit earlier in 2007. CDE aso had the specific problem of a
court decision that shut down amajor new mine. Seethe updatesfor
better news there. Boston Scientific is down 15.4%, though it has
extricated itself from some of the quicksand of negative news that
pulledit down earlier thisyear. Finally, HRPT PropertiesTrust, the
only property REIT we hold now, isoff 10.9%. At thislevel, wethink
thisREIT offersan exceptional vaue.

Ontheplussideof theledger, returnswere excellent. Looking at the
17 best performers, thosewith returns of 20% or more, you’ d expect to
find the hottest of hot sectors: energy and natural resources. Youwon't
be disappointed: EnCana, the Canadian natural gas company, isup
40%thisyear, Transocean, the ultra-deepwater driller, hasmoved 34.7%
higher, Anglo-American, the South African holding company with
exposureto cod, diamonds, gold, platinum, iron and other commodities
with apromising toeholdin Chinaisup 32.4%, | con Ener gy Fund,
overweighted toward energy servicecompanies, isup 29.4%, and Royal
Dutch, themultinational integrated energy giant, has added 20.9%.
Thereareacouple of natural-resource related companiesthat continue
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Mid-Year Tally

to boom such as Agrium, the Canadian fertilizer
manufacturer, up 45.4% thanks to near insatiable
demand for its nitrogen-based products, which use
natural gas as their feedstock. Finally, CSX, the
transcontinental railroad, isup 40.8%. Railroads, the
ideal carriersfor bulk goodslike cod, corn and wheat,
areworking at capacity.

However, there are ten others not related to natural
resourcesthat are prospering. Three of thesewinners
came to us as spinoffs or tracking stocks from what
now must rate as one of our best recommendations,
Liberty Media, which John Maoneused asaholding
company to accumul ate positionsin companiesLiberty
actively managed and in other companiesheld passively
for investment purposes such as huge hunks of News
Corp and Time Warner. Ma one has been described as
the* JaschaHeifetz of restructuring, playing complex
pieceson hisvariouscorporateinstruments...” Liberty
Global, which combines a play on the weak dollar
through itsfar-flung ownership of cabletransmission
assetsin Europe, Asia, South Americaand therising
popularity of cable entertainment, Internet and data
transmissionin these markets, isour best performer, up
52.7%to date. Second isDiscovery Holdings, which
captured some of Maone'sinterestsin cable network
content through its Discovery Channel stable of
companies, and is up 48.9%. Then thereisLiberty
Capital, atracking stock that gaugesthe market value
of the parent company’sholdingsin TimeWarner and
Starz Entertainment. LCAPA isup 27.7% so far this
year.

So natural resourcesand mediastocks haverewarded
us. The other seven significant winners include
Schering-Plough, which validated our faith in its
prospectseven when it wason thefloor in 2003, isup
37.7% sofar. Honeywell, the aerospace, defense and
controlsblue chip and part of the Dow 30, isup 34%.
Fastenal, adistributor and seller of nuts, bolts, tools
and materialsfor manufacturers, builders, and repair

services, hasadded 32.9% sinceits recommendation
just three months ago. Tetra Tech, in the business of
rehabilitating water and other environmental cleanup
projects, had been relatively quiet ever since agreat
spurt shortly after we recommended it, now hascome
tolife, adding 29.5%in 2007. Sony, the Japanese media
and electronics manufacturer, is up 23.4%, while
M olson Coor s, the beer brewer perennialy considered
the stepsister to the much larger Anheuser Busch, not
only has outperformed Busch since we recommended
it but continuesthat pacethisyear, adding 22.3% versus
BUD’snearly flat 3.2%. Finally, Sprint Nextel, the
biggest pure domestic wireless investment, that we
deem underval ued because of how poorly the merger
with Nextel has progressed, is up 20.8% since its
February introduction.

As you know, we are opportunistic buyers, and go
whereever we gauge the market has underpriced a
company or a sector. The best word for our styleis
"eclectic." However, If thereisany trend in what we
are putting into the portfolio lately, companies with
exposureto technology and telecommunications are
popping up morefrequently. Theirony isthat eight years
ago, we would not have touched any of them. So the
whesl turns.

Wearedsointerested in finding more companieslike
Tetra Tech and Insituform that will benefit from
infrastructure spending. We al so believethat precious
metal s stocks by the end of thisyear will have more
than recovered from their ho-hum performance so far
in 2007, snceweexpect thedollar to continueto sumble
asthe subprime story getsworse. We also believe that
inflation, which Pollyannas continueto view asbenign
because it is "non-core," that is because since the
economigtsin Weashington excludeenergy and food from
the"core" inflation figures, they thereforedo not really
matter, will dsoriseif only becausewagedemandsare
responsiveto therea -world cost of living. Andinthe
real world, food and energy loom large. SA
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Sound Advice on Odyssey Healthcare

Compassion on aBudget

Thegraying of America, theinexorable aging of baby
boomers, is the demographic trend easiest to detect
and profit from. Healthcare, medical devices, businesses
that cater to the interests and welfare of the elderly,
and senior housing are investments we have profited
fromin the past whenever the market put them on sale.
Every aging American will rely on one or more of these
businesses. However, the needs essential for an aging
population inevitably lead to end-of-lifeissues, which
brings usto Odyssey Healthcare (ODSY—Nasdaq),
the second largest and the purest investment choice
among companies that provide hospice care. End-of-
lifecareisstill initsinfancy, and offersthe potential for
significant profit, especially because ODSY shares, we
think, are currently on sale.

HOSPICE CARE

Hospice care in the United States did not formally
exist before 1974 when thefirst hospice opened in New
Haven, Connecticut, and did not gain wide exposure
until Congress in 1983 established hospice care as a
Medicare benefit. Though hospices are popularly
thought to be where you go when nothing more can be
done, they provide essential services, especially relief
from pain, and both physical and spiritua carefor those
for whom no curative procedure remains or who decide
that the physical and emotional costs of postponing
death are too much. Today there are approximately
3000 hospice programs in the United States, which
deliver care primarily to clientsin their own homes.

The incentives for government to extend benefitsto
hospice care are both humane and financial . Surveys
support what most of us instinctively understand: we
do not wishin our final daysto be treated as objectsin
a hospital bed. We prefer to end our lives not in an
institution but among family. Financially, when apatient
no longer can benefit from the curative procedures
hospitalsare best ableto provide, it isfar lesscostly to
spend those last days either at home or in a setting that
doesn’t demand expensive high-tech tools, and staffs
of medical specialistsand nurses.

Originally, hospices cared primarily for cancer
patients, but today serve those with a wide range of
terminal conditions, though cancer till affectsthesingle
largest portion of hospice clients (32% of clients at
Odyssey). The other major conditions are end-stage

heart disease (18%), dementia (18%) and debility (15%).
About 60% of clientsare cared for intheir own homes;
the balance resides in various care situations ranging
from assisted living to hospitals.

Under Medicare coverage, there are four levels of
care: Routine Care, which takes place in the client’s
home or other residence, which in 2006 accounted for
97% of Odyssey’s service days and is reimbursed at
between $116 and $185 aday; Continuous Care, which
is billed on an hourly basis and can cost for afull day
between $676 and $1081. Continuous Care addresses
episodes of acute pain or other severe medical issues
and is also delivered in the client’s home or other
residence. Continuous Care accounted for 1.2% of | ast
year’s total days of care delivered. General Inpatient
Care provides care equivalent to Continuous Care but
isdeliveredinahospital or other inpatient facility. Itis
billed at between $520 and $807 per day, and accounted
for 1.6% of Odyssey's 2006 care delivery days. Respite
Inpatient Careisprovided in ahospital or other inpatient
facility, anticipates routine care, and is intended to
relieve for a period up to five days volunteer
caregivers—almost always family members—from
their demanding responsibilities. Itisbilled between $123
and $180 per day, and accounted for 0.2% of Odyssey’s
delivered days of care.

ODYSSEY

Odyssey, with a market cap of $417 million and
revenues|ast year of $410 million, started in 1996, and
went publicin 2001. Growth lately hasbeen both organic
and by acquisition, but in its earliest years ODSY got
its biggest boost from acquiring existing hospice
programs, something wewill returntoin discussing how
the shareshavefared. Last year, Odyssey initiated five
new hospice programs, and expanded existing programs
by 4.5% (vs. 4.1% in 2005). Management expectsthis
year to start three or four new programs. Historically,
however, Odyssey built itself through linking established
hospice programs (60 acquired since the company
beganin 1996). Last year, however, it acquired just one
program in Georgia, and in 2007 so far has added only
asingle small operation in Valdosta, GA.

Demographicsdrive and channel Odyssey’sgrowth.
In 2000, it is estimated 35 million Americans were 65
and older (12.4% of thetotal U.S. population). By 2020,
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with thetide of Baby Boomers cresting, it is projected
that therewill be 54.6 millionin that age group (16.3%).
Geographically certain regions contain greater
concentrations of older residents, and Odyssey hasmore
than half of its programsin the nine states that account
for nearly half of the U.S. population aged 65 or ol der.

Odyssey, whichisdomiciledin Texas, hasitsgreatest
concentration, 22 programsand threeinpatient facilities,
inthat state. Texas, though it ranks 47" in terms of the
percentage of population that is 65 or older, standsfourth
(behind California, Floridaand New York) in terms of
absolute numbers of 65 and older residents (2.07
million). Odyssey, though the concentration of potential
clients per state is important, relies on a strategy that
emphasi zes metropolitan areas with large popul ations.
Each of itsprogramsand facilitiesislocated in either a
largecity or onitsoutskirts. Odyssey alsoisdeveloping
satellite offices, extensions of itsprimary locationsthat
allow itto offer itsservicesto clients

entirely predictable costs of caring for terminaly ill
clients.

CHALLENGES

The hospice care business presents relatively low
financial barriersto new competitors. Accordingto the
latest figures, between 2004 and 2005 the number of
hospice care providers grew by 8.9% to 2850, of which
54% were not-for-profit. However, theregulatory, billing,
and logistical responsibilities inherent in the business
do present serious obstaclesto survival of new entrants
into the business. Odyssey, asalarge, seasoned hospice
care provider, has the requisite skill set to meet these
responsibilities. Though Odyssey has an advantage of
size versus most competitors, there are other large
providers, Vitas Healthcare and VistaCare, and similar
servicesare also offered in-house by
nursing homes, hospitals, and home

in greater metropolitan areas.
Odyssey went publicin 2001, rose
modestly until 2003 when its shares
took off, more than doubling to $39
between February and November.
Fueling that rise was a fast
acquisition of other hospice services
and the construction of four hospices

Despite the inevitable role
hospice care will play in an
aging population, it remains a
relatively obscure sector. ...Use
of hospice care is growing not
because the elder

just
population is growing but also
because more families are

becoming aware of the

healthcare companies. Odyssey is
larger than Vista (market cap of
$417 millionvs. Vistaat $167.3) but
is overshadowed by Vitas, a
subsidiary of Chemed (market cap
of $1.7 billion), which a so, strangely,
owns Roto-Rooter. As a subsidiary,
Vitashad 70% morein revenues|ast

as well. Investors anticipated
Odyssey could continue to expand
revenuesand profitsindefinitely. Bullishinvestorswere
wrong, and also failed to factor in the costsinvolvedin
both melding new programsinto the existing business
and building and staffing those expansions. In 2003, the
number of hospices increased from 50 to 65, a 30%
jump; admissions advanced by 21%; days of care by
35%; cash flow from operations spurted by 47%, and
revenues rose by 39%. But the next year, when the
pace of growth slowed to only a 12% expansion of
hospice programs, a 15% growth in admissions and a
25% increase in days of care, revenues and income
from operationsrespectively increased by “only” 26%
and 8%, while earnings per share, which had rocketed
in 2003 by 43% in 2004 barely budged, up a modest
10%. Without aturbo-charged expansion program , the
sharesbegan to fall, bottoming at $7.19 in October of
that year. The shares reached $20 at the start of 2006,
then retreated again on poor numbersand have muddled
around $11-13. Without a high-speed growth story to
whet investors appetite, the market now considers
Odyssey stuck between a rock and a hard place: a
fixed rate of reimbursement for services and the not

Medicare benefit.

year than did Odyssey.

Because hospice providersreceive
nearly al of their revenuefrom MedicareandMedicaid,
they arein effect agentsfor government programswhich
set reimbursement levels. Hospice providers have
absolutely no ability to adjust their billing to reflect what
individual clients require. Aside from the company’s
mission to provide care, controlling expensesisthe most
crucial part of how Odyssey operates. Each client is
monitored by ateam of medical and social professionals
including asupervising physician, aregistered nurse, a
home health aide, and a chaplain. On an as-needed
basis, physical therapists, dieticiansand other specialists
can become involved in the process. Hence, wages
arethe single greatest cost component. Last year, two-
thirds of Odyssey’s direct hospice care costs, which
accounted for nearly 60% of total expenses, were
consumed by employees' salaries, benefitsand payroll
taxes. Furthermore, as a percentage of costs, these
wage-related expenses relative to 2005's ratio rose
10%. Over the last couple of years, Odyssey has been
able to push ather costs, such as drugs, lower, but the
major burden is wages.

Page 4



Sound Advice on Odyssey Healthcare

Medicare adjusts its rates annually, but only toward
the end of thefiscal year, which leavesprovidersinthe
awkward position of not knowing how much of their
reguest for reimbursement will be paid. Medicare puts
acap on what it will pay annually for hospice care: a
dollar amount cap that currently sits at $20,585,
(estimated to be $21,244 for FY2007). Hospice
providersincluding Odyssey persistently have difficulty
with the absolute dollar cap. To add insult to injury, last
year Odyssey had to refund to Medicare $15.4 million
not because of exceeding the Medicare cap but because
Medicare itself had miscalculated the reimbrsement
rate.

Odyssey and other providers are lobbying Congress
to addressthe conflict between its promotion of hospice
care with the Catch-22 nature of reimbursements. On
the one hand, Congress has encouraged broader use of
hospice carefor all end-of-life conditions, and has done
away with any timelimit to how long the hospi ce benefit
remains available. Provided the client is diagnosed by
two physiciansto have aterminal stage condition that
is expected to result in death within six months, that
person can be admitted to a hospice program, and that
client can receive multiple extensions of coverage as
long as two physicians recertify aterminal status.

But Congress has not addressed the problem that
whereas the typical original hospice care clients were
cancer patients, whose medical deterioration was both
easy to project and relatively rapid in its course, today
clients with much less predictabl e conditions form the
majority. Such patients, even with Routine Care, can
exhaust the M edicareannua limit, and should they need
repeated expensive treatment not just for the condition
that qualified them as hospice clients but also for any
of the other non-terminal illnessesthey might also have,
hospicebills can grow to inpatient hospital levels. This
leaves hospi ceswith unattractive aternatives. take only
clientswith either clearly defined prognoses, discontinue
serviceto clientsif they exhaust their budgeted coverage
or absorb those costs and risk bankrupting their care
programs.

Under these conditions, Odyssey seeksto control its
mix of clients, which means that tthose admitted to its
programs should not be overweighted with cases that
reguire extraordinarily expensive care or have a high
probability of recertification after recertification. This
is not to say that such clients are not admitted. Rather
no hospice program can accept every potential client
without running therisk of bankruptcy. Were Congress
to address the problems created by the gulf between
costs and duration of coverage and depth of care and

how they are funded, hospice care providers would be
relieved of aterrible moral burden. They also would
boom.

Such relief anytime soon from Congress seems
unlikely. The primary concern among those skeptical
about the hospice sector isthat the federal government,
strapped for funds, will freeze the reimbursement
schedule or even try to cut payments. We'll address
thisbelow.

A final problem for Odyssey was resolved last year
when the company made a$13 million settlement with
the Department of Justice over billing irregularitiesthat
were flagged in 2002. Such shenanigans concern us,
but the ODSY 'sboard of directorscleaned house, getting
rid of the CEO and otherswho might have countenanced
such activities. Though the company did not admit guilt
inits settlement agreement, it did agreeto comply with
atough set of rulesfor through 2011.

Odyssey’sfallen stock price reflects both its slowed
growth and revenues. However, though the Medicare
cap problem is part of the explanation, there are other,
more positive reasonsfor slowing profits. For example,
getting inpatient facilities built, staffed and running
siphons away cash, as does expanding its marketing
arm and instituting a unified computer system to track
patientsand costs acrossits many programs. Such costs,
we bet, are aspringboard for subsequent profitability.

UPSIDE

Odyssey might be out of favor with most investors,
but is running its business well. The balance sheet is
entirely free of debt, and the management team brought
in after the Department of Justice fined the company
for billing irregularities has been eliminating costs and
improving operations.

We view hospice care providers as a subset of the
nursing homecare business, though admittedly the
services provided are significantly different, and as
Odyssey evolves moreinpatient careisbeing provided.
Despite the inevitable role hospice care will play inan
aging population, it remains arelatively obscure sector.
Standard & Poor’s survey of the Healthcare Industry,
for instance, neglects to discuss hospice care. Use of
hospice care is growing not just because the elder
population is growing but also because more families
are becoming aware of the Medicare benefit. Odyssey
itself isaccel erating that pattern by putting more money
into empl oyeestasked to cultivatereferralsfrom natural
feeder sources such as hospitals, assisted living and
nusing homes.
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Hospicesremain avery fragmented business, offering
opportunities for consolidation, which has slowed at
Odyssey but can be picked up again should the right
assets become available. Furthermore, not just arising
population of potential customers but that rising
percentage of families now aware of a Medicare-
funded benefit are going to put pressure on hospicesto
accommodate more customers.

Asfor argumentsthat Medicare, facing arising tide
of aging Americans, will squeeze hospice care providers
and other healthcare companiesin an attempt to save
money, wewonder if the exact oppositewon’t turn out
to be the case. First, if Medicare discourages hospice
care by reducing reimbursements, hospice care will
shrink, which would result in greater pressure on
nursing homes and hospitals. Hospice careis not only
compassionate but also relatively economical compared
to nursing and hospital care. Second, the very boomers
whowill put pressureon al forms of medical and socia
carefor the elderly will makeit extremely difficult for
politicians to economize at their expense. Remember,
the demographic slice which is more punctual about
voting are those between 65 and 74, followed by those
75 and over.

WHO IS BUYING?
Odyssey has been buying back its shares over the

last couple of years, committing $27 million in total,
and the prices paid remain above where shares are

trading today. If individual and most institutional
investors have abandoned ODSY, there are some
significant exceptions. Most recently Wellington
M anagement, a prominent institutional money manager,
notified the SEC that it controls 10.3% of ODSY'’s
common, Shapiro Capital Management, an Atlanta
money manager with an absolute value-oriented
approach, hasincreased its position to 4.9 million shares
or 14.4% of shares outstanding. Finally, management is
motivated to get the share price back to a respectable
level, since the exercise price for most options senior
management owns are well above current levels.

VALUATIONS

Odyssey shares are trading close to their historical
average annual low valuations. Priceto Salesisat 1.02,
well under the average annual low of 1.25. Price to
Book Value, which has averaged 2.6 at its average
annual low, currently standsat 2.3. Priceto Cash Flow
isat 14.2 versus a average historical low of 13. Only
Price to Earnings, which has an average historical low
of 15.7, stands noticeably abovethat benchmark at 22.1.
For the rest, the historical average lows are roughly
half of the highs. This is not to say that we expect
Odyssey to double quickly, but we do think itsrolein
hospice care has a bright future, that revenues and
earnings are primed to rise, and that concerns about
Medicarefunding strangling theindustry are overblown.
We recommend buying ODSY up to $14. SA

PORTFOLIO UPDATES

Sincethe Juneletter closed on the 151, the market has
been rocketing up and down, but lately it’sbeen up and
up big. Over that period, the Dow has added 2%, the
S& P 1.3% and the Nasdag 3.1%. The Sound Advice
portfolio tacked on 2.5%.

Three double-digit winners were Liberty Global up
13.2%, Coeur d’'Alene up 13% and Fastenal up
12.2%. See the mid-year tally that starts on the front
page for background on Liberty. Couer got knocked
down thisyear after afederal court forced it to shutter
operations at its Kensington mine in Alaska until the
company could come up with an environmentally
acceptable method of disposing of mine waste. The
bounce back thismonth reflects optimism that asolution
is emerging. Also, precious metals as a group are
firming up. American Century Global Gold Fund

added 7%. Even the Prudent Bear Fund, whichyou'd
expect to be aloser during a bull rush for the general
market, added 1.2% thankstoitspositionsin junior gold
and mining companies, which it holdsasahedge against
a weak dollar—which did weaken some more last
month. As for Fastenal, which had atorrid start three
months ago when we recommended it just before it
announced better than expected results, did the same
for the latest quarter, and was rewarded with a 9.9%
jump that day on the news, and 12.2% for the month.

Asstock markets sizzled in mid-month, so too did much
of the U.S. Hot weather supported natural gas prices
and helped natural gas producerslike EnCana, which
lately haven't gotten much good news. We're pleased
with ECA’s sharp bounce back from the mid-$40shitin
March, but for the last couple of weeks natural gas

Page 6



Sound Advice: Portfolio Updates for July 2007

prices have gone into reverse and taken ECA along
with them. Investors are waiting for what had been a
cool summer to heat up and for what has been a slow
start to the hurricane season to pick up. We're not
weathermen, and even if we were, we' d probably get
the forecast wrong. We just think that EnCanais well
positioned to take advantage of continued high energy
prices, and that natural gasis more likely to be more

over thelast couple of yearshave done, feelsit necessary
to commissionitsown drilling ship at apricethat would
have been stunning before energy prices crashed
through the OPEC-imposed $28 collar is another
argument that the energy majors believe high-cost oil
and natural gas are here to stay. Can we foresee the
day drilling companieswill have overplayed their hand
and find themselves saddled with too many rigs? Yes,

expensiveinthefuture. Evenwiththe
warmer days, ECA is down 2.4%
since the June | etter.

It is becoming progressively harder
and riskier for energy companies to
find new reserves, and it makes good
senseto go “drilling” on Wall Street
to increase the amount of oil
controlled by each share. This can
take two forms: first, shrinking the
number of shares outstanding has
exactly the same impact on shares
asfinding anew elephant field except
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you don’t have any dry holes or

rapacious governmentsready to rip you off should you
findthisholy grail of energy exploration, and you don't
run the risk of sinking tens of millionsinto adry hole.
Another solutionisto acquire other companies. Expect
thisto pick up.

If supply is getting harder to increase, the stiff prices
for oil—now firmly in the low $70s—have done
absolutely nothing to tamp down demand. Two weeks
ago, thelnternationa Energy Agency issued itsMedium-
Term Oil Market Report, which asserts that easy
accessibility of oil has peaked and isdeclining steadily.
Short of acollapsing global economy, we should expect
demand to remain high. Even if we were to erase all
geo-palitical risk, the price of oil will remainwell above
where energy companies today are modeling their
capital expenditure budgets. Though at Sound Advice
we are distinctly uncomfortable when our
recommendations soar, as has energy, in this case we
arelooking to add more exposureto energy stocksand
funds. Transocean, the ultra-deepwater driller, added
another 5.8% and is most leveraged to expectations
for energy prices. Just as we are at the mercy of the
energy companies as long as we consume energy, So
too are the energy companies at the mercy of those
who providethem with what they cannot survivewithout,
which startswith thetoolsto find and lift oil and natural
gas, which explainswhy BPjust signed a$900 million
contract with Transocean to build and deploy an
ultradeep drillship. That BP, asother energy companies

but that day is far enough down the road not to be an
obstacleto higher pricesfor such drilling and exploration
assets and for shares in companies like Transocean.
Royal Dutch along with the other big multinationalsis
aso doing nicely, adding 6.5%, and 21%thisyear. | con
Energy Fund, rich in energy service positions had
stalled recently, but after the | EA report ICENX jumped
and is up 3.7. Then there is Agrium, the fertilizer
manufacturer, which becauseit uses natural gasasthe
primary feedstock for its nitrogen fertilizers we had
alwaystreated as akissing cousin to energy. Now that
ethanol has become part of the energy supply, itisall
the more yoked to energy. On the final trading day of
June, agricultural commoditieswereinturmoil asplanting
figureswere announced. The big news, whichwewrote
about over the last few months and should come asno
surprise, isthat corn planting isup nearly 19%, driven
by high corn prices, whichinturn aredriven by demand
for food and for energy (ethanol). Growing corn
demandshigh levels of fertilizer, which meansthat not
only isagricultural production going great gunsbut the
need for what Agrium produces grows a ong with those
stalks. Since the last letter, AGU is up another 8%.

TheNew York Timesdropped 6.2% asinvestor interest
in newspaper takeovers, recently focusing on Dow
Jones, the owner of the Wall Sreet Journal, cooled.
We believe pessimism about the future of newspapers,
though well founded on changing technologies,
overlooksahandful of special cases, themost significant

(continued on page 9)
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Sound Advice Portfolio for July 2007

Income With Growth Symbol Exchange/ Phone Yield** Buy Limit  ACTION
HRPT Properties NYSE $10.80 7.78% $11.50 BUY
Diversified Growth .

Agrium NYSE/TSE $45.74 0.24% $47.00 BUY
American International AIG NYSE $69.55 0.72% $75.00 BUY
Boston Scientific BSX NYSE $15.41 0.00% $18.50 BUY
Coca-Cola Enterprises CCE NYSE $24.35 0.99% $26.00 BUY
ConAgra CAG NYSE $27.20 2.65% $29.00 BUY
CSX Corporation CSX NYSE $48.23 0.83% $51.00 BUY
Disney DIS NYSE $34.37 0.90% $37.00 BUY
Dodge & Cox Intl.Fund DODFX 800-621-3979 $50.78 1.12% N/A BUY
Excelsior Value & Restructuring UMBIX 800-446-1012 $61.99 0.77% N/A BUY
Fastenal FAST NASDAQ $47.32 0.89% $50.00 BUY
Fidelity Japan Fund FIPNX 800-544-8888 $18.49 0.00% N/A BUY
Gabelli Global Telecom GABTX 800-422-3554 $26.63 0.53% N/A BUY
Getty Images GYI GYI $49.05 0.00% $56.00 BUY
Honeywell HON NYSE $60.14 1.51% $64.00 BUY
Insituform Technologies INSU NASDAQ $22.09 10.84% $25.00 BUY
Johnson & Johnson JINJ NYSE $63.43 2.36% $69.00 BUY
Liberty Capital LCAPA NASDAQ $125.13 0.00% $130.00 BUY
Mattel MAT NYSE $26.53 2.45% $32.00 BUY
Microsoft MSFT NASDAQ $29.82 1.34% $34.00 BUY
Molson Coors Brewing TAP NYSE $92.86 0.88% $100.00 BUY
Newell Rubbermaid NW L NYSE $29.61 2.84% $32.00 BUY
New York Times Co. NYT NYSE $24.27 2.88% $27.00 BUY
Odyssey Healthcare OoDSY NASDAQ $12.36 0.00% $14.00 BUY
Perrigo PRGO NASDAQ $20.55 0.88% $23.00 BUY
Sara Lee SLE NYSE $17.29 2.31% $20.00 BUY
Schering-Plough SGP NYSE $32.48 0.68% $37.00 BUY
Sony SNE NYSE $52.75 0.41% $59.00 BUY
Sprint Nextel S NYSE $21.70 0.46% $24.00 BUY
Superior Industries SUP NYSE $22.54 2.84% $24.00 BUY
Tetra Tech TTEK NASDAQ $23.43 0.00% $26.00 BUY
Third Avenue Value Fund TAVFX 800-443-1021 $66.08 5.05% N/A BUY
United Parcel UPS NYSE $75.15 2.02% $82.00 BUY
Wal-Mart Stores WMT NYSE $49.15 1.36% $52.00 BUY
WisdomTree Dividend Top 100 Fd DTN NYSE $62.64 3.16% N/A BUY
Xerox XRX NYSE $19.90 0.00% $21.00 BUY
Energy/Natural Resources

American Cent. Gold Fund BGEIX 800-826-8323 $19.86 0.25% N/A BUY
Anglo American PLC AAUK NASDAQ $32.32 1.81% $36.00 BUY
Coeur d'Alene CDE NYSE $4.17 0.00% $4.00 BUY
EnCana ECA NYSE/TSE $64.11 0.94% $75.00 BUY
Icon Energy Fund ICENX 800-764-0442 $41.09 8.18% N/A BUY
Plum Creek Timber PCL NYSE $43.30 3.70% $46.00 BUY
Royal Dutch Petroleum RDS.A NYSE $84.22 2.91% $87.00 BUY
Transocean RIG NYSE $108.94 0.00% $112.00 BUY
Comcast CMCSA NASDAQ $27.97 0.00% $30.00 BUY
Discovery Holdings DISCA Nasdaq $23.95 0.00% $27.00 BUY
Electronic Data Systems EDS NYSE $27.87 0.72% $30.00 BUY
Liberty Global LBTYA NASDAQ $44.50 0.00% $50.00 BUY
Maxim Integrated MXIM NASDAQ $34.96 1.89% $38.00 BUY
Mitsubishi UFJ Financial MTU NYSE $11.23 0.85% $16.00 BUY
The Prudent Bear Fund BEARX 800-711-1848 $5.74 1.74% N/A BUY
Symantec SYMC NASDAQ $19.80 0.51% $22.00 BUY
Time Warner TWX NYSE $20.86 1.05% $24.00 BUY
W estern Digital WDC NYSE $21.28 0.00% $25.00 BUY

*Prices as of the market close on Friday, July 13, 2007
**Yield represents all distributions during current calendar year divided by share price.

BUY,HOLD, SELLORLIMITINBOLD SIGNALSCHANGE INACTION ORLIMIT
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Sound Advice Market Indicators for July

of which isthe NYT because of its rich content and its
iconic reputation. Furthermore, the Timesis making solid
progressin devel oping an Internet presence. We can afford
to be patient with the Old Gray Lady.

Boston Scientific slid 6.1% on absolutely no solid news.
Thestock isin Wall Street limbo until investors decidethe
market for drug-coated stents has recovered from a series
of published studies that, we believe, overhyped their
negative aspects. Also, new competition is entering the
market, and though BSX ownstheright to producewhat is
the most promising of the newest stents, it also must pay a
hefty royalty for that privilege. Finally, the remaining
problemsinherited from the acquisition of Guidant haveto
beresolved. Boston Scientificissitting on valuable assets.
It just has to make them work.

American International Group is under a cloud as the
subprime mess worries Wall Street. AlG, isfar too strong
(market cap of $180 bhillion) for its exposure to be
devastating. We are talking about a flea on an elephant.
Nonethel ess, the market punished the shares, dropping the
price 4.2%. Most stocks are bought to be sold, but when
an AlG or aJohnson & Johnson goes on sale, it should
be bought and built upon.

Asthedollar has slipped, companies foreign investments
have prospered. Dodge & Cox International Stock
Fund is up another 4.4%, Fidelity Japan Fund 3.5%,
though Sony, which has been on arun this year, dropped
3.3% as competition heated up in the game console market.
Mitsubishi UFJ, Japan's largest banking company, was
down 3.7% on disappointment that the Bank of Japan
continues to postpone an increase in interst rates. Putting
somedirection in the Japaneseyield curve would be hel pful
to bankers.

If MSFT hasn't begun to fulfill our expectations—it’sbeen
only amonth—our other foraysinto technology arestarting
to pay off. Maxim Integrated, the semiconductor
manufacturer, rose 6.4%, Wester n Digital, the hard drive
maker, added 7.7%, while Electronic Data Systems, the
information and technol ogy management company, tacked
on another 2.7%. Though X er ox today isnot m uch thought
of asatechnology company, it isbeing thought better of as
aforceinthecopier and printing industries, and added 5.5%
amid expectations that earnings, to be announced on July
25, will bestrong. SA

The Sound Advice Market Indicators

The Diffusion Index of Lagging Indicators gives
“Sell” signalswhen all of itsindividual lagging economic
indicators rise above their respective levels of six months
earlier. This reveas a strengthening economy and infla-
tionary pressures ahead.

The Diffusion Index of Leading Indicators gives
“Buy” signalswhenitsindividual leading economicindica
tors drop below their respective levels of six months ear-
lier. This reveals a softening economy and a ripe atmo-
sphere for alasting decline in interest rates.

We have modified the selection of theindividual leading
indicatorsthat make up our Diffusion Index of Leading In-
dicators. Two of the indicators we were previously using,
the averageweekly claimsfor unemployment and the manu-
facturers’ new ordersfor consuumer goods, were continu-
ally being revised each month, sometimes so extensively
that buy signals would change due to the revisions. The
new leading indicators we are using now are (1) average
weekly hours for manufacturing, (2) manufacturers’ new
orders for non-defense capital goods, and (3) interest rate
spread bewtwen 10-year Treasury bonds and the federal
funds rate. The latest signal came from the Diffusion In-
dex of Leading Indicators, a 100% reading in December

Buy Signals Sdl Signals
Date - S&P 500 Date S&P 500
Feb-69 101.50
Sep-69 94.51 May-73 107.20
Nov-74 71.74 Aug-77 97.75
Jan-81 132.97 Dec-83 164.36
Sep-85 184.06 Oct-87 280.16
Mar-89 280.00 Sep-89 347.33
Oct-92 415.10 Jan-95 464.72
Feb-97 798.38 Sep-99 1,383.60
Feb-03 841.15 Jul-05 1,234.18
Dec-05 1,248.29

2005. Prior to our modifications, the 100% reading came
in June 2007.

If we had followed the signalsfrom our modified Diffu-
sion Indexes over the years, we would have done very
well indeed. The results are shown above. Between each
“Buy" signal and each“ Sell" signal, the S& P 500 rose sub-
stantially without exception. The average gain was 34 per-
cent, not counting dividends. On an annualized bases the
gainwas 17.7 percent per year. Confining stock investing
tothesetimeswould have produced substantially more prof-
itsthan asingle buy-and-hold strategy.

During theintervening periods between “ Sell" signalsand
“Buy" signals, the market was all over the place— some-
times crashing, sometimes meandering, and occasionally
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Sound Advice Market Indicators for July

advancing. On average, the S& P 500 increased 6.8 per-
cent during these times. On an annualized basi s, not count-
ing dividends, the gain wasapaltry 0.6 percent per year, a
return that could have easily been beaten many timesover
with safeinvestments such as Treasuries, short-term bonds,
or other low-risk investment.

Why does the market crash sometimes after “ Sell" sig-
nals and sometimes not? We believe the answer liesin
the shear level of the market at the time “Sell" signals
occur. If themarket ishigh, itislogical to expect stronger
correctionsthan whenitisnot. How highishigh?We can
detect how high the market is with the Risk Indicator. If
the Risk Indicator is close to or above 2.0, we know the
market ishighrelativeto real estate, and likely containsa
high degree of risk. This was indeed the case in Septem-
ber 1999 when the Diffusion Index of Lagging Indicators
flashed a “Sell" signal and the Risk Indicator was (sub-
stantially) above 2.0. The peak camein six months, mark-
ing the end of the bull market as well as the peak of Su-
percycleFive. The market subsequently crashed. The S& P
500 dropped 39 percent until the next “Buy" Signal was
given by the Diffusion Index of Leading Indicatorsin Feb-
ruary 2003 (which was the exact month that bear market
low point wasreached). During that decline, most stocks
suffered greater losses. The NASDAQ dropped nearly
80 percent.

Conversely, the market does not suffer lasting declines
after “ Sell" signalswhen the market islow, and not filled
with risk. For example, the “Buy Signal” in November
1974 was one month from the bottom of that bear market,
and It was at atime when the Risk Indicator was below
1.0. Consequently, this“Buy" signal market also marked
the beginning of Supercycle Five. Asthe upward phase of
Supercycle Five ensued, the market did not experience
lasting downturns after “ Sell" signals. Instead, the bull run
wasmerely interrupted with short declines, sideways move-
ments, and sometimes even advances. Even the three-
day decline in October of 1987, which became known as
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TheRisk Indicator tracks supercyclesin stocks by comparing
prices of stocksto real estate (house prices). A reading above 2.0
indicates times when stocks are extremely high relative to real es-
tate. These are times when the risk is high and a supercycle is
approaching a zenith. Conversely, a reading below 1.0 indicates
stock pricesare extremely low relativeto real estate. At thesetimes,
the upward phase of a new supercycle is beginning. The current
reading stands at 1.7, up from last month’s reading of 1.54.

the “Crash of 87", was followed by a stampede of buyers
snapping up bargains. | remember seeing individual inves-
torslined up to invest outside discount brokerage offices
because the phones were log-jammed with buyers.

However, as previously noted, when Supercycle Five
reached its peak and the Risk Indicator climbed above
2.0, thedeclinewas severe after the September 1999 “ Sell"
signal due to the excessive heights to which prices had
previously been propelled.

We recommend remaining fully invested in the Sound
Advice model portfolio at all times. We use the Sound
Advice Market Indicators to influence our approach and
nature of our recommendations. When “sell” signals are
in force, our recommendations are defensive in nature.
We will be looking for special situations and are likely to
recommend taking profits more readily. Conversely, dur-
ing “buy” signals, our recommendationswill be more ag-
gressive. We believe that these proprietary indicatorshave
been important factors in our ability to consistantly out-
perform the market averages. The chart bel ow shows how
Sound Advice recommendations have performed versus
the S& P 500.

$65,000
$60,000 -
$55,000 .
$50,000 1 SOundAdVICty
$45,000
$40,000 - /’J
$35,000 Start Date
$30,000 - L2000
$25,000 o
$20,000 . From o0
$15,000 1 \\/\/ S&P500
$10,000

Sncel-1-2000

Sound Advice versusthe S& P 500
An Investment of $25,000 becomes:

S& P500 Sound Advice*
Annual Annual  Advantage
Return Return  Over S& P
$29910 24% | $59,822 12.3% $29,913
$47,929 15.4% $56,941 20.2% $9,013
$31,997 17.5% $33,885 22.8% $1,887

* These returns assume an equal amount isinvested in al Sound Advice Model
portfolio positions at the time of theinitial recommendation.
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YOUR CHOICE: A GREAT DEAL
OR THE BEST DEAL

A GREAT DEAL: With Your One Year Renewal, | Will Send

Panic- The 2007 edition of AMillionaire’s Guideto Panic Proof Investing. Thisis
thebook that explainsal of the Sound Adviceindicators, including the Diffusion
Pr 09f Indexesand thefamous Risk Indicator, and exactly how they work so that you can
Investing updatethem yoursalf.
gocf ;Ahaerket TheChinaBacklash A $29.95 Value...Y OURSFREE. Therapid ORI ADNIEIE
By ory Ceren expansion of the Chinese economy has created aticking bomb. This THE
report explainsthe key factors of the Chinese expansion and how they
are connected to an unavoi dable backlash that will impact al of our investments. CHINA
Backlash
Thisisagreat deal. Even forgetting about the Special Reports, Sound Advicewill
cost you lessthan 25 centsa day — lessthan a cup of coffee. But wait, it can get
even better if you takemeup on my...
BEST DEAL : With your Two Year Renewal, | will send
you both of the items mentioned above, PLUS...
A Gift (or Extension) of Sound Advice. Hereisa6-month gift subscription of Sound

Investing. You can also givethisgift toyourself. It will extend your

The Sound Advice Special Situations A $29.95 Value...YOURS FREE. Hereisa
complete update of each stock and mutual fund in the Sound Advice model portfollio.
Wereview thefundamenta sof each recommendation, why they are specid Situations,
and what we expect for thefuture. Thiswill giveyou achanceto review your invest-
mentsa ong side our recommendations, and make sureyour money isworking the
hardest it canfor your future.

Advice. Anditincludesall of theintroductory special reportsthat you receivedinitially when
you subscribed, including the 2007 edition of A Millionaire’s Guideto Panic Proof

renewal by 6

months, absolutely FREE. Seethe Coupon ontheback on how to giveyourself thisgift.

SOUND ADVICE

THE
SOUND
ADVICE
SPECIAL
SITUATIONS

If youtakethe BEST DEAL, youwill receive Sound Advicefor only 16.3 centsaday. You can’t buy anything
for that. But whether youtakethe Great Dedl or the Best Dedl, you will receivewealth-building advicethat you

cantake advantage of onyour own through no-load fundsor discount brokers. Thecommission

savingsalonewill

pay for your subscription many timesover, not to mention the astonishing and reliable profits| am confident you
will regp, dong withinflation-proofed highincome. Joinmein helping you dramatically increaseyour wedth safely

inthe new bull markets starting right now.

Make your choice on the coupon on the back page, and send it in today to receive the

special discounted renewal rate. (See the coupon on the reverse side)




FREE Gift Subscription Certificate--Good Until August 10, 2007

Sound Advice / 939 Hartz Way/ Suite 210 / Danville, CA 94526 / 925-838-6710 / Fax 925-838-0522

YES! | want to continueto protect my investments and build afortune the Sound Advice way.
Please renew my current subscription asindicated below:
See Page 5 For A Free Six-Month Extension for All First-Time E-Subscribers

[0 BEST DEAL! 24 more issues of Sound
Advice for only $165--more than half-off the
cover price. Plus both of the Special Reports
listed on the reverse side as well as the 6
Month Gift Subscription package. My Best Deal
is worth $522.35

O 12 more issues of Sound Advice for only

$99--a savings of 49% off the regular rate. Plus,

both of the Special Reports. This deal is worth
a total of $254.90

WitH MY Two YEAR SuBscrIPTION SEND MY FREE
6 MoNTH GIFT SUBSCRIPTION TO:

(Write "To Me" to extend your own subscription.)

Name

Address

City State Zip

Phone ( ) -

0 Enclosed pleasefind my check payableto:
Sound Advice

Please charge my: Visa MasterCard
O

Credit Card #:

Expiration Date:

Security Code*

3-4 Digit Number on the back of your credit card

Signature:
Daytime Phone# (in case thereisaquestion about
your order):

For fastest service,
call 1-800-825-7007
7 days per week, 24
hours per day
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