Worcester Telegram & Gazette News Page 1 of 4

¥

ALEL PRICES REFLECT $3,000 CASH OR TRADE EQUITY,ALL PRICES PLUS TAX,TAD SFEES.ALL LEASE PAYMENTS

PLUS TAX,E5T PAYMENT BFEES WETH $3,000 DOWN DR TRADE EQLSITY 10500 MILES PER YEAR EXCESS WEAR,

TEAR RMILEGE LESSEE RESPONSIBILITY ALL TO QUALIFIED BUYERS.FOCUSAFISN BAYMENT BASED OGN 80
—— HONTH HU0%IFI5E 0.0%JWETH $3,000 CASH OR TRADE EQUIZTY TO QUALIFIED

UYERSMERICLE ART FOR ILLUSTRATION GNLY.NOT RESPONSERLE FOR TYHPOGRAPHICAL

RADRS OR DMISSIONS.LIMITED TIME OFFERS,

' i BLVD, WORCESTER

CURREN
81°
Home | Mews | Sports | Business | Deaths | Entertainment | Marketplace | Real Estate ] Jobs | Cars | Advertise | Contact us

World | City/Wachusett | North | South & West | East & Valley | MyHometown | People | Time Out | Etc. | Health | Food | Court | Opini

(41 i) change font slee B piatarliche [0 swmall arlidle A RS feads
Sunday, July 8, 2007

Ahead of the earning curve

Vigilance, flexibility urged as investors pass half-year border

By Bob Kievra TELEGRAM & GAZETTE STAFF
rkievra@telegram.com

fter gliding along on cruise control, investors now need to adjust
their grip on the wheel.

Stocks, as measured by some of the major indices, have posted
returns between 18 percent and 20 percent for the past 12 months,
fed by a booming world economy, the absence of any inflation, and
no slowdown in U.S. consumer spending.

But at the halfway mark of 2007, investment professionals are
cautioning vigilance and flexibility, suggesting that an autopilot
approach won’t work in the second half of the year.

“You've got to be nimble, don’t be terribly long and take your gains
when you get them,” said Thomas J. Bartholomew, president of
Bartholomew and Co. Inc., a private Worcester-based investment
planning company.

Second-quarter returns met or beat most expectations, and
optimism remains prevalent that the stock market will have another
positive year. But economic currents are shifting, and investors
need to take into account mounting inflation fears and the specter
of higher interest rates, developments that could easily trigger
pullbacks on Wall Street.

Despite a slumping U.S. economy, which had a gross domestic
product of only 0.7 percent in the first quarter, the world economy
is booming, marked by record rates of growth in many parts of the
globe.

Such robust returns means the end of the current benign cycle of
falling interest rates and moderate inflation levels, the ingredients
of the so-called “Goldilocks” economy of things being not too hot
and not too cold.

“I think Goldilocks is out with the three bears now,” said Gary H.
Sherr, vice president of the Worcester brokerage Carl P. Sherr &
Co. “Things have gotten more complex. You have to be smart and
diversified and don’t chase the trends.”
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Mr. Sherr said he would not be surprised of some type of third-
quarter pullback, noting that stocks, which reached record highs in
April and May, slumped in June as inflationary concerns took hold,
pushing up the yield on the 10-year Treasury note.

“I do anticipate a correction,” he said. “It's like a car. If you keep
increasing its speed, it increases the chance you might get into an
accident.”

Acceleration marked the major indices in the second quarter, but
the T&G/Bloomberg Central Massachusetts Index of locally based
companies didn’t show much horsepower.

The price-weighted index rose 1.9 percent based on price
appreciation and had a total return of 2.06 percent for the second
quarter, as 19 of the 32 companies posted positive returns for the
three-month period ending June 29.

For the quarter, the Dow Jones industrial average rose 8.53
percent. The Standard and Poor’s 500 Index was up 5.81 percent
based on price appreciation and had a total return of 6.28 percent.
The Nasdag Composite Index increased 7.5 percent on price
appreciation and finished with a total return of 7.7 percent.

The T&G/Bloomberg Index was weighed down by negative returns
among some of its larger companies, including a -8.17 percent
return for Framingham-based Staples Inc. Shares of the office
products superstore fell after the company in mid-May reduced its
yearly forecast as sales at U.S. stores slowed.

Marlboro drug manufacturer Sepracor Inc. also finished in negative
territory, as its shares dropped 12.03 percent for the quarter.
Analysts downgraded the company after learning the Centers for
Medicare and Medicaid Services lowered the reimbursement
amount for Sepracor’s inhalable asthma drug.

Fitchburg-based Arrhythmia Research Technology Inc. had the
biggest second-quarter drop, slumping 55 percent. The company,
which does plastics molding and makes computerized medical
instruments, topped the T&G/Bloomberg index in 2006 by posting a
total return of 176 percent.

But shares feli in mid-May after the company reported lower net
income on higher revenues.

No one should hope for a stock uptick because of a cut in interest
rates this year, said Mr. Bartholomew. A rate cut, which would
lower the cost of borrowings, likely has been shifted into 2008 as
the economy improved in the second quarter and there were no
visible signs of a weakened labor market, he said.

“2007 is going to be a good year,” he said. “The two biggest
worries are from terrorism and the subprime mortgage mess and
so far, they seem to have been contained.”

Positive returns are in the cards but increased volatility will mean
greater discrepancies between winners and losers, said Jerome J.
Jacobs, chief investment officer at Argent Wealth Management in
Weston."

Interest-rate-sensitive investments and real estate investment
trusts lagged in the second quarter, disappointing investors who
grew accustomed to positive returns regardless of the sector, he
said.

“Investors investing through the rear-view mirror are going to have
trouble,” Mr. Jacobs said. “Volatility is going to get more normal,
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not scary, but what you own is going to matter a lot more. It's a LAWN SERVICE Tech
market of stocks, not a stock market.” Acceleration marked the must be responsible,
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hasn’t spread across the economy, investment officials said. The quarter, but the MEDICAL BILLER
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The slowdown actually enabled the Federal Reserve to pause its

rate-hike schedule, a convenient brake on an economy that was didn’t show much :gsniysl:gfs%?gﬁz
overheating, he said. horsepower. motivated individual to

this ...

Under the current conditions, Mr. Jacobs said he likes mid-cap and
large-cap companies with international operations and low levels of
debt. Investors should own investments that won’t be affected by
shifting interest rates and ones that can benefit from non-U.S.
economic growth. He said he currently recommends global insurer
American International Group Inc. and 3M Co., which makes
50,000 products, including Post-it Notes.
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“Not everything you buy is going to reward you,” he said. “Not for year-round work. 5

everything is going to go up in a smooth, upward line.” 753- ...
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Biovest International Inc., which is developing personalized cancer BlEniarge photo Worcester, ...

vaccines, went from last to first. Shares of Biovest rose 47 percent
in the quarter, making it the leading gainer. The company had the
worst return, at -46.3 percent, in the first quarter.
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The share price rose on news that the company would seek
conditional approval next year from U.S. and European regulators
to begin commercial sales and marketing of its anti-cancer drug in
2009. Also fueling the run-up was the company’s announcement of
an agreement to distribute its automated cell culture instrument.

Marlboro-based Cytyc Corp. had a robust quarter after the
company announced it would be acquired by Bedford-based
Hologic Corp. in a $6.2 billion deal that brings together two
companies that make medical devices and equipment related to
women'’s health.

Second Quarter

Hologic paid a 33 percent premium for Cytyc in a deal expected to
close in the third quarter.

@Enlarge photo
Another local company also was the subject of a merger, as cable
operator RCN Corp. agreed to buy NEON Communications Group
Inc. of Westboro for about $260 million. The purchase price
represented a 5 percent increase for shares of NEON.

After a long period of little growth, shares of EMC are moving
upward. Shares rose 37 percent for the first six months, much of
that in the second quarter after the company reported record
revenue and a 15 percent profit growth.

Analysts and institutional investors are also eagerly awaiting
EMC'’s initial public offering of 10 percent of its VMware unit, a deal
that could bring in more than $100 million. Carl M. Cohen, chief operating officer of
Worcester-based Biovest International Inc., the
Technology stocks had a great second quarter and hardware sales |eading gainer for the quarter. Its shares rose

in general have been stronger than expected, said Mr. Sherr. 47 percent.
? g P S (T&G File Photo/PAUL KAPTEYN)
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