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Third Quarter 2003 Analysis

The market is currently bullish but is in the midst of a mild correction. All the indexes (i.e. 
DOW, S&P 500, NASDAQ, & Russell 2000 ) have rallied from three year lows to post 
impressive gains this year. The recent labor market’s report is the best in eight months and could 
be a precursor to an already improving economy. The stock market has almost always been a 
leading economic indicator. Therefore, the market’s recovery, which began in March, may have 
been indicative of the current economic recovery. 

Our average year-to-date performance is 6.3%. While that is less than the other index averages, 
our clients are in a positive cash flow position, unlike the indexes which have yet to recoup their 
losses from last year. Although we made notable gains on most of our stocks, the severe bear 
market caused us to be overly cautious in the early stages of the rally when the largest gains were 
realized. 

We look forward to the fourth quarter. If the earnings reports are good, we should see the market 
continue to rise. According to Investor’s Business Daily, a recent survey of 39 hedge funds with 
about $40 billion in assets (a small part of the $600 billion hedge fund industry) revealed that 
most hedge fund managers have not yet begin actively investing in the current market. This 
means that there is a large amount of money waiting on the sidelines. This is a very bullish 
indicator because there are still many buyers yet to enter the market.

Our Holdings & 3rd Quarter Activity

Digital Insight Corp. (DGIN), Guidant Corp. (GDT), & IHOP Corp (IHP): All three of 
these stocks were purchased in late August. Digital Insight provides internet services to the 
banking industry. Guidant provides non-invasive products for the treatment of cardiovascular 
diseases. IHOP is a well known restaurant chain. These stocks had very strong fundamentals and 
had been steadily increasing. Although they made small gains after we purchased them, the 
September correction erased those gains and pushed them to our sell point. Normally the 50 day 
moving average price of a stock is a key support level. We decided to let the stocks drift below 
our 8% sell rule anticipating a “bounce” off their 50 day as they had in the past. Unfortunately, 
they were sliding back to their 50 day average line just as the correction hit the market. This 
quickly pulled them below their 50 day support level, and since our 8% rule had been violated, 
we quickly sold them. Although IHP is in the midst of recovering from our sell point, DGIN and 
GDT are still moving sideways. While some investors hold onto losers and hope they come back, 
we sell our losers and hold the funds for the next potential winners. Although we don’t have a 
crystal ball, 70% of our stocks held this year have been winners. Therefore, if we choose 
incorrectly, we are more inclined to cut the loss and go find another winner.

Conerstone Realty Income Trust, Inc. (TCR) & Peets Coffee and Tea, Inc. (PEET): 
Cornerstone Realty, a holder of rental properties, has been bruised by the lowest interest rates in 
50 years. We purchased Cornerstone last year as a hedge and over the past five months, we’ve 
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seen the price rebound and the sector gain new steam. Therefore, we doubled our exposure in 
this sector by purchasing more Cornerstone in late September. The current dividend yield on the 
newly acquired shares is 9.5%. We expect additional capital appreciation and the 9.5% dividend 
yield is an added bonus. Peets Coffee was very slow to break out. We mentioned last quarter that 
we were waiting for an opportunity to exit this stock. That opportunity came in early August and 
we sold our positions locking in a 15% gain.

Mid Atlantic Medical Services, Inc. (MME), Centene Corporation, (CNTE): We highlighted 
these two medical companies last quarter and detailed our reasons for purchasing them. 
Centene’s growth appeared stalled and headed for a severe correction, so we sold out in early 
August locking in a 5% gain. MME also ran out of gas in late July and we locked in a 25% gain. 
In last quarter’s report, we showed a graph depicting when and why we purchased MME on 
April 30 th. Below is the same graph, but it has been updated to reflect the third quarter’s activity.  
�X We purchased MME in April at $42.50. On July 16 th, �Y the stock gapped down $4 on the 
open but there was no news to indicate why the stock suddenly fell. We waited two days to 
determine if other major investors were going to pull out. Since the volume remained heavy, we 
sold �Z on July 18th at 52.78. As you can see below, the stock continued to slide on heavy 
volume and has been slow to recover ever since then.

Thoratec Corporation (THOR), Magma Design Automation (LAVA), and Ameritrade 
(AMTD):  Thoratec was purchased back in June we are currently up 12%. Medicare recently 
approved coverage for Thoratec’s heart pump. During the summer, as we waited for the 
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Medicare decision, we had to weather a rough market and their stock price dipped briefly below 
our 8% sell rule. We felt confident that the depressed stock was a result of manipulation and 
when Medicare made its ruling the price rose back above our buy point. Several days ago we 
significantly increased our holdings in Thoratec. Magma Design shot ahead 9% after we 
purchased it, but it got whacked during the market correction and fell below our sell point. 
Although we still held it at the end of the quarter, we have since sold it for a loss. Ameritrade has 
been one of our most enduring holdings. Although it didn’t experience a break out like our other 
winners have, it exhibited a consistent growth pattern. We purchased Ameritrade back on July 
23rd at $9.65 and are currently up 18.5%. As I am writing this analysis on October 6th, our 
unrealized gain in Ameritrade is now up to 38%.

Market Analysis and current forecast

Although it may be still too early to tell, the market’s strong gains in October may have put an 
end to the mild correction we have just experienced. This is the second correction in the 6 ½ 
month rally, however, this second correction really hammered the leading stocks, which included 
most of our holdings. From a technical standpoint, we only need one more strong day in the 
market to confirm the rally. The positive labor report that was just published should give 
investors confidence that we won’t experience a jobless economic recovery. If the market’s rally 
is confirmed, then we will have a green light to continue holding our winners and look for the 
next breakouts. Otherwise, we will lock in our gains and move our cash to the sidelines until the 
market does recover. With the presidential election only one year away, we feel that enough 
stimulus will be injected into the economy to support the market’s rise. Technology is constantly 
evolving and the American market still provides the safest, most liquid, investment vehicles. We
are optimistic that our returns will continue to increase.

Other Business

The quarterly advisor fees will be charged to your accounts this week.

Back copies of our quarterly comments are now available on our website in .pdf format at 
http://www.truststar.net/Articles.html .

If you have any questions or comments about this analysis, please do not hesitate to call me. We 
appreciate your patronage.

Sincerely,

Jonathan Davey, CPA MBA
Registered Investment Advisor
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