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"Everybody gets what they want" - Ed Seykota

Struggle Has Its Rewards

g;m an investment standpoint,
the search for the Holy Grail is a
game that losers play.

That is the premise put forth by
Dr. Van K. Tharp, a trading consult-
ant and author of "Trade Your Way
to Financial Freedom."

Dr. Tharp considers the quest for
the perfect trading or investment
system a ploy that eventually results
in a great deal of personal frustra-
tion and poor performance.

The legend of King Arthur cer-
tainly has a romantic appeal on which
filmmakers have capitalized. But be-
hind the romance attached to his
mandate to his knights to search
the ends of the earth for that Holy
Grail lies a grim reality.

The reality is that most of his knights
failed in that quest and paid the
ultimate price to obtain perfection.

Tharp says the real struggle to
obtain investment success isn't out-
side individuals. The truth lies within
us. The real struggle requires an inward
journey rather than seeking the perfect
trading or investment system that lies
just inches to miles beyond our grasp.

Tharp himself set about on an
extensive personal journey to deter-
mine what characteristics the true
winners at the money game have in
common.

One characteristic is that they
all seem to have developed a trad-
ing or investment method that is
both disciplined and complete, from
beginning to end.

For example, there are plenty of
great stock pickers in the world who

know when to get in early. But they
never quite attain the success they
believe they should enjoy because
they lack the discipline that is re-
quired when it comes to selling at a
good profit.

Thus their method or plan, ac-
cording to Tharp, is incomplete -
ultimately flawed.

In my mind, a book mailed to me
in early November by its author Jor-
dan Kimmel demonstrates how a
market participant has devised a
complete investment and trading
strategy. It also suggests how some-
one has undergone that personal
inner struggle in order to create it.

The book is titled "Magnet In-
vesting." Kimmel describes how he
evolved from being a bond broker to
the manager and chief market strate-
gist of his own investment firm, The
Magnet Investment Group, based in
Randolph, NJ, 888-766-6828,
www.magnetinvesting.com.

Among the hats Kimmel wears,
he is a market strategist for, and also
a registered representative with Brook-
street Securities Corp., a national
brokerage firm with headquarters in
Irvine, CA. The Magnet Investment
Group is the name of the "team" and
office. Through this group, which is
affiliated with Brookstreet, Kimmel
and his staff manage retail clients.
He also manages two hedge funds
and "shows and sells" the team's
research to other funds.

After personally reading the
book twice and after having scrib-
bled all sorts of notes throughout, |

Part Il

contacted Kimmel to arrange a tele-
phone interview.

This interview took place Jan.
6. The first 45 minutes comprised
the bulk of last week's Market Street
newsletter. To access the interview,
click to: http://www.123jump.com
letters/read.cgi?fn=030114 ones-
towatch. This week's offering covers
the final 45 minutes of that conver-
sation.

Also included is a table of 25 stocks
that his investment method, which
relies first on computer software and
then on personal contact with the
companies the software has se-
lected. Does Kimmel's firm do exactly
what the computer tells them do?

Not hardly. As always, there is
individual judgment. If there were such
a computer model that gave perfect
results, all we would have to do is
buy it and then become millionaires
by next Christmas.

This tells me Kimmel didn't fall
into the Holy Grail trap.

The use of the word "magnet," which
is part of the firm's trademarked in-
vestment approach, caught my atten-
tion, for it reminded me of a quote
from Walter Wriston, the retired CEO
of Citibank/Citigroup:

"There's a limited amount of capi-
tal in the world, yet unlimited places
for it to go. Capital cannot be driven,
only attracted. It will only go to those
places that treat it well."

Indeed, from a global perspective,
the world is not about stock or bond
markets, or commodities futures mar-
kets, or any of a broad number of
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trading venues that define themselves
as markets, it is about capital.

Over the past three years, there
have been sharp drops in stock prices
that were followed by sharp rebounds
that occasionally produced extremely
large percentage returns. The usual
term we use to describe this term is
bear market bounce.

In terms of price, stocks were cheap
once again in early October of 2002.
Does that necessarily imply that all
the 10,000 publicly traded compa-
nies have become growing, viable
entities in the past three months?

Again, the answer is "not hardly".
Part of the market's short-term vola-
tility is simply a game played by mo-
mentum traders.

The following transcript conveys
Kimmel's own personal understand-
ing of the differences among value,
momentum and growth and how they
can be used in combination in order
to obtain superior results. &

Top Scores- LONG

*k*k

A young, growing company is
often dependent upon a few large
customers. When they reach the good
stage, the customer base broadens.
Aren't the smaller companies more
risky?

Kimmel: While | think that's defi-
nitely true, one of the things that
frankly keeps us out trouble is our
turnover. Using a multivariable ap-
proach and choosing some criteria is
really not completely know right now
by Wall Street. You're correct in say-
ing the smaller companies carry more
risk and | think that while | cannot
disagree with that | think that we just
watch our companies extra carefully.

So you watch them closely, not
just sitting there hoping they go up.

Kimmel: No, no. Hope is definitely

1/16/2003
Company Ticker | Growth Ratio | Q Sales Ratio | Sales Gro P/Sales| Total
Utd Online Inc UNTD 207.88 307.44 281.33 681
Lexar Media Inc LEXR 490.84 146.97 87.10 616
Blue Rhino Corp RINO 55 47.59 56.56 571
Findwhat.Com FWHT N/A 94.47 159.18 552
Starcraft Corp STCR N/A 273.32 113.86 545
Gundle Sit Env GSE 18.36 63.28 50.68 533
Vestin Group VSTN 93.64 75.67 81.14 527
Friedman Bill FBR N/A 272.03 112.13 522
Fidelity Nat If FNIS 20.42 111.33 160.51 519
Sharper Image SHRP 967.6 37.26 14.65 517
Laserscope LSCP 365.33 29.3 16.31 510
Headwaters Inc HDWR 26.19 240.59 158.89 505
Omnivision Tech OVTI 222.35 69.25 42.54 494
Online Res Corp ORCC 410.33 25.99 31.45 490
E-Loan Inc EELN 12.2 66.03 47.66 480
Central Eur Dis CEDC 27.97 57.19 38.71 478
Able Labs ABRX N/A 189.07 120.32 476
Marvel Entrprs MVL 13.7 93.94 31.82 471
Cp Ships Ltd TEU 89.87 5.69 N/A 466
Take-Two Inter TTWO 14.53 75.88 82.47 465
Arch Cap Gp Ltd ACGL 116.16 967.89 776.83 459
Neoware Systems NWRE 17.18 149.78 118.41 458
Firstwave Tech FSTW N/A 32.77 69.44 457
Kvh Industries KVHI 261.95 52.44 28.73 456
Net.B@Nk Inc NTBK 99.97 85.55 68.40 456

a four-letter word in this business.
Once we're invested, our awareness
of how we trade, company news,
meeting with management and really
staying current is critical because not
only are we watching where the stock
ranks, but what we like to do is watch
how the ranking is improving or dete-
riorating versus companies in the
industry as well as the market in gen-
eral. Once you're willing to take the
big step of bringing the company into
your portfolio, it then requires a con-
stant monitoring and potentially get-
ting stopped out before you're willing
to. We will avoid a lot of the stops by
making sure we're entering at the
bottom of envelopes and technically
entering the stock right. But once
you're in there you must really have
an eagle's eye on the company and
be aware of its trading patterns and
basically you will see a company. |
believe before a company that is purely
healthy and ranks healthily you'll see
some volatility coming into that stock
before it turns around and rolls over.
What | mean by that is you see a
company that usually moves in 30-
40 cent price movements go up two
dollars, down two dollars, up a dollar-
fifty, down a dollarfifty - that's al-
ready a sign that too many people
are watching it and the inefficiencies
that we found and we discovered
early probably are already gone.

The volume and the type of mo-
tions are created on a graph are re-
lated to each other and they're send-
ing you messages that maybe some
inexperienced or under informed play-
ers have taken positions and that they
really don’t know what they own.

Kimmel: Right. They read about it
in @ magazine or a newspaper. A bunch
of people climbed on. And you can feel
the volatility of the stock normally in-
crease before it turns around and rolls
over. | think that you want to be fa-
miliar with trading patterns of your
own companies and when they begin
to trade differently it should definitely
set off an alert to you at the very least.

In some of the writings I've done,
| talk about a gentleman named Rich-
ard Wyckoff. He said that basically
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there are four phases to a stock or
market campaign: accumulation,
markup, distribution and markdown.
He was aware that no tree grows to
the sky and that the early arrivals
have gotten what they wanted out of
the move and they're getting out.
They're selling at a profit to the new
buyers. This is the dumb money, the
bag holders.

Kimmel: Are you familiar with
Stan Weinstein and phase one, two,
three and four? And the S Curve? |
think that is completely a great un-
derstanding of how the stock market
works. Very clearly, it's an under-
standing again that most companies
are not multigenerational. To make it
clear as | can, if you know how Stan's
program works, we want to be in
phase one and phase two. He uses
this little phase called 1B where a
stock is coming out of little base and
starts to go into phase 2, that's ex-
actly where we want to own stocks.
There are a lot of trust funds. | talk
about them all the time where they
say, "Grandpa said, never sell Bethle-
hem Steel".

Grandpa was ultimately proved
wrong.

Kimmel: Grandpa was rich in his
day. He was a mover in his day. But
the fact is that day is over. What's
critical to us is that we want to have
stocks in phase one and phase two.
To take it further, | think it is danger-
ous to be involved in the stock mar-
ket only technically. If you are able to
take those companies that were in a
phase one or phase two in their
growth cycle and then take those
companies and score them through
the Magnet system and ask yourself
at this moment in time of the subset
of companies that is technically do-
ing well in the market, they're clearly
under accumulation and we can see
that just by price. If we can then take
that subset of companies and score
them according to Magnet and throw
out all those companies that are
rising on expectations and not rising
on margin growth and revenue accel-
eration and truly trade at a steep
discount to the underlying growth of

the company, that's when you sud-
denly find yourself with a handful of
Magnet stocks to explore further. We
screen both top down and bottom
up, meaning show us those compa-
nies that are outperforming the mar-
ket and their sector and we screen
them through Magnet for the top
ranked companies and then we go
the other way where we start with
the universe of 16,000 companies
and create a hurdle of say, 20% reve-
nue growth that also has to show
margin acceleration, with a price to
sales below the industry, such as
60% of the industry, then we get a
list of stocks that way. And we're
constantly scoring top down and
bottom up so that we always know
what A, the top ranked Magnet
stocks are and B, we know what the
favorites of the stock market are and
which ones meet our criteria and
which ones that we'll just observe
from the sidelines, even though we
know that they're leaders but know-
ing that we only want to have a cer-
tain amount of stocks under our belt
anyway.

You're telling me that you're nei-
ther over nor under diversified.

Kimmel: Ideally, a 30 to 40 stock
portfolio is what we're going to work
with. In a smaller portfolio, we'll even
work with 15 of our best ideas. Obvi-
ously that's going to have a higher
risk and a higher expectation profile,
and there it becomes important to
manage people based on how much
volatility they can accept. Remem-
ber, an investor never gets thrown
out at the top. They're only thrown
out when the volatility hits to the
downside and then they feel scared.

Yes, the fear finally comes in when
they start looking at the loss, and
then they sell.

Kimmel: Yes. Just get me out of
because | emotionally can't stand it
any more.

The pain is too great.

Kimmel: Obviously it's the wrong
timing, but ultimately people have to
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sleep at night and sleep also when
the spouse is screaming at them at
that point. They feel better but the
damage has been done.

As far as the characteristics you
screen for, it means that you elimi-
nate a lot of companies.

Kimmel: Once we have a universe
of 300 companies, what we're going
to on an absolute, daily basis is run
their charts for a one-year look, run
those charts for three years - you get
a much different picture when you do
that. And we're going to try to identify
the true leaders. We'll also swing trade
with those stocks that meet our criteria.

One thing | have noticed in the
examination of mutual funds, what-
ever the category, small-cap, mid-cap,
large-cap, if | see the number of hold-
ings above 100 stocks, the question
that enters my mind, as they say in
the industry, is this manager a closet
indexer? He or she will do well if the
market does well. He or she will do
lousy if the overall market does lousy.

Kimmel: | totally agree with you
and | guess that's where Peter Lynch
talked about diworsification.

When he ran Magellan Fund, Lynch
held something like 1500 positions
and his turnover was more than 100%
every year.

Kimmel: Oh, we're way over 100%.
I think that partly what happened
with Lynch, he wasn't running a nor-
mal size portfolio. He was running a
multi-billion dollar portfolio and he
was using both the lessons he had
learned from all those years, plus show-
ing people how they could do things
differently if they weren't running a
$20 billion portfolio. | think that if
Lynch were running a $1 billion port-
folio or a $250,000 portfolio, he would-
n't have the kind of names he had in
there.

| agree. The number of positions
would be greatly reduced.

Kimmel: No question. His positions
would be lower. His turnover would
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