The continued deterioration of the credit markets has
accelerated declines in equity markets for the third quarter.
For the quarter, the S&P 500 declined by 19.29%. Our
benchmark, the Russell 3000 Growth Index, was down
19.90% and the Biondo All Cap Growth Composite was
down 15.18%, out-performing the benchmark by 4.73% for
the quarter.

How this financial crisis all began is important to understand.
While there are many trying to assign blame to different
sources, the reality is that it took both a long time and a
series of events to create such a fine mess. Likewise, it will
take both for this to unwind.

Going back to the 1990°s, the central premise that the
mortgage crisis was built on was that of an ownership
society. This idea was propagated by politicians on both
sides of the aisle and on the surface, was palatable to our
society. The idea was that home ownership was part of the
American Dream and that opening it up to more participants
would have many societal benefits. Programs were created
and backed by Government Sponsored Entities Fannie Mae
and Freddie Mac. In essence, credit standards were loosened
so that more people could purchase a home.

As we all remember, the dot-com bubble was burst in the
middle part of 2000, which caused the economy to weaken.
In its already weakened state, the US then suffered the
terrorist attacks of 9/11 and a recession ensued. In order
to stimulate economic growth, interest rates were slashed to
unprecedented low levels, which made money very cheap to
borrow. At the same time more and more investors began to

look for an alternative to stocks, having recent memory of
being hurt in tech stocks. Also happening at this time were
the Bush tax cuts, which made more money available in our
system.

So now we had some key ingredients — cheap money, readily
available money, loosened credit standards and investors
looking for a place to invest. As stated previously, many
were turned off to equities due to the recent memory of losses
in the dot-com implosion. Bonds were paying paltry yields,
as interest rates had been slashed to stimulate the economy.
So the natural asset class became real estate, and the stage
was set for the next bubble — which turned out to be not just
real estate but credit markets as well.

Wall Street was not to be left out of the chance to exploit
an investment opportunity. Preying on the administration’s
laissez-faire philosophy, investment banks lobbied for the
ability to increase the caps on leverage from the traditional
12-to-1 to 40-to-1 and were successful. They also devised
a way to securitize these mortgages by packaging groups of
loans together and securitizing them with a new acronym-
product, CDO’s or collateralized debt obligations. In order to
make these investments even more palatable for the buyers of
these, Wall Street figured out a way to insure against default
by creating CDS’s, otherwise known as credit derivative
swaps. The big problem was that these were created to act
as insurance, yet every other insurance product in the world
is regulated and these were not. So companies such as AlG
wrote this business like crazy but never had to show the
adequate reserves of capital in the event of default.
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Also occurring on Wall Street was a massive rebalancing of
pension assets away from traditional investment managers
into alternative strategies, also known as hedge funds. Many
of these strategies were designed to provide uncorrelated
returns to equities and applied heavy use of leverage. Along
with European banks, hedge funds across the globe were the
largest buyers of these CDO’s and CDS’s.

The point of discussing all of this is to illustrate how many
different things needed to come together to form this problem.
It is an attempt to dissuade you from believing the sound
bites you hear on the news about who is to blame. There
is much blame to go around — and it is a healthy process to
analyze missteps so as to learn from them. We believe that
many of these decisions that were made over these many
years led to unintended consequences. This has been a
failure on many levels — a failure of financial institutions, a
failure of government and a failure of individuals. All of this
failure has surfaced at once, which has created the current
crisis — and that is a crisis of confidence.

As you all know by now, in a convoluted manner, The
Economic Emergency Stabilization Act of 2008 was passed
and signed into law. While there were a lot of “extras” added
to the legislation, the salient points are:

» $700 billion available to the Treasury to buy distressed
assets from certain qualifying financial institutions,

e This money will be doled out in stages, beginning with
$350 billion,

» Qversight of Treasury in how they proceed to invest these
dollars,

e FDIC insurance on bank deposits lifted to $250,000 from
$100,000,

A cap on compensation of the five highest ranking officers
of companies that sell assets into the program, including
claw back for bonuses granted previously.

The central idea behind the legislation is to attempt to unfreeze
the credit markets. What has happened in recent weeks and
months is a hoarding of capital by financial institutions for
fear of further losses on these distressed assets.

For depository institutions, there is also a fear of bank runs,
which seems to be what brought both Washington Mutual
and Wachovia down in recent weeks.

Starting from the top, the Treasury will have great latitude
as to what qualifies as a distressed asset. While the most

troubled assets appear to be mortgages and this is where the
Treasury will concentrate their efforts, banks will be able to
submit bids for other assets as well.

Having the money available in stages should not affect the
implementation of the plan. Since a new administration
will be taking office in January, this makes sense to ensure
a more orderly transition. | will say that in my opinion,
either candidate that wins ought to ask Hank Paulson to stick
around for a year or so, as he has been the primary architect
behind the plan.

Raising the level on FDIC insurance was also an important
step, although I think a higher level should still be considered,
as it does not take a very large business to have that kind
of balance in a checking account to meet its short-term
obligations.

Of great interest to us was that on day one of the new plan, the
Federal Reserve took advantage of the new powers granted
in the bill by announcing that it will begin to pay interest on
the reserves it holds. This is important and powerful because
banks with excess cash no longer need to sell their excess
to other banks, which in effect drove the federal funds rate
lower. In recent weeks, the effect has been a federal funds
rate close to zero at the end of the day, which puts pressure
on banks’ margins and hurts profitability.

In addition, the Fed announced that it is increasing the Term
Auction Facility to $600 billion from $300 billion and that
it plans to be up to $900 billion by the end of this year. In
effect, the Fed will be printing money for itself, not having
to borrow from Treasury. By going it alone, the Fed will
increase the size of its balance sheet, which if loaned out
will have a multiplier effect. The Fed will flood the banking
system with so much money that they will have to do
something with it other than to hoard as in recent weeks.
This will take some time, as confidence is low and needs to

be restored, but extremely important.

At first blush, the sound of the printing presses may seem to
present an inflation problem. 1 believe that is the wrong bet
to make right now. With continued worries about economic
pressures, hard assets and commodities should be kept in
check while paper assets, such as high-quality equities,
agency securities, and both mortgage backed and corporate
bonds should see sharp increases in prices.
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We were encouraged to see the Fed complement all of these
actions with a large rate cut. While the actions taken so far
reduce the need for such rate cuts, this is a problem that
needs everything thrown at it, if for no other reason than to
restore confidence.

We realize that we are equity investors and have spent most
of this time discussing the credit markets. However, these
issues are what is driving both fundamentals and psychology
in the stock market today. We will not sit here today and tell
you the fundamentals are all sound, we’ve had too much of
that. We won’t tell you that our performance hasn’t suffered
— it has.

We are telling you that we think that this is the process of
bottoming and that we see light at the end of the tunnel. We
are telling you that good companies will be stronger because
of this. Any business that is run properly will gain share as
competitors wither. As painful as it is in the short-run, this
will leave in its wake a great long-term setup.
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TO THE POINT

While we have been avoiding the addition of many new
investments over the past couple of months and have tried
to step as gingerly as possible, with each passing day we
become more and more optimistic. We have been adding to
our core positions and will continue to do so in a systematic
manner so as to take advantage of what we see as attractive
investment opportunities.

Earnings season is under way and we believe we will see
that the sky has not fallen and it is our opinion that in
many cases, too dire a scenario has been priced in to many
individual securities. We believe that we are very close
by many measures to an important shift in direction and
will continue to use the environment to make sure that our
portfolios are well positioned given our outlook over the

next 12-24 months.
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In the third quarter we had three buys and four sells. Overall we became more defensive by increasing our exposure to
healthcare and selling our more economically sensitive holdings. We also remain positive on solar energy long-term and
have replaced MEMC Electronics with SunPower.

There were three companies added to
the All Cap Growth Strategy...

NuVasive (NUVA)

NuVasive is the fastest growing spinal
devices company. Over the past three
years, revenues have grown at least
50 percent annually, led by its core
proprietary technology, NeuroVision.
This technology enables physicians
to perform spinal fusion procedures
laterally, thus leading to less trauma and
blood loss and in turn faster recovery
times. Currently, no other company
offers a competitive lateral approach.
With less than five percent market
share, NUVA should have many more
years of 30 percent plus sales growth
in one of the fastest growing medical
device sectors. As of 9/30/08 NUVA’s
stock price closed at $49.33, and our
price target was $60.

Onyx Pharmaceuticals (ONXX)
Onyx is a biotechnology company
whose lead product is Nexavar.
Nexavar is approved to be sold in more
than 70 countries for kidney cancer,
and more than 40 countries for liver
cancer. Nexavar is the first and only
oral treatment approved for liver cancer.
It was recently approved to be sold in
China, the largest liver cancer market
in the world. Growth is in its early
stages as adoption is low with less than
10 percent penetration of annual liver
cancer cases. As of 9/30/08 ONXX’s
stock price closed at $36.18, our price
target was $60.

SunPower (SPWRA)

SunPower is a solar system project
manager and module and components
manufacturer. Unlike most other solar
companies which only manufacture

the system parts, more than half of
SPWRA’s sales come from system
sales. Customers hire SunPower to
design, build and implement their
solar solutions. In fact SunPower has
recently been hired to manage some
of the largest solar power plants in the
world, and by most measures is the only
company with the resources to manage
such projects. In addition, SPWRA’s
solar cells are 50 percent more efficient
than its nearest competitor. These two
factors are a significant competitive
advantage for SunPower, and thus the
company should continue to remain top
of mind for customers considering large
scale projects. As of 9/30/08 SPWRA’s
stock price closed at $70.93, and our
price target was $120.

Continued....



There were four companies removed
from the All Cap Growth Strategy....

Bucyrus International (BUCY)
Bucyrus is one of two leading suppliers
of coal and metals mining equipment
in the world, composed of draglines,
longwalls and shovels. Demand for
its equipment have remained strong.
However, the stock surpassed our price
target and fully reflected an optimistic
future. Should there be any weakness
in their future outlook, the risk to the
downside is great. We continue to like
the company and would consider entry
at a lower price.

Ceradyne (CRDN)

Ceradyne is the leading producer of
body armor for the military. Growth
has slowed in recent quarters due to

less demand. While the company is
also applying its ceramic technology
to emerging growth sectors such as
solar and nuclear, those businesses
are small and not yet well established.
The prospects of winning a military
contract for its mine resistant vehicle,
“Bull,” have also diminished as army
initiatives appear to be changing. We
fear that new products might fail to
compensate for the decline in body
armor and thus, growth would stagnate.
Should growth become more visible,
we would reconsider our thesis.

MEMC Electronic Materials (WFR)
MEMC is a leading semiconductor
wafer and solar cell producer. During
our time of ownership, the company has
reported manufacturing issues in two of
the past three quarters. The company

POSITIONS OUT

appears mismanaged, which raises a
red flag on management competency.
In addition, our recent initiation of
SunPower offers a more attractive way
to capitalize on the shift to alternatives,
in our opinion.

Terex (TEX)

Terex is a diversified industrial
equipment manufacturer with more
than 60 percent exposure to the mining
and crane market. Global slowdown
in construction has hurt their other
businesses, particularly aerial work
platforms.  The company recently
lowered earnings guidance. It appears
their stronger businesses are not enough
to offset the weaker ones. This went

against our original investment thesis.
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WE HAVE MOVED!

Effective October 6, 2008, we have relocated. Our
telephone number and post office box remain the

location!

same. We look forward to seeing you ar our new
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Biondo Investment Advisors, LLC’s compliance with the Global Investment Performance Standards (GIPS®). GIPS standards have been
verified for the period January 1, 2006 through December 31, 2007 by Ashland Partners & Company LLP and for the period February 1, 1991
through December 31, 2005 by a previous verifier. In addition, a performance examination was conducted on the All Cap Growth Composite
for the period January 1, 2006 through December 31, 2007 by Ashland Partners & Company LLP and for the period February 1, 1991 through
December 31, 2005 by a previous verifier. Copies of the verification reports are available upon request by calling 877-BIONDOS (246-6367).

The information set forth regarding securities and investment advice was obtained from sources which we believe reliable but we do not guarantee its accuracy or
completeness. Neither the information nor any opinion expressed constitutes a solicitation by us of the purchase or sale of any securities. The performance quoted
represents past performance and current performance may be lower or higher than the performance data quoted. Past performance does not guarantee future results as
investment returns may vary from time to time depending upon market conditions and composition of the composite portfolio. This publication is for internal use only.



