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STATEMENT OF ROLES AND RESPONSIBILITIES 

The Finance 5/423A/B courses spanned two semesters and was comprised of both senior 

finance undergraduate students and graduate students pursuing Master of Business 

Administration, Master’s in Finance, and Master of Accounting.  The Portfolio Committee was 

composed of all graduate-level students, and they met weekly outside of class.  Additionally, 

students were broken into five teams of approximately six students each.  Each team was led by 

one graduate student, and was responsible for directly managing two equity sectors of the 

Standard & Poors 500 Index (S&P 500). 

Each team worked together to research their respective sectors and to make buy/sell/hold 

recommendations within them throughout the year.  Additionally, teams were responsible for 

setting target and stop-loss prices for each holding, and for managing portfolio risk by 

diversifying within sectors and meeting the target sector weightings agreed upon by the class.  

Additionally, teams presented a Weekly Fixed Income Review or a Weekly Economic and 

Market Review on a rotating schedule. 

During the Spring semester, a separate Fixed Income Committee was formed to specially 

manage the fixed income securities in the portfolio.  This committee was comprised of two 

graduate students and five undergraduate students, and was responsible for presenting 

buy/sell/hold recommendations within the fixed income sector to the class, and for achieving 

target asset allocation weightings agreed upon by the class. 

At the end of the semester, each student was responsible for contributing to the Portfolio 

Review Book prepared for the University of Arizona Foundation’s Investment Committee.  Each 

student at minimum completed an Executive Summary of a particular holding.  The Portfolio 
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Committee and Fixed Income Committee then worked together to compile information 

representative of the class’s economic outlook, asset allocation, and sector weighting strategies. 

 

INVESTMENT OBJECTIVES AND GUIDELINES 

This year’s class modified the existing Statement of Investment Philosophy to read as 

follows: 

We believe the key to achieving the UA Foundation’s investment objectives is adopting a long-

term investment strategy, utilizing a fundamental value approach and strategic asset allocation.  

We will invest within the limits set by the Foundation and build a diversified portfolio, including 

possible international diversification.  We will seek, but are not limited to, investments in 

companies that operate in a socially responsible manner. 

Our strategies include “top-down” asset and sector allocation as well as “bottom-up” security 

selection to meet our risk and return targets.  For all of our equities, we expect to realize returns 

within 12 to 18 months.  We may also hold certain equities that offer consistent intrinsic value 

growth and market returns for longer periods of time. 

Our Portfolio Return Objective was primarily to meet the UA Foundation’s income 

payout needs, followed by preservation of their purchasing power.  Per UA Foundation 

requirements, our target was a minimum nominal return of 5.25%.  Our target was comprised of 

our payout obligation of 4% plus the cost recovery fee of 1.25%.  We also compared our 

portfolio’s annualized returns against a blended benchmark of the S&P 500 and the Barclay’s 

International Bond Index (formerly Lehman Brothers Aggregate Bond Index), weighted at 70% 

and 30%, respectively.  The Student Investment Fund’s performance was included in the UA 

Foundation’s endowment, and grouped with the U.S. large-cap equity asset class.  Finally, we 
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compared our portfolio’s risk-adjusted returns, using measurements such as a Sharpe Ratio, to 

the blended benchmark.  Our Portfolio Risk Objective was a target amount of risk equal to or 

less than the blended benchmark.  We measured this by comparing the standard deviation of our 

portfolio’s returns to the blended benchmark. 

The Applied Investment Management Program is limited by several guidelines set by our 

client, the UA Foundation Investment Committee.  Our asset allocation guidelines are for equity 

to represent a minimum 40% and maximum 85% of the portfolio, and for fixed income to 

represent a minimum 15% and maximum 60% of the portfolio.  Our diversification guidelines 

are that portfolio holdings will not exceed 10% of any one S&P industry, 5% of the market value 

of any one security at time of purchase, or 10% of any one security as a result of appreciation.  

Additionally, for risk management and learning purposes, the following investments are 

generally prohibited by the UA Foundation Investment Committee: 

 Foreign securities (ADRs, ETFs, etc.) 

 Interests in oil or mineral deposits 

 Partnership interests 

 Uncovered options 

 Short selling 

 Collectibles 

 Commodities or financial futures 

 Active real estate investments 

 Derivatives 

 Bonds rates below Ba or BB 

Usually the aforementioned investments are allowable with special UA Foundation Investment 

Committee approval. 

 

INVESTMENT STRATEGY AND METHODOLOGY 

The class followed a traditional investment process consisting of 

1) Establish overall investment policy 
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2) Establish asset allocation for portfolio within UA Foundation guidelines 

3) Establish overall equity and fixed income strategies, including sector weightings 

4) Select and purchase/sell securities to meet investment policy, asset allocation, and sector 

weightings 

Built-in to this process was a continual effort to diversify and minimize risk, and a conscious 

decision whether or not to continue to commit to current holdings.  The first three components of 

this process were finalized by the Portfolio Committee after feedback from and pending approval 

of the class as a whole.  However, the majority of the fourth component of this process was 

carried out by individual students within each team.  While individual team dynamics varied 

greatly, teams generally assigned sub-sectors and industries to individual students, along with 

existing holdings.  Once individual buy/sell/hold recommendations were discussed as a team, 

they were brought to the class for approval.  Thus, a major portion of the classes actual 

investment decisions were based on critical evaluation of individual recommendations. 

 

PORTFOLIO PERFORMANCE 

 The Student Investment Fund (the Fund) was created in November 2000 with an initial 

value of $622,483.  This was made possible by a generous donation from Bill Estes.  The 

creation of the Fund was an unconventional, collaborative effort between the UA Foundation – 

including the Investment Committee and Board – and the Eller College of Management – 

including then-Dean Zupan, Finance Department head Dr. Chris Lamoureux, and Don Seeley. 

At the beginning of this class’ management period, the Fund consisted of 50% equity 

allocation and 50% fixed income allocation, including cash.  As of August 31, 2008 the fair 

value of the fund was $855,262.  The class adjusted asset allocation to a target weighting of 60% 
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equity, 35% fixed income, and 5% cash.  The market downfall during fourth quarter 2008 

resulted in a dramatic decrease in portfolio value, which reached a low near November 20, 2008 

at $652,121.  The class again adjusted asset allocation to a target weighting of 65% equity, 32% 

fixed income, and 3% cash.  Thankfully, the portfolio recovered somewhat in the first quarter of 

2009.  At the end of this class’ management period, the Fund had a market value of $786,944 as 

of April 30, 2009.  These statistics are summarized in tables below. 

Table 1. Asset Allocation 

Benchmark Target, Fall 2008 Target, Spring 2009

Equity 70 60 65

Fixed Income 30 35 32

Cash -- 5 3

Asset Allocation

 

Table 2. Portfolio Value 
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Date Cost Market Value Gain (Loss)

9/5/2008 $819,165 $840,257 2.64%

9/11/2008 $823,350 $841,887 2.33%

9/18/2008 $821,161 $831,319 1.55%

9/25/2008 $823,789 $829,272 0.86%

10/2/2008 $824,655 $799,200 -2.80%

10/10/2008 $771,259 $721,387 -6.00%

10/23/2008 $761,826 $725,377 -3.90%

11/6/2008 $745,874 $723,204 -2.60%

11/17/2008 $727,508 $698,317 -4.00%

11/20/2008 $720,530 $652,121 -9.50%

12/4/2008 $707,888 $699,788 -1.10%

12/11/2008 $703,058 $715,156 1.70%

1/22/2009 $702,254 $728,007 3.70%

1/29/2009 $696,846 $740,988 6.30%

2/12/2009 $689,631 $741,394 7.50%

2/19/2009 $671,269 $690,422 2.90%

3/5/2009 $669,454 $664,247 -3.20%

3/12/2009 $669,454 $692,132 0.50%

4/2/2009 $653,653 $739,409 6.80%

4/9/2009 $653,653 $761,499 9.40%

4/23/2009 $653,088 $766,124 9.50%

4/30/2009 $653,088 $786,944 12.50%

Weekly Portfolio Performance

 

Figure 1. Portfolio Returns by Major Asset Classes 
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Table 3. Portfolio Returns by Major Asset Classes 

 

 It is clear that the relative performance of our portfolio while under management of this 

class has been excellent.  However, the dramatic market downturn during our management 

period did significantly affect our performance.  The real return was, in fact, negative. 
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ANALYSIS OF STRATEGIES AND PERFORMANCE 

 The economic conditions of the last year significantly affected implementation of our 

investment strategies, as well as our portfolio’s real performance.  The S&P 500, our equity 

benchmark, took a drastic fall in October and November 2008, and again in March 2009.  These 

dramatic downfalls affected virtually all sectors and industries, and thus affected most areas of 

our portfolio. 

Figure 2. Standard & Poor’s 500 Index, Year-to-Date 

 

In order to protect against further losses, the class carefully contemplated and committed 

to achieving strategic sector weightings within our equity assets. 

Figure 3. Sector Weightings 
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       S&P 500               Target, Spring 2009 

The class found it critical to underweight our portfolio in the industrials, materials, and 

telecommunications sectors.  Historically, these have been hard-hit in recessionary periods.  

Additionally, with a stagnant housing and infrastructure markets, as well as political uncertainty 

under the new presidential administration, the class decided these sectors may be hardest hurt.  

The class decided to equal weight the energy, consumer staples, and information technology 

sectors with our benchmark.  We also found it important to overweight the utilities, health care, 

consumer discretionary, and financials sectors.  Historically, the utilities and healthcare sectors 

have been most stable during recessionary economic periods.  The class also believed that the 

information technology and financials sectors were poised for an eventual steep recovery after 

being severely beat down in the marketplace. 
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 While the class’ economic outlook and the severe volatility in the marketplace strongly 

shaped our sector weightings, this careful strategy did not necessarily drive our performance. 

Table 4. Attribution Analysis of Portfolio Returns 

 

It is clear from the tables and figures above that the portfolio has historically generated a 

significant return.  Specifically, since this class began managing the portfolio in August 2008, 

the portfolio has generated 10.64% excess return.  Attribution Analysis performed by the 

Portfolio Committee shows that asset allocation generated 7.74% of that return, or almost 73% of 

the total excess return.  Sector allocation generated negative return in bond selective of -2.55%.  

Stock selection generated 3.49% of that return, or approximately 33% of the total excess return.  

However, the short time-period of this attribution analysis limits its validity. 

Impact on Communication Strategies and Implementation 

 In order to protect against idiosyncratic events in the marketplace and complete market 

downturns, the class has traditionally implemented stop-loss orders at 20% below purchase price 

on each security.  This stop-loss may then be adjusted up or down depending on the holding’s 

continued performance.  With the initial unforeseen volatility in the marketplace, our portfolio 
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was stopped-out of numerous holdings throughout the fall and spring semesters.  During one 

particular class meeting in October, we had been stopped out of 12 holdings.  This high volume 

of buy/sell/hold recommendations was unprecedented for the course. 

 Additionally, this broad market volatility prompted the class to rethink our risk 

management strategies, and specifically our stop-loss orders.  Many of these holdings were 

repurchased at a higher price after our stop order was carried-out as the class still found the 

companies financially attractive.  This counteracts the philosophy of hedging against peculiar, 

security-specific events.  So, towards the end of the year we began implementing an alternatively 

calculated stop-loss price that accounted for security-specific volatility (β). 

 

CONCLUSIONS 

With the unusual market activity that the class faced, we were unable to assimilate to the 

investment process as comfortably, research and debate our decisions as thoroughly, or develop 

group communication techniques as successfully.  This required students to follow holdings, 

sectors, and the market as a whole much more closely and continually than usual.  There was 

enormous pressure on individuals to quickly become experts on their companies and sectors.  At 

a very early point, prior to the market’s dramatic downturn, the class decided to rely heavily on 

intuition and commonsense in decision-making.  So, we drew on students with knowledge or 

experience in particular areas, as well as students’ outside resources, more than any market 

chatter or historical analysis.  This strategy served us very well, as we quickly learned how 

fearful and reactive media reports and market behavior can be. 

In order to effectively draw on these resources and not overlook valuable input in our 

haste, the class struggled to form proper communication strategies.  Specifically, the honors 
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finance undergraduate students became frustrated with the lack of communication between the 

Portfolio Committee and the rest of the class.  We found that their valuable discussion and more 

experienced (less academic) perspectives weren’t working towards decisions that the rest of the 

class was forced to make.  Through a series of memos and emails between the honors finance 

undergraduates and the Portfolio Committee, the class was able to share information in a more 

open, timely manner.  The Portfolio Committee began posting meeting minutes on the 

Blackboard website and sending them over the class listserv.  Additionally, they made Portfolio 

Committee Updates/Recommendations a priority during our very busy class periods. 

I still found, however, that there was a general lack of cohesion among the class during 

the spring semester.  Some of the correlation and attribution analysis work that graduate students 

worked towards were completely foreign to the rest of the class until the Review Book and 

Presentation were prepared for the UA Foundation Investment Committee.  In general, however, 

students seemed to carry what they learned from the fall to their new teams in the spring. 

As a student who never intended on working in investment banking or portfolio 

management, I was surprised how important non-technical knowledge and abilities were to our 

successful management of the portfolio.  During a “normal” market environment, our experience 

would have been filled with careful contemplation and perhaps reliance on market media and 

historical reports.  The uncomfortable volatility of the market during our management period 

forced our class to rely more on economic intuition and commonsense than technical analysis.  

While the high volume of decisions that we had to make probably prevented us from 

experiencing some of the technical work that fills many portfolio managers’ days, this unique 

experience taught us other lessons.  Again, as a student who never intended on working in 
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investment banking or portfolio management, this class quickly built my confidence in and 

commitment to our investment decisions. 
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Friday, September 19
th

, 2008 

 

Today’s class addressed asset allocation within the portfolio.  In addition to the basic theory 

behind and factors to consider when deciding asset allocation, we had the honor of having Craig 

Barker of the University of Arizona Foundation as a guest speaker.  The discussion of asset 

allocation was a bit premature as we were just refining the Portfolio Committee’s outlook in their 

Macroeconomic Review. 

 

Economic Outlook & Portfolio Committee 

 

The Portfolio Committee seems to have a somewhat optimistic outlook on the economy as a 

whole.  They are expecting the market to lift out of the recession and for the U.S. dollar to 

strengthen.  This, of course, is coupled by a lagging international market and mild concerns over 

inflation.  I am not so sure that the turnaround will be in the near future.  I think that the amount 

of money that has been pumped into the economy over the last year-plus, and could continue to 

by pumped into it, is a cause for significant concern.  We all know that the market is up-and-

down, if not cyclical.  Eventually we will come out of this, but I’m just not sure I agree with the 

Portfolio Committee on how soon. 

 

I believe that with either economic outlook (short-term or long-term turnaround), as managers 

we need to be focusing on undervalued companies as investment opportunities.  To minimize the 

risk in the stock market, we should remain heavily weighted in fixed-income securities.  We 

cannot, however, let all of our cash keep sitting.  Well-diversified ETFs or money markets may 

be the safest choice looking into the uncertain future ahead. 

 

As we make decisions about asset allocation in the coming weeks, I see the value in tools like 

mean-variance optimization, the efficient frontier, free cash flow to equity, and even the dividend 

discount model.   I don’t believe we should be spooked by the current chaos in the market, but it 

is something to consider that the stock market and the level of government intervention right 

now are unprecedented.  I am not sure that historical analysis is an accurate basis for our future 

expectations.  Looking to the future, I think that the dividend discount model would be a good 

tool for us to use in our decision-making process, as reliable dividend payouts would be a huge 

advantage in these uncertain times. 

 

However, some basic instincts may be more valuable than any analytical model we could apply.  

As Dr. Lamoureux mentioned last week, the U of A Foundation looks for smart-decision making 

from our class.  We have the curiosity and the connectivity to discover undervalued investment 

opportunities.  It is important for the Portfolio Committee to set some guidelines for each team’s 

recommendations, but I think that our best resources are not models or techniques.  Numbers 

mean nothing when they are changing drastically everyday, as the stock market is now.  We can 

consider historical trends, but I don’t see the value in relying too heavily on data-driven models 

right now. 

 

Craig Barker, the University of Arizona Foundation 
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We finally got to hear from our client!  Craig Barker visited our class today and shared with us 

some background on both the University of Arizona Foundation and the Applied Portfolio 

Management program, as well as the objectives of the Investment Committee.  Mr. Barker 

shared several key points with us: 

 The performance of the Student Investment Fund is included in the Foundation’s U.S. large 

cap equities asset class 

 The Student Investment Fund actually showed a solid performance of -1.7% return in fiscal 

2008, bested by Steve Loophole’s all-equity portfolio’s return of 0.2% (this speaks to just 

what a hit all managers have taken over the last year) 

 The Investment Committee’s changes to their targets are as follows: 

o Reduce U.S. equities target 3% to 20% 

o Increase emerging equities target 1% to 18% 

o Increase private equity target 1% to 5% 

 

As we move toward asset allocation decisions, I was interested to see that the Investment 

Committee references several sources when setting their target levels, including Efficient 

Frontier Analysis, the Commonfund Allocation Planning Model, and the GMO Seven-Year 

Asset class forecast.  Mr. Barker shared with us the GMO Forecasts, which are recommended by 

David Swensen of the Yale Endowment.  U.S. large cap equities (where are returns are included 

by the University of Arizona Foundation, are at an annual real return (over 7 years) of 3.4%.  

However, in reality the Student Investment Fund includes large cap, small cap, emerging 

markets, and plenty of fixed-income securities.  Thankfully some of these forecasts are higher. 

 

I think that one of the most surprising thing’s Mr. Barker shared with us is the Investment 

Committee’s perception of us as managers.  Established by the previous classes’ relatively 

strong, stable returns, Mr. Barker noted that the Investment Committee is typically quite pleased 

with our management of the portfolio.  Going into this class, I had heard from Don Seeley, 

Professor Garrison, and students from previous years’ classes that the Investment Committee 

basically let’s us have it.  I don’t doubt that the Investment Committee holds us to equally high 

standards as any other portfolio managers for the foundation, but I sort of assumed they would 

view every decision and our reports with an untrusting eye.   

 

Our Value as Managers 

 

We are simply a group of college seniors and graduate students, most with little to no real-world 

investment experience.  We have access to a Bloomberg Terminal and ValueLine, but no fancy 

training from a big investment bank.  Well I suppose the current markets are evidence of just 

how worthless that esteemed training can be.  And Dr. Lamoureux’s and Mr. Barker’s words are 

evidence of just what insight we do offer as managers.  Our inexperience leaves us fresh, unjaded 

(mostly), and free from habits that may not serve us well in a volatile market. 

 

The exciting decisions, of course, are not the vague generalities of investment policy and asset 

allocation (which are primarily decided by the Portfolio Committee, anyway).  Our teams begin 

making recommendations next week about whether to buy, hold, or sell the current holdings in 

our sector, and looking to new investment opportunities.  With both Dr. Lamoureux’s and Mr. 
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Barker’s advise in mind, our team agrees that we should be looking to connections we have that 

could give us insight into the Healthcare and Telecommunications sectors. 

 

Personally, I have a brother who is a dual-degree student (MD/MBA) at Tufts University.  He 

has a great perspective (though certainly not a complete one) on the healthcare sector, and is 

usually well-versed on some of the up-and-coming companies.  He has given me great resources 

to research companies, like www.innovation.com.  Additionally, my Dad has over 30 years 

experience in investment management.  Simply being able to pass around ideas among the three 

of us is a great exercise as we move towards making some decisions.  This is especially helpful 

as I present my perspective to my team. 

 

Team Dynamic 

 

Our team is becoming more comfortable as we know more about each others’ background.  We 

have organized the flow of information and communication on www.eGroupWare.com.  On 

here, we have posted our resumes so that we can see exactly what each of us brings to the team.  

It is more challenging than I imagined working with some of the graduate students, and not for 

the reasons I pictured, either.  I’ve grown so accustomed to working with Eller undergraduate 

students, and primarily finance majors.  We all have the same background, similar experiences, 

and similar perspectives.  While there is a lot that I have and I’m sure will continue to learn from 

my senior team members, I am surprised at what I have to share with them. 

 

In general, this course is much more of an interactive learning experience than I imagined.  I 

know we would be hands-on in the decision-making processes, etc.  But, I am used to getting a 

stamp of dis/approval with each decision I make in my classes, and even at work.  The long-term 

nature of our decisions makes that impossible.  This class is an exercise in adjusting to 

uncertainty, especially with the current economy.  I think that any stomach I have for a career in 

investment management will truly be tested over the next year. 

http://www.innovation.com/
http://www.egroupware.com/


19  Applied Portfolio Management 

  

Friday, September 26
th

, 2008 

 

So as the market continues to rock we are examining fixed income securities more closely today.  

This lecture and discussion was supplemented by a fascinating guest speaker, Creston King. 

 

Creston King’s Perspective on Investment Management 

 

Mr. King serves as Portfolio Manager for the Davis Government Bond Fund and the Davis 

Government Money Market Fund at Davis Investments.  He took time out of his busy day to 

speak with us, and to share his Bloomberg activity (via his laptop computer) with us.  It was like 

looking into a whole new world. 

 

The theoretical relationship between risk and return is a basic one.  And with fixed income 

securities, most of us learned the numbers that back up this relationship in basic present value 

analysis of bonds in our introductory finance classes.  But 36% on Wachovia’s commercial paper 

that expires in December 2008?  That throws the relationship right in your face.  Mr. King pulled 

up various Bloomberg screens for us, highlighting the volatility even in fixed income securities 

at the moment. 

 

Speculative chatter was tossed between managers that morning on the message boards, rumors 

and questions about the next big bank to go under.  Would it be Wachovia?  Some were sure 

betting so.  The screens conjured up images of Wallstreet.  But Mr. King seemed to take a more 

relaxed approach to his job.  He shared stories of his bosses and other managers freaking out, 

Sunday night calls to sell everything, and fears for his job at several points in his career.  His 

experiences seem to have turned him into a level-headed, long-term performance fund manager.  

He cautioned us against jumping on any of the hysteria.  Remember, he warned, that no one 

really knows what will happen next.  At the end of the day (or more likely the 8:00am hour), you 

have to use your experience to make a decision. 

 

When Don Seeley asked him to talk with us about his basic lifestyle as a fund manager, the 

5:00am start times seemed familiar.  Growing up on the west coast, my investment manager 

father was up before my cartoons were even on.  However, his performance based salary (one 

giant bonus at the end of the year) would seem awfully rewarding and a great incentive to put in 

your best each day. 

 

Repos and Commercial Paper 

 

Aside from the generalities, Mr. King shared with us basic details on the functions of several 

securities.  He explained that a money market fund must rollover once a year, with the longest 

security held for 397 days.  Perhaps most interesting to me was his explanation of how a 

repurchase agreement (repo) works.  A fund – like those he manages at Davis – and a dealer 

work through a third party bank (they use Bank of New York or Chase) to lend money (buy a 

security) overnight, with an agreement to repurchase the next day at a locked rate. 

 

I was familiar with the practice of major commercial banks lending each other funds overnight at 

the LIBOR rate, but I had honestly never heard of repurchase agreements.  It seems to me like a 
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great way for a fund manager to basically cover themselves at the end of the day.  There is extra 

cash lying around?  Well rather than letting it go to waste sitting there, let’s throw it into a repo. 

 

Responsibility, or Lack of 

 

Mr. King also explained how he basically works with other managers to handle the day-to-day 

operations of certain parts of their funds.  I understand that two heads is better than one, but it 

gets me to wondering who is really liable when a wrong decision is made.  Mr. King may carry 

the title of Portfolio Manager, but he has a boss, who inevitably has a boss (Mr. Davis).  And Mr. 

King relies on many others to manage the fund on a daily basis.  If someone makes a bad call, 

whose fault is it?   

 

This is of course the problem that we are seeing in some of the major investment bank fall-outs 

on Wall Street.  Who extended credit so far? Who said, go ahead, leverage a bit more?  And even 

if Bob, Sue, or Tom didn’t make that call, they had to have watched it happen.  It makes me 

wonder whether Mr. King has watched bad (if not unethical or irresponsible, simply 

overzealous) decisions made.  What has he done?   

 

I think that this is a challenge anyone in investment banking most face, whether you’re a stock 

broker or a fund manager.  As a manager of the Student Investment Fund, I have 30 other 

anxious student-managers looking my way, and one very experienced retiree.  I am not sure I 

would be making all of the right choices if I were thrown into a high-stakes career without this 

experience.
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Friday, October 3
rd

, 2008 

So as the market continues to behave even more erratically, you can feel the tension in the class.  

I left today’s class really satisfied with another great speaker (two, actually), but incredibly 

frustrated by the direction of the course. 

 

Harry and Rose Papp 

Today’s speakers were Harry and Rose Papp, the husband and wife owners of L. Roy Papp & 

Associates, LLP.  Rose, a CFA, is conducts and manages all of the in-house research at the firm.  

Harry, also a CFA, is the Portfolio Manager and oversees the private client business at the firm.  

The Papps shared with us what they look for in employees, and some career advice.  Both 

recommended the CFA designation, and applauded the early hands-on exposure we were gaining 

through FIN 423A/B.  Additionally, they noted the value of several partners with industry 

experience in healthcare (Caremark), technology (IBM), and financials (Arthur Anderson). 

 

In discussing their management of both mutual funds and private client accounts, the Papps seem 

to share a conservative, logical approach to portfolio management.  Rose noted that though they 

keep up-to-date on outside analysis (Standard and Poors, Morgan Stanley, etc.), their decisions 

are based on in-house research.  In evaluating companies, they look for those with quality 

management, conservative accounting policies, low debt, consistent revenue growth through 

volume (not just acquisitions), and those that are market leaders.  It seems that a lot of thoughtful 

research beyond attractive (and sometimes deceiving) surface numbers is important at Papp & 

Associates.   Once information is collected, Rose evaluates the results of their 1-year forecast.  

Any significant deviations are analyzed thoroughly. 

 

If Rose determines that consistent earnings growth is highly probable, and that the company 

meets all quality standards, the firm will identify a “fair price.”  Based on their valuation, they 

will buy the stock if it is approximately 20% or more below fair price.  Once the price of a 

holding rises approximately 50% over their determined target, the firm sells. 

 

The lengthy research process makes sense for the portfolios the Papps manage, as they 

emphasize carrying their holdings long-term.  In addition to the detailed company analysis that 

they perform, there are several macro-strategies that Papp & Associates follow.  In aims of a 

well-balanced portfolio, they look for sector diversification in their holdings.  Additionally, they 

almost always buy American companies because of their significant cost structure, quality 

management, access to capital, and effective use of technology (also, there are more recent 

concerns regarding the quality of international markets).  There is an emphasis on technology in 

their portfolio holdings, as they look for companies that use up-to-date, efficient technologies.  

Furthermore, they consider the aging population and consumer trends. 

 

The Papps brought a nitty-gritty perspective to portfolio management, much needed with the 

current panic that abounds.  Harry compared the performance of several popular, yet failed 

holdings in the last few years (State Street, Washington Mutual, Striker, and Pfizer), to 

emphasize the volatility of the market at any time and the importance of careful research and 

analysis.   
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It was also helpful that the Papps shared several recent communications to staff and shareholders 

with us.  Communication is essential, especially during times of uncertainty, and it was assuring 

to see that the Papps shared this perspective.  In fact, it became evident in this class period that 

communication between class members must improve. 
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Failed Communication and New Strategies 

All of the honors thesis students left this class for our bi-weekly meeting with Dr. Lamoureux 

carrying a great deal of frustration.  We had again run over the class period by about 35 minutes, 

and were still deprived any significant discussion with the Portfolio Committee over their asset 

allocation recommendations.   

 

The presenting committee members definitely improved on the previous week’s recommendation 

by providing some hint at the discussion and reasoning which lead them to their 

recommendation.  However, their rushed through their recommendation, didn’t have an answer 

when class members asked about how well this fit with their macroeconomic outlook, and we 

forced a vote at the end of class.  Clearly, this isn’t thoughtful, cohesive portfolio management. 

 

As we shared our concerns with Dr. Lamoureux, we decided to draft a memo and e-mail to the 

Portfolio Committee regarding our concerns.  We brainstormed several recommendations, 

including 1) the posting of PC meeting minutes to Blackboard in a timely manner, 2) the 

enablement of the Blackboard Discussion Board feature, and 3) the posting of PC 

recommendation presentations prior to each class session. 

 

I drafted the memo, and with the feedback of the other honors thesis students, I sent and e-mail 

with memo attached to the Portfolio Committee members early Monday morning, before their 

weekly meeting.  We were delighted to see the PC meeting minutes on Blackboard that night.  

However, the committee’s response (an e-mail from Clint Spaulding), was a bit disappointing.  

Though electronic communication isn’t ideal, their response seemed a bit terse and 

uncooperative. 

 

We tried explaining to them in our original e-mail and memo just how valuable it would be for 

class members to review and reflect on their recommendations before class, and to be able to 

discuss these decisions in class (rather than the fact reading, non-discussion, and rushed voting 

that had previously ensued).  Their response was that this just wasn’t feasible as they often 

finished their PowerPoint slides quite late on Thursday nights.  The sentiment of the honors 

thesis students was that the class and portfolio shouldn’t have to suffer due to their poor time 

management.  But, we were concerned that perhaps there was some miscommunication. 

 

So, we responded with much appreciation for their feedback and efforts (posting minutes, 

encouraging discussion about team communication strategies, and Nathan enabling the 

Discussion Board).  We further explained our good intention, and the logic behind our 

suggestion.  Clint replied, saying he wasn’t offended, also noticed the deficits in communication, 

and would try his best to have presentations posted to Blackboard in advance of class. 

 

Reflection on Our Frustration 

It doesn’t seem that this constant back-and-forth should be necessary among a group of top 

students.  However, I realize that with no formal hierarchy or communication structure in this 

class (unlike any other class, or a business) presents unique challenges.  I hope that as we work 

together as a class, especially in the face of current economic challenges, the honors thesis 

students can improve this failing.   
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There is a sharp learning curve in FIN 423A that varies for each student, I’m sure.  However, I 

don’t think that so many weeks into the semester we should still be struggling with how to share 

ideas, be productive team members, and make thoughtful decisions.  It seems that this sentiment 

is reciprocated across the board at this point.  If we can draft a document of suggestions to be 

passed on to next year’s class members, hopefully this can be avoided.
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Friday, October 10
th

, 2008 

Today’s class was exciting!  The level of communication and preparation was a big improvement 

from previous weeks.  However, the intensity of the decisions we had to make today was both 

exhilarating and overwhelming. 

 

Buy-Sell-Hold Recommendations 

My team finally got to present our preliminary buy/sell/hold recommendations today for the 

healthcare and telecommunication sectors.  Though we were stopped out of all our holdings 

except Baxter this week, the response to our presentation instilled some much-needed confidence 

in our progress. 

 

Mr. Seeley commended us on our holistic approach to our analysis.  It seems that we are on the 

right track in considering the balance of our sub-industry weightings within our sectors, as well 

as economic and technological trends.  I hope that this sets an example for some of the other 

teams who as-of-yet appear to simply be listing facts to the class.  We need to be sharing not 

only basic research that any class member can pull off of Bloomberg, but our critical thinking.  I 

hope to see more of this in the rest of the class. 

 

Follow-up on Communication Strategies 

Today’s presentation by the Portfolio Committee was a big improvement.  Mr. Seeley 

apologized for not managing time well in the previous class period, and promised to improve on 

allocating significant time to the Committee’s recommendations in the future.  Additionally, by 

reading the PC meeting minutes prior to class, I knew just what they would be discussing with 

us.  They shared their recommended sector weightings with the class. 

 

It seems that the PC took a holistic approach to their recommendation.  Overweighting 

healthcare and consumer staples seems like a smart move during the current pseudo-recession.  I 

was less certain as to why information technology would be over-weighted, and not 

telecommunication.  Through class discussion, some one shared that info tech is a leading 

indicator, so now would be a smart time to buy even if we don’t think the market has hit it’s 

bottom.  This is the kind of discussion I’ve been looking for! 

 

Additionally, Clint urged the class to read the weekly PC meeting minutes and utilize the 

Discussion Board in an effort to improve communication between the Portfolio Committee and 

the class, as well as between team members.  I think that we are heading in the right direction. 

 

Holdings Auction 

We were stopped out of twelve holdings this week.  Posting both the selling price and current 

price, each team met to recommend whether or not to repurchase each holding.  It was a little 

intense to make a recommendation in such a short period of time.  But, as the portfolio fell to just 

19.5% equity at this point, our only other option was to through our cash into some ETFs.  A few 

astute class members pointed out that we are not hear to hold the Investment Committee’s money 

in cash and ETFs – they could easily do that on their own. 

 

So, after some brief discussion, our team recommended repurchasing our whole position in 

Johnson & Johnson (300 shares), and 60% of our original position in Medtronic (300 shares).  
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We will look for more diversified healthcare companies in the next week in order to meet the 

20% healthcare sector weighting as soon as possible.  We are hoping to find companies in the 

sub-industries of long-term and managed care, facilities, and even some resent technology trends 

(like imaging and lasers). 

 

Each other team seemed to use the same split-second logic to make a recommendation.  Any 

objections or questions were answered, and the class voted stock by stock to repurchase or leave 

to the wolves.  The whole thing sounded more like an auction (Seeley shouting, “300 shares of 

J&J, do I hear 500 shares?”) than APM class.  I think that any existing hesitation to make a real 

recommendation (not just the monotonous hold recommendations we’d heard for the previous 3 

weeks) was quickly eliminated.  That’s efficiency.



27  Applied Portfolio Management 

  

Friday, October 17
th

, 2008 

ABSENT:  Sick
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Friday, October 24
th

, 2008 

ABSENT:  Sick
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Friday, October 31
st
, 2008 

In today’s class, we covered financial statement analysis.  This brought me back to ACCT 400C, 

where we would delve into the minutia of financial statements more than any other course.  But, 

we began evaluating the income statement and cash flow statement from an investor’s 

perspective. 

 

Financial Statements and Revenue Analysis 

 

Mr. Seeley detailed for the class the difference between organic and inorganic revenue growth.  

In order to determine the underlying growth of the base business, we were instructed to dissect 

the total reported revenue growth to exclude revenues from foreign exchange changes, 

acquisitions and divestitures, and new stores for retail companies.  This leaves organic revenue 

growth as that from price and volume.   

 

Though we consider all sorts of ratio and statistic analysis in our basic finance classes, this more 

in-depth analysis of each measure is important for investors to consider.  As we’re all familiar, it 

is both easy and commonplace for companies to tweak their financial statement reporting so as to 

portray more attractive ratios, statistics, and figures.  Breaking down the numbers through sales 

or revenue analysis is one way investors can try to take a more objective look at the company. 

 

Sales Growth Analysis 

 

Within the healthcare sector, I am in-charge of Medtronic, Inc. (MDT) for my team.  I have 

recently listened to several of their most recent earnings conference calls.  This made it even 

more poignant when Mr. Seeley lectured the class on sales growth analysis today.  He explained 

the importance of analyzing sales growth geographically, by line of business, by season, and in 

comparison to expectations, prior periods, major competitors, and industry trends.   

 

Obviously the sort of sales and revenue analysis that should be performed depends on the 

industry and business organization.  Within the healthcare segment, it is important to analyze 

sales and revenues growth by business segment.  While the overall sales or revenue growth may 

be mediocre or even on-target with expectations, there could be significant dips and peaks in 

individual segments.  This may signal instability, new growth opportunity in a particular 

segment, etc. 

 

Reporting Techniques 

 

Today we also worked through several examples of how companies like Proctor & Gamble, 

Danaher, and Costco report their finances.  The techniques that these companies use to report 

cost of goods sold, operating income, and depreciation and amortization reveal quite a bit about 

the management of a company.  Whether the company uses more conservative reporting 

techniques, whether they are reinvesting into the company, etc. all reflect on the management’s 

confidence in the company.   

 

I know that we were told all of these things in our basic finance courses, but it doesn’t fully hit 

home until you look at numerous companies’ financial statements and see just how much they 
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can vary.  Looking at the reporting techniques of healthcare companies specifically had taught 

me a lot about analyzing these aspects of a company because some companies poor money into 

research and development while others don’t, etc.
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Friday, November 7
th

, 2008 

Today we looked at the major market indices and some construction issues.  This semester, the 

market indices have seemed to develop an integral role in our jobs as portfolio managers.  Each 

week teams alternate and present a Weekly Market and Economic Review to the class.  This 

inevitably includes the S&P 500 and Russell 2000.  We didn’t look too critically at index 

measures like these until today. 

 

Index Subcomponents 

 

Mr. Seeley explained to the class how these indices are composed.  Market capitalization, style, 

and sectors are considered.  Additionally, some indices update frequently, while others update 

the companies in their index less frequently.   

 

Standard & Poor’s has four main indices that cover small-, mid-, and large-cap holdings, as well 

as different portions of the investible U.S. equity market.  For as formulaic as most ratios 

analyses are, the indices we rely on for market analysis are comparatively quite subjective.  For 

example, Standard & Poors’ Index Committee subjectively decides which securities to include 

based on a sampling technique.  Of course they have certain guidelines (i.e. IPOs must have four 

consecutive quarters of positive earnings to be included).  However, their guidelines for making 

changes are simply “as necessary.”  That means that while we rely on the S&P indices just by 

their name, we don’t know that they are consistently comprised of what we expect.  In volatile 

times like today, I’m not sure that we can rely on index-based ETFs, etc. to really be a safe place 

to hold our money. 

 

The Russell indices are based more on value versus growth stocks than market capitalization 

(like the S&P indices).  Also in contrast to the S&P, the Russell indices are rebalanced annually.  

This means that there is a high turnover in the Russell indices.  Additionally, growth and value 

classifications are primarily based on price/book ratios.  Since these ratios can change throughout 

investment cycles, this creates even more basis for turnover in these indices. 

 

Indices and Portfolio Management 

 

When it comes down to it, this lecture and this new look at index subcomponents made it very 

clear that popular indices like the S&P 500 or the Russell 2000 aren’t always as well-diversified 

as we believe.  Like any ratio, financial statement, or statistic, these indices deserve a closer 

look.  That’s especially true now that the class is looking to some ETFs which follow these 

indices as placeholders in our portfolio.  With high turnover due to stop-losses in the portfolio 

during this volatile market, we are looking for some less volatile holdings until we find sector-

specific stocks to replace these. 

 

The effects of the index subcomponents also teach us quite a bit about our strategies as portfolio 

managers.  For example, the fact that the S&P Equal Weight Index has outperformed the S&P 

500 Index in the last 6 years tells us something.  Perhaps we should pay closer attention to the 

weights of our holdings within our sectors.  There are a few sectors that are such a small portion 

of our portfolio that we only have one holding there.  It is difficult to balance holding a 

significant position and a relatively diversified position within each sector.
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Friday, November 14
th

, 2008 

ABSENT: In Washington, D.C. for National Pre-Law Conference 
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Friday, November 21
st
, 2008 

Today we reviewed the Certified Financial Analyst Institute (CFAI) Standards of Conduct, and 

reviewed the process of becoming a certified financial analyst. 

 

Fiduciary Duties 

 

In our basic finance courses, we have briefly discussed the fiduciary duties of a financial 

manager, but we’ve never gotten into the specifics of what that means in practice.  As could be 

assumed, CFAs are required to represent and conduct themselves in an honest and transparent 

manner.  But to get more specific as to the duties CFAs have to their clients, they must be loyal, 

objective, and “must act for the benefit of their clients and place their client’s interests before 

their employer’s or their own.”   

 

Perhaps most relevant to our performance as portfolio managers are the duties to clients about 

suitability.  CFAs are expected to only take investment actions consistent with a stated objective 

or constraint on a portfolio.  Additionally, they must be aware of a clients’ experience, risk and 

return objectives, and financial restraints prior to making any recommendations.  All of these are 

required regardless of the sophistication of the client.  This seems important so that a portfolio 

manager’s actions are suitable for each client; and not all actions suit all clients.   

 

We talked quite a bit about risk and return objectives in our Investments course.  However, in 

application, of all the financial managers we have spoken with, we have heard very little about a 

manager’s responsibility to really investigate a client’s needs and desires and to meet them.  The 

portfolio managers who have spoken to our class this year have commented very little on 

evaluating client objectives as part of the management process.  We are fortunate to have very 

clear objectives, guidelines, and limitations on our portfolio. 

 

Investment Analysis, Recommendations, and Action 

 

CFAs are expected to practice diligence and take action on a reasonable basis.  Their 

recommendations and actions must be well-supported by research and investigation.  What I 

found the most poignant, however, was the expectations that CFAs “distinguish between fact and 

opinion in all analyses and recommendations.”  Very often as we’ve heard speakers our 

classmates answer questions or make recommendations, their “objective” response is peppered 

with opinion.  I’m not sure how often CFAs actually uphold this standard in their conduct.  

People like Harry and Rose Papp were very clear about their investment process, research, and 

bases for recommendations when they spoke with us.  Also, in the letter to their clients that they 

shared with us, this seemed to carry through.  This is ultimately a critical standard so that clients 

are fully informed and not taken advantage of or mismatched with portfolio managers. 

 

Conflicts of Interest 

 

In-line with SEC standards, the CFAI sets for standards for disclosing and avoiding conflicts of 

interest.  I found certain language in this section not only ambiguous, but a little strange: 

“Transactions for clients and employers must have priority over transactions for the benefit of a 

member.”  A guideline of not putting one’s interests first doesn’t necessarily avoid conflicts of 
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interest.  I imagine it’s rather easy for some of these priorities to align or at least appear to align 

at points in time.  In addition, CFAs are required to disclose any referral fees or benefits they 

incur.
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Friday, November 28
th

, 2008 

NO CLASS:  Thanksgiving Break 
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Friday, December 5
th

, 2008 

Today was our presentation to the University of Arizona Foundation Investment Committee, our 

clients, about our portfolio performance this semester.  It was very nerve-wracking going into 

this meeting as most of us were unsure of what to expect. 

 

We worked all semester, constantly trying to be cognizant of our client’s needs, expectations, 

and imagined criticisms, in an effort to meet our objectives despite challenging market 

conditions.  The learning curve was very sharp.  This was our time to try and summarize all we 

had done and justify every strategy, decision, and action.  Although I personally was not 

presenting today, there was still the notion in my mind that I may be questioned about our team’s 

decisions relevant to my particular security (Medtronic, Inc.).  Additionally, a camaraderie has 

developed among the classmates in all of our collective decisions. 

 

I was surprised that two committee members were present via conference call only, and this 

provided for some minor technical and communication difficulties.  We stopped at several points 

through out the presentation to hear the committee members’ questions and comments.  

Regarding our macroeconomic outlook, asset allocation, and sector allocations, we heard the 

following comments: 

 

Harry Papp 

 We should have some sort of an explanation in mind of the current financial crisis, economy, 

and market conditions. 

 We should use and rely less on metrics in our analysis and decision making. 

 We should watch the term “socially responsible” as this is rather subjective, and certainly an 

investment trend.  Mr. Papp suggested that we look into the success of other historic 

investment trends such as the Sullivan signatories, etc. 

 

Chris Campisano 

 Great sector analysis, but we should include more forward-looking measures where possible. 

 We need to consider company exposure and hedging to currency movements and 

commodities when selecting new holdings and evaluating old. 

 We shouldn’t count on dividends to continue, especially in the current market. 

 

Christopher Lamoureaux 

 We should include more forward-looking measures on dividends and earnings. 

 We need to carefully assess the quality of accounting in firms, as some may use the recession 

to clean-up any aggressive books and accruals. 

 

Ed 

 How is the financials-driven recession built into our analysis? 

 

Brady 

 Watch ETFs carefully as they may be unreliable. 

 Look for more regional financials to avoid the fall-out of the financial crisis and credit crunch. 

 Be very cautious with technology holdings (i.e. RIM’s recent layoffs). 
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There were minimal comments on our fixed income strategy, but they were as follows: 

 

Harry Papp 

 Look in to government MMFs. 

 Maybe consider the more liquid corporate securities. 

 Watch for negative convexity (pass throughs and CMOs, cash with government refinancing). 

 

There were a few closing comments, but they were primarily on the format of our presentation 

and what we should cover in the spring.   

 

Many of the committee member’s comments brought new areas of focus and considerations to 

my attention (i.e. more carefully managing our risk).  Certain questions or concerns were already 

fully considered in our management strategy; however, the fact that these considerations weren’t 

clear to our client means that we need to make a better presentation. 

 

There were also a few comments that some committee members made that were unclear to me.  

For example, I have no idea what negative convexity is and every other undergrad I asked didn’t 

know either.  I’m familiar with this concept, so it’s one more thing I can read up on, ask Mr. 

Seeley about, and hopefully discuss with the graduate students in the class. 

 

All in all, the committee’s comments were much more mild than I expected.  They were very 

encouraging and complementary of our work.  It is always great to please your client.  But for 

educational purposes, their comments were generally invaluable.  It is difficult to try and learn 

and implement all of the basics a portfolio manager needs to know in just one semester.  It is 

frustrating, but I look forward to learning more about managing risk, setting sell points, and 

analyzing the holdings of a company next semester. 


