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April 22, 2005.
Dear Foundation Members and Investment Advisory Board Members, 

We would like to thank the Foundation and the IAB for this unique opportunity.  The experience of managing an investment fund as professional asset managers has been a tremendously valuable experience that has taught us the benefits of diligent investment research and teamwork. 

The MBA Managers of the Student Managed Fund are pleased to present the final performance evaluation of our portfolio. We have taken great care in our investment decisions by conducting comprehensive stock selection due diligence.
Throughout the report, we will discuss how we constructed the portfolio and more importantly, the reasoning behind our decisions. We will present the portfolio allocation, the selection criteria, current holdings, and investment returns. We will also demonstrate why we believe we have added value to the portfolio's performance. 

Thank you again for providing our team with this invaluable experience. 

Sincerely, 

The MBA 2005 Managers

	Executive Summary


University of Connecticut Student Management Fund – MBA

April 22, 2005.
 Investment Philosophy:

· Invest in companies with consistent financial performance, strong management teams, sound business model and excellent future prospects. 
 Investment Style:

· Multi-cap blend strategy whereby we primarily invest in large-cap equities that are expected to outperform over a 3 to 5-year time frame.
· Select companies with strong fundamentals and future growth potential exhibiting characteristics of either value or growth stocks.


 Portfolio Details:
· As of 04/15/05, the SMF portfolio is invested in 30 companies representing 9 different sectors. The portfolio also has a cash position of 12.14% and we have liquidated our entire Vanguard holding S&P500 Index fund.
· Top 5 holdings:  Dun & Bradstreet Corp (4.69%); FPL Group, Inc. (4.35%); Apache Corporation (4.24%); Invitrogen Corp (4.20%); Tyco International (4.10%).
· Our recent acquisitions have been: Panera Bread Co (PNRA), Harrah's Entertainment, Inc. (HET) and Linens ‘n Things (LIN).
Portfolio Performance: 
· Trading started as of 09/24/04 with $410,918 in fund assets. 
· The SMF portfolio overall return is 4.82% over the holding period of 30 weeks (9/24/04 thru 4/15/05). 
· The S&P 500 Index returned 2.93% over the same period. The return of the SMF portfolio exceeds that of the S&P 500 Index by 189 basis points over the holding period.
· The 10-year Treasury bond yield is the risk-free rate proxy. The average risk-free rate over the period is 4.23%

· On a risk-adjusted basis, the SMF portfolio outperformed the S&P 500 Index by 189 basis points over the holding period of 30 weeks.

	PERFORMANCE HIGHLIGHTS
	SMF PORTFOLIO
	S & P 500

	Portfolio Value (9/24/04)
	$410,918.25
	1,110.11

	Portfolio Value (04/15/05)
	$918,060.79(*)
	1,142.62

	Holding Period

Return (9/24/04 thru 04/15/05)
	4.82%
	2.93%

	Annualized Return (%)
	8.67%
	5.27%

	Beta
	1
	1

	Annualized Standard Deviation
	11.87%
	11.19%

	Sharpe Ratio**
	0.37
	0.09

	Treynor Index**
	4.43
	1.02

	Alpha
	3.38%
	


*An additional $500,000 was added to the portfolio as of 01/19/05.
**Based on risk-free rate of 4.23%.

Sector Allocation
· 10 sectors – S&P 500 Index benchmark
· Methodology: Emphasis on sectors that offer growth at reasonable valuations.
· The largest sectors in our allocation are: Financials (21.66%), Information Technology (13.05%), Consumer Discretionary (13.01%), Industrials (12.55%), and Healthcare (10.93%).
SMF SECTOR ALLOCATION                         S&P500 Index Allocation in ( )
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1. Investment Philosophy

The overriding goal of the SMF is to outperform the S&P 500 Index by carefully selecting stocks, by periodically reevaluation of sector allocation, and by consistently monitoring the portfolio and the underlying economic changes. 

The graduate SMF managers focus on companies with a balance of proven track record of earnings and strong growth potential.  Our goal is to outperform the S&P 500 over the short-term while minimizing risk by selecting stocks of companies with solid fundamentals. We invest in stocks that have shown consistent growth in the past and are expected to deliver exceptional performance over the next five years.
We focus on companies with strong business models and whose industries are expected to outperform under the current market conditions.  We used the sector allocation of the S&P 500 as a guideline to structure our portfolio, but in order to beat the index, we are going to overweight our portfolio towards those sectors with a stronger economic outlook.  
2. Investment Process

Investment Criteria

As a team, we look for companies that satisfy the following criteria:  

· Solid financial structure relative to industry

· Strong management team
· High expected earnings growth

· Attractive valuation relative to peers
Our general buy criteria involve fulfilling the above objectives as well as identifying stocks with an intrinsic value higher than their current market value. We perform fundamental analysis by studying historical performance and detailed ratio analysis. To effectively manage the portfolio, we have implemented a risk control philosophy based on a 15% stop-loss and a 20% upside price review. Given the volatility of the market over our holding period the managers occasionally set limit orders to add positions at an optimal purchase price.
Fundamental Analysis

We use fundamental analysis to ensure the growth potential and financial stability of the companies we consider.  Our fundamental analysis has two major features:

· Qualitative analysis of the business model and strategy in order to understand the critical success factors and competitive position of the company
· Quantitative ratio analysis to measure the various performance and efficiency metrics. 
Valuation

In addition to strong growth, we look for stocks that are undervalued and are therefore likely to exhibit strong short-term as well as long-term growth.  We evaluate stocks using several different models and criteria:

· Intrinsic value based on Discounted Cash Flow Model
· Intrinsic value based on P/E Model

· PEG Ratio

· Business Model analysis
· Internal and external risk factors
· Growth trend in S&P 500 sectors
Performance Monitoring

We are active fund managers, and therefore performance monitoring is exceptionally important.  Below are some of the criteria we use to monitor our portfolio.  

· We implement stop-loss orders to limit the losses on stock positions. Stop-loss orders are activated whenever a stock falls 15% in value.

· If the stock increases in value by 20%, we automatically review the company’s fundamentals and decide whether or not we should hold the investment. We compare the investment to current opportunities in the market.
· Additional we will raise the stop loss on our “winners” to lock in profits. This ‘locking in of profits’ strategy was implemented due to the lag time in decision making inherent in the process. 
· We constantly monitor our portfolio, and we respond dynamically to market situations such as relevant company news and changing economic conditions.  

3. Portfolio Performance

Portfolio Performance
The initial value of the MBA student managed fund, at the point of making our first investment on September 24, 2004, was $410,918, invested in the Vanguard 500 Index Fund (VFINX).  Our team executed its first trade with the purchase of 300 shares of Coca-Cola Co (KO). As of the time of our initial report on December 2, 2004, the fund managers had invested $243,771 of the original $410,918. At that point, our portfolio consisted of 15 holdings across 8 sectors as defined by the Global Industry Classification Standard (GICS). Our current holdings as of April 15, 2005 include 30 stocks over 9 sectors. Because of the infusion of $500,000 in January, the total market value of our current holdings is $918,061.
The portfolio return for the holding period of September 24, 2004 to April 15, 2005 is 4.82%. On an annualized basis, the portfolio’s return outperformed its benchmark by 189 basis points. Consistent with performance, the portfolio’s Alpha is over 3.38%.

Fund Volatility

Superior performance came with equal volatility as the beta of the portfolio is 1 (beta for the portfolio was calculated by averaging the weekly weighted beta). Although, the annualized standard deviation of the fund weekly returns is slight higher than that of the S&P500 Index, we are confident in our investment strategy over the long run. Two indicators of risk-adjusted performance are the Sharpe ratio and the Treynor index. Sharpe ratio measures the risk-adjusted performance of the SMF portfolio by subtracting the risk-free rate from the rate of return for the portfolio and dividing the result by the standard deviation of the portfolio returns. Treynor index focuses on excess return per unit of systematic risk. Both measures confirm that SMF active management style has added value while mitigating risk in line with that of the S&P500. From a reward-to-variability ratio perspective, our portfolio shows its ability to deliver above average returns with the same risk levels inherent in the S&P 500 Index. 
The table below compares the fund’s performance and volatility to those of its benchmark.         

Table 1: Performance Analysis of the Portfolio (as of 4/15/2005)

	
	PORTFOLIO
	S & P 500
	

	Holding Period Return

(Sept. 24, 2004 to April 15, 2005)
	4.82%
	2.93%
	

	Annualized Return (%)
	8.67%
	5.27%
	

	Beta
	1
	1
	

	Annualized Standard Deviation
	11.87%
	11.19%
	

	Sharpe Ratio
	0.37
	0.09
	

	Treynor Index
	4.43
	1.02
	

	Alpha
	3.38%
	NA
	**Based on an average risk-free rate of 4.23%.




The following graph represents the cumulative returns for both the SMF Portfolio and the S&P 500 Index. The SMF Portfolio has returned 4.82% over the holding period, while the benchmark (S&P 500 Index) provided a return of 2.93%. The relative return (the difference between the absolute return achieved by the SMF Portfolio and the return achieved by the benchmark) is 1.98%. 
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The following chart displays the SMF Portfolio Return and the S&P 500 Index Return over the past six weeks. Since our last report the portfolio has only marginally underperformed the S&P 500 Index on the downside, however our portfolio is better positioned to take advantage of the recently underperforming Energy and Consumer Discretionary sectors. With oil prices at a two month low the energy sector has been heavily sold and the SMF group has been adding undervalued energy stocks to the portfolio. The S&P 500 Index has returned -6.51% over the past six weeks while the SMF Portfolio has returned -7.13%. For five weeks, the SMF Portfolio outperformed the S&P 500 Index, with the most recent week of activity bringing our cumulative six week return below the S&P 500 Index. This is due, in our opinion, to the Consumer Discretionary and Energy sectors being oversold amidst concerns of economic instability and falling crude oil prices. 
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The marginal underperformance of the SMF Portfolio relative to the S&P 500 Index is due more to sector selection than individual stock picking. By increasing our weighting in the energy sector, the negative performance of the portfolio can be attributed to the energy sector falling out of favor. To mitigate these losses in a market that is characteristically ‘oversold’, we have increased our cash position, patiently evaluating and purchasing undervalued stocks. 
The performance of each stock by sector is presented below:

Table 2: SMF Portfolio Sector Weights as of 4/15/2005
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 PURCHASE 

PRICE 

CURRENT 

PRICE 

 CURRENT 

VALUE 

TOTAL % 

RETURN

% OF PORTFOLIO 

as of 4/15

CMCSA 10/15/2004 875 $30.13 $32.45 $28,393.75 7.57% 3.10%

HET 4/14/2005 500 $71.20 $67.61 $33,805.00 -5.08% 3.68%

HPOL 3/17/2005 8000 $4.65 $4.26 $34,080.00 -8.44% 3.71%

HOT 12/28/2004 650 $58.24 $56.40 $36,660.00 -3.24% 3.99%

LGF 2/11/2005 3000 $10.42 $9.59 $28,770.00 -8.00% 3.13%

PNRA 4/16/2005 345 $56.00 $54.69 $18,868.05 -2.40% 2.06%

VIAB 10/6/2004 500 $35.21 $34.12 $17,060.00 -3.22% 1.85%

KO 9/22/2004 300 $40.46 $41.29 $12,387.00 1.88% 1.35%

SYY 2/14/2005 1000 $35.16 $35.00 $35,000.00 -0.49% 3.81%

WAG 11/22/2004 400 $37.93 $43.07 $17,228.00 13.42% 1.88%

APA 2/22/2005 700 $59.77 $55.57 $38,899.00 -7.06% 4.24%

PTR 2/22/2005 500 $60.20 $60.33 $30,165.00 0.13% 3.28%

VLO 10/27/2004 500 $44.00 $67.61 $33,805.00 53.52% 3.68%

XTO 3/17/2005 800 $33.50 $29.36 $23,488.00 -12.42% 2.56%

AMTD 2/14/2005 1000 $11.59 $11.11 $11,110.00 -4.32% 1.21%

C 10/22/2004 500 $42.80 $45.75 $22,875.00 6.79% 2.49%

CBH 12/22/2004 1200 $30.02 $29.14 $34,968.00 -3.01% 3.80%

ING 11/9/2004 650 $28.43 $29.36 $19,084.00 3.10% 2.08%

KRB 2/16/2005 1525 $26.01 $23.45 $35,761.25 -9.89% 3.90%

AET 10/27/2004 400 $44.71 $70.67 $28,268.00 57.90% 3.08%

IVGN 2/14/2005 550 $71.37 $70.21 $38,615.50 -1.65% 4.20%

DNB 2/15/2005 700 $59.91 $61.53 $43,071.00 2.67% 4.69%

MAS 12/22/2004 500 $36.46 $32.65 $16,325.00 -10.55% 1.78%

MMM 11/15/2004 200 $82.64 $80.86 $16,172.00 -2.27% 1.76%

TYC 2/23/2005 1200 $33.57 $31.33 $37,596.00 -6.70% 4.10%

CSCO 12/3/2004 1000 $19.50 $17.20 $17,200.00 -11.89% 1.87%

SAP 2/8/2005 750 $39.24 $36.96 $27,720.00 -5.85% 3.02%

PKX 3/2/2005 400 $52.40 $45.58 $18,232.00 -13.07% 1.99%

D  11/23/2004 150 $66.71 $73.58 $11,037.00 10.08% 1.20%

FPL 2/22/2005 1000 $39.11 $39.94 $39,940.00 2.10% 4.35%

CASH $111,477.24



MATERIALS

HEALTHCARE

INDUSTRIALS

INFORMATION TECHNOLOGY

UTILITIES

CONSUMER DICRETIONARY

CONSUMER STAPLES

ENERGY

FINANCIALS


Closed Positions

Our fund liquidated five positions, including 1000 shares (half of our holding) of Ameritrade (AMTD) and three other stocks with negative returns, including Flextronics (FLEX) with a loss of 13.7%, FedEx (FDX) with a loss of 1.86% and E*trade (ET) with a loss of 14.02%. The Hartford (HIG) was also sold with a gain of 2%. The following four stocks have been sold as a result of stop-loss orders being triggered. Our stop loss management has allowed our team to minimize the downside risk and in some cases lock in profits as discussed above. 
Table 3: SMF Closed Positions as of 04/15/05
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Price
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Gain/Loss

HPR

Period (days)

FLEX

Purchased

28-Dec-04

1000

13.80

$   

 

13,800.00

$       

 

Sold

16-Mar-05

1000

11.90

$   

 

11,900.10

$       

 

($1,899.90)

-13.77%

78

FDX

Purchased

15-Nov-04

260

95.12

$   

 

24,731.20

$       

 

Sold

23-Mar-05

260

93.35

$   

 

24,271.00

$       

 

($460.20)

-1.86%

128

ET

Purchased

22-Apr-05

3000

12.97

$   

 

38,910.00

$       

 

Sold

14-Apr-05

3000

11.15

$   

 

33,450.00

$       

 

($5,460.00)

-14.03%

-8

HIG

Purchased

12-Nov-04

550

65.94

$   

 

36,237.00

$       

 

Sold

15-Apr-05

550

67.20

$   

 

36,960.00

$       

 

$723.00

2.00%

154

 Cost 

113,678.20

$     

 

106,581.10

$     

 

($7,097.10)

-6.24%









 Proceeds from sale 

Realized Gains (Losses)








4. Attribution Analysis

Over the holding period from Sep 24, 2004 to Apr 15, 2005, our portfolio return is 4.82%, versus an S&P500 Index return of 2.93%. The excess return of our portfolio is 189 basis points. 

Sector Allocation
Among the 189 basis points, sector allocation attributed 13 basis points. We have positions in each of the ten sectors, and the actual sector weights of our portfolio are close to sector weights of S&P 500. Therefore, the sector attribution was minimal. 

Stock Selection

Stock selection attributed 209 basis points. Two stocks in our portfolio have performed extremely well. Aetna has returned 58% and Valero has returned 54% until Apr 15. On the other hand, we have liquidated eight positions at loss of about 10%. Overall, fund managers have made a positive contribution through their research, analysis and stock selection. 

Cash Position
Cash position in our portfolio attributed negative 33 basis points. On a weekly average basis, cash position accounts for 12.72% of our portfolio. During the four weeks beginning from Jan 17, 2005, over 50% of our portfolio was in cash because of the new money inflow of $500,000. Cash position has a return less than half percentage point, while S&P 500 has returned 2.93%. Therefore, the cash position has a substantial negative impact on the excess return of our portfolio, but not a significant impact comparing to the attribution by stock selection.
Transaction Costs
Transaction costs represent 22 basis points of the value of our portfolio, down from 35 basis points in our February report. The size of our portfolio has doubled, and Charles Schwab has cut commission from $19.95 to $12.95. The return of our portfolio is calculated net of transaction costs. 22 basis points of transaction costs is not a part of attribution to the excess return of our portfolio.  
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5. Investment Outlook
Economic Outlook
On March 21st, the Federal Reserve Board raised short-term interest rates from 2.50% to 2.75%.  This is the seventh straight time that the Fed hikes borrowing costs as a preemptive strike against inflationary pressures in the economy.  The stock market has fallen sharply since its early March high, with the S&P 500 index losing 5.92% in the last five weeks. 

Consensus among economists is that the economy will grow by more than 3% in 2005 and inflation will be well-contained. The caveat to this prediction is the absence of any discernible overheating in the economy.

The market is being roiled by uncertainties in the last few weeks. Signs of a slowing economy with a weak retail sales report for March, the adverse effect of high energy prices on consumer spending, the woes of the auto industry, the widening U.S. trade deficit and last, but not least the earnings disappointment by IBM, Apple and other companies have all conspired to turn Wall Street sentiment to the bearish side.   

Sectors that have been leading the market in 2005 such as energy, materials, transportation to name a few, are going through a correction right now. Technology stocks continue to slump and the financial sector is weak in the face of higher interest rates. Therefore, the market’s recent pullback may not be over just yet. We, at the SMF, continue to go about our own investment strategy seeking protection from the current unfavorable economic backdrop in defensive sectors like consumer staples, utilities for example. We have also raised cash to take advantage of buying opportunities in the wake of the sell-off. 
It seems that economy is going through a soft patch that will ultimately prove to be short-lived. There is no risk of recession in the horizon. The Fed will probably continue tightening monetary policy to reduce the excess liquidity in the market. The weak dollar makes it easier for domestic manufacturers to push through their higher costs to consumers.  This trend does not bode well for the inflation scenario. Given the wall of worry the market is facing, stocks will be in range-bound trading throughout the 2005 summer. At the SMF, we are striving to ride out this volatile and uncertain market with prudent investment strategies that minimize capital risk. 
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