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Spring 2004
 Introduction Economic Outlook Asset Allocation Equity Profile Sector Overview
 Buy / Sell Transactions
 Fixed Income Performance Web Page
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Spring 2004
 Economic Outlook Worldwide economic recovery to
 continue through 2004
 Foreign economic review: Europe stronger currency, but slow growth Asia China in a boom, Japan may see gloom
 Foreign market review: Europe solid market gains in ‘03, earnings growth
 in ’04 at 19%, valuation still cheap relative to US Asia 37% return overall in ’03 (Jp MSCI 36%, Ch
 MSCI 87%), look for continued growth
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Spring 2004
 2003 Domestic Summary War + Deficits + Scandals + Terrorist
 threats = Economic Gains ?
 Monetary stimulus + Fiscal Stimulus = consumer spending robust housing market increased production increased corporate profits, and Bull Market
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Spring 2004
 2004 Outlook
 We expect solid gains due to: Continued consumer spending Continued Fiscal Policy A patient/cautious Federal Reserve Increased corporate profits Increased corporate spending

Page 6
						

Spring 2004
 Asset Allocation
 Considerations: Size of the portfolio and its position within the larger endowment
 Limited ourselves to Domestic and International equity and fixed income
 Election year
 Source Equity Fixed IncomePrevious Year 75% 25%Optimizer 89% 11%Analysts 80% 20%Recommendation 90% 10%
 Methodology used: JP Morgan optimizer tool
 Analysts’ opinion
 Economic outlook for 2004
 Endowment’s investment objectives
 Discretion of portfolio managers
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Spring 2004
 Equity Profile Attractive P/E but not bottom fishing Solid Quality Growth Strong Revenue & Earnings High Return on Equity Clean Balance SheetConclusion: Our style remains Growth
 at a Reasonable Price (GARP)
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Spring 2004
 Consumer Sector (Market Weight)
 Weaknesses Probability of interest
 rate increase Maturity of housing
 cycle
 Strengths Increase in disposable
 income as job growth begins
 Baby-boomers’ strong purchasing power
 Gannett(11.21% Sector, 1.98% Portfolio)
 MDC Holdings(23.01% Sector, 4.06% Portfolio)
 Winnebago(14.72% Sector, 2.6% Portfolio)
 Altria(16.75% Sector, 2.96% Portfolio)
 PepsiCo(10.43% Sector, 1.84% Portfolio)
 Costco(8.58% Sector, 1.51% Portfolio)
 Home Depot(15.29% Sector, 2.70% Portfolio)
 Holdings
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Spring 2004
 Consumer Sector Transactions
 Increase Gannet Strengthening advertising demand across the
 board (newspapers, magazines) Broadcasting revenue growth: political, Olympics-
 related advertising Sell Charlotte Russe Holding Inc
 More competition from mass merchandisers Negative same store sales
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Spring 2004
 Energy & Utility Sectors (Underweight)
 Weaknesses Utilities –
 Overcapacity Geopolitical
 risks
 Strengths New Commodity
 Price Level NG
 Transportation
 Apache Corp.(27.05% Sector, 2.37% Portfolio)
 Patina Oil and Gas Corp.(30.49% Sector, 2.67% Portfolio)
 Newfield Exploration(42.46% Sector, 3.72% Portfolio)
 Holdings
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Spring 2004
 Energy Sector Transactions
 Sell British Petroleum Revenues based on commodity processing Pressure on volumes from commodity pricing
 levels
 Buy Patina Oil and Gas Corp. Growth in assets and realization of pricing
 levels Best finding costs in industry
 Buy Newfield Exploration Reducing finding costs and realization of
 pricing levels 83% Revenues from Natural Gas
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Spring 2004
 Financials Sector (Market Weight)
 Weaknesses Increased
 Regulations Escalating costs of
 lawsuits
 Washington Mutual(18.89% Sector, 3.9% Portfolio)
 Capital One(12.30% Sector, 2.54% Portfolio)
 Ambac Financial Group(13.01% Sector, 2.54% Portfolio)
 E Trade(12.09% Sector, 2.50% Portfolio)
 Citigroup Inc.(15.46% Sector, 3.19% Portfolio)
 Renaissance Holdings(13.76% Sector, 2.84% Portfolio)
 Merrill Lynch(14.49% Sector, 2.99% Portfolio)
 Holdings
 Strengths Emergence from the
 Bear Market Increasing M&A
 Activity
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Spring 2004
 Financials Sector Transactions
 Reduce Renaissance Industry leader in ROE and Management Effectiveness Took some profit after 50% run up
 Buy Ambac Excellent management team in an ideal economical
 environment Lucrative business model Rapid growth contributing to financial prosperity
 Buy Capital One Superior Business Model (IBS) and Management Team Integration Period is Window of Opportunity
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Spring 2004
 Healthcare Sector (Overweight)
 Weaknesses Lagging in Bull rally Government
 influence
 Strengths Aging
 population Interest rates
 AmSurg(19.4% Sector, 2.6% Portfolio)
 Becton Dickinson(14.4% Sector, 1.9% Portfolio)
 Boston Scientific(17.8% Sector, 2.4% Portfolio)
 Cardinal Healthcare (18.2% Sector, 2.5% Portfolio)
 Watson Pharmaceuticals (15.7% Sector, 2.1% Portfolio)
 Holdings
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Spring 2004
 Healthcare Sector Transactions
 Sell Pfizer Lipitor pricing pressure Increased noise around other major drugs No longer an organic growth story
 Buy Amsurg Corporation Follows investment thesis Payor, Patient, Physician all win Positive catalysts – Boomers, Medicare, Outpatient
 trends Reduce Boston Scientific Corp.
 Great story with Taxus stent Position too large – lighten up and take profits
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Spring 2004
 Industrials Sector (Market Weight)
 Weaknesses Overcapacity caused
 by CapEx boom of 90’s
 High valuations Air traffic Fuel costs
 Strengths Replacement Demand
 Up Metals poised for
 2004 Business expansion Consumer spending
 United Parcel Service Inc.(19.96% Sector, 2.64% Portfolio)
 General Dynamics(26.32% Sector, 3.48% Portfolio)
 Chicago Bridge and Iron(35.67% Sector, 4.72% Portfolio)
 Woodward Governor(18.05% Sector, 2.39% Portfolio)
 Holdings
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Spring 2004
 Industrials Sector Transactions
 Sell Boeing Political uncertainty and airline recovery No longer represents a value
 Buy United Parcel Services Inc. Positioned to take advantage of business
 expansion and consumer spending International growth
 Europe and Asia-Pacific regions
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Spring 2004
 Tech Sector (Market Weight)
 Weaknesses 2004E growth only +2% to
 +5% (excl. Semiconductors) Pricing pressure in Hardware
 and Services
 Strengths Business confidence
 rebounding Semiconductors &
 Software
 Dell Inc.(23% Sector, 4% Portfolio)
 HOLDRS Trust(21% Sector, 3% Portfolio)
 THQ Inc.(16% Sector, 3% Portfolio)
 Silicon Laboratories(15% Sector, 3% Portfolio)
 Microsoft(6% Sector, 1% Portfolio)
 Nokia Corp.(4% Sector, 1% Portfolio)
 Hillenbrand Industries Inc.(15% Sector, 3% Portfolio)
 Holdings
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Spring 2004
 Tech Sector Transactions Sell Verizon
 Cautious outlook on Telecom sector at +3% to +5% growth in 2004 VZ’s wire line business (~60%) has become commoditized with service
 fees eroding Trading at $37.54 near its 52-week high of $41.35 and price target of
 $38.63 Buy Silicon Laboratories
 Competitive Advantage around analog-to-digital CMOS integrated circuitry product
 Strong market outlook for analog-to-digital devices Buy Hillenbrand Industries Inc.
 Strong outlook due to the aging population Represents value in sector, although not a pure technology play
 Buy Internet HOLDRs Trust Representation of Internet companies such as Yahoo, eBay, Amazon,
 Ameritrade etc Help diversify the Portfolio by filling-in the gap in the technology sector
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Spring 2004
 Fixed Income Outlook for the
 Bond Market Forecast of higher
 interest rates Economy created
 304,000 jobs in March 45% chance of a hike in
 Fed funds rate in June Rising Yields from 3.7%
 in March to 4.4% in April
 Source: Bondtalk.com
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Spring 2004
 Fixed Income Investment Objective
 Reduce Holdings to achieve 10% weight Lower Portfolio Duration
 Transactions SELL US T-Strip expiring in May 2004 SELL 5% US T-Note with a maturity of 7 years
 March Bond Yields at historical lows SELL 73/4% Telefonica Bond expiring in 2010
 Longest duration at 5.14 years Yield spreads have compressed from 250 bps in 2003 to
 70bps
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Spring 2004
 Fixed Income
 Final Portfolio Characteristics 10% of Overall Portfolio Average annual yield of 3.71% Average remaining maturity of 2.97
 years Duration reduced to 2.5 years
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Spring 2004
 Performance - Overview
 Practicum Benchmark is a blend of 70% Wilshire 5000 and 30% Lehman Aggregate Bond
 Time Frame
 UnderwoodBoth
 Student Funds
 Practicum Benchmark
 Wilshire 5000
 Russel 3000
 S&P 500Lehman
 AggregateT-Bills
 1 year 33.17% 26.55% 22.95% 31.65% 31.04% 28.69% 4.11% 1.02%3 year 1.84% -0.04% 0.89% -2.47% -3.08% -4.05% 7.57% 2.15%5 year 10.03% 7.21% 2.63% 0.43% 0.37% -0.57% 6.62% 3.39%
 Portfolio and Benchmark Compounded Annual Growth Rates (CAGR)
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Spring 2004
 Performance - Absolute
 Reward for Additional Risk Accepted Benefit from SMU Endowment diversification
 UnderwoodBoth
 Student Funds
 Practicum Benchmark
 Wilshire 5000
 Russel 3000
 S&P 500
 Sharpe Ratio
 (5 years)0.493 0.326 -0.002 -0.079 -0.007 -0.144
 Sharpe Ratio
 (3 years)0.042 -0.103 -0.040 -0.161 -0.035 -0.252
 Portfolio and Benchmark Sharpe Ratios
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Spring 2004
 Performance – Attribution
 Size, Book to Market, and Momentum not statistically significant
 Beta = 1.09, Portfolio Performance not easily explained with passive investment options
 Coefficient T-StatAverage Return
 (Monthly)
 Predicted Portfolio Return
 (Monthly)
 Annual
 1.09 13.27 -0.00225% -0.00246% -0.03%-0.05 -0.71 0.99000% -0.04515% -0.54%-0.12 -1.79 0.45717% -0.05340% -0.64%0.01 0.28 0.13400% 0.00137% 0.02%0.71 2.83 0.71063% 8.53%
 3.34%0.820 10.68%Adjusted R-Square
 Risk Free
 Practicum Benchmark
 Factor
 Average Practicum Return
 SizeBook to MarketMomentumAlpha
 Apha - Four Factor Model - 5 Years
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Spring 2004
 Website
 http://people.smu.edu/grad_practicum/
 Nancy Chambers Underwood MBA Managed Fund
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Spring 2004
 Questions & Answers
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