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Financial Statements are unaudited 

 

Managing the Global Perspectives Fund over the past year presented a multitude of challenges and opportunities as we faced 
uncooperative markets and unprecedented volatility.  Management was forced to balance the need to remain fully invested with the 
mandate to maintain reasonable levels of risk; meanwhile certain execution challenges complicated this task.  Fortunately, the Fundõs 
flexibility enabled us to use alternative asset classes and investment vehicles to execute our strategies.  This also afforded us a 
tremendous learning opportunity. 

The tremendous volatility experienced by the market throughout our academic year caused the fund to endure periods when our 
value at risk exceeded statutory limits.  During these times, the management proactively reduced risk by examining the key 
contributors to VaR and exiting those positions or finding suitable hedges.  One tactic used pair trade strategies, short selling certain 
equities.  While effective, we faced forced buy-ins and limited availability in some instances.  In these cases we looked at two 
primary alternatives: using options to create a synthetic short position economically equivalent to selling stock, and then writing 
covered calls to reduce the delta exposure. 

This hedging activity provided an invaluable learning experience.  The team developed a fundamental comprehension of options 
economics and the variety of risk management challenges faced by real professionals.  As we debated the best option strategies, we 
examined pricing factors including delta exposure, volatility, and time decay.  By monitoring the positions, we recognized the effects 
of changes in option delta on our overall exposure.  We also learned that VaR can be a useful indicator of trouble on the horizon 
though it is only one measure of risk.  By managing risk, we avoided overexposure during these tumultuous markets. 

                                      Continued on page 2 
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Our need to focus on risk management complicated maintaining our fully invested status.  Seeing economic weakness in the 
fall, we took a defensive posture with our asset allocation.  While this helped lower our risk to some degree, markets 
became highly correlated as losses mounted in equities, real assets, and fixed income.  Periods of extreme volatility forced 
us to reduce the number of positions in the fund, and due to the operating nature of the fund replacing these investments 
was not immediately possible.  We believed that reducing exposure was prudent and accepted the risk of deviating from our 
benchmark by holding cash during certain periods. 

This letter highlights some of the tremendous experiences and challenges of the past year, and as you read through the 
report you will see other examples.  Through all of the challenges, I am proud of the team and our performance.  We were 
able to outperform our benchmark on a variety of measures, and the team provided a high level of analysis, management 
and insight.  We hand off the fund to next yearõs class with great confidence in their ability to manage the fund at a very 
high level.  Their active participation to this point demonstrates excellence and they already hold numerous ideas for 
improving upon the foundations we built. 

Jason Harlow 

Portfolio Manager 

 

 

 

 

                                      

 

Management Letter (continued) 

The objective of the AIM course is to provide students with a thorough grounding in the process of 
investment management, from the broad asset allocation decision to individual security evaluation and 
selection, through the management of endowment funds.  

The process of investment can be divided, both in theory and in practice, into two parts: security analysis 
and portfolio management.  Security analysis is the attempt to determine whether individual securities are 
correctly valued in the marketplace, e.g., it is the search for mispriced investments.   

Portfolio management is the process of combining securities into a portfolio tailored to the investorõs 
preferences and needs, monitoring that portfolio, and evaluating its performance.  This course provides an 
opportunity to learn about both parts of the investment process through the management of the KFBS 
Global Perspectives Fund.  

The purpose of this fund is to:  

1.  Enhance the educational and professional opportunities of students through experiential learning  

2. Provide a competitive risk-adjusted return that can be used to generate direct financial support to the 
Investment Management program at KFBS.  

With the ability to invest in all major liquid asset classes, the GPF utilizes a global multi-strategy 

macroeconomic asset allocation.  The Fund will maintain strategic target allocations with flexible tactical 

ranges to exploit shifting market conditions.  Asset allocation decisions are made when such actions are 

expected to produce incremental return, reduce risk, or both.  

 

 

The AIM Program at KFBS- Overview and Objectives 



 

 

KFBS AIM Program  Data as of March 31, 2009 

3 

 

 

  

Class of 2009 Exiting Management 

Investment Committee 
Jason Harlow, Portfolio Manager 
Louis Perwien, Market Strategist 
Neil Gupta, Performance and Risk Manager 
Martha Everett, Investor Relations Manager 
 
Asset Class Managers  
Bradley Neuberth, Equities Manager 
Steve Cheng, Fixed Income Manager 
Philip Kriger, Real Assets Manager 
Paul Jones, Currency Manager 
Varun Parmar, Special Situations Manager 
  
Analysts                         
Eddie Duchatelier, Information Technology Analyst 
Michal Gladys, Health Care Analyst 
Colin Gorman, Consumer Staples Analyst            
Justin Marshall, Financials and Materials Analyst             
Patrick McConnell, Discretionary Goods and Industrials Analyst 
Edward Moseley, Energy and Utilities Analyst 

 

Class of 2010 Incoming Management 

Investment Committee 
Darpan Biswas, Portfolio Manager 
Matt Mercer, Domestic Market Strategist 
Sanjeev Kanekal, Global Markets Strategist 
Vineet Agrawal, Co-Performance and Risk Manager 
Tomer Dvash, Co-Performance and Risk Manager 
Oliver Cross, Investor Relations Manager 
John Griffin, Head Trader 
 
Asset Class Managers  
Lamar Small, Equities Manager 
Layne Walker, Fixed Income Manager 
Mike Drexler, Real Assets Manager 
Roberto De Andrade, Currency Manager 
Oleg Gredil, Special Situations Manager 
  
Analysts                         
Christopher Herwig, Consumer Discretionary Analyst 
Wannawit Manoleehagul, Consumer Staples Analyst   
Peter Laramore, Energy Analyst 
Vineet Agrawal, Financials Co-Analyst   
Tomer Dvash, Financials Co-Analyst                                                  
Bharat Ramanathan, Health Care Analyst 
Marcus Gilmore, Industrials Analyst 
Dave McCoy, Information Technology and Telecom Analyst 
Krishnan Varier, Materials Analyst 
George Henderson, REITs Analyst 
Jose Cahuayme, Utilities Analyst                                                                            

 

AIM Faculty 

Alexander Arapoglou 
Professor of the Practice of Finance 

Gregory Brown  
Associate Professor and Area Chair of Finance 

Mustafa Gultekin 
Associate Professor of Finance 

 

AIM Board of Advisors 
 

Jeff Clark 
The Aurora Funds, Inc. 

 
Mark Corigliano 

Proxima Alfa Investments 
 

Jack Fraser 
Seamark Capital, LP 

 
Al Guenthner 
Novant Health 

 
Patrick Hartley 

Raymond James & Associates 
 

Michael Hussey 
Mid-Continent Capital, LLC 

 
Keith Karlavish 

Blue Ridge Asset Management 
 

Stanley Kon 
Smith-Breeden Associates, Inc. 

 
Bill Reynolds 
T. Rowe Price 

 
Mark Yusko 

Morgan Creek Capital Management 
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Fund Merger 
 

In August the Cherry Hills Fund and Global Perspectives Fund merged for the purposes of performance reporting and 
investment philosophy.  We now manage the consolidated funds as a global asset allocation fund with the ability to invest in 
all liquid asset classes.  As a practical result of the merger, the Cherry Hills performance history carried over to the current 
structure.  Performance and risk statistics calculated based on periods longer than one year contain periods where the fund was 
managed as a long-only equity fund and may not be indicative of future performance. 

Going forward, more detailed performance tracking will be available as the tools and procedures are in place to track more 
accurate information.  This is a result of a desire on the part of the management team to maintain detailed information to 
monitor the portfolio as well as the need to track a wide variety of measures for performance and risk. 

Structurally, two funds still exist and accounts are managed independently.  Due to the nature of this structure, there are a 
number of challenges and considerations.  Some key considerations of the merger and current fund structure are as follows: 

 Extracting performance information independently is possible though has less meaning.  Typically, equity positions 
are purchased for the Cherry Hills account while other positions are purchased for the Global Perspectives account.  
Pair trades and options hedges have an impact on position performance, but may be difficult to extract for individual 
account reporting. 

 Managing allocation across two accounts is complicated in the event the Cherry Hills account does not have sufficient 
funds for the desired equity total or has too much value and the equity allocation is lower.  The latter scenario puts a 
practical floor on asset allocation in addition to the IPS mandated floor. 

 Leveraging and hedging limits are constrained by the limits on the different funds.  Since the Cherry Hills Fund does 
not allow leverage or derivatives, managing risk in the full portfolio is constrained by the leverage available to the 
Global Perspectives Fund. 

 

 
Fund Performance 
 

Fund Performance vs. Benchmark ð Inception to 3/31/2009 
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Fund Performance (as of 3/31/09) 

   Last Week  MTD 1 Month 3 Month YTD 

Fund -0.78% 3.64% 6.55% -5.40% -5.89% 

Benchmark -0.89% 4.59% 7.94% -3.67% -4.39% 

Difference 0.12% -0.95% -1.38% -1.73% -1.51% 
 

Annualized Returns (as of 3/31/09) 

   1 Year
*
  3 Year

* 
5 Year

* 
10 Year

* 
Inception

*  

Fund -17.92% -3.07% 2.70% 3.20% 3.29% 

Benchmark -22.15% -7.95% 0.53% 1.16% 1.41% 

Difference 4.23% 4.88% 2.17% 2.04% 1.88% 
 

* Performance for 1-, 3-, 5-, 10-year and since inception periods includes performance when the fund was managed as a 
long only equity portfolio.  The fund style was changed on 8/22/2008 to include long and short positions in all liquid 
asset classes. 

 

 

 Investment Performance Attribution 

In order to understand the sources of our performance, we used attribution analysis.  To start, we used Famaõs decomposition, 
which attempts to filter out the performance based on managerõs selection from the performance based on the systematic risk 
of the fund.  See Exhibit A for a graphical representation of the decomposition based on changes from the CML. 

In this decomposition, the beta adjusted market return is given by multiplying the fundõs beta times the return of the 
benchmark.  The risk adjusted market return is Famaõs way of measuring the amount of systematic risk due to selectivity and is 
given by the formula 

(bp/bm)*(Rm-Rf) 

The selectivity is the total outperformance while the net selectivity is the risk-adjusted amount of outperformance due to the 
choices made by the management team. 

 

Details of Famaõs Decomposition (since takeover) 

Fund Return -21.5% Selectivity 1.2% 

Beta Adj. Mkt. -22.7% Diversification -3.7% 

Risk Adj. Mkt. -26.4% Net Selectivity 4.9% 
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Exhibit A:  Famaõs Decomposition of Return Deviation from CML 

 
 
 
 
 
Attribution Analysis 
 

The majority of our outperformance derived from asset allocation, particularly our overweight cash and fixed income 
positions, though our underweight positions in special situations harmed performance.  Overall we only experienced minor 
negative performance due to asset class selection, and our worst performing asset classes in this regard were domestic fixed 
income and domestic equity.  In fixed income we suffered negative contribution from some high yield corporate holdings we 
expected to recover but instead performed poorly, and in US equities many of our worst performing stocks resided in the 
industrials sector where we stood overweight.  Underperformance over the 2008 summer months pulled down the full year 
performance of both US and Non-US Developed equity.  The following tables decompose the performance attribution across 
sectors. 
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Academic Year Attribution Analysis 

  Pure Sector Allocation 
Allocation/Selection 
Interaction Within Sector Selection Total Value Added 

Domestic Equity -0.98% 0.20% -1.00% -1.78% 

Non-US Developed Equity 3.66% 0.14% 0.05% 3.85% 

Emerging Markets Equity 0.63% -1.92% -0.58% -1.87% 

Domestic Fixed Income 2.92% -0.82% -1.21% 0.89% 

International Fixed Income -1.30% -0.12% -0.19% -1.61% 

Real Assets 1.37% 4.87% 1.23% 7.47% 

Special Situations -3.30% -0.86% 0.13% -4.03% 

Cash 7.44% 0.00% 0.00% 7.44% 

Buy/hold + cash 10.44% 1.49% -1.57% 10.36% 

Trading/Other 

   

-0.95% 

Total 

   

9.41% 

 

Fiscal Year Attribution Analysis 

  Pure Sector Allocation Allocation/Selection Interaction Within Sector Selection Total Value Added 

Domestic Equity -0.98% 1.01% -5.08% -5.05% 

Non-US Developed Equity 3.66% 0.14% -1.31% 2.49% 

Emerging Markets Equity 0.63% -1.92% -0.58% -1.87% 

Domestic Fixed Income 2.92% -0.82% -1.21% 0.89% 

International Fixed Income -1.30% -0.12% -0.19% -1.61% 

Real Assets 1.37% 4.87% 1.23% 7.47% 

Special Situations -3.30% -0.86% 0.13% -4.03% 

Cash 7.44% 0.00% 0.00% 7.44% 

Buy/hold + cash 10.44% 2.30% -7.01% 5.73% 

Trading/Other       -1.50% 

Total 

   

4.23% 
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Asset Allocation 

Asset Class   
Allowed 
Range  Target  

Actual 
(Net) 

Actual 
(Gross) 

Actual 
όϷ ɲύ 

Global Equities  25%-70%   40.0%  43.2%  49.1%  41.6% 

Domestic  10%-40%   25.0%  32.8%  40.5%  30.2% 

Non-US Developed  10%-40%   10.0%  4.3%  3.6%  4.7% 

Emerging  0%-20%   5.0%  6.1%  5.0%  6.7% 

Fixed Income / Cash  5%-70%   50.0%  52.3%  43.1%  54.2% 

Domestic  5%-60%   40.0%  42.2%  34.8%  43.1% 

International  0%-30%   10.0%  10.1%  8.3%  11.0% 

Real Assets  0%-25%   0.0%  1.5%  1.2%  1.6% 

Special Situations  0%-50%   10.0%  3.0%  6.6%  2.6% 
 

Allocation by Dollar Value (as of 3/31/2009) 

  Net Value Long Value Short Value 

US Equities  $          392,381   $        547,749   $      (155,368) 

Foreign Equities  61,726   61,726   0  

Emerging Markets  87,457   87,457   0  

Fixed Income  710,285   710,285   0  

Special Sit.  43,050   78,924   (35,874) 

Real Assets  21,366   21,366   0  

Cash  38,373  0  0  

Total  $       1,354,639   $    1,507,508   $      (191,242) 
 

Portfolio Long and Short Allocations 
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Portfolio Holdings 

Individual Holdings (as of 3/31/09) 

 
Market Value %Class %Fund 

  
Market Value %Class %Fund 

US Equity 
    

US Fixed Income 
   

Amlyn Pharmaceuticals 
                  

10,575  1.71%  0.74%  
 

iShares Lehman Aggregate Bond Fund 131,911  23.32%  9.22%  

Activision Blizzard                  26,150  4.23%  1.83%  
 

iShares Barclays Credit Bond 22,771  4.03%  1.59%  

BB&T                    6,768  1.10%  0.47%  
 

iShares Barclays Intermediate Credit Bond 23,537  4.16%  1.64%  

Boston Public Financial                  12,285  1.99%  0.86%  
 

iShares Barclays 1-3 Yr Credit Bond 24,725  4.37%  1.73%  

Chesapeake Energy                  25,590  4.14%  1.79%  
 

iShares iBoxx $ High Yield Corporate Bond Fund 40,680  7.19%  2.84%  

Ceradyne 
                   

11,331  1.83%  0.79%  
 

iShares iBoxx $ InvesTop Investment Grade Corp 94,120  16.64%  6.58%  

Salesforce.com 
                  

22,911  3.71%  1.60%  
 

iShares Trust Lehman MBS Fixed-Rate Bond 84,752  14.98%  5.92%  

CRM Apr09 $40.00 Call 
                       

(35) (0.01%) (0.00%) 
 

Altria Group 8.5% 11/2013 21,830  3.86%  1.53%  

WisdomTree Small Cap Dividend Fund 
                    

7,197  1.16%  0.50%  
 

iShares Lehman Short Treasury Bond Fund 121,319  21.45%  8.48%  

Dollar Tree                 40,095  6.49%  2.80%  
 

Total - US Fixed Income $565,645 
 

39.53%  

GUESS? Inc                 38,998  6.31%  2.73%  
     GES Apr09 $20.00 Call                 (3,690) (0.60%) (0.26%) 
 

Foreign Fixed Income 
   GES Apr09 $17.50 Put                       270  0.04%  0.02%  

 
SPDR Lehman International Treasury Bond ETF 51,150  9.04%  3.57%  

Horizon Lines 
                 

(15,150) (2.45%) (1.06%) 
 

iShares JPMorgan USD Emerging Markets Bond Fund 47,066  8.32%  3.29%  

iShares S&P NA Technology - Software Index Fund                  13,228  2.14%  0.92%  
 

SPDR DB International Gov't Inflation Protected Bond 46,425  8.21%  3.24%  

iShares DJ US Aerospace & Defense Index Fund 
                  

16,765  2.71%  1.17%  
 

Total - Foreign Fixed Income $144,641 
 

10.11%  

King Pharmaceutical                    7,070  1.14%  0.49%  
     Mednax                  17,682  2.86%  1.24%  
 

Total - Fixed Income $710,285 
 

49.63%  

Nasdaq                  15,664  2.54%  1.09%  
     

Northrop Grumman 
                  

17,456  2.83%  1.22%  
 

Real Assets 
   

National Oilwell Varco 
                  

14,355  2.32%  1.00%  
 

Plum Creek Timber 21,366 100.00%  1.49%  

Occidental Petroleum                 22,260  3.60%  1.56%  
 

Total - Real Assets $21,366 
 

1.49%  

OXY Apr09 $60.00 Call                     (480) (0.08%) (0.03%) 
     Standard Parking                  21,320  3.45%  1.49%  
 

Cash & Equivalents 
   AT&T Inc                  17,640  2.85%  1.23%  

 
Cash, Accrued Interest and Dividends 38,373  100.00%  2.68%  

Wabtec 
                  

15,037  2.43%  1.05%  
 

Total Cash & Equivalents $38,373 
 

2.68%  

Western Digital                 32,878  5.32%  2.30%  
     

WDC Apr09 $17.50 Call 
                 

(4,250) (0.69%) (0.30%) 
 

Fund Total $1,431,091 
  Westar Energy                  10,956  1.77%  0.77%  

     
SPDR S&P Biotech Fund 

               
(14,400) (2.33%) (1.01%) 

     
SPDR S&P Oil & Gas Equip. & Svcs Fund 

                  
11,683  1.89%  0.82%  

     
Materials Sector SPDR 

                  
15,991  2.59%  1.12%  

     Energy Sector SPDR                    9,341  1.51%  0.65%  
     

Financials Select Sector SPDR Fund 
                  

12,158  1.97%  0.85%  
     Consumer Staples Select Sector SPDR Fund                  18,990  3.07%  1.33%  
     Utilities Select Sector SPDR Fund                   6,643  1.08%  0.46%  
     

Consumer Discretionary Select Sector SPDR Fund 
                 

(9,825) (1.59%) (0.69%) 
     Zoll Medical                  17,232  2.79%  1.20%  
     Total - US Equity $468,689  75.86%  32.75%  
     

         Foreign Equity 
        iShares MSCI EAFE Index Fund 15,036  2.43%  1.05%  

     iShares MSCI Germany Index 14,970  2.42%  1.05%  
     iShares MSCI Japan Index 15,800  2.56%  1.10%  
     Swedish Match 15,920  2.58%  1.11%  
     Total - Foreign Equity $61,726  9.99%  4.31%  
     

         Emerging Markets 
        America Movil 17,602  2.85%  1.23%  

     iShares MSCI Emerging Markets Index Fund 24,810  4.02%  1.73%  
     SPDR S&P Emerging Asia Pacific ETF 22,520  3.64%  1.57%  
     Teva Pharmaceuticals 22,525  3.65%  1.57%  
     Total - Emerging Markets 87,457  14.15%  6.11%  
     

         Total - Equity $617,872 
 

43.17%  
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Statement of Financial Position 

The following statements describe the financial position of the fund since the initial $1,000,000 deposit was made.  Financial 
activity this period was comprised solely of investment activity, as there were no distributions. 

Sources and Uses of Cash 3 Mos Ended 3 Mos Ended 3 Mos Ended 

 
9/30/2008 12/31/2008 3/31/2009 

Beginning Balance  $                          1,000,000   $                             537,019   $                               33,060  

Deposits Received                                   73,719                                             0                                             0  

Purchases of Securities 
   Purchases to Open Long Positions                                (845,207)                                (853,463)                                (644,587) 

Purchases to Close Short Positions                                  (20,448)                                (110,462)                                (132,100) 

Commissions on Purchases                                         (98)                                       (277)                                       (202) 

Total Purchases  $                            (865,752)  $                            (964,202)  $                            (776,889) 

    Sales of Securities 
   Sales to Open Short Positions                                 136,772                                    67,211                                  167,855  

Sales to Close Long Positions                                 188,962                                  380,684                                  619,260  

Commissions on Sales                                       (106)                                       (196)                                       (313) 

Total Sales  $                             325,629   $                             447,699   $                             786,802  

    Interest and Dividends 
   Net Cash Interest Received / (Paid)                                        597                                         985                                        (422) 

Net Bond Interest Received / (Paid)                                            0                                        (132)                                            0  

Dividends Received                                     3,139                                    12,265                                      7,729  

Dividends Paid on Short Positions                                       (302)                                       (324)                                       (646) 

Net Dividends Received  $                                 3,434   $                               12,794   $                                 6,660  

    Margin Gains / (Losses)                                            0                                             0                                     (9,139) 

Effect of Foreign Exchange Changes                                            0                                             0                                     (1,819) 

Service Fees                                         (10)                                       (250)                                       (262) 

    Ending Cash Balance  $                             537,019   $                               33,060   $                               38,412  

 
 3 Mos Ended 3 Mos Ended 3 Mos Ended 

Short Sale Activity 9/30/2008 12/31/2008 3/31/2009 

Cash Attributable to Short Sales                                 136,772                                    67,211                                  167,855  

Cost of Purchases to Close Shorts                                  (20,448)                                (110,462)                                (132,100) 

Total Commissions on Shorts                                         (39)                                       (186)                                       (178) 

Dividends Paid                                       (302)                                       (324)                                       (646) 

Net Cash from Short Activity  $                             115,984   $                              (43,761)  $                               34,931  

Cumulative Net Cash  $                             115,984   $                               72,222   $                             107,153  
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Value at Risk 

The Global Perspective Fund IPS mandates a VaR value below 10% calculated monthly at the 95% confidence interval. 

 

 

 

 

 

Fund Risk Profile (as of 3/31/09) 

Gross Exposure  $            1,698,751  Std. Deviation 12.31% 

Exposure Limit  $            2,318,299  Beta                           0.94  

Leverage 1.19x Fund Alpha 2.17% 

Annual Turnover 1.80  Sharpe Ratio 0.18  

Risk Free Rate 0.45% Treynor Ratio 0.02  
Note:  Risk statistics based upon 5-year returns 

Top 10 Marginal VaR 

Rank Ticker Name VaR % Fund 

1 GES Guess? Inc. -0.77% 2.90% 

2 HYG iShares iBoxx $ High Yield Corporate Bond Fund -0.69% 2.93% 

3 WAB Wabtec -0.57% 1.22% 

4 PCL Plum Creek Timber Company Inc. -0.48% 1.59% 

5 XLF Financial Select Sector SPDR Fund -0.48% 0.99% 

6 SFI.PRF-US ISTAR FINL INC PFD SER F 7.8% -0.47% 2.35% 

7 OXY Occidental Petroleum Corp. -0.41% 1.58% 

8 WDC Western Digital Corp. -0.38% 2.54% 

9 EEM iShares MSCI Emerging Markets Index Fund -0.38% 1.89% 

10 NOV National Oilwell Varco Inc. -0.37% 1.13% 

Bottom 10 Marginal VaR 

Rank Ticker Name VaR % Fund 

1 HRZ Horizon Lines Inc. 0.90% -1.17% 

2 GES#DD Guess? Inc. Call APR09 20.00 0.75% -0.43% 

3 WDC#DW Western Digital Corp. Call APR09 17.50 0.38% -0.53% 

4 SFI iStar Financial Inc. 0.36% -1.18% 

5 DLTR Dollar Tree Inc. 0.36% 2.68% 

6 XBI SPDR S&P Biotech ETF 0.23% -0.94% 

7 SU Suncor Energy Inc. 0.19% -1.13% 

8 XLY Consumer Discretionary Select Sector SPDR Fund 0.17% -0.74% 

9 AGG iShares Barclays Aggregate Bond Fund 0.14% 8.81% 

10 OXY#DL Occidental Petroleum Corp. Call APR09 60.00 0.12% -0.02% 

 

 

Value at Risk as of 3/31/09 

Days GPF Portfolio Benchmark 

252 -11.97% -10.97% 

100 -11.94% -11.83% 
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Equities Summary 

Geographical Breakdown:  We currently have 76% of our holdings in domestic equities, 14% in emerging markets and 10% 
in developed international regions.  AIM management feels this is currently an appropriate global distribution as the US 
Economy was one of the earliest and hardest hit in the current global economic downturn, and should be the leader during a 
period of recovery.  Our emerging markets positions are made up of two market indexes as well as a healthcare and a 
telecommunications position.  The developed international holdings are made up of a Japan Index, a German index and an 
EAFE index.  There is also a telecommunications holding currently within our developed international pool.  The current 
management team is working to refine our holdings internationally and select more specific names as we gain better 
understanding of businesses.  For now we are comfortable with the exposure of the selected regions and industries. 

Holdings Analysis:  We currently hold 45 individual positions in a sector allocation that reflects our outlook on the markets.  
The GPF equities positions are, relative to the benchmark, significantly underweight the financials and materials sectors.  The 
management team believes this is the appropraiet allocation as these sectors remain depressed during the global economic 
down turn.  We have begun identifying individual companies and trading ideas that we feel are potential investments.  The 
class of 2010 management team will undooubtedly make significant adjustments to the secotr weighting as we move into the 
summer months. 

Special Situations:  The GPF portfolio is currently involved in two merger arbitrage trades.  We entered into these trades to 
increase our exposure to special situations and find a way to earn a return while not increasing our systematic risk exposure.   

Pfizer / Wyeth- We entered into this position on February 17, 2009, approximately 22 days after the acquisition was 
announced on January 26, 2009.  Ideally we would have entered into the trade immediately following the announcement but as 
it was our first attempt at this type of trade, our ramp up time was a bit slow.  However once we did initiate the trade we were 
able to lock in a net spread of $4.75 which equates to an annualized return of approximately 13%.  Unfortunately we were 
unable to locate Pfizer shares to short and as a result we created a synthetic short position, paying a bit more for the options.   
This cash and stock deal is set to close in the 4th quarter of 2009 at which point we will realize our gains. 

Suncor / Petro-Canada- For the second merger arbitrage trade we were much more nimble and put the trade on one day 
following the announcement.  We locked in a net spread of $3.24 yielding an annualized return of 25%.  This all stock deal is 
set to close in the 3rd quarter of 2009. 

Portfolio Benchmark Difference

Energy 13.6% 12.9% 0.7%

Materials 3.9% 9.3% (5.4%)

Industrials 8.5% 8.0% 0.5%

Consumer Discretionary 8.6% 6.9% 1.7%

Consumer Staples 12.1% 7.6% 4.5%

Healthcare 13.9% 7.8% 6.1%

Financials 13.3% 18.5% (5.2%)

Technology 15.4% 14.8% 0.7%

Telecommunications 7.0% 8.9% (1.9%)

Utilities 3.7% 4.8% (1.1%)  
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Top Ten Holdings 
Ticker Name Class Sector Shares Mkt Price Mkt Value % of NAV 
DLTR Dollar Tree USEQ Consumer Staples 900 $44.55 $40,095 2.9% 
GES GUESS? Inc USEQ Consumer Disc. 1,850 21.08 

         38,998 2.8% 
WDC Western Digital USEQ Technology 1,700 19.34 

         32,878 2.4% 
ATVI Activision Blizzard USEQ Technology 2,500 10.46 

         26,150 1.9% 
CHK Chesapeake Energy USEQ Energy 1,500 17.06 

         25,590 1.8% 
EEM iShares MSCI Emerging Markets Index Fund EMEQ Market 1,000 24.81 

         24,810 1.8% 
CRM Salesforce.com USEQ Technology 700 32.73 

         22,911 1.6% 
TEVA Teva Pharmaceuticals EMEQ Healthcare 500 45.05 

         22,525 1.6% 
GMF SPDR S&P Emerging Asia Pacific ETF EMEQ Market 500 45.04 

         22,520 1.6% 
OXY Occidental Petroleum USEQ Energy 400 55.65 

         22,260 1.6% 
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Appendices: Featured Pitches 

Interest Rate Hedge- Jason Harlow (2/20/2009) 

 

 

 

Source: WSJ.com 
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Source: CBO 1/7/2009 

Reducing Portfolio Exposure to Interest Rates 
 
Rates at historic lows  Treasury rates are at historic lows with 30-year bonds 
yielding just 3.6% and intermediate notes between 1% and 3%.  This is 
significantly higher than Novemberõs lows, but represents a premium valuation on 
US Treasuries.  Based on historic long-term inflation levels, long bonds have a real 
yield of about 50bps while the 10-yr note has a zero real yield. 
 
Portfolio exposed to losses  Our fixed income portfolio could be severely 
impacted by rising rates.  Without a hedge, the weighted average duration is 4.79 
implying a $26,000 loss for every 1% increase in rates. 
 
Supply versus demand  The Treasury will issue $94B in 2-, 5-, and 7-year notes 
next week.  The 7-year was recently reintroduced into the Treasuryõs arsenal to fill 
a budget gap swelling past $1T.  According to CBO and Treasury data, the budget 
gap for FY 2009 through January (first 4 mos.) was $563B.  Thus far, Treasury 
auctions have been heavily subscribed, but anecdotal evidence is beginning to 
mount that investor appetites are waning. 
 
Experts call for higher rates  Bill Gross and Julian Robertson were on CNBC 
recently and both expect rates to be significantly higher than they are today.  
Gross gave an estimate of 7% while Robertson said only that he expected rates to 
be òsignificantly higher than tható. 
 
Quantitative easing presents a risk  While it is very likely that interest rates will 
be higher, the exact timing of the move is not clear.  The economy remains under 
pressure, and there is still a strong appetite for US Treasuries.  In addition, the Fed 
has stated that they want long-term rates to remain low in order to boost the 
economy. 
 
The Fed presents an opportunity  The very policy that will artificially lower 
rates in the short term will boost rates over the long term.  By printing money to 
support demand of Treasuries and expand its balance sheet, the Fed will spur 
inflation which will require higher rates to tame. 
 
Unwinding Fed balance sheet challenging  The Fed is adding a variety of 
securities to its balance sheet.  It is likely to find a difficult environment for 
unloading those securities when the time comes.  Selling such a basket of 
securities will not prove as easy as unloading Treasuries when they want to reduce 
money supply. 
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Trade Summary 
 

2 Yr Note Futures
Symbol TU, ZT Underlying 2 yr T Note Margin 2,295$               

BB Expiration 31-Mar-09 Settlement Type Physical

Price / Premium 108 7/8 Notional Value 200,000$           Duration 1.80

Minimum Tick 0.25 / 32 $ Value Tick 15.625$             

5 Yr Note Futures
Symbol FV, ZF Underlying 5 yr T Note Margin 2,295$               

BB Expiration 31-Mar-09 Settlement Type Physical

Price / Premium 118 15.25/32 Notional Value 100,000$           Duration 4.00

Minimum Tick 0.25 / 32 $ Value Tick 7.813$               

10 Yr Note Futures
Symbol TY, ZN Underlying 10 yr T Note Margin 2,970$               

BB Expiration 31-Mar-09 Settlement Type Physical

Price / Premium 123 5/16 Notional Value 100,000$           Duration 6.20

Minimum Tick 0.25 / 32 $ Value Tick 7.813$                
 
The tables above summarize the current price, margin, and leverage amounts for the futures that I am proposing. 
 

Current Portfolio 
 
Table 1 Current Holdings 

Fixed Income Fundamentals
Symbol Name Mkt Price Position % Tot FI % LT FI Mkt Value DVBP Maturity Duration Coupon YTM

AGG iShares Barclays Aggregate Bond Fund 101.66$     1,300 19.76% 24.13% 132,158$    (52.20)$     5.37 3.95 3.91% 3.77%

BWX SPDR Lehman International Treasury Bond ETF 49.35$       1,000 7.38% 9.01% 49,350$      (30.79)$     8.23 6.24 4.35% 2.88%

EMB iShares JPMorgan USD Emerging Markets Bond Fund 82.23$       550 6.76% 8.26% 45,227$      (28.81)$     12.91 6.37 6.96% 8.92%

CFT iShares Barclays Credit Bond Fund 94.64$       250 3.54% 4.32% 23,660$      (13.60)$     9.44 5.75 5.67% 5.82%

CIU iShares Barclays Intermediate Credit Bond Fund 97.34$       250 3.64% 4.44% 24,335$      (10.20)$     5.10 4.19 5.53% 5.75%

CSJ iShares Barclays 1-3 Year Credit Bond Fund 100.80$     250 3.77% 4.60% 25,200$      (4.81)$       2.04 1.91 5.69% 4.93%

HYG iShares iBoxx $ High Yield Corporate Bond Fund 71.49$       600 6.41% 7.83% 42,894$      (19.65)$     6.42 4.58 8.82% 14.08%

LQD iShares iBoxx $ Invest Grade Corp Bond 98.65$       1,000 14.75% 18.01% 98,650$      (68.46)$     12.24 6.94 6.06% 6.10%

MBB iShares Barclays MBS Bond 105.00$     800 12.56% 15.34% 84,000$      (17.47)$     1.73 2.08 2.86% 3.43%

MO13A Altria Group Inc MO 8.5 11/10/13 1,109.15$  20 3.32% 4.05% 22,183$      (10.47)$     4.72 4.72 8.50% 5.72%

SHV iShares Lehman Short Treasury Bond Fund 110.25$     1,100 18.13% 0.00% 121,275$    (4.49)$       0.38 0.37 4.51% 0.55%

Fixed Income Total 100.0% 100.0% 668,932$    (260.96)$   

(- ST Inv) 81.9% 547,657$   (256.47)$   

Weighted Average 7.28 4.79 5.89% 5.50%

(- ST Inv) 8.80 5.77 6.19% 6.60%  
 
Table 2 Hedge Position and Effect 

Fixed Income Hedging Activity
Symbol Name Mkt Price Position % Tot FI % LT FI Mkt Value DVBP Duration Conv. Fact.

ZF 5 Year T Note Future - Mar09 118.07$     (1,000) (17.65%) (21.56%) (118,070)$  51.31$       3.95 0.9090

ZN 10 Year T Note Future - Mar09 122.70$     (1,000) (18.34%) (22.41%) (122,703)$  78.48$       6.08 0.9506

ZT 2 Year T Note Future - Mar09 108.87$     (2,000) (32.55%) (39.76%) (217,734)$  38.93$       1.74 0.9733

Hedge Total (68.54%) (83.72%) (458,508)$  168.71$     3.47

Portfolio Net of Hedge 210,424$    (92.24)$     1.38  
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Dollar Tree Buy Recommendation- Philip Kriger (2/23/2009) 

BUY 

 
 
 
 

Price (Feb 20 2008) $35.18

Price/Diluted EPS 14.6

52 wk High/Low $44.32/$24.44

Target Price $46

Expected Return 30.8%

Market Cap 3,188  
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EPS Cons

FY2008A $2.10 $2.10

FY2009E $2.51 $2.52

FY2010E $2.77 $2.74

FY2011E $3.19 $3.07

FY2012E $3.42  
 
 
 
 
 
 
 
 

Dollar Tree Inc. (DLTR)                                                                                       
òFlight to Valueó 
 
 
DLTR shares are a BUY ð I recommend buying Dollar Tree shares prior 
to the Q4 2008 earnings release on February 25th. Not a whole lot of 
suspense is left after the Q4 sales announcement on February 5th, but upside 
remains if Dollar Tree Q4 EPS are at the top end of managementõs guidance 
of $1.07 to $1.15. I forecast Q4 EPS to be $1.14. This assumes gross 
margins contract 40 bps due to higher freight costs and increased 
consumables mix while operating margins remain flat due to leverage in 
SG&A expense as a result of increased sales comps. 
 
Strength during a recession ð With increasing unemployment and 
pressure on the household budget, consumers need to save money 
somewhere. They will find real value at Dollar Tree stores and substitute 
purchases of food and everyday items that they would have made at higher 
priced retail locations. Dollar Treeõs focus on consumables (health and 
beauty care, household cleaning supplies, paper goods, and food and 
beverage) will continue to increase store traffic and growth in comp sales 
during 2009 and 2010. Continued rollout of refrigerators and freezers will 
add value to Dollar Treeõs consumable mix and provide more value to the 
consumer. 
 
Market overreaction to Q4 comps - On February 5, Dollar Tree 
announced Q4 and full year sales of $1.39 billion and $4.65 billion, increases 
of 7.0% and 9.5% respectively. The Company also affirmed that EPS would 
be above the mid range of its previous guidance of $1.07 to $1.15 and $2.45 
to $2.53. Relative to the performance of other retailers, this would appear to 
be positive news. However, fourth quarter comps came in at 2.2% and 
disappointed the Street which was expecting comps closer to 4%. The 
market responded by pushing DLTR shares from $44 prior to the 
announcement to a low of $34. I think the reaction was overdone; the 
current share price of $35 offers a great entry point for a retailer with real 
growth prospects in a recessionary environment. 
 
Valuation ð I have a December 2009 price target of $46 that was generated 
using a blended approach taking into account DCF and relative valuations. 
The target price has around 30% upside compared to Fridayõs closing price 
of $35.18. Technically, DLTR appears to have some resistance at $34 which 
suggests limited downside to the current trade. 
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Figure 1: Retailer Comp Sales 

Company Comps Period 

Dollar Tree (DLTR) 2.2% Q4 

Family Dollar (FDO) 2.1% Q4 

Wal-Mart (WMT) 1.3% Q4 

Costco (COST) -2.0% Q4 

Target (TGT) -5.9% Q4 

JC Penney (JCP) -10.8% Q4 

Nordstrom (EWN) -11.4% Jan 

Saks (SKS) -23.7% Jan  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Figure 2: Annual Comp Sales 
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Source: Capital IQ 

 
 
 
 
 
 
 
 
 
 

 

Investment Thesis 
 

Strength During a Recession 
 
Dollar Tree, along with other deep discounters, stand to benefit from 
changing economic tides. With increasing unemployment and general 
pressure on the household budget, consumers need to save money 
somewhere. With price points of $0.99 or less, consumers find real value at 
Dollar Tree stores and substitute purchases that they would have made at 
higher priced retail locations. The Companyõs total revenues and comp sales 
increased a respectable 9.5% and 4.1% in 2008 while many of its retail 
competitors faltered. The positive comps are the result of increasing store 
traffic and transaction size. In the third quarter of 2008, the Company 
reported more than a 5% increase in traffic and about a 1% increase in 
transaction size. Top-line growth increases inventory turns and leverages 
costs throughout the P&L.  
 

Focus on Consumables 
 
Dollar Treeõs focus on needs-based consumer products are driving more 
new customers into stores. These everyday products include health and 
beauty care, household cleaning supplies, paper goods, and food and 
beverage. Although these are typically lower margin products, the regular 
traffic they create drives sales of higher margin discretionary products. The 
company continues to expand the frozen and refrigerated food products it 
offers in its stores. As of the third quarter 2008, the Company had freezers 
and coolers in 1,101 Dollar tree stores, an increase of 127 from the previous 
year. Continued rollout of freezers and coolers will strengthen Dollar Treeõs 
consumables mix, and contribute to further increases in comp sales. In the 
second and third quarters of 2008, consumables increased nearly 3.5% as a 
percentage of sales.  
 

Market Overreaction to Fourth Quarter Comps  

 
On February 5, Dollar Tree announced fourth quarter and full year sales of 
$1.39 billion and $4.65 billion, increases of 7.0% and 9.5% respectively. In 
addition, the Company affirmed that EPS would be above the middle of its 
previous guidance range of $1.07 to $1.15 and $2.45 to $2.53. On the 
surface, the results appeared to be positive, however the market was 
disappointed by the 2.2% increase in fourth quarter comp sales. Although 
management gave guidance in the òlow to mid single digits,ó the market was 
expecting comps to come in closer to 4%. DTLR shares were trading just 
below $44 prior to the announcement and fell to $34 after the news. The fall 
in share price is a classic market overreaction. Dollar Treeõs fundamental 
story remains the same and the Company remains well positioned to 
outperform its peers in the current market environment. Additionally, weak 
Q4 comps relative to stronger comps earlier the year should not come as a 
complete surprise; Compared to 2007, this past holiday season had one 
fewer weekend between Thanksgiving and Christmas.  
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Increased Debit, VISA, and Food Stamp Penetration 
 
Expansion in forms of payment accepted at Dollar Tree stores continues to 
increase the average transaction size. Debit card acceptance began during 
2006 and VISA credit acceptance during the fourth quarter of 2007. 
Additionally, food stamps are accepted in more than 2,160 stores. Increased 
penetration of these payment forms can further boost Dollar Treeõs top-
line. Debit and credit accounted for just 17% of total transaction in the third 
quarter of 2008 (versus 13.5% a year earlier), but represented around 30% 
of sales (versus a year earlier). Although the increase may appear to be a one 
year phenomenon, debit and credit penetration continue to represent a 
higher percentage of total transactions. 
 
 

Valuation 
 
Using a blended valuation approach, I generated a price target of $46 for 
DLTR shares. The valuation is the average of a $51 intrinsic value from a 
DCF valuation and a $41 valuation using comparable company multiples. 

 
Discounted Cash Flow Analysis 
 
To determine Dollar Treeõs intrinsic value, I performed a discounted cash 
flow analysis using the WACC approach. I projected free cash flows from 
2009-2013 and calculated a continuation value using the Gordon Growth 
Model. I assumed net sales would grow to 12.5% in 2009, 15% in 2010, and 
then gradually level to 5% over the next three years. Since Dollar Treeõs 
gross margins have been relatively stable over time, I assumed they would 
remain near 34.0%. The operating margins also remained fairly stable in the 
projection, starting at 7.8% in 2009 and falling to 7.5% in 2013. These 
margins are in line with recent performance from 2006-2008, but well below 
the operating margins in 2003-2005. 
 
Capital expenditures and depreciation were assumed to be 4% and 3.5% of 
sales through 2013, roughly in line with historical averages. Working capital 
assumptions were derived using payable and inventory turnover days and 
other current asset and liabilities as a percentage of sales. These assumptions 
were based on recent performance. 
 
Using a WACC value of 8.25% and a perpetual growth rate of 3%, the 
Companyõs intrinsic value is $51.24 a share. In the sensitivity analysis below, 
you can see how the WACC drives the valuation. 
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Figure 9: Sensitivity Analysis 

 

$51.24 2.50% 2.75% 3.00% 3.25% 3.50%

7.00% $61.65 $64.79 $68.32 $72.31 $76.88

W 7.50% $55.13 $57.59 $60.34 $63.40 $66.84
a 8.00% $49.80 $51.78 $53.96 $56.37 $59.05

C 8.50% $45.37 $46.99 $48.76 $50.70 $52.83

C 9.00% $41.64 $42.98 $44.44 $46.02 $47.75
9.50% $38.44 $39.57 $40.79 $42.10 $43.53
10.00% $35.68 $36.64 $37.67 $38.77 $39.96
10.50% $33.27 $34.09 $34.97 $35.91 $36.92
11.00% $31.15 $31.86 $32.62 $33.42 $34.28

Perpetual Growth Rate

 
 
 
Relative Valuation  
 
Dollar Tree currently trades at 14.6x LTM diluted EPS and 12.7x my 2009 
EPS estimate. Over the past year, DLTRõs trailing P/E multiple has traded 
in a range of 12.5x to 18.5x; its forward P/E multiple has traded in the 
range of 11.25x to 16.75x.  
 
 
Figure 10: Comparable Companies Analysis 

Company Name

Market 

Cap

TEV/LTM 

EBITDA

P/NTM 

EPS P/Tang BV

LTM 

Gross 

Margin

LTM EBIT 

Margin

Rev 

Growth

99 Cents Only Stores (NDN) 513 10.4x 24.1x 1.0x 38.80 0.35 6.53

Big Lots Inc. (BIG) 1,161 4.1x 8.4x 1.6x 39.77 5.53 (2.06)

Costco Wholesale Corp. (COST) 18,526 6.6x 15.8x 2.1x 12.47 2.78 10.61

Family Dollar Stores Inc. (FDO) 3,843 7.6x 15.2x 3.0x 33.80 5.28 1.99

Target Corp. (TGT) 22,395 6.1x 12.1x 1.6x 31.11 7.80 3.25

Wal-Mart Stores Inc. (WMT) 193,303 7.9x 14.2x 3.9x 24.53 5.78 9.17

High 10.4x 24.1x 3.9x 39.77 7.80 10.61

Low 4.1x 8.4x 1.0x 12.47 0.35 (2.06)

Median 7.1x 14.7x 1.9x 32.45 5.41 4.89

Dollar Tree Inc. (DLTR) 3,188 6.5x 13.6x 3.2x 34.33 7.81 6.90  
Source: Capital IQ 

 
 
Dollar Tree trades at a slight discount to its closest peer, Family Dollar, on a 
forward P/E (13.6x to 15.2x) and EV/EBITDA (6.5x to 7.6x) basis. On a 
forward P/E and EV/EBITDA basis, Dollar Tree trades at a premium to 
Big Lots and Target, however, both BIG and TGT have lower EBIT 
margins and 1 year revenue growth rates. Applying the median forward P/E 
multiple to my 2009 EPS forecast of $2.77, DLTR would trade around $41. 
This number is less than stockõs intrinsic value, but still well above the 
current market price. 
 
Dollar Treeõs 7.81% EBIT margin is the highest in the comp set, and its 1 
year revenue growth is exceeded only by Wal-Mart and Costco. Dollar 
Treeõs Price to Tangible Book is at the high end of the comp set.  

 


